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Nick Welch, the Head of Stakeholder Relations of
the Climate Change Group at Royal Dutch Shell plc,
brought the discussion back to focusing on the scale
of the challenge we face. He also highlighted and
re-iterated the ideas behind the many different ap-
proaches and solutions discussed throughout the
day, recognizing that many of the people in the room
know what the answers are, but that it is difficult to
make them happen.

Mr. Welch began by stating his view that once we have a true, world wide carbon market,
the objectives of combating climate change and changing how we produce energy will be
much easier to attain. Still, he followed this comment immediately by stating that he also
sees a lot of importance in the bottom up approach.

Mr. Welch highlighted several different points about energy development. He agreed with
many of the previous speakers that venture capital would have to play a big role. He also
communicated that different methods work better for different countries. Technology will
make the shift happen, Mr. Welch asserted, but this technology can sometimes have unin-
tended consequences, as has been the case with biofuels.

Directly addressing the scale of the challenge, Mr. Welch pointed out that the economic de-
velopment needs and the constraints of climate change are pushing the world to double eco-
nomic output in the same time that it needs to halve carbon dioxide emissions. The World
Bank estimates that an investment of around $160 billion will be needed to make a smooth
and significant change in the way we produce and consume energy. He also emphasized
again the need for a global carbon market.

Putting this scaling up effort in context, Mr. Welch recognized that this investment has to
be made within the timeframe of ten to twenty years in order to avoid the worst climate-re-
lated consequences. He concluded by reiterating his point that this is an enormous challenge
that should not be underestimated.
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c. Highlights from Q&A

Government’s Role in FEnergy Policy: The
Dialoguers focused on the role that government
plays in renewable energy policy, both as a bully
pulpit and as a catalyst for substantive policy
changes. Government can support renewables by
funding pilot projects, as has been done successfully
in Brazil for the past 30 years. A climate investment
fund, which regional banks have been discussing, is
another important step in changing the energy status quo.

Part of the challenge with crafting an effective national energy and climate change policy
is maintaining cooperation among regional governments. Local actors could benefit from
a Gleneagles style summit that would foster coordinated efforts to tackle climate change.
Because so many different actors and agendas must be accounted for, flexible regulators are
required. Government must provide appropriate oversight and incentives rather than re-
quiring specific types of energy investments.

Another key area in which government can make an important difference is facilitating col-
laboration among multi-sector actors. The Dutch government has been successful in this
regard through its use of well-designed policies. While bureaucracy is an important policy
tool, political leadership is just as crucial. In the United States, for example, initiatives
geared at boosting the corn-based ethanol industry mark progress in the biofuels market, but
may not constitute the best choice for government-sponsored renewable energy investment.

R&D Investments: From a marketing perspective, Dialoguers agreed that it is essential that
research and development investments not be viewed as a “cost” imposed on taxpayers, but
rather an opportunity for real progress. No one would argue today that investments in de-
veloping the Internet were a burden on taxpayers, for example. Currently, innovative alter-
native energy companies such as GreenFuel suffer from a lack of US buyers, and the US
risks losing its competitive advantage in energy technology if this trend continues.
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Government/Private Sector Collaboration: Some
Dialoguers emphasized that without proper support
and planning, cooperative efforts between the gov-
ernment and corporations can also falter. For exam-
ple, FutureGen, a public-private partnership to
design, build, and operate the world's first coal-fu-
eled, near-zero emissions power plant, stalled when
initial estimates of costs doubled. Advocates of car-
bon sequestration hope that setbacks for FutureGen
do not discourage further developments in the tech-
nology, which was put on the international map after the Intergovernmental Panel on Cli-
mate Change agreed to produce a report on the subject.

Because there is no global government with the authority to enforce climate change and
energy policy, it is essential that private-sector actors such as multi-national corporations
participate in improving the energy status quo. Proctor & Gamble serves as a useful exam-
ple of a company that changed its focus to using the best available technology and thrived
as a result. Government can encourage such behavior in the private sector by removing
obstacles to innovation and then stepping aside to avoid overregulation. Incremental reg-
ulatory modifications can be more effective than far-reaching overhauls that are difficult to
implement and enforce.

Private Sector Financing: The role of the private
sector in providing funding for renewable energy
technologies was also a topic of discussion in the
Q&A portion of the Dialogue. Dialoguers agreed
that private sector financing is an important consid-
eration for renewable technology investments, and
sovereign wealth funds are one tool that is available.
However, in the future, it is likely that the role of
sovereign wealth funds will be relatively limited, as
the US Congress tends not to favor endowment style
investing. Instead, a portfolio approach for responsibly spending funds provides a more
promising means of guaranteeing future investment.

For additional information, please also see the various case studies addressing legal, policy
and financial incentives in Appendix B.
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VI. SUMMATION — JOSEPH A. STANISLAW,
THE JASTANISLAW GROUP LLC, RETIRED CEO OF

Joseph A. Stanislaw wrapped up the Dialogue by reminding participants that the world is
no longer in the wilderness when it comes to grasping the enormous threat that climate
change poses. Indeed, climate change is too large a problem for politicians to ignore and a
call to action has become mainstream. In this context, it is essential to change the status quo,
under which conventional fossil fuel-based power sources receive 75 percent or more of
available energy subsidies in countries such as the US.

Mr. Stanislaw said that in short, nations around the world must embrace values-based cap-
italism over price-based capitalism, and look to government to properly account for negative
externalities imposed upon the commons. As the NGO Mercy Corps has successfully done,
governments need to invest in local solutions and bring sustainable policies to the most
conflicted of area.

Climate change is the only problem in history that individuals will solve one by one, Mr.
Stanislaw said. He emphasized that leadership and education is desperately needed since
“climate changes everything.” The greening of the economy is here, and ironically, greed
may solve this problem since increasingly, environmentally responsible solutions are prof-
itable as well. The potential is tremendous—every time forecasts are made about the
prospects for solar power, for example, the forecasts are wrong by large margins since
growth repeatedly exceeds expectations, Mr. Stanislaw said. Thus, it is crucial to be bold,
to lead by example, and take advantage of the opportunity of a lifetime — the opportunity to
transform the energy sector.

Across the globe, nations will spend more money in the next 25 years investing in a new
energy economy than they have in the last 100 years, and perhaps even in the history of
mankind. The media need to take a more active role in discussing climate change in national
and international forums and highlighting the exciting implications that renewable energy
has for our economy. The government-sponsored investments of the 1970s and 1980s
started the momentum; now it is up to entrepreneurs to carry the torch and bring new tech-
nologies into fruition. At the same time, a policy driven market must be set in place, much
like those that have been successful in Europe. The costs associated with alternative energy
are coming down at the same time that fossil fuel prices are soaring. As these price curves
cross, it is crucial to educate political leaders and to gain support from oil and gas companies
for new initiatives, Mr. Stanislaw emphasized.
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In order to fully address climate change head on, local solutions that embrace the values of
communities must be implemented. Successful examples of such solutions can be seen in
the most disadvantaged of communities, such as in the South Bronx in New York, where
green jobs—which cannot be exported—have helped revitalize the area. When the local be-
comes global, the opportunities for change are endless, Mr. Stanislaw said.

Mr. Stanislaw reminded Dialogue participants that they are part of a new network of indi-
viduals, united in their commitment to revolutionizing the energy sector in countries world-
wide. We hope to convene again to discuss further means of stretching the capabilities of
existing energy technologies and developing techniques that incorporate local behavior and
politics.

VII. CONCLUSION

Below we outline some of the overarching themes and issues discussed at the Dialogue.

a. Role of coal: there is big change happening, and coal is becoming more obsolete as
renewables capture a larger share of the market. Look at the use of wind in India, the
4th largest windmill installer in the world, where wind capacity is twice as large as nu-
clear capacity, (Lovins). Edward Muller pointed out that coal currently supplies 44%
percent of electricity across the world, (and this will not change dramatically anytime
soon: “21st century is very much the coal age”), and Kamal Meattle mentioned that
about 75% of Indian power comes from coal. It appears that although the world is cur-
rently seeing the use of lots of coal, even with the expansion of coal in China and
India, this growth is small when compared to the growth of renewables that are dou-
bling every 2-5 years. So perhaps coal is the fuel of the past and present, and alterna-
tives and efficiency are the fuels of the future.

b. Role of private sector in policy-making: The keynote speaker and Dialogue 1 speakers
did not express an interest in playing a direct role in policy making. Instead, they be-
lieved they should focus on their companies doing the best they can. Speakers from
Dialogue 2 and 3 on the other hand thought that the private sector plays an important
role in setting progressive examples as well as maintaining active involvement in pol-
icy making.

c.Role of government: The difference between the role of the U.S. government vs. the
role of European governments in energy policy is quite profound. U.S. speakers felt
that the role of government was very limited, while Europeans felt that setting policies
was critical to addressing the issues of economic development and climate change.

d. Role of emerging markets: Emerging markets are playing a key role with innovative
programs to develop low emission cities and major projects, as well as developing
low cost wind, solar, and biofuel alternative energy options. We can well expect to
buy most of these technologies from emerging markets because they are moving for-
ward rapidly to combine low cost labor with state of the art renewable energy technolo-
gies. The innovation of low energy cities and large scale complexes in Abu Dhabi,
China, and India raises the question: where is the initiative in developed countries to
undertake these kinds of projects?
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VIII. APPENDICES

Appendix A. Agenda

Appendix B. Case Studies

Appendix C. Speaker Biographies

Appendix D. Sponsors

11 APRIL 2008



32 SCALING ALTERNATIVE ENERGY

SCALING ALTERNATIVE ENERGY:
THE ROLE OF EMERGING MARKETS A DIALOGUE

April 11,2008, 8:30am - 4pm
ASEAN Auditorium of The Fletcher School
Agenda

8:00 AM Registration

8:30 AM Opening Ceremonies: Vincent Manno, Associate Provost and
Professor of Mechanical Engineering, Tufts University

Framing the Issues: William Moomaw, Director, CIERP and
Charles Bralver, Executive Director, CEME

Keynote Address: “Zero Net Energy,” George David, CEO,
United Technologies Corporation

9:30 AM Dialogue 1: Sustainable Development and Energy - Efficiency,
Coal and Alternative Energy Options

Moderator: William Moomaw, The Fletcher School

Framing the Issues: Amory Lovins, Cofounder, Chairman,
Chief Scientist, Rocky Mountain Institute

Dialoguers:
- Kamal Meattle, CEO, Paharpur Business Center
and Software Technology Incubator Park, India

- Edward Muller, CEO Mirant-US Power Generation;
Co-former CEO of Mission Energy

- David Hunter Marks, Goulder Family Professor of Civil and
Environmental Engineering and Engineering Systems, and
Co-director, Masdar initiative, Abu Dhabi, MIT

10:40 AM Break

11:00 AM Dialogue 2: Globalization and the Promotion of
New Technologies from and in Emerging Markets

Moderator: Joseph A. Stanislaw, The JAStanislaw Group LLC

Framing the Issues: Jose Moreira, Chairman of the Board of Centro
Nacional de Referencia de Biomassa (CENBIO) and
President of the Brazilian Biomass User Network, Brazil
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Dialoguers:
- Polly Shaw, Director of External Relations,
SunTech Power Holdings Co., China

- Eduardo Leao de Sousa, Executive Director, Unica — Brazilian
Sugarcane Industry Association, Brazil

- Isaac Berzin, Founder and CTO, GreenFuel Technologies Corporation

12:30 PM Lunch

1:30 PM Dialogue 3: Promoting Alternative Energy Technology in Emerging
Markets — Policies and Financing

Moderator: Charles Bralver, The Fletcher School

Framing the issues: Juan Pablo Bonilla, Coordinator,
Sustainable Energy and Climate Change Initiative,
Inter-American Development Bank

Dialoguers:
- Dan Reifsnyder, Deputy Assistant Secretary for
Environment, Bureau of Oceans, Environment, and Science, U.S.
Department of State

- Olaf Groth, Global Business Network, The Monitor Group
- Gary Howorth, PFC Energy

- Hans Hoogeveen, Director General, Dutch Ministry of
Agriculture, Nature, and Food Quality

- Nick Welsh, Climate Change Group, Shell International

3:00 PM Summation: Joseph A. Stanislaw, The JAStanislaw Group LLC,
Retired CEO of Cambridge Energy Research Associates

Next Steps: William Moomaw and Charles Bralver

4:00 PM Reception
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Appendix B: Case Studies

Suntech Power

Unica

GreenFuel Technologies Corporation
Suzlon

Cosan

Alternative Energy Investments

Legal and Structural Reforms in the Development of Alternative
Energy in Emerging Markets

Technology and Investment: Policy Recommendations to Jump-start
Renewable Energy In Latin America

. Algae-based Biofuel Stocks
10.

Windpower Technology: To Make or to Buy?
Lessons from Mexico for Central America.
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CASE STUDY: SUNTECH POWER

Intr tion

Suntech Power, a major manufacturer of solar cells and modules, was founded in 2001. In
December 2006, the company’s production capacity expanded to 300MW, and production
capacity is expected to reach 1GW by 2010. Suntech is currently ranked as the No. 3 silicon
cell manufacturer worldwide and the largest solar module manufacturer internationally.
With four production sites at Wuxi, Luoyang, Qinghai and Shanghai (under construction),
Suntech has 4000 global employees. Suntech also owns MSK Corporation, a leading PV
module manufacturer and Building-Integrated PV company in Japan.

Suntech’s largest markets are (in order): Germany, Spain and the United States. About 80
percent of the company’s products are sold in Europe, but the company anticipates a major
expansion in the U.S. market in the coming years.

Theme

Suntech demonstrates the potential for manufacturers of solar cell technology to thrive in
China, which is on track to become the world’s number one PV producer in 2008 with a mar-
ket share of over 18%. Despite its success in international markets, however, Suntech—and
other solar energy companies—have met with difficulties in fully penetrating the Chinese
market, and future prospects for continued rapid growth in China are uncertain. While China
is making strides towards encouraging its renewable energy industries, significant obstacles
for PV manufacturers remain.

Internal Factors

Suntech was founded by Dr. Zhengrong Shi, who also serves as chairman of the board of
directors and chief executive officer. Prior to founding Suntech in 2001, he was a research
director and executive director of Pacific Solar Pty., Ltd., an Australian PV company en-
gaged in the commercialization of next-generation thin film technology. Dr. Shi brought nu-
merous patented innovations in solar technology to Suntech, which have been a cornerstone
of the company’s success.

Dr. Shi has also adopted former U.S. Vice President Al Gore's battle against climate change
and is encouraging Chinese political leaders and others to attack global warming. Recently,
Dr. Shi was recognized as one of China’s 2007 Green Persons of the Year for his great con-
tribution to the renewable energy industry in China.

On December 15th, 2005, Suntech successfully completed its [PO in New York Stock Ex-
change (NYSE). It is China’s first high-tech private corporation to attract investment in
main international capital markets and earned the highest market value in the world PV in-
dustry. As of February 25, 2008, its stock price on the NYSE was $37.13.
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Advantages:

Suntech’s 2006 Annual Report reveals impressive results...

Net Revenues (US$S MM) Expected Suntech Production Capacity Growth!"

Year-end PV Production Capacity (MW)
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...and numerous competitive strengths:

e Large-Scale Manufacturing of High-Efficiency PV Cells
* Strong Research and Development Capabilities in PV technology
¢ Flexible China-based, Low-cost Manufacturing Model

e Established Relationships with Key Customers and Suppliers, including Conergy
AG, Atersa, IBC Solar AG, SolarWorld AG and Ibesolar Energia S.A.

* Leading independent developer and manufacturer of PV cells and modules with
high growth and profitability

Another major advantage that Suntech enjoys at present is a reduced tax rate. According
to Suntech’s 2006 Annual Report, the basic enterprise income tax rate for foreign-invested
enterprises in China is currently 33.0% (30.0% state tax and 3.0% local tax). The Chinese
government has provided various incentives to foreign-invested enterprises and domestic
companies operating in a national level economic and technological development zone, in-
cluding reduced tax rates and other measures. For example, Suntech China, is entitled to a
preferential enterprise income tax rate of 15.0% so long as it continues to operate in the
high-tech zone and maintains its “high or new technology enterprise” status.
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However, Suntech may not benefit from such a low tax rate in the future. As of 2008, the
PRC Enterprise Income Tax Law or the EIT Law will require China to adopt a uniform tax
rate of 25.0% for all enterprises. Thanks to a grandfathering provision, this new tax rate
will not apply to Suntech for five years, though there are no guarantees that the tax rate will
not increase further in the future.

Disadvantages:
Despite the substantial growth it has experienced thus far, Suntech also identifies a number
of internal risks in its 2006 Annual Report. These include the following assessments:

e Our failure to further refine our technology and develop and introduce new PV
products could render our products uncompetitive or obsolete, and reduce our sales
and market share.

* Our dependence on a limited number of suppliers for a substantial portion of silicon

and silicon wafers could prevent us from delivering our products in a timely manner

to our customers in the required quantities, which could result in order
cancellations, decreased revenue and loss of market share.

* Our future success substantially depends on our ability to significantly increase
both our manufacturing capacity and output. Our ability to achieve our expansion
goals is subject to a number of risks and uncertainties.

In addition to these risks, Suntech remains largely dependent on exports, though domestic
sales have improved significantly as a percentage of total revenues since 2004.

2004 2005 2006
Total Net Total Net Total Net
Region Revenues % Revenues % Revenues %
(in thousands except percentages)
Europe
Germany $61,528 72.1% $101,590 45.0% §254 369 42 5%
Spain 1,659 20 18,160 8.0 123,547 20.6%
Others 13,033 15.3 41,537 18.4 43,784 7.3%
Europe sub-total 76,220 89.4 161,287 71.4 421,700 70.4%
China 6,705 7.8 56,400 25.0 129,704 21.7%
South Africa 1,345 16 488 02 1,911 0.3%
Rest of the world 1,018 1.2 7,825 35 45,555 7.6%
Total $85,288 100.0%  $226,000 100.0%  $598,870 100.0%
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External Factors

Advantages:

China’s natural landscape makes it a prime location for the development of solar energy.
Two-thirds of China’s land area receives more than 2,000 hours of sunlight per year, which
is more than either Japan or Europe. China’s potential solar energy production is equivalent
to 1,700 billion tons of coal.

On February 28 2005, China passed a historic law known as the Law on Renewable Energy
Resources, which pledged to use renewable energy resources such as solar, wind and geot-
hermal energy for 10% of energy consumption by 2020. The goal of the law is to “improve
China’s energy structure, diversify energy supplies, safeguard energy security, protect the
environment, and realize the sustainable development of the economy and society.” The
law encourages the government to promote the use of photo voltaic cells in buildings as a
means to promote China’s solar energy industry.

Major upcoming events taking place in China, such as the 2008 Olympic Games in Beijing
and the 2010 Shanghai Expo, will continue to stimulate the solar energy industry. In 2006,
Suntech was awarded an exclusive contract to supply a 130 KW solar energy system for Bei-
jing's Bird's Nest Stadium, the main stadium for the 2008 Beijing Olympic Games. The en-
ergy system will be installed at twelve entrances of the stadium.

According to Solar Daily, industry specialists, who asked to remain anonymous, predicted
that domestic consumption of solar power should improve in the next few years. As a result,
firms are boosting their investments in anticipation of future growth. In addition, one source
indicated that the central government would likely introduce policies this year to promote
the domestic installation of alternative energies such as solar power.

Disadvantages:

Despite recent progress, China suffers from development challenges and, until recently, a
dearth of laws and regulations that support renewable energy. Even with the Law on Re-
newable Energy Resources, China lacks a comprehensive nationwide plan for photovoltaic
energy. "Manufacturers are expanding their capacity, but I don't see a major drive to install
solar power domestically," said Wang Xing, a senior program officer at the Energy Foun-
dation's China Sustainable Energy Program. "Right now there is not a very strong incentive
program for solar power."!

A significant obstacle for solar energy is an inability to connect small-scale solar units to the
larger power grid. "Currently, solar energy is only combined with power generation grid
networks on a trial basis in first-tier cities like Beijing and Shenzhen," said Gao Hu, a
researcher with the state-controlled Energy Research Institute?. Resource shortages — in-
cluding the scarcity of adequate facilities, financial resources, and training opportunities —
further hinder the development of solar technology.

! Solar Daily
21d.
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In its 2006 Annual Report, Suntech describes the following factors as competitive risks,
many of which reflect the challenges of operating in China:

* The reduction or elimination of government subsidies and economic incentives for on-
grid solar energy applications could have a material adverse effect on our business and
prospects. Note: Because the installed cost of the company’s PV modules is upwards
of 35¢ per KWh, government subsidies in export nations such as Germany and Japan
are crucial to making the modules cost effective.

* If PV technology is not suitable for widespread adoption, or sufficient demand for PV
products does not develop or takes longer to develop than we anticipated, our sales
may not continue to increase or may even decline, and we may be unable to sustain
profitability.

* We face intense competition from other companies producing solar energy and other
renewable energy products. According to Photon International’s survey in March
2006, as of the end of 2005, 94 companies in the world produced PV cells and 153
companies produced PV modules.

* The Chinese economy differs from the economies of most developed countries in
many respects, including: the amount of government involvement; the level of devel-
opment; the growth rate; the control of foreign exchange; and the allocation of re-
sources. While the Chinese economy has grown significantly in the past 20 years,
the growth has been uneven, both geographically and among various sectors of the
economy.

* The PRC government has implemented various measures to encourage economic
growth and guide the allocation of resources. Some of these measures benefit the
overall Chinese economy, but may also have a negative effect on us. For example,
our financial condition and results of operations may be adversely affected by gov-
ernment control over capital investments or changes in tax regulations that are appli-
cable to us.

Conclusion

Suntech’s booming growth and strong sales abroad demonstrate the potential for solar en-
ergy companies to succeed in China. In recent years, low manufacturing costs, better tech-
nology, and efficient production have helped companies like Suntech to remain competitive.
The Chinese solar industry has also attracted significant attention worldwide. In September
2007, the International Solar Energy Society hosted its Solar World Congress in Beijing to
help promote sustainable development in the solar industry in China and other nations.

Despite all the progress, however, China’s installed capacity for PV power is only 80 MW,
which is just 0.016 percent of the installed thermal power capacity. Price wars leading to
lower quality products and the lack of financial and policy support from government remain
as significant barriers. Traditional power companies have also failed to develop their own
solar energy technology and to provide solar energy with ready access to the grid. As a re-
sult, Suntech and other companies find that domestic sales are less than a quarter of total net
revenues, and prospects for growth in the domestic market remain uncertain. Moreover, in
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international markets, Suntech remains highly dependent on subsidies from governments in
developed countries, and any reduction in subsidy levels would hurt business badly. Still,
Rhone Resch, President of Solar Energy Industries Association, says he does not expect
those subsidies to go away any time soon. “I think investors recognize that solar, although
small, makes sense.” 3

For solar energy to comprise a higher percentage of growth in domestic Chinese consump-
tion, companies such as Suntech will need to increase efficiency and lower costs associated
with PV. In order to do so, they will need to develop technology that can produce more elec-
tricity with less land being taken up by solar modules. Currently, a kilowatt-hour of elec-
tricity made with coal costs about 4 cents in China. An equivalent amount made from solar
energy costs approximately 10 times this much. Electricity from wind energy costs about
double, so China's government has recently subsidized wind— and wind investment has
soared.

In order to remain competitive, China will need to provide Suntech and other solar compa-
nies with subsidies and policy measures that can help them sustain their advantage in man-
ufacturing costs. Wang Wenjing, a solar energy expert at the Chinese Academy of Sciences,
says he thinks that solar subsidies are only a year or two away. "The lack of government pol-
icy is constraining the use of solar energy," he says. "If the government would just come out
with a policy, I'm certain China could very quickly become the world's largest user of solar
energy."*

While difficulties remain in the short term and domestically, long-term prospects for PV
made in China look promising. According to the Research and Markets, from 2020 to 2030,
solar energy will enter into mainstream energy markets worldwide on a large scale. Tech-
nical progress together with scale effects will steadily reduce the cost of PV batteries. The
research firm cites cost curve figures of the PV industry in the past 40 years that have shown
that costs will come down 15-20% once accumulated sales volume of PV batteries is dou-
bled. The firm also estimates that solar power generation cost in developed countries will
approach electricity prices for the peak period from 2010 to 2030; and it will approach av-
erage electricity prices from 2020 to 2050.

To fully take advantage of global demand for solar energy, Suntech must continue to develop
new and innovative technologies and increase its production capacity. With the proper sup-
port, Suntech should continue to thrive in the years to come.

3 Red Herring.
4NPR.
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Sources

* Suntech website
e Suntech 2006 Annual Report

e Solar Daily,
http://www.solardaily.com/reports/Cloudy_Outlook_For_China_Solar_Industry_999. html

* World Watch Institute, http://www.worldwatch.org/node/41

* RSC,
http://www.rsc.org/chemistryworld/Issues/2007/November/SolarPowerHeatsUpInChina.asp

* Manufacturing and Technology News,
http://www.manufacturingnews.com/news/08/0110/art1.html

* Green Jobs, http://www.greenjobs.com/Public/IndustryNews/inews00597 .htm
* NPR, http://www.npr.org/templates/story/story.php?storyld=17351206
* Red Herring, http://www.redherring.com/Home/14881

* Research and Markets, http://www.researchandmarkets.com/reports/c77145

Written by Keya Chateauneuf, for Professor William Moomaw, Director, Center for International
Environment and Resource Policy, and Charles Bralver, Executive Director, Center for Emerging Market
Enterprises in preparation for the Dialogue on Scaling Alternative Energy: The Role of Emerging
Markets, 11 April 2008, held at The Fletcher School, Tufts University.
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CASE STUDY: UNICA
Introductio

Unica, which stands for the Sao Paulo Sugar Cane Agroindustry Union, represents the sugar
cane, sugar, and alcohol business areas in the state of Sdo Paulo, Brazil. Unica was created
in 1997 and is the successor to several sectorial organizations in Sdo Paulo. The union’s
president is Marcos Jank.

In addition to serving as a representative for producers, Unica compiles statistics on the
Brazilian sugar cane, sugar, and alcohol markets, and advocates for open foreign markets
for sugar and alcohol. Unica’s members are responsible for over 60% of Brazilian produc-
tion of these goods. More than 100 production units are Unica associates, including tradi-
tional sugar exporting groups.

Theme

Unica’s success, particularly with regards to ethanol production in international markets, re-
lies on its ability to effectively address environmental concerns about biofuel production and
to break down protectionist trade barriers in nations such as the US.

Internal Factors

Two countries — Brazil and the US — are the world’s largest fuel-ethanol producers and con-
sumers, and currently represent 85% of demand. Brazil is the international leader in sug-
arcane, sugar, and ethanol production—industries that have been bolstered by recent high
fossil fuel costs and rising demand worldwide:

Sugar-cane 387 million tons #1inworld
Sugar 26.6 million tore #1inwerld
Ethanol 15.4 billizn liters #1inwarld
Energy 9.7 terawatts'h 3% of tha
electric power

generated in

Brazil

Source: Unica, 2004-5.

Brazil exported about 3.9 billion liters of ethanol in 2006, but it consumed more than three
times that domestically. Exports are not expected to grow much in the near term compared
with domestic consumption. Still, the exportation of Brazilian ethanol to the U.S. reached
a total of US$ 1 billion in 2006, an increase of 1020% over 2005 (US$ 98 million).! Overall,
however, fuel-ethanol consumption is very small, representing only about 2.5% of current
gasoline consumption worldwide (Unica, 2004).

Within Brazil, the state of Sdo Paulo produces 60% of all the sugar and is responsible for
70% of Brazilian exports. Sao Paulo also generates 61% of Brazil’s alcohol production,
which has produced savings in foreign currency for the last 22 years, representing an average
of 1.8 billion US dollars per year. To generate electricity from sugarcane, the producers from
Sao Paulo employ 400,000 people — 40% of rural employment in the state. Sdo Paulo also
benefits from the lowest sugar production cost in the world.

! Lovins. A.B (2005). Winning the Oil Endgame p.105.
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Unica’s activities are guided by the following principles:

e Improve the sugarcane agribusiness self-management system in a free market
e Care for the ethanol and sugar industries’ competitive conditions
» Expansion of the free market for sugar and struggle against protectionist barriers

* Dissemination of fuel ethanol production and use worldwide aiming to turn the
product into an environmental commodity.

* Support to production diversification in sugar cane producing countries through the
inclusion of ethanol in the production cycle.

External Factors

The Brazilian ethanol market has been characterized by strong growth in recent years, driven
by international requirements and incentives for ethanol use in transportation.
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Unica’s ethanol production has also been helped by three important incentives provided by
the Brazilian government: 1) guaranteed purchases by the state-owned oil company Petro-
bras, 2) low-interest loans for agro-industrial ethanol firms, and 3) fixed gasoline and ethanol
prices where hydrous ethanol sold for 59% of the government-set gasoline price at the pump.
In recent years, the Brazilian untaxed retail price of ethanol has been lower than that of
gasoline per gallon.

Environmental Concerns

Despite the impressive growth of the ethanol market, recent studies have cast doubt on the
environmental benefits produced by biofuels including sugarcane-based ethanol. These
studies highlight environmental risks including the conversion of different ecosystems into
farmland and the potential negative impacts of production processes, which lead to soil de-
pletion, emissions, and water use and contamination. Some studies also argue that biofuel
production can displace crops of pasture from current agricultural lands, indirectly causing
emissions release via conversion of native habitat to cropland elsewhere.

A February 2008 study conducted by The Nature Conservancy and the University of Min-
nesota, entitled ‘Land Clearing and the Biofuel Carbon Debt,” argues that converting rain-
forests, peatlands, savannas, or grasslands to produce food-based biofuels in Brazil,
Southeast Asia, and the United States creates a ‘biofuel carbon debt’ by releasing 17 to 420
times more carbon dioxide than the annual greenhouse gas reductions these biofuels provide
by displacing fossil fuels.

In response to these types of studies, Unica President and CEO Marcos Jank, counters that
misleading and incomplete information often surfaces when Brazilian ethanol, produced
from sugarcane, is lumped together with less efficient biofuels produced from non-sustain-
able sources. "Biofuels can be produced from various feedstocks, and they are not all the
same," Jank says, emphasizing that ethanol from sugarcane produced in

Brazil is widely recognized as the most efficient in terms of reduced greenhouse gas emis-
sions, improved energy balance, and lower production costs. He points to a report entitled
“Sustainable Biofuels: Prospects and Challenges," released by Britain's Royal Society in
January 2008, which concludes that each biofuel must be evaluated on its own merits.

Unica disputes that ethanol production leads to increased greenhouse gas emissions. In-
stead, the union claims that the renewable energy contained in ethanol is 8.3 times greater
than the fossil energy that is used to produce it and that the result is a 13 percent cut in
emissions of greenhouse gases from Brazil’s entire energy sector. In fact, Unica argues that
the replacement of gasoline with ethanol has prevented emissions of 27.5 million tons of car-
bon dioxide in Brazil (2003).

Brazil’s ethanol industry also insists that biofuel production does not threaten food supply,
but rather food price increases are caused by currency fluctuations, increased demand in
India and China, the climate change phenomenon, and higher gasoline prices. Furthermore,
it argues that biofuels are typically not grown on rainforest land or land used to grow food.

2 http://www.reuters.com/article/pressRelease/idUS223945+16-Jan-2008+PRN20080116
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Trade Barriers

Aside from environmental concerns, trade barriers, particularly within the US, have pre-
vented Unica from reaching its full potential in international markets. The United States
currently imposes a 54-cent import tariff on Brazilian ethanol, and other key consumers
such as Japan and the European Union impose similar tariffs.

Participating in Reuters Global Biofuel Summit, Eduardo Pereira de Carvalho, former pres-
ident of Unica, referred to the lack of cooperation between the United States and Brazil,
lamenting that "we are the world's two biggest producers of ethanol and we aren't working
together. Instead, it never ceases to amaze me, we are still considering the shift from oil to
renewables through a 19th Century protectionist model."?

In order to facilitate international harmonization of fuel-ethanol policies, which would en-
able the product to actually become an energy commodity and be as easily traded as gasoline
or diesel, Unica argues that three principles need to be adopted in a coordinated effort:

1. All fuel-ethanol import prohibition or limitation because of flat quotas should be
substituted by agreements which would allow imports under more flexible but clear
conditions;

2. High fuel-ethanol import tariffs should be substituted by lower tariffs than those
adopted for fossil fuels import given the low-pollution and renewability qualities of
the product;

3. Subsidies should be progressively phased-out in order to promote production
efficiency and fair market competitiveness.

Thus far, Unica has not been able to overcome the powerful corn lobby in the US, which
advocates for domestically produced corn-based ethanol over foreign imports.

Conclusion

Despite environmental and trade obstacles, Unica’s production is likely to continue to re-
main strong, with Unica estimating that domestic ethanol demand will likely triple in six to
seven years. Unica cites that the production cost for the more effective mills in the Center-
South region is competitive with the cost of gasoline without additives produced from oil
at US$ 25/barrel. As flex-fuel engines, which use ethanol, gain in popularity, the demand
for ethanol in Brazil will grow accordingly. In fact, sales of new cars and other lightweight
vehicles equipped with flex-fuel engines already represent 80 percent of Brazil’s domestic market.

The Brazilian government continues to show strong support for its biofuel industries, and
Unica in turn, has acted cooperatively to ensure that environmentally responsible policies
are instituted. In June 2007, Unica signed an agreement with the state government in which
mills were required to ban sugar cane burning in the state by 2017, well before 2031 target
mandated by a state law. Investment in ethanol is also thriving; Unica estimates that $15
billion is currently being invested in cane milling capacity in Brazil.

While prospects for domestic growth are promising, Unica must continue to improve its
technological efficiency and its ability to address international concerns about the environ-
mental effects of ethanol production. In addition, until it is successful in breaking down
trade barriers, particularly in the US, Unica will fail to fully penetrate the international market.

3 http://www.reuters.com/article/GlobalBiofuel07/idUSN1733381720070118
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Markets, 11 April 2008, held at The Fletcher School, Tufts University.
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CASE STUDY:
GREENFUEL TECHNOLOGIES CORPORATION

Intr tion

GreenFuel Technologies is a company that researches and develops algae-based clean en-
ergy technologies. Founded in 2001 in Cambridge, Massachusetts, the company is among
the leading innovators of algae-based technologies that seek to harness the ability of algae
to manufacture lipids for biodiesel fuel, among other purposes. The company couples algae
systems with conventional fossil fuel power plants or other carbon dioxide sources in an ef-
fort to create a technological system that will reduce carbon dioxide emissions while also
manufacturing compounds for biodiesel fuel and livestock feed.

Theme

As an early entrant into the increasingly competitive algae-fuels market, GreenFuel has a
longer track record than its competitors, and its experience may put it in a better position to
capitalize on such technologies once it has proven to be more cost effective.

The potential for algae to be used to reduce greenhouse gas emissions and create less carbon
intensive automobile fuels has been well known for several decades, but it is only recently
that more companies have begun to invest more in research and development funds into
this area.

Driven by escalating global climate change concerns and the rising cost of petroleum-based
energy, companies are now starting to examine using certain forms of algae to reduce carbon
emissions from power plants, generate renewable transportation fuels, and produce feed for
fish and livestock. However, despite the large potential for algae technologies to make great
gains in solving global climate change and world energy challenges, such systems are cer-
tainly no panacea, and to date the technology remains somewhat unproven. GreenFuel has
encountered significant roadblocks in its efforts to bring algae-based fuels to market, and
make a profit while doing so. Its experiences offer a valuable lesson for other entrants into
the algae market and other emerging forms of renewable energy.

The Basics of Algae-Based Fuel Production

Photosynthetic organisms such as algae, plants and some photosynthetic bacteria use energy
from the sun to combine water with carbon dioxide (CO2) to create biomass. Microalgae
are the most primitive form of plants, and are more efficient at storing solar energy than
some higher plants because they have a simpler cellular structure.! According to the U.S.
National Renewable Energy Laboratory (NREL), microalgae produce storage lipids in the
form of triagcyglycerols (TAGs) in a manner similar to higher plants. These lipids have
many potential uses, one of which is to produce fatty acid methyl esters (FAMESs), which
can be used to create biodiesel fuel that is an alternative to fossil-derived diesel fuel 2

"'NREL
2NREL
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From 1978 to 1996, the U.S. Department of Energy carried out a program known as the
Aquatic Species Program (ASP) to develop renewable transportation fuels from algae. The
ASP made significant progress in identifying algae that produce the most oil and can operate
under specific environmental conditions. Some federal algae research efforts have recently
resumed as a result of public-private partnerships.

Algae have several potentially significant advantages over other technologies to reduce
greenhouse gas emissions from coal-fired power plants, such as carbon sequestration and
biodiesel production methods manufacturing corn-based ethanol.

Biodiesel Production:

Microalgae are efficient producers of oils, and can produce 30 times the amount of fuel per
unit area of land compared to either oilseed plants or ethanol-producing crops.’

Unlike corn-based ethanol, which competes with food crops for land resources, algae-based
production methods would “complement, rather than compete™ with other biomass-based
fuels.* The growth requirements for microalgae are simple: they need water, CO,, and sun-
light. Algae do not require significant inputs of carbon intensive fertilizers or other agricul-
tural supports. Some algae species can even grow in waters that contain a large amount of
salt, which means that algae-based fuel production need not place a large burden on fresh-
water supplies.’

In addition to its uses for biodiesel, algae may also be used to produce high protein livestock feed.
Carbon Emissions Reductions:

For the past thirty years or more, researchers have focused on algae’s potential to essentially
eat up much of the carbon dioxide emitted by coal-fired power plants and to create trans-
portation fuels in the form of biodiesel. The summary report for NREL’s algae research ef-
fort stated, “It is a technology that marries the potential need for carbon disposal in the
electric utility industry with the need for clean-burning alternatives to petroleum in the
transportation sector.”®

There are several approaches that can be taken to growing algae to reduce power plant emis-
sions and manufacture oils for biodiesel. One method is through open algae ponds. Using
this method, gas containing carbon dioxide would be pumped into the water, promoting
algae growth. GreenFuel, however, believes that algae ponds are not the most promising ap-
proach. It has focused its research and development on creating productive and economi-
cally viable closed photobioreactors that would harness the capabilities of certain types of
algae to produce large amounts of oil under certain controlled conditions. GreenFuel has
found that algae farms are too vulnerable to natural environmental variations, such as swings
in temperature, to be reliable producers of large amounts of 0il.” Critics of photobioreactors
say they are too expensive.

3456 NREL
"Popular Mechanics
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Economic Factors:

A biofuels group at the University of New Hampshire has stated that bringing algal biodiesel
to market depends on developing photobioreactors that can result in higher yields at signif-
icantly reduced costs from current levels.®

NREL concluded that the open pond designs would be the most economical choice for the
foreseeable future, and that biological factors would exert the biggest influence on determin-
ing the cost of algae-based technologies. For such technologies to be viable, algae would
need to produce oils at the highest levels of conversion possible, and even then, the cost of
producing biodiesel from algae might be two times higher than petroleum diesel costs,
NREL stated.” However, since that report was produced, the economics of using algae to
produce biodiesel and reduce carbon emissions have become more favorable overall, in-
creasing the incentives for companies like GreenFuel to invest in photobioreactor designs.

History and Internal Factor:

GreenFuel was formed in 2001 by an Israeli chemical engineer, Dr. Isaac Berzin, and others
to translate promising laboratory research on algae fuels into a profitable enterprise dedi-
cated to the production of the next generation of clean fuels. At the time, Berzin was a re-
searcher at MIT. Since its inception, GreenFuel has maintained close relations with the
school, even testing its technologies at a university-run power plant.

Berzin, who now serves on GreenFuel’s Scientific Advisory Board, originally pursued algae
research for an experiment he conducted with Payload Systems, a company that develops
equipment for NASA astronauts.'

GreenFuel is currently led by interim CEO Bob Metcalfe, who replaced Cary Bullock as
CEO in 2007 (Bullock now serves as vice president of business development). Metcalfe is
known for the breakthroughs he achieved in computer networking technology while serving
as the leader of 3COM, the telecommunications company he founded. He is currently a part-
ner with GreenFuel investor Polaris Venture Partners, and took the reins of the company dur-
ing a period of financial difficulty for the firm after a series of setbacks for some of its
technologies in 2007. At that time, GreenFuel was forced to lay off half of its 50-person
workforce, but since then GreenFuel has secured additional venture capital financing and
is rumored to be close to a deal potentially worth up to $92 million to manufacture an algae
fuel facility in Europe."

According to the GreenFuel web site, the company’s current major sources of venture capital
are Access Private Equity, Draper Fisher Jurvetson, and Polaris Venture Partners.'

SUNH

°NREL

10 Christian Science Monitor, Boston Globe
' XConomy story

12 GreenFuel Web Site
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Advantages:

GreenFuel is in a good competitive position relative to more recent entrants into the algae
fuel marketplace because of its longer record of experience in researching and developing
bioreactor systems. Some other companies, such as Royal Dutch Shell, are focusing their
efforts on algae ponds to reduce power plant carbon dioxide and nitrous oxide emissions and
to manufacture oils for biodiesel production.!> However, although this technology may be
cheaper than GreenFuel’s photobioreactors, some experts believe they will not be as pro-
ductive. In addition, GreenFuel benefits from its relationship with MIT by staying involved
with cutting edge scientific research on clean energy technologies.

Regarding its technology, GreenFuel’s closed-bioreactor system reportedly can be used to
manufacture biodiesel, ethanol, or methane, depending on demand. Jack Lewnard, then
VP of Process Development at GreenFuel, told Wired magazine, “The front-end algae pro-
duction facility is the same in each case,” with the difference being the species of algae
chosen for the task.'

Since 2004, GreenFuel has conducted trials of its technology through partnerships with dif-
ferent power plant operators. For example, the company has been testing its technology at
two facilities owned by the Arizona Public Service Company, as well as the Sunflower In-
tegrated Bioenergy Center in Holcomb, Kansas.

GreenFuel has also been conducting tests at a coal-based power plant in neighboring New
Mexico. “The results provide evidence of the financial viability of using the emissions of
a power plant to grow algae for the exclusive purpose of creating biofuels,” GreenFuel said
in a press release."

The Redhawk facility project in Arizona earned APS and GreenFuel the Emissions Energy
Project of the Year Award from Platts in 2006. That partnership, according to then-Green-
Fuel CEO Cary Bullock, marked the first time that algae biomass created on site via con-
nection to a commercial power plant was converted to both transportation-grade biodiesel
and ethanol. He said the process used at the Redhawk facility can absorb up to 80 percent
of carbon dioxide emissions during the day from a natural gas fired power plant.

“Unlike typical agricultural biofuel feedstocks such as soybeans or corn which have a lim-
ited harvest window, algae multiply every hour can be harvested every day,” Bullock said.

Last year GreenFuel began testing an algae-based system at NRG Energy Inc.’s Big Cajun
II 1,489 megawatt coal-fueled power plant in New Roads, Louisiana. GreenFuel claims
that if fully operational, the system could potentially provide up to 8,000 gallons of biodiesel
per acre annually under ideal conditions.

Power plant operators such as NRG Energy have been motivated in large part by the poten-
tial for GreenFuel’s technologies to provide a means to reduce carbon emissions from energy
production without requiring significant retrofitting of existing power plants. This compares
favorably against the likelihood that other carbon sequestration technologies will require ex-
pensive facility alterations.

13 Business Week

14 Wired

15 GreenFuel Press Release
16 GreenFuel Press Release
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Globally, GreenFuel maintains a partnership with IGV, a private German industrial research
institute headquartered in Pottsdam. Under the terms of their agreement, the two entities
share algae bioreactor technology and work to pursue commercial opportunities in Europe.!”
GreenFuel has also licensed its technology to a company in Australia. '

Disadvantages:

GreenFuel has encountered significant impediments on the road to scaling up its technolo-
gies, mainly due to the high costs of experiencing technical setbacks.

As previously stated, the company went through its biggest period of turmoil in 2007, when
it was forced to reorganize its leadership and devise new near-term plans. Part of the prob-
lem for GreenFuel arose during testing of the company’s third generation of its algae system
at the Redhawk natural gas power plant in Arizona, where algae production exceeded ex-
pectations and overwhelmed the capacity to process it. This precipitated a shutdown of the
testing program for a time, in what interim CEO Metcalfe called a “success failure.”"

“The Arizona greenhouse shutdown was a “success failure” of a kind that often interrupts
the commercialization of emerging technologies,” Metcalfe wrote in a letter that later ap-
peared in press accounts. “Our current third-generation engineering scale greenhouse grew
algae faster than expected, demonstrating again that CO2 recycling and algae productivity
can be achieved at scale in our high-technology greenhouses. However, this very success
triggered failure, as we could not harvest the rapidly growing algae quickly enough. Their
unexpected density limited light and nutrient supply, which caused them to start dying. As
a result, the greenhouse had to be shut down.”

In addition to the Arizona shutdown, GreenFuel also received bad news in the summer of
2007 from outside experts who found that the company’s latest algae-harvesting system
would prove to be more than twice as expensive as the company’s targets. “We’ve decided
that the best course is to continue driving toward lower costs, higher returns, and larger
markets. The best course is to accelerate scaling of our fourth-generation greenhouse tech-
nology,” Metcalfe stated in response.

17Business Wire
18Mass High Tech
19 Xconomy story
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The company brought in Metcalfe to see it through the turbulent waters, and also laid out
an ambitious near-term agenda to get back on track. The agenda included:

e Cutting expenses.

* Raising cash from investors.

* Restarting the demonstration project in Arizona.

* Accelerating the scale up of the company’s fourth-generation algae greenhouse tech-
nology.

* Developing a project plan for a commercial scale algae greenhouse and signing by
November at least one letter of intent with a partner.

* Recruiting a new CEO.
¢ Closing a new round of equity financing. %

Remarkably, the company has met most of these goals, although it has not yet found a per-
manent new CEO.

Conclusion

GreenFuel has successfully brought itself back from the brink of closure in 2007 by chang-
ing its leadership, securing additional venture capital, continuing to conduct demonstration
projects, and reportedly signing a new major deal to build a plant overseas. However, it now
faces an even more crowded marketplace of companies eager to cash in on the potential
benefits of developing scalable algae-based biofuel and carbon capture systems. Since
GreenFuel’s inception in 2001, there have been several major new entrants into the algae
fuel marketplace, including companies such as Royal Dutch Shell, Solazyme, PetroSun
Inc., and LiveFuels.

% Xconomy, Mass High Tech
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CASE STUDY: SUZLON

Introduction

Suzlon Energy Limited, an Indian company that specializes in the development, manufac-
turing, marketing, and operations of wind turbines, was incorporated in 1995. The company
is currently ranked as the fifth leading wind turbine maker in the world, with a global market
share of 7.7% in 2006 and 2,725 MW installed globally as of January 2008. A giant in the
Asian market, Suzlon maintains a presence in 15 countries across five continents and em-
ploys over 13,000 people.

Though its corporate headquarters are based in Pune, India, the company has been devel-
oping its business from Amsterdam to leverage location and operational advantages. In a few
years, the company may look to list on leading international stock exchanges.

In May 2007, Suzlon acquired the German company REpower, which has strengthened Su-
zlon’s prospects of increasing its share in the promising European market. Previously, in
May 2006, Suzlon acquired Hansen Transmissions, a gear-box manufacturer. Hansen raised
$590 million from listing on the London Stock Exchange.

Theme

In a period of thirteen years, Suzlon has transformed from a small company of twenty people
to a major multinational business that has propelled India into wind superpower status. Su-
zlon’s success illustrates the desperate need for reliable clean energy in a country that has
been characterized until recently by its coal-based power production and it inefficient dis-
tribution system. Wind energy production in India has flourished thanks to supportive tax
incentives and soaring energy demand, though the lack of a comprehensive national renew-
able energy policy and strong competition from China present obstacles to further growth.

Internal Factors

Suzlon was founded by Mr. Tulsi R. Tanti, who also acts as Director and Chairman of the
Board. In addition, Mr. Tanti has been Chairman of the Supervisory Board at REPower
Systems since June 21, 2007 and acts as President of the Gujarat Chapter of Indian Wind
Turbine Manufacturers Association. He was awarded the “World Wind Energy Award 2003”
for his achievements in the dissemination of wind energy in India. Mr. Tanti was also
awarded the “Champions of Composites Technologies” award by Composite Centre Inter-
national for his contribution in application of composite materials and development of com-
posite technology.

11 APRIL 2008
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In FY2006-2007, Suzlon achieved total sales of 7,986 crore or around $2 billion. 48% of
these sales came from overseas. Of the 1,456 MW supplied by Suzlon in FY2006-2007,
502 MW were supplied to customers outside India. Sales of wind turbine generators for FY
2006-07 stood at Rs 6,130 crore (app. $1.5 billion), compared to Rs 3,841 crore (app $.96
billion) for FY 2005-06, registering a growth rate of 60%. Aside from the domestic market,
the majority of Suzlon’s sales go to the US, China and Europe.

WTGs revenue by geography.

Rs in crome
Geography FY 2006-07 FY 2005-06

Amount (Rsincore) MW Amount {Rsincros) MW
India 4,121 954.60 3,530 BH2.55
UsA 1,591 374.35 31 B81.15
China 300 100.00 - .
Europe 46 10.50
RestofWorld 72 16.80 - .
Total 6,130 1,456.25 3,841.00 963.70

Source: Suzlon’s 2006-7 Annual Report

Reflecting its strong sales, Suzlon’s net profits and net worth have grown significantly in

recent years.
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Source: Suzlon’s 2006-7 Annual Report

Note: A crore is approximately $250,000.

Suzlon’s success reflects a number of competitive strengths, which include:

° A strong management team

904
2004-05

-

351
2006-07

* A global production platform and access to an integrated manufacturing base

¢ Delivering enhanced value chain in wind energy markets

¢ In house technology and design capabilities

* Acting as a market leader in India (52.3% of total installed capacity in CY 2006) and
significant presence in other high growth markets
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Suzlon has also benefited from a favorable tax scheme in India, designed to promote renew-
able energy investment and development. Currently, the income-tax laws allow 80 percent
of the cost of the windmill to be set off against taxable income. Furthermore, if the owner
can show itself as a power sector operator, it can gain more benefits under Section 80 (i)(a),
under which income from power generation can get a tax holiday for 10 years.

Risks and Concerns:

Despite its strong performance and the benefits offered by the government, Suzlon faces a
number of internal risks that include the following:

e Supply bottlenecks have occurred due to demand outpacing supply.

» Widespread global operations could impact operational efficiency, especially
if quality sites are depleted or scarce.

* Large scale acquisitions like that of Hansen Transmissions in May 2006 and Su-
zlon's bid to acquire Repower Systems AG, exposes the Company to financial risk
in form of additional leverage. The acquisition also poses challenges in form of
integration and management of business operations and systems, in retention of
select personnel, and in coordination of sales and marketing efforts.

External Factors

The wind energy industry has been booming in India over the last few years. According to
the World Market Update 2006, in CY 2006, India had the third largest annual capacity ad-
dition in the world, with 1,840 MW in new capacity. The cumulative installed MW capacity
for wind power in India is projected to grow from 6,228 MW in CY 2006 to 18,028 MW in
CY 2011, which reflects a compound annual growth rate of approximately 25%.

There are many factors that have placed India among the ranks of wind superpowers. India
has extended coastlines that are ideal for harnessing wind power. The country has also suc-
cessfully managed to install wind turbines without destroying its natural beauty: Jaisalmer’s
in Rajasthan, which houses both an ancient fort and several turbines, is an example of har-
monious coexistence. Perhaps most importantly, the cost of wind energy is highly compet-
itive in India, due to its strength in developing new technology while maintaining low labor
costs.

In order to support the growth of the domestic wind industry, the Indian government’s Min-
istry of New and Renewable Energy (MNRE) has encouraged state governments to imple-
ment national policy guidelines for wind development. In addition, new initiatives are being
undertaken by the MNRE to reassess India’s wind power potential, which is currently esti-
mated to be 45,000 megawatts, or one-third of total energy consumption.

At the policy level, support from government officials is growing for the Model Renewable
Energy Law of 2005. Developed by the World Institute for Sustainable Energy (WISE) in
conjunction with the Renewable Energy & International Law (REIL) project, the Model
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Renewable Energy Law of 2005 includes the following provisions: 1) a national renewable
energy target to obtain 10% of all electricity generated by new sources from renewables by
2012, and 20% by 2020, 2) differential tariffs for renewable energy, 3) preferential treatment
for grid connection of renewable energy, and 4) renewable obligations and certificates.

Despite movement towards a national policy on renewables, however, India still lacks a na-
tional renewable energy law that establishes cohesive goals and provides economic incen-
tives for Indian wind energy projects. Moreover, the availability of cheap coal renders it the
overwhelming primary source of energy generation, and international experts remain skep-
tical that wind will displace coal in India in any significant way. Only 7% of India’s installed
electricity supply was comprised of wind in 2007, and the percentage of total generation
looks even worse.

India - Electricity Generation by Fuel 2004
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Instead of being replaced by other sources, coal consumption is expected to expand rapidly
alongside wind in the years to come. This trend does not bode well for India’s environment.
With its reliance on dirty fuels, India will become the world's third largest carbon emitter
by 2015, according to the International Energy Agency,

In this context, Suzlon faces a number of external risks and concerns that threaten its prof-
itability, including:

* Decreases or eliminations of government subsidies relating to
wind energy in key markets

* Competitors with longer industry experience who may be able to react faster to
trends and changes in customer demand. Emergence of other sources of energy that
are comparable to wind energy in form of reduced cost and generation efficiency
may also pose risk to wind industry in general and Suzlon in particular.

* Risks inherent in doing business in rural areas in developing countries due to law-
lessness. For example, the development of Suzlon’s wind farm in Khori, India was
thwarted when at least 63 new turbines, worth $1.3 million apiece and each capable
of lighting several thousand homes when the wind blows, could not be put into serv-
ice because thieves had stolen their copper power cables and aluminum service lad-
ders for sale as scrap.
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Perhaps the greatest external risk that Suzlon faces is competition from China, both in terms
of securing sales in China and keeping up with rival Chinese producers. Mr. Tanti himself
acknowledges, “Being an Asian leader, we cannot afford to ignore China.” Mr. Tanti is cor-
rect to be concerned: the Earth Policy Institute estimates that China will likely overtake
India in total installed wind power capacity in late 2008 or early 2009

Currently, Chinese wind energy producers enjoy a price advantage on important equipment
within the lucrative Chinese market. With their ability to copy technologies from companies
such as Suzlon, Chinese manufacturers are able to invest less in research and development
and concentrate on sales. Still, Mr. Tanti believes that rapid innovation and design changes
will allow Suzlon to stay ahead of copycats. “It’s a time-consuming process,” he said, esti-
mating that it would take two to three years for rivals to clone Suzlon turbines because they
use unique or proprietary parts.” Consequently, Suzlon has decided to build some of its
latest designs in China for the market there, despite the risk.

Conclusion

Suzlon’s success is particularly striking in light of India’s dysfunctional power distribution
system, where electricity boards charge industrial users more than twice as much per kilo-
watt-hour as in the United States. Moreover, the country remains vulnerable to blackouts
on a daily basis, especially in northern India. Compounding the problem, the electricity
boards are slow to collect payments and therefore lack the funds to properly invest in infra-
structure. Thus, they rely excessively on costly diesel generators to prevent interruptions
in service.

Wind energy presents an opportunity for India to break with this unreliable means of power
production and distribution. As fossil fuel prices rise, wind turbines become increasingly
attractive investments. Roughly 70 percent of the demand for wind turbines in India comes
from industrial users seeking alternatives to relying on the grid, Mr. Tanti explains. The rest
of the purchases are made by a small group of wealthy families in India, for whom the tax
breaks for wind turbines are attractive.

The auditing group KPMG estimates that wind power costs around 3.5 rupees a kilowatt-
hour, compared with 2.5-3 rupees for imported coal. "Wind energy is almost price compet-
itive in many places," T.L. Sankar, senior energy adviser at the Administrative Staff College
of India, told a renewable energy conference. Mr. Tanti estimates that wind will remain
competitive as long as the price of crude oil remains above $40 a barrel. To remain com-
petitive at prices below $40 a barrel, wind energy may require subsidies or carbon taxes on
oil and other fossil fuels. Given current trends in energy prices, however, the prospects for
wind look promising.

In order to increase its sales domestically and abroad, Suzlon will have to increase it cost
efficiency to compete effectively with Chinese producers. Reduced costs can be achieved
by increasing economies of scale from larger projects and developing higher capacity wind
turbines. Furthermore, India will need to pass a comprehensive national renewable energy
law that will provide incentives such as reduced tariffs and production tax credits to increase
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wind energy production. Though India’s current set of tax incentives has certainly helped
to bolster its wind energy industry thus far, more progress needs to be made to increase do-
mestic consumption and sales of wind energy.
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CASE STUDY: COSAN

Intr tion

Based in Brazil, COSAN is the world’s second largest producer and largest exporter of
ethanol. The company is also one of the largest producers and exporters of sugar. In August
2006, COSAN held an initial public offering, raising over $1 billion. The IPO, along with
additional shares, have allowed it to continue to acquire new processing facilities and plan-
tations. The annual ethanol capacity of COSAN is nearly 1.3 billion liters, about 8.2% of
the total Brazilian production. The bulk of COSAN’s ethanol production is consumed do-
mestically, due to both high internal demand and restrictive export markets. COSAN cur-
rently exports about 23% of its ethanol production, primarily to export and import
companies, which distribute products in the US, Japan, and Europe. For the 06/07-crop
year, COSAN had net revenue of R$3.6 billion and employed 35,000 people directly.

Theme

COSAN demonstrates the potential for ethanol as a realistic replacement for gasoline. In
Brazil, favorable government policies have encouraged sugarcane based ethanol production
and the adoption of flex-fuel technology. High gas prices, concern over global warming, and
a global boom in sugar production has lead to the explosion of the Brazilian biofuel market.
However, concern for the safety of workers, commodity price risk, and import tariffs im-
posed by the US and the EU may limit its potential. While COSAN is making strides to
enter the international market, its overall success will depend on further trade liberalization
and access to markets as well as sustained demand for ethanol over other fuels.

Internal Factors

COSAN is the Brazil’s largest ethanol producer (second largest in the world), and the
world’s largest ethanol exporter. It is also one of the top three global sugar producers, and
the second largest exporter.

COSAN can trace its roots back to a single mill that began operating in 1936. For 50 years
it confined its production to the single plant, before embarking on a new strategy of expan-
sion and acquisition. It currently operates 17 mills, two refineries, two port facilities used
for exports, and several warehouses. COSAN uses the waste product from sugarcane pro-
duction to fuel its plants, and is exploring more widespread electricity generation from the
by-products.
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According to its annual report:

COSAN is focused on achieving sustained growth, keeping costs competitive and building
on competitive strengths in order to maintain its leadership in the international and Brazilian
sugar and ethanol markets. The Principal components of this strategy are to:

* Expand its presence in the international sugar and ethanol markets
» Take advantage of the broader use of ethanol as a fuel

* Pursue selected growth opportunities in sugarcane by-products

On August 14, 2007, COSAN had an Initial Public Offering, raising about $1 billion. Al-
though this was about half of what the company had originally anticipated, it has been able
to use the cash raised through the IPO and additional shares sold to fund its expansion ef-
forts. COSAN currently controls about 10% of Brazil’s sugar and ethanol market, and is
looking to further expand. The sugar industry in Brazil is still highly fragmented, with more
than 320 sugar mills and 100 company groups. Additional acquisitions are highly dependent
on the price of sugar worldwide. COSAN has made few acquisitions since April 2006 due
to rising sugar prices, which pushed up the cost of buying mills. However, the recent steady
decline in sugar prices has made acquisitions more attractive, according the CFO Paulo
Diniz.

Advantages:
Because of its sugar and ethanol processing capabilities, the company can switch between

products to meet market demand. The company expects to crush 45% of the 2007/08 crop
into ethanol, up from 35% during the previous year.
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COSAN also can take advantage of co-generation at its sugar processing plants, using the
bagasse resulting from the grinding process to fuel boilers used to generate steam. Energy
produced is used to fuel the processing plants, with excess sold to the grid. In 2006, COSAN
sold more than 32.5 thousand MWh.
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Additional advantages, outlined in the company’s investor relations report, include:

* Strategically located manufacturing facilities
e Leadership in the domestic and export sugar and ethanol markets.

» Experience in acquiring and integrating companies

Disadvantages:

Recent reports have linked lung disease to the grueling fieldwork done by the sugar cane
harvesters. Although COSAN owns some of the fields, the majority of the sugar cane is pur-
chased from independent growers, whose health and safety conditions are harder to verify.
COSAN does drop cane suppliers that do not fix unsafe labor conditions, and has signed an
agreement with the government ensuring that the plantations that supply its mills comply
with Brazilian labor codes.

Additionally, ethanol production produces harmful emissions, and plantation owners usually
burn their fields just before harvest to allow for easier access to the cane, which also sends
up clouds of pollutants thought to increase asthma and respiratory disease.

In addition to these issues, net sales in the third quarter of 2006 were 29% lower than the
same quarter the previous year. This was caused primarily by the depressed global sugar
market and corrections in ethanol prices. As production is anticipated to keep rising, the
prices are not expected to soon recover.

External Factors

Advantages:
Brazil’s support for biofuels

Although Brazil has long been one of the largest sugarcane producers in the world, large-
scale ethanol production only began in 1975, when the government launched the Brazilian
National Alcohol Program (PROALCOOL) to combat both the high price of imported oil
and the declining world price for sugar.

To promote ethanol, the government offered credit guarantees and low-interest loans for
the construction of new refineries, purchased ethanol at favorable prices, and set gasoline
prices higher to give ethanol a competitive advantage. In addition, Petrobras, the state-
owned oil company, began investing in infrastructure for the distribution of ethanol. Brazil
also mandated that all gas sold in the country contain at least 20% blended ethanol, and
convinced automakers to produce cars that ran on 100% ethanol. As a result of these efforts,
ethanol production increased more than 500% between 1975 and 1979.

With the decline in oil prices in the mid 1980s and the recovery of the global sugar market,
ethanol production in Brazil stagnated. However, ethanol still provided a significant per-
centage of Brazil’s fuel needs, and with oil prices once again rising, ethanol has become
competitive with regular gasoline, even without subsidies and price controls. Brazil’s
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production costs for ethanol are the lowest in the world. Industry estimates the average cost
to be at $.80 per gallon, compared to between $1.30 and $1.90 in the US. In 2006, ethanol
provided about 40% of all the transportation fuels in Brazil, a significantly higher figure than
any other nation.

Growing Season

Another of Brazil’s advantages is that is has two distinct crop periods. The northern-north-
east region of the country harvests its crop between November and April, while the mid-
southern region harvests during May-October. Thus, the country experiences greater crop
balance and less fluctuation in supply.

Ethanol Production
{m32 thousand)

15,935

m o

@
ra =
]
-

w2

o
m
. —
_ -
-
2004 2004/2005 200572006

14,808
15,41

14,341

1,52
0 oG
1,35
I 0.5
1,471
11
o 1,740
1,825
I :
59

]

[
[m]
i}
i

Morthern-Morthezst W Mid-Southamn

Disadvantages:

Market Risk

The drop in world sugar prices over the last 18 months has impacted COSAN’s profitability.
Since World Trade Organization rules cut sugar exports from the European Union, Brazil
and other countries around the world increased production to fill the gap. A production sur-
plus caused the commodity price to decline, making it an unattractive market for investors.
To manage the loss, COSAN is increasing the efficiency in its refineries, which allows it
to be self-sufficient in energy use and sell up to two-thirds of the electricity produced back
to the grid.

Trade Risk
COSAN’s growth has also been limited by barriers to entry in developed markets, including
subsidies, tariffs, and lack of retail distribution.

Tariffs on ethanol imports in the US and EU have significantly hampered COSAN’s ability
to market its product in the developed world. Although petroleum products like gasoline
face no tariffs, ethanol is subject to a 54-cent per gallon tariff in the US and 19 euro cent
per liter (about 72 euro cents per gallon) in the EU.

Liberalization will likely only come into force as part of an overall agreement in the Doha
round of trade talks, which would open up new export opportunities for developing coun-
tries, but have repeatedly stalled since their inception in 2001.
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In December, Brazil accused the US and the EU of hiding a “biased and protectionist”
agenda under the guise of environmental protection. The US and EU had offered to make
green goods and services exempt from trade tariffs to increase the use of climate-friendly
technologies such as solar panels and wind turbines. The list did not include ethanol and
other biofuels.

Conclusion

The increasing demand for flex-fuel cars globally will also increase demand for ethanol.
Brazil alone will add more than two million flex-fuel vehicles every year, fueling local de-
mand for ethanol. Therefore, COSAN’s domestic market for ethanol will remain strong for
the foreseeable future.

International prospects are less certain, however. COSAN expects that its ethanol exports
will increase in the future. However, expansion of ethanol exports depends on factors out-
side of COSAN’s control, including trade liberalization, the establishment of new distribu-
tion systems, and the economic, political, and social conditions in its main export markets.

The US and Brazil recently signed a memorandum of understanding (March 9, 2007) to
advance research and development of new technology and stimulate investment in other
countries. The memorandum is the first step in opening up the US market directly to Brazil-
ian biofuels, but a complete elimination of the tariff faces strong opposition in Congress.
Brazil wants the WTO to fast-track tariff reduction on biofuels, and initiated a case against
the US on the basis of its agricultural subsidies and import tariff on ethanol.

According to CFO Diniz, COSAN is seeking to become the first global renewable energy
firm by investing in ethanol plants outside of Brazil. To achieve this, the firm is considering
investing in an ethanol dehydration plant in the Caribbean or Mexico. Although the cost to
dehydrate and re-export ethanol to the US is around $.30 per gallon, these regions are ex-
empt from a $.54 gallon tariff on foreign ethanol imports through the Caribbean Basin Ini-
tiative and NAFTA, respectively. Adding a distillery that uses local cane to produce
electricity could further reduce costs.

Finally, despite tariffs and other regulations, COSAN currently benefits from requirements
in the U.S. and elsewhere that a certain percentage of ethanol be added to gasoline, and
from the historically high gasoline prices that have increased international demand for flex
fuel vehicles and blending requirements. However, lower gasoline prices or an increase in
demand for natural gas and other fuels as an alternative to ethanol may lower demand for
ethanol.
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CASE STUDY: ALTERNATIVE ENERGY INVESTMENTS

Introductio

Investment in renewable energy and energy efficiency globally has been rapidly increasing
in recent years. It has grown from $33.4 billion in 2004 to $148 .4 billion in 2007, nearly
quintupling over this period and increasing by 60 percent over 2006. Strong growth in 2007
was driven mainly by government policies to promote renewable power and cleaner fuels,
the $100 per barrel price of oil, and rising corporate and investor awareness of the oppor-
tunities in clean energy (NEFb, 2008). This trend is expected to continue in the coming
years but the current levels of investment are still inadequate if industrialized countries are
to meet their own greenhouse gas emission reduction targets. Michael Liebreich, CEO, New
Energy Finance feels, “a further fivefold increase is required for major countries to meet
their own ambitious targets for reductions in greenhouse gas emissions.” (NEFb, 2008)

Investment Tren
Investment trends by technology

Sectors showing the highest levels of investment globally have been the wind, solar, biofuels
and biomass/waste. The wind sector attracted the most investment (38 percent) followed by
biofuels (26%) and solar (16%) (Greenwood, 2007). These technologies have benefited
from different policies and incentives in developing countries. The most exciting story is the
different types of private investment (discussed below in detail) flowing towards these tech-
nologies reflecting both the level of maturity of the different technologies and the risk ap-
petite of different types of investors.

Figure 1: Global Investment in Sustainable Energy by Technology
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Wind and biomass, the two longest-established renewable energy generation technologies,
raise much of their capital in the form of asset financings reflecting the relatively low risk
levels associated with it. The next most mature technology — solar — receives most of its cap-
ital via share issues in the public markets for manufacturing equipment expansion while
biofuels emerged as a dynamic but high-risk sector attracting mainly venture capital/private
equity (VC/PE) investments with a particular interest in the US (Greenwood, 2007).

Investment trends by region

The heaviest capital flows in 2006 was witnessed in the US, EU-27 and large emerging
economies such as China and India. OECD countries dominate with the US and the EU to-
gether accounting for more than 70 percent of the investment in 2006. They also have a
broader financing spectrum unlike developing countries (Greenwood, 2007). However, in-
vestments in emerging economies are increasing quickly led by China, India and Brazil.

Figure 2: Global Investment in Sustainable Energy by Region
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In 2006, developing countries share of investments in renewable energy and energy effi-
ciency stood at 21 percent ($15 billion) up from 15 percent (4.2 billion) in 2004. China
alone accounted for a 9 percent share with investments in wind, biomass and energy effi-
ciency and like OECD countries received a broader spectrum of financing. India was a little
behind China but witnessed energy investment activity in wind energy and Brazil in its
sugar-based ethanol sector. Both these countries received investments mostly in the form of
asset financing in these sectors. Africa, too, is starting to see small levels of asset financing
in renewable energy and efficiency driven in part by its power shortages. The shift in private
capital to developing countries in recent years is unambiguous (Greenwood, 2007).
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Investment Drivers

The principal drivers of investment in renewable energy and energy efficiency are climate
change and energy security policies. Thus, pricing carbon and investing in technological de-
velopment and deployment are the key priorities. Many of the policies to address climate
change and energy security challenges include a broad array public finance incentives and
regulatory support to encourage investments alternatives. But, policy is not the only driver.
Recent investor appetite suggests that some of the existing technologies have matured and
are ready to be scaled up (Greenwood, 2007).

Pricing carbon

An appropriate carbon price either explicitly through tax or trading, or implicitly through
regulation ensures that people are faced with the full social cost of their actions. This will
lead them to switch away from high-carbon goods and services, and to invest in low-carbon
alternatives (Stern, 2006). The choice of tools or the combination of them will depend on
national circumstances, the characteristics of particular sectors, and the relationship between
climate change, energy and other policies. It will also depend on their on their efficiency,
distributive and revenue effects.

To influence behavior and investment decisions, investors and consumers must believe that
the carbon price will be maintained into the future. This issue is particularly pertinent for
investments in ‘long-lived capital stock’, in assets such as power stations, buildings, indus-
trial plants and aircrafts, whose productive life lasts for many decades. If there is uncertainty
about policies, then businesses may not factor a carbon price into their decision-making re-
sulting in overinvestment in less than ideal long-lived, high-carbon infrastructure. Govern-
ments need to provide regulatory certainty focusing on long-term and predictable policies
as it provides clarity over the life-cycle of assets.

Through fiscal measures (taxes and subsidies)

Tax incentives can be highly effective, especially when applied at the point where assets are
nearly ready for the market. For example, they can be used to help accelerate the payback
on low carbon investments through allowances on leasing (UKSIF & Carbon Trust, 2007).
Governments could also provide guarantees for investments in low carbon assets, which
would effectively reduce the cost of asset acquisition especially for small and medium-sized
enterprises. Further, financing measures can help investors overcome the possible con-
straints to paying the upfront cost of efficiency improvements.

Through markets (trading)

Trading schemes can be effective in equalizing carbon prices across countries and sectors
thereby enhancing the efficient of allocation of investments across technologies and regions.
The EU Emissions Trading Scheme is now the centrepiece of European efforts to cut emis-
sions and the Kyoto Protocol trading mechanisms the centerpiece of global efforts. In order
to maximize the benefits of trading schemes, they must provide incentives for flexible and
efficient responses.
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Through regulation

Regulatory measures can also play a powerful role in cutting through barriers that prevent
action even when cost-effective alternatives exist by providing greater clarity and certainty
(Stern, 2006). For example, minimum standards for buildings and appliances have proved
to be a cost-effective way of encouraging investments in energy efficiency. Further, govern-
ments themselves could take the lead in acquiring low-carbon assets helping establish markets.

Accelerating technology development & deployment

Global public spending on research, development and demonstration in the energy industry
has fallen significantly in the last two decades to $10 billion and is now low relative to other
industries (Stern, 2006). In the US too, there has been a broad-based decline in energy R&D
investments since the mid-1990s, including by the private sector, even as overall investments
have grown by 6 percent (Nemet & Kammen, 2007). More recent data, however, show that
private sector investment in energy R&D globally is improving. It increased from $13 billion
in 2005 to $16.3 billion in 2006.

One of the factors driving the increased investment in renewable energy is the maturity of
the some of the technologies. Onshore wind energy is one such example. Further, the invest-
ment in these technologies have now reached a critical mass that even if oil prices were to
drop below $40, it may slow down investments but not stall it altogether (Greenwood, 2007).

The private sector plays a major role in technology research, development and diffusion.
But, closer collaboration between government and the industry can stimulate the develop-
ment of a broad portfolio of low-carbon and high-efficiency technologies on an urgent
timescale also reducing costs. Many low-carbon technologies are currently more expensive
than fossil-fuel alternatives. But evidence suggests that the costs of technologies fall with
scale and experience. If the scale of existing deployment incentives provided by govern-
ments worldwide were to increase by two to five times from the current level of around
$34 billion per annum, then a range of technologies could be brought forward through in-
novation across the private sector (Stern, 20006).

Governments are starting to implement a range of new financial mechanisms using public
funds mostly targeting the pre-commercialization financing gap, which today plagues new
technology developments. These mechanisms include contingent grants, technology incu-
bators, convertible loans and public/private venture capital, which is used to help get alter-
native energy technologies from the R&D and demonstration phases through to full-scale
commercialization (Makinson, 2005).

Role of Governments: The Past and the Future

Policy instruments used by governments are numerous and often bewildering because of fre-
quent complicated amendments resulting from political compromises. Quite frequently, two
or more instruments have a bearing on a particular technology. Tax concessions on costs
combined with price support on output is a classic example. Despite their diversity, the pol-
icy instruments usually have a couple of things in common — they reduce the private costs
and risks of investment and it increases the cash flow receipts. In other words, they raise the
private rate of return to investment such that a large number of energy companies and man-
ufacturers also invest in the development and use of the technologies (Anderson, 2006).
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Economic Instruments

Economic instruments provide an explicit price signal to firms and individuals, and are par-
ticularly useful when the appropriate response varies between different regulated firms or
if there are information asymmetries such that the regulator does not fully knowledge of the
firm’s costs. They include price-based instruments such as fiscal incentives or quantity
based instruments such as cap-and-trade schemes (Hepburn, 2006).

Fiscal Incentives

e Taxes
Some of the tax measures used include carbon taxes in Sweden and Norway, and
excise taxes and corporate tax allowances such as reduced taxes on biofuels in the
UK and the US. The fiscal impact of taxes is quite significant. Therefore, it has been
shunned by most governments in favor of technology- or innovation-oriented poli-
cies in order to allow options to be developed, demonstrated and brought into com-
mercial use (Anderson, 2006).

* Subsidies
Subsidies are quite widely used to promote alternative energy technologies. They
include capital grants for demonstrator projects and programs such as those em-
ployed in the US, Germany and Japan for solar PV ‘rooftops’, investment programs
in marine renewables in the UK and Portugal, procurement policies used historically
to purchase nuclear energy in OECD countries and currently in use in China, and
subsidized interest-free loans for green projects (Anderson, 2006).

Financial guarantees

The concept of price guarantees is a new idea that is now being discussed. For in-
stance, tranches of ‘no-carbon generation’ could be guaranteed a price thereby intro-
ducing a technology-neutral measure allowing energy from different sources such as
nuclear, fossil fuels with carbon capture and storage and renewable energy to all
benefit from it. It could be financed either through taxes, a levy on electricity sales,
or from the revenues generated by a buyout price (Anderson, 2006).

Developing Markets

Governments can play a role in developing markets that encourage investments in renewable
energy and energy efficiency projects. The market for carbon credits is an example of such
a system.

Carbon markets are principally characterized by two types of systems — cap-and-trade mech-
anisms and project-based offset mechanisms. In 2006, the carbon market grew to an esti-
mated value of $30 billion tripling in size over 2005. This was driven mainly by trades in
European Union Allowances under the EU ETS but project-based emission reduction activ-
ities also rose significantly driven mainly by growth in the Kyoto mechanisms (Capoor &
Ambrosi, 2007).
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The Kyoto mechanism for trading between industrialized and developing countries (CDM)
has been a significant driver of investment in renewable energy and energy efficiency proj-
ects in developing countries. In March 2008, 76 percent of CDM projects in developing
countries registered at the UNFCCC were renewable energy and energy efficiency projects
(UNEP Risoe Centre, 2008).

The future of the carbon markets is uncertain. The EU has set itself a target of cutting its
emissions by 20-30 percent by 2020. This will create a source of demand for international
carbon reduction projects up to 2020 but if they were to go it alone, this would lead to a 60
percent fall off in project development activity undermining the confidence of investors
who have taken early positions in this market. Were other countries, particularly the US to
join them, then this would create a market two to three times the size of that observed in the
pre-2012 period (NEFa, 2008).

An analysis of the bills before US Congress suggest that the US will have $1 trillion carbon
market by 2020 if a domestic cap-and-trade system were created allowing only domestic
trades. The price of carbon in the US would be $40 per ton by 2015, consumer energy prices
would rise by 20 percent for electricity, 12 percent for gasoline and 10 percent for natural
gas leading to major investments in renewable energy, energy efficiency and other GHG mit-
igation projects (NEFc, 2008). If the market were opened up to other countries, it would re-
duce the cost for the US but also lead to clean energy investment flows in to developing
economies.

Command-and-Control Instruments (Regulations)

Command-and-control systems require that firms or individuals comply with specific stan-
dards such as technology or performance standards. Such measures are preferred when the
regulator has good quality information and the risk of government failure is low (Hepburn,
2006).

Standards & Labeling

Efficiency standards for building materials and appliances are often supported by tax credits
and grants in many countries (Anderson, 2006). Fuel or fleet efficiency standards and label-
ing of consumer appliances are measures commonly used to improve efficiency in the end-
use of energy.

Renewable Obligations

Renewable obligations in the form of renewable portfolio standards creates a quota-based
systems whereby utilities are obligated to purchase electricity from renewable sources at
feed-in tariffs, at prices that offer premia over electricity from other sources. This is done
for wind and solar PVs in Germany and Spain, biofuels and wind in Austria, wind in The
Netherlands and renewables in twenty states in the US (Anderson, 2000).
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Role of the Private/Financial r: The P nd the Futur

Venture Capital and Private Equity

Venture capital and private equity (VC/PE) investments include investments into companies
developing sustainable energy technologies or providing services to the sector. VC/PE in-
vestments in clean energy companies jumped 34 percent in 2007 to $9.8 billion (NEFb,
2008). In 2006, the biofuels sector dominated in this segment with $2.9 billion flowing into
the sector, twice as much as the next strongest VC/PE technology — solar.

Public Markets

Public markets refers to new equity investments in listed companies developing and man-
ufacturing sustainable energy technologies, and building and operating clean energy power
generation capacity. Equity investments in this category soared by 123 percent to $23 .4 bil-
lion in 2007, driven in large part by the record breaking initial public offering of Iberdrola
Renovables, the Madrid-based leader in installed wind energy investments (NEFb, 2008).
In previous years, there have been other sectors, notably biofuels and solar energy that have
outperformed in the wind sector. In 2006, the solar energy sector witnessed $5.7 billion in
investment activity.

Asset Financing

Asset financing refers to investments in renewable energy generation projects from internal
company balance sheets, debt financing, or equity financing. Financing of this type climbed
68 percent to $84.5 billion in 2007 with investments mainly in wind farms and biofuel plants
(NEFb, 2008). Wind dominated asset financings in 2006 as well, accounting for more than
50 per cent of the capital invested in this class. This trend is reflective of previous year,
where these two sectors have seen the highest investments of this type. The US leads in
new asset financing followed by German, Spain and China (Greenwood, 2007).

Mergers and Acquisitions

Mergers and acquisitions (M&A) include existing equity purchased by new corporate buyers
in companies developing sustainable energy technologies or operating sustainable energy
projects. Mergers and acquisitions also include private equity buy-outs, asset re-financings
and investor exits through public market and over-the-counter transactions. In 2006, M&A
deals were up by 34 percent valued at $16.9 billion. The wind manufacturing sector was
driving activity picking up strategic stakes to secure supplies of key components. The trend
is towards companies in emerging economies acquiring assets in OECD countries (Green-
wood, 2007).

Investment Funds

Investment funds include both publicly listed and private funds. Private funds are further
split between specialist funds and generalist fund managers. In 2006, $18 billion was under
management in approximately 180 investment funds focused on renewable energy and
energy efficiency. Publicly listed funds grew by 43 percent while private funds grew by 59 percent.
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Conclusion

The market for clean energy investments is becoming more liquid and more global. Various
forms of capital are now being deployed across the value chain in the clean energy sector,
an indication that the sector is shifting into the mainstream. The investment community al-
ready believes that the technologies available today are ready to decarbonize the energy
mix. But, investment growth is underpinned by clean energy policy initiatives making in-
dispensable the role of government in sustaining the investment growth.
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CASE STUDY:
LEGAL AND STRUCTURAL REFORMS IN THE
DEVELOPMENT OF ALTERNATIVE ENERGY
IN EMERGING MARKETS

I. Introduction

Intense economic development over the past several decades has placed an enormous strain
on world resources. The pressure to produce goods at ever increasing rates has heightened
human dependence on fossil fuels, accelerated deforestation, and led to unsustainable agri-
cultural practices. These ecological stresses have also contributed to energy shortages and
a rapid increase in the concentration of greenhouse gases in the atmosphere.

In order to address dwindling energy supplies as well as the health and environmental effects
of fossil fuel use, many developing countries have embarked on initiatives aimed at reducing
emissions and increasing energy efficiency through the use of alternative energy sources.
China and India, two of the world’s largest developing economies, stand out for the progress
they have made in industries such as wind power and solar energy.

The case studies below will explore how China and India have used legal and structural re-
forms to develop their alternative energy industries and to address energy constraints.

II. Two Case Studies
A. China

i. Factor ntributing t hift T rds Alternative Ener:

Since 1978, China has been experiencing spectacular economic growth as a result of
its economic reforms and a shift to an open-door trade policy. Between 1979 and
2006, China’s GDP growth rates ranged between 5% and 14% per year, with an aver-
age of 10%." This growth caused a tremendous increase in demand for energy across
sectors. As a result, China’s electricity industry has become the second largest in the
world.2

While economic growth has been a boon for China, the country’s rapidly expanding
economy coupled with its heavy reliance on dirty-burning coal have caused unparal-
leled damage to the environment® and significant pressures on its energy supply. In
addition, the growing demand for energy in China is also increasing demand for oil im-
ports, which contributes to rising world oil prices.

"Ming Yang, “China’s energy efficiency target 2010,” Energy Policy 36 (2008): 562.

?Zhing-Xiang Zhang, “China is moving away [from] the pattern of ‘develop first and then treat the pollution,™
Energy Policy 35 (2007): 3547.

3Ibid.

11 APRIL 2008



78 SCALING ALTERNATIVE ENERGY

Environmental Effects

The negative environmental effects of this unprecedented economic growth are reflected in
the following:

* Burning coal contributes to 90% of the national total of sulfur dioxide (SO2)
emissions, and about 70% of the national total dust, nitrogen oxide and
carbon dioxide emissions.*

* Acid rain damage to crops and forests has affected more than one-third of the land in
China, and economic losses approach 2% of the country’s gross domestic product.

e China is now the largest emitter of greenhouse gases in the world.

* Since electricity generation, particularly coal-fired generation, uses up a huge
amount of water, Chinese cities are now facing a moderate to acute water shortage.’

Electricity Supply

Chinese power supply has not kept pace with energy demand despite an annual growth rate
of 8% in installed capacity over the last two decades. Chronic electricity shortages caused
production to be shut down during peak times and production schedules to be moved to
nights or weekends. In 2003, shortages caused power cuts at peak hours for 21 provinces.

When energy shortages in 1986 reached 17% of annual power consumption, China began
instituting reforms in its energy sector,® focusing on reducing energy intensity and devel-
oping renewable energy.

ii. Laws and Regulations Aimed at Developing Alternative Energy

China’s constitution, passed in 1982, mandated environmental protection. However, except
for the Environmental Protection Law passed in 1982, legal reforms in the energy sector
started in earnest after the 1986 energy shortages. China passed specific environmental
laws in the 1980s and 1990s ranging from general environmental protection’ and air pol-
lution control® to energy conservation.” It also issued its own Agenda 21 in 1994, which
emphasized energy efficiency, renewable energy, clean coal and combined-cycle technolo-
gies, and nuclear power.'°

The new Renewable Energy Promotion Law (the “Renewables Law”), passed in 2005, and
effective from January 2000, is the first comprehensive policy document for the promotion
of renewable energy in China. It now acts as the legal basis for country-wide activity to
promote renewable energy and to increase the share of renewables within the electricity industry.!!

“Ibid.

>Judith A. Cherni and Joanna Kentish, “Renewable energy policy and electricity market reforms in China,”
Energy Policy, 35 (2007): 3617.

‘Ibid.

"Regulations for Administration of Environmental Protection in Power Sector, 1996; Environmental Impact
Assessment Law, 2002 (in effect 2003).

8Air Pollution Prevention and Control Law, 1987, amended 1995, 2000

°Electric Power Law, 1995; Energy Conservation Law, 1997 (in effect 1998).

Antonette D’Sa, K. V. Narasimha Murthy, “Environmental Reform in the Electricity Sector: China and India,”
The Journal of Environment & Development 15 (2006):162-163.

'Cherni, 3618.
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The relevant features of the Renewables Law are as follows:

* Renewable energy goals set as a proportion of gross energy consumption — 5% by
2010 and 10% by 2020

* Government-approved concessions for open bidding

* Power grids must purchase electricity from qualified grid-connected renewable
facilities
* Fixed-term differential (favorable) pricing for grid-connected renewable energy

* Increased price for renewable power systems shared by all consumers.?

iii. Policy Initiativ

Since China’s Agenda 21 was drawn up in 1994, renewable energy technologies have re-
ceived increased attention, with Guidelines on Renewable Energy Development included in
long-term planning until 2010. The Chinese Renewable Energy Industries Association
(CREIA), established through the United Nations Development Programme (UNDP) and
Global Environmental Facility (GEF), brought together national and international investors
in this field."

China implemented national and provincial policy initiatives, sometimes coupled with mul-
tilateral assistance, that were aimed at promoting renewable energy development. These include:

* Subsidies to assist renewable energy research and development

» Favorable accounting rules for capitalization of research and development costs
within high-tech institutions

* Use of income tax revenues to support local renewable energy development

* Grants and preferential loans for small and medium sized technical enterprises sup-
porting energy efficiency and renewable energy

* National Township Electrification Program aimed at developing renewable energy
to power 1,000 villages, where 20 MW from PV, 840 kW from wind, and 200 MW
from small hydropower were installed

* The Sunlight Programme, which runs until 2010, establishing large-scale grid-con-
nected PV projects, PV/hybrid village power demonstration systems, and home-PV
projects for remote areas

* The Brightness Programme, instituted through multilateral assistance to install sev-
eral solar and wind systems in north-western China

* The Ride the Wind Programme, a bilateral cooperation program to install wind tur-
bines in various parts of China, which involved establishing a joint venture agree-
ment between Chinese and international renewable technology manufacturers to aid
development of the local manufacturing industry.'

e Mandates for blending biofuels into vehicle fuels.!

12D’ Sa, 169.

5D’ Sa, 169.

4 Cherni, 3619-3620.

15 Renewablews 2007 Goblal Status Report, 27
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In addition, China’s current 11th Five-year Plan (2006-2010) targets reduction of energy
intensity by 20% between 2006 and 2010.'6

iv. Barriers to Implementation

Despite over two decades of legal and structural reforms in the energy industry, it is esti-
mated that environmental pollution still cost China US$ 64 billion or 3.05% of GDP in
2004."7

Prior to the enactment of the Renewables Law in 2005, the following were cited as barriers
to renewable energy development in China:

* High cost of developing renewable energy
» Difficulty in connecting renewable energy to the grid due to the following factors:

» Difficulty in gaining approval for price increases that result from the
high cost of renewable energy

» Reluctance of grid owners to share grid-connection costs

» Problems not only in connecting but also dispatching renewable energy
into the electricity grid

¢ Institutional barriers

» Reliance of renewable energy development on foreign grants and loans
conditioned on the purchase of donor country generation equipment.
This reliance increased costs and inhibited the development of the domestic
manufacturing industry.

» Lack of international investment in generation due to:

o Negotiated power purchase agreements on a plant by plant basis and
annual renegotiation, creating investor uncertainty

o Weak legal framework
o Uncertain level of future demand for renewable energy

o Weak regulatory framework, where responsibility for policy
formulation for renewable energy is unclear

o Lack of guaranteed fixed prices

The Renewables Law attempts to address these constraints with a mix of three policy mech-
anisms: the feed-in tariff (FIT); the competitive bidding systems; and mandated market
share (MMS). The law has been a very positive development for the renewable energy in-
dustry in China. However, it is clear that reforms in China are still underway, with further
developments likely in coming years.'®

'Yang, 562.
17Zhang, 3549.
8Cherin, 3620-3624.
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B. India
i. Challenges to Ener: tor

Economic liberalization in India, as in China, has fueled its economic growth over the past
two decades. Liberalization began in the 1980s, leading to growth rates of over 5 % per year.
The deregulation policy and reforms initiated in the 1990s increased growth rates to 6.5%
per year for a decade.!”” Such growth was accompanied by increased energy demand, which
grew at the rate of 6 % per year between 1981 and 2001.

The dominant commercial source of energy in India is coal, followed by oil. A sizeable
amount of its national energy requirement, however, continues to be met by non-commercial
energy sources such as fuel wood, crop residue, animal waste, human and draught animal
power. This is especially true in the rural household sector.

The major challenge to India’s energy sector has largely been finding enough supply to
keep pace with rising demand. Despite efforts to enhance domestic energy production and
diversify fuel mix, India still faces energy and peak shortages at around 8% to 12%, respec-
tively. At the same time, large sections of the rural population continue to lack access to
clean and efficient energy fuels to meet their daily requirements.

Effects of Energy Use

Increased dependence on coal and oil and inadequate use of renewable resources have re-
sulted to the following adverse effects:

* Increased imports of coal and oil impose a high financial burden and expose India to
oil supply shocks originating from external factors.

* India has become the sixth largest greenhouse gas emitter in the word, the second
fastest growing one next to China.

e Urban pollution from combustion of fossil fuels

e Indoor air pollution resulting from unprocessed biomass use, which has adverse
health effects.

ii. Alternative Energy Legal and Policy Framework

As part of its efforts to address high energy demand and consequent shortages, as well as
the adverse environmental effects of intense energy use, India has enacted legislation and
pursued policies to improve its alternative energy availability in the electricity and transport
sectors.

“Indian Economy: Next Five Years, http:/scid.stanford.edu/events/NKSignh_06-03-03.pdf (Accessed on 18
March 2008).
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Electricity Sector
Laws and policies aimed at promoting renewable energy in the electricity sectors are as follows:

¢ Electricity Act of 2003 — mandates the promotion of cogeneration and generation of
electricity through renewable sources of energy by:

» Providing suitable measures for connectivity with the grid, the sale of electricity,
and

» For purchase of electricity from these sources, specifying a percentage of total
consumption of electricity in the area of a distribution licensee

* National Electricity Policy of 2005 — authority granted to each state legislator to
create a Renewable Energy Portfolio Standard for transmission and distribution
companies serving their jurisdictions

* Renewable Energy Plan 2012

» Targeted 10% share for renewable energy in incremental power capacity through
additional grid-connected 10,000 MW of renewable energy

» Other initiatives:
o Installment of 1 million household solar water heating systems
o Electrification by renewable mini-grids for 24,000 villages without electricity

o Deployment of 5 million solar lanterns and 2 million solar home
lighting systems

o Establishment of additional 3 million small biogas plants

Transport Sector

In the transportation sector, India has also enacted legislation and pursued policies promot-
ing biofuel and other low emission technology use. It has identified ethanol and bio-diesel
as key focus areas. These measures include:

* National Auto Fuel Policy of 2003 — provides a roadmap for achieving various ve-
hicular emission norms over a period of time and the corresponding requirements
for upgrading fuel quality

* Mandated 5% blending of petrol with ethanol in 2004

* Creation of National Biodiesel Board to promote, finance, and support organizations
engaged in oilseed cultivation and oil processing leading to bio-diesel production

* Bio-Diesel Purchase Policy — prescribes purchase by oil-marketing companies in the
public sector of bio-diesel meeting Bureau of Indian Standards (BIS) specification
from registered authorized suppliers

 National Urban Transport Policy — encourages integrated land use and transport
planning in cities, focusing on greater use of public transport and non-motorised
modes
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* Auto Policy of 2002 — spells out the direction of growth for the auto industry in
India and addresses most of its concerns, among which are:
» Promotion of R&D in the automotive sector to ensure continuous technology up
grades and enhanced designing capacities to remain competitive

» Providing an impetus for alternative fuel vehicles through appropriate long-term
fiscal structures to facilitate their acceptance

» Emphasizing low emission fuel auto technologies and availability of appropriate
of auto fuels

Fiscal Policies

India has also adopted fiscal policies that allow renewable energy to become competitive
with other sources of conventional energy in India. Among these policies include income
tax holidays, accelerated depreciation, duty free import of renewable energy equipment,
capital subsidies and concessionary financing from the Indian Renewable Energy Develop-
ment Agency (IREDA), requirements for energy purchases by distribution companies, and
exemptions from electricity taxes and sales taxes.

iii. Developments in the Field

As result of legal and policy initiatives of India in the renewable energy sector, the nation
has the most developed and diversified renewable energy market in the region. The annual
turnover of the renewable energy industry in India is approximately USD500 million, with
a total renewable energy investment of around USD 1 billion. India uses up 3,500 MW of
total installed capacity from renewable sources. This is just a fraction of the estimated total
economic potential of 100,000 MW.

The table below summarizes India’s installed renewable energy capacity, up to September

30, 2006:
Renewable Energy Source Unit Cumulative Achievement
Wind Power MW 6,070
Small hydro (up to 25 MW) MW 1,850
Biomass power MW 542
Biomass gasifiers MW 76
Solar PV MW 3
Waste-to-energy MW 35

Source: Mnistsry of New and Renewable Energy

In addition, several measures have been taken to upgrade automobile technology, improve
fuel quality, enhance pollution under control checking systems, and expand urban public
transport systems. The gross emission standards for vehicles have been made progressively
more stringent and a roadmap has been developed to improve fuel quality.
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Some state governments are promoting bio-diesel production, including setting up state bio-
diesel boards and implementing buy-back schemes with farmers. Private players have al-
ready come into the plantation phase of the bio-diesel production chain in some states. In
Gujarat, private companies are already producing quality bio-diesel that meets the American
Society for Testing and Materials (ASTM) 16750 standard.

iv. Barriers to Full Development

While India has achieved advanced development of renewable energy, there are several
areas of concern that may well serve to constrain full use of India’s renewable energy po-
tential. Some of these concerns are as follows:

* Sustainability and the fundamental economics of the renewable energy boom, as
some marginal policies may be speculative given the generous fiscal policies pro-
vided to renewable energy

* The wind energy boom is somewhat constrained by machines that have been in-
stalled with limited capacity factors, in some cases requiring taxpayers to make up
the difference via a guaranteed return.

» Stalled development of small hydro potential due to speculative purchases by devel-
opers via state-administered auctions rather than for development purposes.
* Considerable confusion at the state level regarding implementation of the Electricity

Act requirement for a renewable energy portfolio standard, resulting in different
standards imposed in different states.?

III. Conclusion

While the UN Framework Convention on Climate Change (UNFCCC) and its accompany-
ing protocol, the Kyoto Protocol, does not impose emissions target obligations on emerging
market economies like China and India, this has not stopped these countries from exploring
and developing alternative energy sources.

The initiatives are fueled in large part by:

e energy shortages, where the rate of economic growth has outpaced growth in energy
supply;

e inadequacy of existing energy sources to meet domestic demand, especially in rural
areas where poverty is still widespread; and

e adverse health and environmental effects of over-dependence on fossil fuels.

While tremendous strides have been made in developing alternative energy sources in these
countries, they are still faced with the challenge of formulating a cohesive policy that will
maximize their existing energy resources, minimize negative externalities, and promote
sustainable economic growth.

2USAID Asia, India Country Report, June 2007, http://usaid.eco-asia.org/programs/cdcp/reports/annexes/
Annex%202_India.pdf (Accessed on 18 March 2008)
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CASE STUDY:
TECHNOLOGY AND INVESTMENT:
POLICY RECOMMENDATIONS TO JUMP-START
RENEWABLE ENERGY IN LATIN AMERICA

Abstract

East Asia has grown over three times as fast as Latin America since 1960, succeeding in both
the social and economic spheres. The region now stands poised to excel in the global mar-
ketplace as renewable energy and low-carbon technologies take center stage. Why has
Latin America not advanced in the same manner? This study examines the macroeconomic,
development, and industrial policies that enabled East Asia to grow successfully, as well as
the contrasting reasons why Latin America has not progressed at the same rate. This study
will also explore which measures Latin American countries could take if they want to spread
energy access through renewable energy implementation and become more competitive in
its production.

Intr tion

Climate change is progressing at an alarming rate. While developing countries are not held
to internationally established emission caps due to their “right to develop,” it is important
to remember that for the world to meet IPCC stabilization levels, all countries need to con-
trol their carbon output as they develop. Investing in renewable energy is a primary strategy
in reducing emissions, especially because it does not restrict industrialization but instead can
increase energy supply and access without increasing emissions.

Several Asian countries sit poised to excel in the production of renewable energy technolo-
gies due to their successful high-technology sectors. East Asia is esteemed for its rapid
economic growth and technological advancement during the latter half of the 21st century.
It is a contrast to Latin America, which continues to have slow economic growth in places
and uneven progress towards social development goals.

As Latin America is trying to increase its energy access and advance its development, re-
newable energy technology is crucial. What can Latin America learn from East Asia’s suc-
cess with rapid technological advancement through the open market? Which policies could
Latin America use to increase investment in this technology? This case study uses a com-
parison of these two regions in order to recommend policies that could be used to increase
both implementation and production of renewable energy technologies in Latin American
countries.
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East Asian Miracle

The East Asian Miracle is characterized by an impressive growth rate that has been sustained
over several decades. Since 1960, the East Asian countries have grown nearly three times
as fast as Latin America on average and furthermore have, in most cases, decreased inequal-
ity. As a result, human welfare has improved dramatically: absolute poverty has dropped
more than in other regions of the world; life expectancy has increased from 56 years to 71
years from 1960 to 1990; and education has improved. East Asia is often touted as a region
of countries that have

“gotten the basics right” in
EAST ASIA their economies.  They
A A\ I moved from closed to open

Asian Tigers; 3 . -
- South Korea economies quickly, relying

- Taiwan on the market as well as
- Hong Kong strong government interven-
- Singapore

tion to guide their transforma-
tion. Although they could not

Newly Industrializing
Ecconomies:

- Indonesia prevent the Asian Financial
- Malaysia Crisi
3 risis, the growth rates re-
- Thailand ’ .g
covered quickly afterwards.
] _. , , East Asia has become a world
* Note: while there is no formal grouping, normally these 8 economies are . .
referred to together, and occasionally China is included, leader in the productlon and

export of many technologies,
and it has successfully gained technological knowledge through the process.
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Figure I. Latin America, East Asian, and Chinese Shares in World Trade (Adapted from Ma-
chinea, Data source: WTO)

The East Asian countries invoked a variety of macroeconomic, development, and industrial
policies that enabled them to maintain high economic growth, and although policies varied
from country to country, there were several key strategies that most or all used. First, poli-
cies that established macroeconomic stability formed the base of the region, and established
a foreign direct investment based development strategy. Countries maintained low inflation
rates, fostered high domestic savings rates, kept borrowing under control with high export
rates, and deliberately undervalued their exchange rates to give them an export advantage.
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Additionally, high rates of private investment were stimulated through the creation of clear
rules, a sound investment environment, and government incentives. The second type of
policies, development policies, focused on increasing agricultural productivity (instead of
shifting out of that sector) and constantly increasing human capital. They maintained high
education rates, from primary to tertiary levels, and pursued training and other knowledge-
building activities within industry. The third type of policies, industrial policies, focused
on export-led growth, with the governments playing a large role to attract foreign capital and
firms, using means such subsidizing credit to selected industries. To become competitive
internationally, they used performance measures like export targets to weed out uncompet-
itive companies. East Asia was not only able to grow quickly with the help of foreign firms,
it was also able to benefit from technology transfer thanks to the use of local-content laws,
spillover effects, and R & D collaborations. Few East Asian countries are more competitive
than Europe or China in renewable energy technologies, but their capacity to manufacture
high-technology products and their high levels of human and physical capital give them the
ability to move in that direction if they so choose, just as China has done.

Significance

The East Asia Miracle has many implications and important lessons can be derived regard-
ing climate change and Latin American development.

Climate change predictions show that urgent action is needed to reduce carbon emissions,
and while developing countries are not held to emissions caps under this period of the Kyoto
Protocol, reductions still need to occur. Latin American countries are realizing this as they
are feeling the physical changes of climate change, and they are also aware that the post-
2012 international regime is uncertain. Emissions are often correlated with industrialization,
but the ability to shift to a greater proportion of renewable energy sources could reduce fu-
ture emission increases. Many Latin American countries are reaching out to implement
clean technologies, but with the exception of Brazil, no countries have produced a signifi-
cant amount of the manufactured parts. East Asia’s ability to attract foreign direct invest-
ment, foster technology transfer, and become an exporter in high-technology products
enables it to produce renewable energy technologies that can transform its economies. East
Asian countries are also able to take advantage of high international demand for these re-
newable energy products.

CO2 Emissions

2,500,000

—- LAC East Asia

Figure II. Carbon Dioxide Emissions in Latin America versus East Asia (Data source: World
Development Indicators) Note: Taiwan was omitted due to lack of data.
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The second reason East Asia’s experience is valuable for Latin America is the model East
Asia presents for development. The two regions function within the same international
market system and yet Latin America has not been able to replicate the economic success
of East Asia. To be sure, Latin America went through stages of varying degrees of openness,
but even today, when most countries are liberalized, Latin America’s productivity and
growth rate still lag far behind. GDP, productivity, and other economic measures are not
meant to be the only measurements of success, but development indicators tell a similar
story. While each region has significant variation among countries, on the whole, East Asia
has been able to reduce poverty and inequality over this period more successfully than Latin
America. Environmentally, South America’s current specialization in natural resource prod-
ucts could also have implications for future generations depending on the degree to which
the region depletes its natural resources.

Historical Comparison to Latin America

Latin America’s
development
varies markedly
from East Asia,
but its history
sheds light on the
different growth
patterns.
Throughout the
colonial era,
Latin America
focused on agri-
culture and natu-
ral resource
exports. In the
mid-1900s the region turned inwards to focus on building a domestic manufacturing industry
through import substitution industrialization (ISI). State-owned enterprises dominated, and
despite their high inefficiencies and costs, governments kept borrowing from abroad in
order to build these industries. In the 1980s, the excessive borrowing and macroeconomic
instability came to a head with the debt crisis. Afterwards these countries’ development
strategy changed with IMF requirements for stabilization and structural adjustment, as well
as the liberalization and privatization strategies of the Washington Consensus that were
being promoted as the proper development strategies. Due to restructuring and cuts in gov-
ernment spending, social services declined and in combination with economic problems, re-
sulted in the decline of various development indicators during 1980s. The 1990s showed
improvement, and government efforts centered on institution building; however, while the
economic growth experienced during the 1990s was better than during the previous decade,
it still did not compare with East Asia’s. Since that time, South America has reverted to fo-
cusing on natural resource products, partly due to China’s demand, and Central America and
Mexico have built a manufacturing industry to export to the US market.
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Table I. Regional Per Capita Growth Rates (Adapted from Machinea, Data source: ECLAC
based on IMF/WB data)

Regions 1961-2004 | 1961-1969 | 1970-1979 | 1980-1989
Developed 2.62% 4.25% 2.86% 2.21%
countries

South East 5.04% 1.62% 5.01% 5.93% 1
Asia

Latin America | 1.54% 2.45% 3.11% -0.28%
Sub-Saharan | 0.55% 2.01% 1.17% -0.73%
Africa

Latin America’s economic and development policies stand out in stark contrast to those of
East Asia, as can be seen in Table I. In the 1960s, while East Asia went from being a closed
to open economy, Latin America, which had always been somewhat open through colonial-
ism, retreated into ISI before turning back to the international market in the 1980s and
1990s. Macroeconomic policy was one of the major differences between the two regions.
Most countries within Latin America have had a tumultuous experience with monetary sta-
bility, even when following IMF recommendations. On the whole, Latin America has
tended to raise interest rates and have relatively overvalued exchange rates, which has made
it more difficult for small companies to get domestic credit and more difficult to sell exports.
Overspending and borrowing to finance state-owned enterprises did not help its position.

The uncertainty of the investment environment deterred many private investors, who instead
turned to East Asia. Recently, however, several Latin American countries have been trying
to foster a more stable investment environment through free trade agreements with the US.
In terms of development policy, the 1980s revealed that when government funding was
pulled out of education and social services during the economic crisis, it caused a step back-
wards. Education has never held the same government priority as it does in East Asia, at
any level, and Latin American countries have put little funding into R & D. Of course this
does not hold true for every country, and perhaps the best counterexample is Costa Rica,
which invested highly in both education and R & D, and during the 1990s, Intel decided to
invest in the country.

Finally, the industrial policy of the two regions differs dramatically. Latin America has fo-
cused on agriculture, natural resources, and in Central America and Mexico, also on low-
tech manufacturing. When they did try to expand manufacturing with ISI, they did not
focus on exports and did not require any performance measures. As a result, they failed to
eliminate uncompetitive producers, and instead viewed companies as part of the necessary
development strategy and a method to gain political support (Roderick, Principles for eco-
nomic diversification). East Asia on the other hand created targeted policies to incubate
high-tech products and policies that could glean technological knowledge from these ven-
tures and create spillover effects.
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Conclusion

This comparison does not suggest that Latin America should pursue the same policies that
East Asia did. Both regions and each country within the regions have different sets of phys-
ical, human, and natural capital, as well as a different political culture that must be taken into
account. Certainly, Latin America has been trying to achieve macroeconomic stability and
growth; therefore, it is important to identify which steps can make the biggest difference.

Renewable energy technological development is one area that would be strategic for Latin
America focus on at this point. Implementation within the region would enable Latin Amer-
ican countries to increase energy access, reduce emissions while growing economically,
and secure a larger portion of external funding. Production of these technologies for coun-
tries that have the right conditions could have added benefits of technological development,
employment, economic growth, and spillover effects. Policy recommendations to strategi-
cally move in this direction include:

e Investing in R & D;
* Working towards higher education rates, especially on the tertiary level;

* Creating a stable environment for investors, clear laws and regulations, and intellectual
property rights laws in order to attract foreign direct investment;

e Instituting laws to encourage technology transfer, such as local content laws, access to
domestic credit for small and medium enterprises, and public/private research
collaborations;

* Creating initiatives to encourage backward linkages, such as local content incentive
programs for foreign companies, product standards (and associated programs to help
domestic businesses meet those standards), and training programs;

» Focusing attention and fiscal resources on specific sectors.

Climate change is advancing and having profound effects of Latin America—decreasing
water supplies from the Andes and rising sea levels are both issues of great concern. At the
same time, as countries come together globally to tackle carbon emission rates, governments
also have to be concerned about the social development and economic growth of their coun-
tries. One of the reasons that renewable energy is important is because it positively influ-
ences all sides of sustainable development: it can increase energy access and the population’s
well being, it decreases anthropogenic emissions and environmental degradation, and it
holds the potential for local-scale employment and national-scale economic development.
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CASE STUDY: ALGAE-BASED BIOFUEL STOCKS

Abstract

This case study examines the potential for algae-based fuel technologies to provide a new
and advantageous way of manufacturing biofuels for transportation and to reduce green-
house gas emissions from power plants. The results from research and development efforts
and limited recent deployments of algae-based fuel technologies are encouraging, but the
technology is still in its infancy and costs remain high. Several companies are now explor-
ing options for producing algae-based biofuels and/or air pollution reduction systems.

Intr tion

Algae-based technologies could provide a key tool for reducing greenhouse gas emissions
from coal-fired power plants and other carbon intensive industrial processes. This case
study examines the current state of this technology, how it might be implemented, and who
the major players are in this emerging market.

Driven by escalating global climate change concerns and the rising cost of petroleum-based
energy, companies are now starting to examine using certain forms of algae to reduce carbon
emissions from power plants, generate renewable transportation fuels, and produce feed for
fish and livestock.

The Basics of Algae-Based Fuel Production

Photosynthetic organisms such as algae, plants and some photosynthetic bacteria use energy
from the sun to combine water with carbon dioxide (CO2) to create biomass. Microalgae
are the most primitive form of plants, and are more efficient at storing solar energy than
some higher plants because they have a simpler cellular structure.! According to the U.S.
National Renewable Energy Laboratory (NREL), microalgae produce storage lipids in the
form of triagcyglycerols (TAGs) in a manner similar to higher plants. These lipids have
many potential uses, one of which is to produce fatty acid methyl esters (FAMESs), which
can be used to create biodiesel fuel that is an alternative to fossil-derived diesel fuel.?

From 1978 to 1996 the U.S. Department of Energy carried out a program known as the
Aquatic Species Program (ASP) to develop renewable transportation fuels from algae. The
ASP made significant progress in identifying algae that produce the most oil and can operate
under specific environmental conditions. The ASP produced a collection of 300 mostly
green algae and diatoms that are best suited to transportation fuels production, which is
available to researchers and is housed at the University of Hawaii.> Much of this case study
is based on NREL’s lengthy summary of the ASP program. NREL found that 7.5 billion gal-
lons of biodiesel could be produced from algae on 200,000 hectares of desert land.

'NREL
“Ibid.
3Ibid.

11 APRIL 2008



96 SCALING ALTERNATIVE ENERGY

Potential Advantages:

Algae have several potentially significant advantages over other technologies to reduce
greenhouse gas emissions from coal-fired power plants. They can provide a means to reduce
carbon emissions by consuming waste gases through photosynthesis, rather than through
carbon sequestration technologies. They can also be used to manufacture biodiesel fuels
for use in vehicles by producing oils that can be used for manufacturing biodiesel. Mi-
croalgae are efficient producers of oils, and can produce 30 times the amount of oil per unit
area of land compared to terrestrial oilseed plant varieties.*

Biodiesel Production:

Algae have certain qualities that make the organism an attractive option for biodiesel pro-
duction. Unlike corn-based biodiesel which competes with food crops for land resources,
algae-based production methods, such as algae ponds or photobioreactors, would “comple-
ment, rather than compete” with other biomass-based fuels.> The growth requirements for
microalgae are simple: they need water and CO2. Therefore, unlike corn or other biodiesel
crops, algae do not require significant inputs of carbon intensive fertilizers. Some algae
species can even grow in waters that contain a large amount of salt, which means that algae-
based fuel production need not place a large burden on freshwater supplies.® Because of
algae’s versatility and efficiency, NREL researchers found that resource limitations are not
an inhibiting factor on algae-based technology.

Carbon Consumption:

On the carbon reduction side, for the past thirty years or more researchers have focused on
algae’s potential to essentially eat up much of the carbon dioxide emitted by coal-fired
power plants and use it to create lower carbon transportation fuels in the form of biodiesel.
The summary report for NREL'’s algae research effort stated, “It is a technology that marries
the potential need for carbon disposal in the electric utility industry with the need for clean-
burning alternatives to petroleum in the transportation sector.”’

One approach to using algae to reduce power plant emissions consists of constructing an
algae pond, or “farm.” Carbon emissions would be pumped into the water, and natural oils
would then be extracted from it. According to NREL, the typical coal-fired power plant
emits flue gas containing up to 13 percent CO2. This gas can be used to fertilize algae
ponds. NREL researchers investigated this approach and found that it “provides an elegant
approach to recycling of the CO2 from coal combustion into a useable liquid fuel.”® The
governments of Japan, France and Germany, in addition to private firms, have also pursued
the development of closed bioreactor designs for algae production. *

“Ibid.
’Ibid.
°Ibid.
Ibid.
8Tbid.
°Ibid.
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In addition to manufacturing biofuels for transportation and reducing carbon emissions from
coal-burning power plants, there is also some interest in utilizing algae to produce hydro-
gen-based fuels. Algae produce hydrogen as part of photosynthesis, and it may be possible
to genetically manipulate algae and to alter algae’s surrounding environment to optimize hy-
drogen production.!

Emerging Players

According to NREL, the small size of the scientific community working on algae-based
fuels has inhibited the development and deployment of this technology. “The study of mi-
croalgae represents an area of high risk and high gains,” NREL stated.

Despite the economic risks involved, presently there are several companies in the United
States that are exploring ways to use algae to reduce greenhouse gas emissions from power
plants and to generate biodiesel. These companies, which include GreenFuel, Solazyme,
and LiveFuels, have picked up where U.S. federal government research efforts left off in
1996.

Solazyme, a San Francisco based startup, has developed a new process for making fuel
from algae that utilizes sugar as the main feed and grows genetically modified algae in dark
containers. Solazyme claims that keeping algae in the dark and thereby turning off photo-
synthetic processes actually boosts oil production by activating other metabolic processes
that can help convert sugar into oil. In addition, feeding algae sugar may enable algae to
grow in higher concentrations than the sunlight-based methods of algae ponds."

Another player in the American algae-based fuels market is GreenFuel Technologies of
Cambridge, Mass. GreenFuel has conducted a trial run at the Massachusetts Institute of
Technology’s (MIT) Cogeneration power plant that showed its algae system can reduce car-
bon dioxide emissions by up to 82 percent, as well as cut 85 percent of the nitrous oxide
emissions.?

GreenFuel has been negotiating beta installations cross the U.S. and internationally. The
company claims it “harnesses photosynthesis mechanisms to simultaneously provide both
cost-effective air pollution control and high quality biomass production.” The company
says that its systems don’t require power plants to modify their internal systems and don’t
require fertile land or potable water."?

GreenFuel recently won an energy emissions award for its demonstration project at an Ari-
zona utility that marked the first time that smokestack gases were used to grow algal biomass
for conversion into biofuels. However, it has also run into some financing and management
issues as it tries to move towards commercially viable projects.'*

0Technology Review.
"Technology Review.
12GreenFuel web site.
Bbid.

1“Ibid, news reports.

11 APRIL 2008



98 SCALING ALTERNATIVE ENERGY

LiveFuels is a California-based company that is partnering with federal research institutions
and other entities to develop and deploy algae-based biofuel systems. The company is fo-
cusing its attention away from photobioreactors and genetic modification. ... the fact of the
matter is, the capital expenditures of photobioreactors will simply kill a company," LiveFu-
els CEO Lissa Morgenthaler-Jones told cleantech.com.!?

Outside of the United States, Aquaflow Bionomic Corporation (ABC) of New Zealand is
pursuing a different approach to algae-based biofuels. It is seeking to harvest algae from ef-
fluent system settling ponds and other waters that are rich in nutrients, rather than via biore-
actors or by engineering high lipid yield algae. Aquaflow Bionomic believes its approach
is less costly than the other methods, and that it could accomplish the dual goals of produc-
ing biofuels and cleaning contaminated water from industrial activities.!®

Another company that is pursuing algae-based fuels is Algae BioFuels Inc., a wholly-owned
subsidiary of PetroSun, Inc. The company’s R&D and production facilities are in the United
States and Australia. PetroSun recently announced that its first commercial algae-to-biofuels
farm, located near Harlingen, Texas, would begin operations this spring. It consists of a
1,100-acre salt-water open pond system, and will use the algal oil produced from this op-
eration for algae-to-jet fuel and algae-to-bioplastics R&D projects.!’

Challenges:

The challenges facing developers of algal biofuels and pollution reduction systems are sim-
ilar to those of companies trying to scale up other renewables. In addition to the techno-
logical hurdles, perhaps the biggest obstacle standing in the way of deploying algal fuel
production facilities is the high cost of these fuels compared to more conventional biofuels.

NREL concluded that the open pond designs would be the most economical choice for the
foreseeable future, and that biological factors would exert the biggest influence on determin-
ing the cost of algal technologies. For such technologies to be viable, algaec would need to
produce oils at the highest levels of conversion possible, and even then the cost of producing
biodiesel from algae might be two times higher than petroleum diesel costs, NREL stated.'®
Although costs remain a barrier to algae fuels production, the economics have become
more favorable to such efforts since the NREL study was completed.

Much of the work on algae today is being conducted using proprietary photobioreactors
due to problems that are unique to algae farms, such as temperature fluctuations. However,
photobioreactors typically have a higher cost than open algae ponds. A biofuels research
group at the University of New Hampshire stated that bringing algal biodiesel to market
depends on developing photobioreactors that can result in higher yields at significantly re-
duced costs from current levels."

5Cleantech.com article.

16Aquaflow Bionomic web site.

"Green Car Congress, Marketwire News Release.
SNREL.

YUniversity of New Hampshire Biodiesel Group.
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Another inhibiting factor is the lack of government R&D investments in algal fuel tech-
nologies. Some major industrialized countries have invested significant sums in research
and development resources to develop algae-based fuel systems, notably Japan and Ger-
many. The United States has lacked a federal research effort for the past ten years, which
may be an inhibiting factor for American companies. This is changing though, since NREL
recently signed an agreement with the oil company Chevron to conduct further research on
algae-derived biofuels.*® According to the New York Times, the Pentagon is also financing
research into producing jet fuel from algae.?!

Other challenges include obtaining private sector funding for research and development,
proving the cost-effectiveness of the algae-based technologies, and negotiating partnerships
with power plant owners to test and deploy algal systems.
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CASE STUDY:
WINDPOWER TECHNOLOGY: TO MAKE OR TO BUY?
LESSONS FROM MEXICO FOR CENTRAL AMERICA

Intr tion

Latin America is faced with decisions about how to increase energy access and meet rising
energy demands while keeping attuned to escalating concerns about greenhouse gas emis-
sions and climate change. Wind power is one of the technologies that is on the forefront of
renewable energy options: the technology is relatively simple compared to other renewable
energy technologies and the price has dropped considerably over the past few decades. On
top of the low cost, there are many other advantages that make wind power attractive to
Latin America: it requires no fuel that must be continually bought or produced, it has no
emissions associated with its operation, it is not subject to volatility (and potential rise) of
fossil fuel prices, and it is modular and rapid to install.

Despite these advantages, only about 59,000 MW of world electricity (by the end of 2005
and growing rapidly)' and 85.5 MW of Mexico’s electricity (by the end of 2006)" was pro-
duced by wind power. Mexico implemented its first large-scale wind farm in 2006 and has
many small-scale wind turbines, which will be a primary means of meeting the country’s
goal of producing 8% of electricity with renewable sources by 2012.  One of the central
choices in wind plant implementation is the decision of whether to import the turbines from
abroad or produce them domestically. While this decision is partially complicated by the
mix of private and public entities working within Mexico’s energy sector, there are a variety
of incentives that the government can offer to guide the decision. Wind power has many
benefits that contribute to national development that are unaccounted for in the market cost,
making it a good candidate for government incentives. What were the internal and external
factors that caused Mexico to produce its wind turbines? This case study focuses on this
issue and assesses other Latin American countries that are pursuing wind power: what les-
sons for the rest of Central America can be learned from Mexico’s experience?

The Mexican Case

In the past, there have been considerable barriers to increasing the renewable energy supply
in Mexico, but since 2004 the country has been instituting several measures to overcome
these barriers. The barriers begin with the Constitution, which fails to promote renewables
as it does with petroleum and large hydropower. The legislation not only failed to favor re-
newables, it also did not provide any incentives for development or investment. Likewise,
there has been little support for renewables in the form of research and development funds,
guidelines, technological norms, or databases of natural resources.” In 2004, Mexico’s
Electrical Research Institute and the UNDP started the Action Plan for Removing Barriers
to the Full-Scale Implementation of Wind Power in Mexico (funded by the Global Environ-
ment Facility). Mexico accelerated the depreciation of investments in renewable energy
technologies, began assessments on wind resources, started proposals on the legal, regula-
tory, and institutional framework, and started a green development fund." These changes
have attracted attention from investors. International support for large-scale development
of clean technologies has also come from UNEP and the World Bank."
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Figure I. Location of Wind Turbines Installed in Mexico as of 2006

The current situation looks much brighter than a decade ago. Mexico’s 2001 National De-
velopment Plan regards boosting the energy sector as a primary strategy to tackle poverty
and Mexico’s Renewable Energy Program states that wind power is one of its areas of
focus.i As of 2006, there were 85.5 MW of wind capacity installed, and there are three
more projects planned.® The first wind farm, La Venta, was built on the Tehuantepec Isth-
mus, where the majority of Mexico’s wind resource is located. After a 600 kW turbine was
installed in la Guerrero Negro, Mexico implemented its first large wind farm, La Venta II,
and has plans for La Venta III. La Venta II has been registered as a Clean Development
Mechanism under the Kyoto Protocol, allowing it to receive external funding.

Table I. Wind Turbine Installations in Mexico by the End of 2006"

Location Wind turbines | Capacity(MW) | Commissioning date | Owner
La Venta, 6 x 225 kW 1.57 1994 CFE
Oaxaca

Guerrero 1 x 600 kW 0.60 1998 CFE
Negro, Baja

California del

Sur

La Venta II, 98 x 850 kW 83.3 2006 CFE
Oaxaca

TOTAL 105 85.5

Although there have been many barriers to wind energy in the past, Mexico is now consid-
ered a “constructive” environment for the implementation of wind power,* and many pri-
vate companies are interested.* In addition to the wind farms connected to the national
electricity grid, there are also many individual turbines and smaller operations that are im-
portant for spreading energy access to rural regions. However, this case study focuses on
the larger plants and the national scale.
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Several factors led to Mexico’s decision to make its wind turbines domestically. The Federal
Electricity Commission (Commision Federal de Electricidad, or CFE) is responsible for al-
most all of the generation, transmission, distribution, and sales of electricity from the na-
tional grid. CFE contracted La Venta II to the Spanish company Iberdrola-Gamesa, paying
it upon commission, and CFE became responsible for operation of the plant once con-
structed i All of the turbines for this project were produced in Mexico,¥ even though
Mexico’s liberalization over the past few decades has reduced financial barriers to importing
turbines. There are several benefits and linkages to having a manufacturing plant located
in Mexico, even if it is part of a foreign company like Gamesa. Along with jobs from the
plant, there can be significant knowledge spillover and backward linkages. Mexico has the
technical expertise and industrial capacity to produce wind turbines: already 750-kW electric
generators for wind turbines are produced by a Mexican corporation, 5-kW turbines of a
Mexican design are being manufactured, primarily for export, and over 200 companies lo-
cated in Mexico could produce parts for the wind turbines.*"

Benefits of Windpower

While the price of wind power is decreasing, it is still not cheaper than thermal power plants,
the main electricity energy source in Mexico. X! The electricity sector does not operate in
a vacuum, however, and there are considerable positive externalities and development ben-
efits that make wind a more tempting option.

* ENERGY SECURITY —Current energy supplies that utilize fossil fuels are subject
to volatility in market price, which is linked to the finite, decreasing supply. Mex-
ico has a domestic supply of petroleum, but it is still subject to international market
forces and prices. Wind power is an independent power supply that is more secure
and helps diversify the country’s energy mix.

ENVIRONMENTAL — While bird deaths and noise pollution are environmental
concerns associated with wind farms, the environmental impacts are considerably
less than those caused by thermal power plants. Wind power has the advantage of
emitting no greenhouse gases during operation, an externality not always taken into
account. Climate change is at the forefront of international concern, and both future
environmental agreements and emissions caps are uncertain after the first Kyoto pe-
riod ends in 2012. Additionally, reduced emissions can have significant health benefits.

SOCIAL/DEVELOPMENT —More wind farms means more energy, which has the
potential to increase energy access to many areas. Wind farms also increase local
employment through the need for construction and the ongoing tasks of operations
and maintenance. If Mexico continues to pursue the route of manufacturing wind
turbines, this will provide even more jobs and additional science and technology
spillover effects.

ECONOMIC—More jobs and production translate into increased economic bene-
fits. In a global market where many of Mexico’s products are in competition with
China, wind technology and other high-tech products prevents the country from lag-
ging far behind its competitors.
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Lessons for Central America

As illuminated throughout the Mexican case study, there are social, environmental, and eco-
nomic reasons that will inspire countries to encourage wind energy development. Mexico
is a step ahead of its neighbors to the South, so what lessons for Central America can be
learned from Mexico? After the free trade agreements with the US, almost all countries are
operating in an open, free-market environment, where products are largely subject to inter-
national competition. Yet substantial differences exist: Central America’s economies are
much smaller and less industrialized; Central America is less developed, so development
benefits are especially pertinent; and on the whole, countries have not instituted the laws and
incentives to foster wind power development.

Nicaragua, Costa Rica, El Salvador, and several Caribbean islands have significant wind re-
sources, but their current capacity is low. The pursuit of wind power is a strategy that can
be used to diversify energy sources, increase energy security, and increase supply while not
increasing harmful environmental effects. Mexico’s choice to produce its own wind turbines
gives it the added advantages of fostering science and technology and increasing employ-
ment beyond operation and maintenance. The same could apply to Central America, but due
to the smaller sized economies and lower total wind resources, it would be more difficult
to reach economies of scale than in Mexico. Each country must weigh the research, devel-
opment, and start-up costs in addition to whether they have sufficient manufacturing capa-
bility.

Conclusion

For Central American countries that wish to develop wind power, there are several steps that
should be taken. First, a national target for renewable energy technologies including wind
should be declared to help drive policy development. Second, barriers to implementation
should be addressed and removed or reduced as quickly as possible. This will include re-
ducing incentives for fossil fuels, increasing them for renewables, and making implemen-
tation and connection to the grid easier. To attract investment, national laws need to assure
a stable financial space and long-term dedication to wind. Finally, reaching out to multi-
lateral financing for climate change action can help overcome the slightly higher initial
costs, such as registering as a Clean Development Mechanism did for Mexico.

With regards to whether a country should buy wind turbines from abroad or foster the ca-
pacity to build wind turbines domestically, the existing differences in size and capacity be-
tween Mexico and each Central American country increases the net cost in the latter. While
it is a strategic choice to implement wind power, the markets are simply not as large and the
existing technological capacities within Central American countries (with the exception of
Costa Rica) are considerably less. An ambitious option is for a country to develop a wind
turbine export industry (in addition to domestic use), but this would require a rapid ad-
vancement in technical knowledge and foreign investment, which would be beneficial but
result in high risk. Central America may want to consider other options that may be more
viable, and focus on gleaning the maximum benefits possible. The option with least domes-
tic benefits is to import turbines from Mexico (if Mexico continues to grow their industry).
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An option through which more benefits could be gained is to specialize in producing a spe-
cific part of the turbines, such as the blades or towers that have high transport costs, while
importing the rest. With any of those options, the implementation of wind power would still
require knowledge people to assess, construct, operate, and maintain wind farms, leading
to social, economic, and environmental benefits.

iGlobal Wind Energy Council and Greenpeace, Global Wind Energy Outlook 2006, 2006.

iInternational Energy Agency, “Chapter 21 Mexico,” IEA Wind Energy Annual Report 2006, 2006.

iiAs stated in the 2005 Renewable Energy Utilization Law. Source: Global Wind Energy Outlook 2006, Global
Wind Energy Council and Greenpeace, 2006. Ibid Global Wind Energy Council, et al.

Huacuz, Jorge M., “Renewable Energy in Mexico: Current Status and Future Prospects,” No date.
‘International Energy Agency.

“iGlobal Environment Facility, “Catalyzing Technology Transfer,” GEF Global Action on Climate Change,
2006.

vilnternational Energy Agency.

vitWorld Energy Outlook, OECD/IEA, 2008,
http://www.iea.org/textbase/pm/?mode=weo&id=3193&action=detail.

*International Energy Agency.

*Recreated from International Energy Agency.

*International Energy Agency.

%iGlobal Wind Energy Council, Global Wind 2006 Report.

“i[nternational Energy Agency.

*Vbid.

“Ibid.

“iCommision Federal de Electricidad, http://www.cfe.gob.mx/es/LaEmpresa/generacionelectricidad/.

Written by Abby Lindsay, for Professor William Moomaw, Director, Center for International Environment
and Resource Policy, and Charles Bralver, Executive Director, Center for Emerging Market Enterprises
in preparation for the Dialogue on Scaling Alternative Energy: The Role of Emerging Markets, 11 April
2008, held at The Fletcher School, Tufts University.
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Appendix C: Speaker Biographies
(IN ALPHABETICAL ORDER BY LAST NAME)

ISAAC BERZIN
Founder and Chief Technology Officer, GreenFuel Technologies Corporation
Dialoguer, Dialogue 2

Isaac Berzin has worked for over 12 years in biotechnology engineering and bioreactor de-
sign. As part of his doctoral research, he worked on the engineering of photobioreactors for
plant cultures. In 1999, Mr. Berzin joined the research staff of the MIT Center for Space Re-
search, where he helped design bioreactor systems for the unique demands of space research.
On his own, he designed a novel field bioreactor to propagate algae efficiently at large
scales; this and related inventions led Mr. Berzin to launch GreenFuel, where he is currently
responsible for the company’s technology. Mr. Berzin has a Ph.D. in Chemical Engineering,
and a B.S. Chemical Engineering degree in Biotechnology, summa cum laude, from Ben-
Gurion University in Israel.

JUAN PABLO BONILLA

Coordinator of the Sustainable Energy and Climate Change Initiative,
Inter-American Development Bank

Framer, Dialogue 3

Juan Pablo Bonilla coordinates the activities related to sustainable Energy and Climate
Change at the Inter-American Development Bank. His responsibilities include coordinating
the IDB’s efforts on renewable energy, energy efficiency, biofuels, and climate change mit-
igation and adaptation. Before joining the IDB, Juan Pablo Bonilla was Senior Environ-
mental and Sustainable Development Specialist for Latin America and the Caribbean at the
World Bank, and Member of the Clean Development Mechanism Executive Board to the
United Nations. In his country, Colombia, Juan Pablo Bonilla had held the following po-
sitions: Deputy Minister of Environment, acting Minister of Environment, Housing and
Territorial Development; principal advisor of the Vice President of Colombia, Executive
Director of Fundesarrollo, and National Environmental Manager of ANDI (National Indus-
try Association). He graduated with a B.A. in Civil Engineering from Universidad Javeriana
in Colombia, and holds a M.Sc. in Engineering Management and Systems Engineering and
a Ph.D. in Environmental and Energy Management from George Washington University.

CHARLES BRALVER
Executive Director, Center for Emerging Market Enterprises
Introduction; Moderator, Dialogue 3

Mr. Bralver is the Executive Director of both the Center for Emerging Market Enterprises and
the International Business Center at The Fletcher School, and the director of Fletcher’s new
Master of International Business Degree. He joined The Fletcher School in 2007 following
his departure from Mercer Oliver Wyman, where he led the firm's Strategic Finance practice.
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Mr. Bralver was a founding partner of Oliver, Wyman & Co. and, from 1988 to 1992, served
as Managing Director for Europe where he opened the U.K. and French offices. In 1991, he
launched the Global Capital Markets practice serving investment banks, exchanges, secu-
rities processors, and financial technology firms. He became Vice-Chairman and head of the
firm's Corporate Strategy and Global Client Management business in 2000.

On the company's sale to Marsh & McLennan Companies in 2003, Bralver became head of
North America, where he was responsible for the firm’s business in the United States and
Canada and global financial services synergy development with Mercer Inc and Kroll. In
his most recent role as Executive Director, he was responsible for leading Mercer's CFO
services for U.S. and U K. corporations in strategic and enterprise risk, finance organization
and decision support from Mercer companies. Prior to joining Mercer Oliver Wyman,
Bralver spent five years at Chemical Bank based in New York and London and two years
with Booz, Allen and Hamilton.

Mr. Bralver holds a Master of Law and Diplomacy from the Fletcher School, and an A B.
in History and International Relations from Dartmouth College, where he was a Rufus
Choate Scholar. He currently sits on Dartmouth’s Board of Visitors of the Dickey Center for
International Affairs.

GEORGE DAVID
Chairman, United Technologies Corporation
Keynote Speaker

George David is the Chairman of United Technologies Corporation. He was elected UTC’s
President in 1992 and Chief Executive Officer in 1994. He joined UTC’s Otis Elevator sub-
sidiary in 1975 and became its President in 1986. Mr. David is a board member of BP and
Citigroup, and a member of The Business Council and the Business Roundtable. He is Vice
Chairman of the Peterson Institute for International Economics and has chaired the boards
of the Graduate Business School at the University of Virginia, the National Minority Sup-
plier Development Council, the US-ASEAN Business Council, the TransAtlantic Business
Dialogue, and the Wadsworth Atheneum Museum of Fine Arts in Hartford. He was awarded
in 1999 the Order of Friendship from the Russian Federation for contributions to that na-
tion’s economy and especially its aerospace industry. In 2002 France admitted him to its
Legion of Honor. Mr. David received his B.A. from Harvard University and his M.B.A.
from the University of Virginia.

OLAF GROTH
Global Business Network, The Monitor Group
Dialoguer, Dialogue 3

Olaf Groth is a senior practitioner at GBN. Prior to joining Monitor, he was an international,
entrepreneurial venture development executive, leading a variety of for-profit and nonprofit
projects with partners and governments globally. His chief areas of focus include hi-tech do-
mains (cleantech/energy, ICT/communications, aerospace, and automotive), private equity,
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and strategy issues that sit at intersection of business, economic development, and national
security. Mr. Groth has held executive and advisory positions for corporate, business, mar-
ket and operations development, government affairs, strategy, strategic finance, and business
integration with Qualcomm, Boeing, Vodafone, and AirTouch Communications. He has
spent many years traveling in Asia, Europe, North America, the Caribbean, and the Middle
East. As such, he brings to his clients in-depth understanding of global operations and mar-
ket development, innovation management, corporate and startup entrepreneurship, strategic
leadership, venture capital, win-win deal-making, strategic planning, and latest technology trends.

Mr. Groth serves on the boards of directors of CleanTech Bay and CDS International, as well
as on the board of international advisors of the Monterey Institute of International Studies
(MIIS). He is a past chairman of the German American Chamber of Commerce West
(GACC) and a past trustee of the World Affairs Council of Northern California and MIIS.
He is a member of the Pacific Council on International Policy (PCIP), the International In-
stitute for Strategic Studies (IISS), the American Association for the Advancement of Sci-
ence (AAAS), the Academy of International Business (AIB), Talent Ideas & Enterprise
(TiE), and the German American Business Association (GABA).

Mr. Groth has a MALD and a PhD in international affairs (with a focus on international
business, technology management, and political economy) from the Fletcher School at Tufts
University. He holds a BA in international relations and an MAIPS in international policy
studies with a business and economics focus from MIIS.

HANS HOOGEVEEN
Director General, Dutch Ministry of Agriculture, Nature, and Food Quality
Dialoguer, Dialogue 3

Hans Hoogeveen is Director of the Department of International Affairs at the Ministry of
Agriculture, Nature and Food Quality in the Netherlands. He served as Chair of the seventh
session of the UN Forum on Forests and as President of the Sixth Conference of the Parties
of the Convention on Biological Diversity. He has participated in numerous international ne-
gotiations and world summits, including the World Summit on Sustainable Development,
the World Water Forum and the World Food Summit.

GARY HOWORTH
Senior Director, Global Gas Group, PFC Energy
Dialoguer, Dialogue 3

Gary Howorth is Senior Director, Consulting and Market Dynamics in the Global Gas
Group of PFC Energy. In addition, he provides insight to current and future strategic/po-
litical issues using advanced modeling techniques. Mr. Howorth joined the company in
2003, bringing twenty-five years of experience in the quantification of strategic issues, in-
vestment appraisal and operations, with particular emphasis on power & gas markets, in-
cluding its impact on power generation and transportation (oil, gas and LNG). He regularly
works with the management of both large oil and gas companies, on various oil and gas
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topics ranging from mature assets, partnering, risk management and gas markets.

Prior to joining PFC Energy, Mr. Howorth held a number of technical, commercial and
strategic roles at BP Exploration (1982-1992). This was followed by eight years with Arthur
Andersen heading up a Consultancy practice within their Petroleum Services Group. Finally
he spent three years at PA Consulting developing risk management frameworks for a variety
of energy companies (Oil, Gas, Chemicals and Power).

Mr. Howorth graduated from the University of Southampton and the University of Strath-
clyde. He is a chartered engineer (MIET), a member of the Institute of Energy and has an
MBA.

AMORY LOVINS
Cofounder, Chairman, and Chief Scientist, Rocky Mountain Institute
Framer, Dialogue 1

Amory Lovins co-founded and currently leads the Rocky Mountain Institute (RMI), an in-
dependent market-oriented, entrepreneurial, nonprofit, nonpartisan think-and-do-tank that
creates abundance by design. Much of RMI’s pathfinding work on advanced resource pro-
ductivity and innovative business strategies is synthesized in Natural Capitalism.

More than 80 Fortune-500 firms have recently used or invited RMI’s consultancy. RMI
earns most of its revenue from such programmatic enterprise, including the superefficient
redesign of $30 billion worth of facilities in 29 sectors, and has spun off four for-profit
firms. One of his recent books, Winning the Oil Endgame, was co-sponsored by the Penta-
gon.

Mr. Lovins is a MacArthur Fellow and consultant physicist who has advised the energy and
other industries for 34 years, as well as the U.S. Departments of Energy and Defense. His
work in over 50 countries has been recognized by the “Alternative Nobel,” Onassis, Nissan,
Shingo, and Mitchell Prizes, the Benjamin Franklin and Happold Medals, nine honorary
doctorates, honorary membership of the American Institute of Architects, and the Heinz,
Lindbergh, Jean Meyer, Time Hero for the Planet, and World Technology Awards. He ad-
vises industries and governments worldwide, and has briefed 19 heads of state.

VINCENT P. MANNO
Associate Provost and Professor of Mechanical Engineering at Tufts University
Opening Ceremonies

Vincent Manno is Associate Provost and Professor of Mechanical Engineering at Tufts
University. His role as Associate Provost is to coordinate graduate education across the
university and oversee several key cross-school initiatives including the Institute for Global
Leadership and the Tufts Institute of the Environment. He was Department Chair of Me-
chanical Engineering from 1993-2001, Associate Dean of Engineering from 2002-2005,
and Interim Dean of Engineering in 2003. Professor Manno received a B.Sc. from Columbia
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University and M.Sc., Engineer's and Doctor of Science degrees from MIT. His field of ex-
pertise is computational thermal-fluid dynamics including applications in power production,
electronics thermal management, and thermal manufacturing processes.

Vincent Manno has authored or co-authored more than 140 journal articles, conference pro-
ceeding papers, and technical reports. He has also worked in the private sector and served
as a U.S. Navy Senior Summer Faculty Fellow. His research has been supported by govern-
ment agencies and industry. He is a recipient of the SAE's Ralph R. Teetor Outstanding En-
gineering Educator Award, the Harvey Rosten Award for Excellence in the Thermal Analysis
of Electronic Equipment, the ASME Curriculum Innovation Award and the Tufts University
Fischer Award as Engineering Teacher of the Year. Professor Manno is a Fellow of the
American Society of Mechanical Engineers.

DAVID H. MARKS

Goulder Professor of Civil and Environmental Engineering and Engineering Systems, MIT
and

Co-director, Masdar Initiative, Abu Dhabi, MIT

Dialoguer, Dialogue 1

Professor Marks’ research and teaching interests focus on sustainable development, envi-
ronmental engineering, industrial ecology, and water resource systems. Through his work
as director of the Laboratory for Energy and the Environment, he tries to foster collaboration
among industry, government, academia, nongovernmental organizations, and the public to
address the complex interrelationships between energy and the environment, and the tech-
nological, economic, and social aspects of sustainable energy development and use. Pro-
fessor Marks received his B.C.E. and M.Sc. degrees from Cornell University, and Ph.D.
from John Hopkins University.

KAMAL MEATTLE
CEO, Paharpur Business Center and Software Technology Incubator Park, India
Dialoguer, Dialogue 1

Mr. Kamal Meattle is currently the Chief Executive Officer (CEO) of the Paharpur Business
Centre & Software Technology Incubator Park (PBC) in New Delhi, India. PBC, which Mr.
Meattle established in 1990, is now the leading provider of office facilities and support
services to corporations operating in New Delhi. It is an environmentally friendly one-stop-
shop for international businesses entering the country, and offers numerous services. Most
of PBC’s clients are included in the list of Fortune 500 Firms. It prides itself in being the
first building of its kind that meets international standards: PBC is ISO 9001:2000, ISO
14001:1996, SA 8000:2001, OSHAS 18001:1999 and HACCEP certified with a Commitment
to the United Nations Global Compact.

Under Mr. Meattle, PBC was showcased in Johannesburg in 2002 at the World Summit on
Sustainable Development (WSSD) as one of the four firms from India that has made a con-
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tribution to sustainable development in business. According to Technology Review, Meattle
is planning to use photovoltaic strips to provide power for his next office hotel, the Haryana
Technology Park, which is scheduled to open later this year.

Mr. Meattle is a longtime environmental activist and has worked to keep limit pollution in
New Delhi. He has founded several NGOs like Save the Tree Organization (STO), Save
Two Wheeler’s on Polluting Delhi (STOP), and Nehru Place Greens Society (NPG). Mr.
Meattle is the Founder and Director of several companies with interest in services, packag-
ing, perfumery, and chemicals.

He is also a Fellow at the Institute of Standard Engineers and holds worldwide patents in
the area of environment-friendly flexible packaging systems. He is a graduate of the Mas-
sachusetts Institute of Technology where he earned his B.Sc. Degree in Management.

DR. WILLIAM R. MOOMAW
Director, Center for International Environment and Resource Policy
Introduction; Moderator, Dialogue 1

William Moomaw is a Professor of International Environmental Policy at the Fletcher
School, where he founded the International Environment and Resource Policy Program and
co-founded the Global Development and Environment Institute. He is also Senior Director
of the interdisciplinary, university-wide, Tufts Institute of the Environment (TIE) and Co-
Director for the Tufts Climate Initiative (TCI).

Professor Moomaw is a physical chemist, who works to translate science and technology
into policy terms using interdisciplinary tools. He was a coordinating lead author of the
2001 Intergovernmental Panel on Climate Change chapter on greenhouse gas emissions re-
duction, and a lead author of IPCC reports in 2005 and 2007. As a contributor to the IPCC,
Professor Moomaw shared in receiving the 2007 Nobel Peace Prize in recognition of the
IPCC’s work in understanding and communicating the risks of global climate change.

Professor Moomaw provides advice to fuel and power sector companies and governments
on environmentally significant issues. He was the first director of the Climate Energy and
Pollution program at the World Resources Institute, and directed the Center for Environmen-
tal Studies at Williams College. As a Congressional Science Fellow, he worked on legisla-
tion that eliminated the use of CFCs to protect the ozone layer in a cost effective manner,
and worked on energy and forestry legislation.

Professor Moomaw currently serves on the Board of Directors of Earthwatch (a conserva-
tion research and education organization), Consensus Building Institute and Clean Air-Cool
Planet (addressing climate change and air quality). He has also facilitated sessions with ne-
gotiators of international treaties, other diplomats and government, business and non-gov-
ernmental representatives. He holds a B.A. from Williams College and a Ph.D. in Physical
Chemistry from the Massachusetts Institute of Technology.




THE ROLE OF EMERGING MARKETS 113

JOSE MOREIRA
President of the Brazilian Biomass User Network; Chairman, CENBIO
Framer, Dialogue 2

Jose Moreira is Chairman of the Board of Centro Nacional de Referéncia de Biomassa
(CENBIO) sited in Sdo Paulo, Brazil. His current professional and academic posts include:

e Consultant for the Secretariat of Environment, State of Sdo Paulo

* Vice President of the Brazilian Association of Energy Savings Companies (ABESCO)

e Technical Director of Negawatt Ltd. - an ESCO enterprise

* Professor of Physics at Instituto de Fisica da Universidade de Sdo Paulo

¢ Professor of Energy at Instituto de Eletrotécnica e Energia da Universidade de Sdo Paulo

He is an active speaker, presenting at conferences worldwide. He is the author of 210 papers
in the area of Nuclear Physics, Atomic Physics, Energy Conservation, Energy Planning,
Energy and Environment. He has also participated in 370 academic and industry events
from which more than 190 outside of Brazil between 1966 — 2002. His professional energy
experience includes:

« President of the Brazilian Society for Energy Planning, 1997-2000

+ Leading Author of the IPCC-95, subgroup Energy Supply and Energy Primer, Working
Group II

+ Convening Leading Author of the SRTT (Special Report On Technology Transfer),
IPCC- subgroup Energy Supply, 1999

+ Convening Leading Author Of The Third Assessment Report, subgroup on Technological
and Economic Issues on Energy Supply and Use, Working Group III of [IPCC, 1998-2000

+ Under-Secretary of Energy at the Ministery of Mines and Energy in 1985-1986

« President of the Electricity Conservation Program (PROCEL) 1885-1888

+ Vice-President for Studies and Energy Development at CESP - Companhia Energética
de Sao Paulo, from 1983 to 1987

- Manager of Coque e Alcool da Madeira S.A. from 1980 to 1983

Mr. Moreira is an Electric Engineer with option on Electronics by Escola Politécnica da
Universidade de Sao Paulo. He holds a Master’s degree in Nuclear Physics from
Saskatchewan University, Saskatoon, Canada and a Ph.D. in Physics from Instituto de Fisica
da Universidade de Sao Paulo.

EDWARD MULLER
CEO Mirant-US Power Generation, Co-former CEO of Edison Mission Energy
Dialoguer, Dialogue 1

Ed Muller is the Chairman, President, and Chief Executive Officer of Mirant, which is a
competitive energy company that produces and sells electricity in the United States. Mirant
owns or leases approximately 10,300 megawatts of electric generating capacity from an
asset portfolio of 13 power plants strategically located in high-population areas. The
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company operates an integrated asset management and energy marketing organization from
its headquarters in Atlanta, Georgia.

Prior to joining Mirant, Mr. Muller served as President and Chief Executive Officer of Edi-
son Mission Energy, a wholly-owned subsidiary of Edison International. In this position he
directed worldwide activities of this independent power producer, and increased earnings
from $2.3 million in 1993 to $198 million in 1999. He also led four acquisitions totaling $9.5
billion between mid-1998 and mid-1999, and spearheaded major activities in Australia, In-
donesia, Italy, New Zealand, the Philippines, Singapore, Thailand, Turkey, the United King-
dom and the United States.

Mr. Muller has also served as the Deputy Chairman of the Board of Directors for the New
Zealand electric generation company Contact Energy Ltd, and as Vice President, General
Counsel and Secretary of BioWhittaker, Inc. For ten years he served in various leadership
capacities for Whittaker Corporation, where he was responsible for the negotiation of nu-
merous acquisitions and divestitures, and the structure and implementation of a leveraged
recapitalization. Prior to his career in business, Mr. Muller was an attorney and is a former
law clerk to a U.S. District Court judge. He holds a B.A. from Dartmouth College and a
J.D. from Yale Law School.

DAN REIFSNYDER

Deputy Assistant Secretary for Environment, Bureau of Oceans, Environment,
and Science, U.S. Department of State

Dialoguer, Dialogue 3

Dan Reifsnyder became Deputy Assistant Secretary for Environment in the Bureau of
Oceans, Environment and Science on August 20, 2006. He is responsible for a broad suite
of issues related to environmental protection and conservation, including: transboundary
air quality, protection of the stratospheric ozone layer, international chemicals management,
the transboundary movement of hazardous wastes, persistent organic pollutants, environ-
mental aspects of free trade agreements, international forestry conservation, biological di-
versity, desertification, wildlife conservation and the protection of wetlands and coral reefs.
In these areas, he leads the U.S. delegation under multiple bilateral and multilateral treaties
and agreements.

From 1989 to 2006 Mr. Reifsnyder served as Director of the Bureau’s Office of Global
Change, where he developed and implemented U.S. policy on global climate change. He
played a key role in crafting a wide range of Presidential initiatives, including: the Asia Pacific
Partnership on Clean Development and Climate, the Methane to Markets Partnership, the In-
ternational Partnership for the Hydrogen Economy, the Group on Earth Observations, and the
Carbon Sequestration Leadership Forum. He was also instrumental in launching or reinvigo-
rating 15 bilateral climate change agreements and in establishing the U.S. Climate Change
Country Studies Program, the U.S. Initiative on Joint Implementation and the International
Coral Reef Initiative. From 1989 to 2006, he helped shape the work of the Intergovernmental
Panel on Climate Change and co-chaired its Financial Task Team. He was alternate head of
the U.S. delegation in negotiations that led to the U.N. Framework Convention on Climate Change.
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Mr. Reifsnyder came to the Department of State after 10 years with the National Oceanic
and Atmospheric Administration in progressively responsible positions. While at NOAA,
Mr. Reifsnyder helped negotiate the Pacific Salmon Treaty with Canada, the Convention on
Future Multilateral Cooperation in the Northwest Atlantic and the Convention on Salmon
Conservation the North Atlantic Ocean.

Mr. Reifsnyder holds a J.D. degree from George Washington University, an M.A. degree in
Russian Area Studies from Georgetown University, and an A.B. degree in political philos-
ophy from Trinity College (CT).

POLLY SHAW
Director of External Relations, SunTech Power Holdings Co., China
Dialoguer, Dialogue 2

Polly Shaw serves as the Director of External Relations of Suntech America, based in San
Francisco. Ms. Shaw focuses her work on monitoring government affairs issues and on ac-
tively representing Suntech in key industry associations in the U.S. such as the Solar Energy
Industries Association and the Solar Alliance. Prior to joining Suntech, Ms. Shaw was a
Senior Regulatory Analyst at the California Public Utilities Commission where she served
as the staff lead to implement the $3.2 billion California Solar Initiative.

She has worked for more than 14 years to design policy models and programs that advance
clean, efficient energy use and climate protection in the U.S., and energy efficiency and
methane capture programs in the U.S. and China. Ms. Shaw received a B.A. from Tufts Uni-
versity.

EDUARDO LEAO DE SOUSA
Executive Director UNICA — Brazilian Sugarcane Industry Association
Dialoguer, Dialogue 2

Eduardo Ledo de Sousa is the Executive-Director of UNICA (Brazilian Sugarcane Industry
Association) since September 2007. He previously worked as a senior economist at the
World Bank, and Cluster Leader for agriculture, rural development and environment. He
worked at the World Bank from 2003 to 2007, and prior to that he worked in the Brazilian
government as the head of agricultural and agroindustrial policies at the Ministry of Eco-
nomics. In this role, he managed a wide range of activities including support of national
agricultural policies, rural credit, international negotiations, and antitrust policy for agroin-
dustrial companies. Mr. Le@o de Sousa is an agronomist and holds a Ph.D. in agricultural
economics from University of Sao Paulo, where he has also worked as a senior researcher
and as a professor, teaching an agribusiness MBA course.

The Brazilian Sugarcane Industry Association (UNICA), represents the top producers of
sugar and ethanol in the country’s South-Central region, especially the state of Sdo Paulo,
which answers for 60% of the country’s total production. Along with its 107 member com-
panies, UNICA develops position papers, statistics and specific research in support of

11 APRIL 2008



116 SCALING ALTERNATIVE ENERGY

Brazil’s sugar, ethanol and bioelectricity sectors. Its membership accounts for about 50%
of Brazil’s sugarcane harvest. In 2007, Brazil produced 425 million metric tons of sugarcane,
which yielded 29.8 million tons of sugar and 17.7 billion liters of ethanol.

JOSEPH A. STANISLAW
The JAStanislaw Group LLC, Retired CEO of Cambridge Energy Research Associates
Moderator, Dialogue 2; Summation

Joseph A. Stanislaw is the founder of the advisory firm The JAStanislaw Group, LLC, spe-
cializing in strategic thinking and investment in energy and technology, and Independent
Senior Advisor to Deloitte & Touche USA LLP’s Energy & Resources practice. He serves
as a member of a number of advisory boards for energy, technology and investment com-
panies. Stanislaw was one of three founders of Cambridge Energy Research Associates in
1983 and served as managing director for all non-U.S. activity until 1997, when he was
named president, and later chief executive officer. In late 2004 the CERA partners sold their
interests in the company, and Dr. Stanislaw elected to pursue his own business leadership,
investment, and charitable activities.

Dr. Stanislaw is an adjunct professor in the Nicholas School of the Environment and Earth
Sciences at Duke University, where he is a Member of the Board of Advisors for the
Nicholas Institute for Environmental Policy Solutions. He was a Research Fellow of Clare
Hall and lecturer in Economics at Cambridge University, where he was also a member of
the Energy Research Group in the University's Cavendish Laboratory. At the University of
Cambridge, he co-authored The Economics of Energy: Growth, Resources and Policies. He
was a senior economist at the Organization of Economic Cooperation and Development’s
International Energy Agency in Paris. Dr. Stanislaw is a co-author, with Daniel Yergin, of
The Commanding Heights: The Battle for the World Economy. He is also the author or co-
author of numerous reports and published papers on the future of the world economy,
geopolitics, and energy.

Dr. Stanislaw received a B.A., cum laude, from Harvard College, a Ph.D. in Economics
from the University of Edinburgh, and was awarded an M.A. from the University of Cam-
bridge when he was elected a Research Fellow of Clare Hall.

NICK WELCH
Head of Stakeholder Relations, Climate Change Group, Royal Dutch Shell plc
Dialoguer, Dialogue 3

Nick Welch is currently leading Shell’s global advocacy effort around CO2. He has worked
as Manager, International Relations for Shell Oil Company, based in Washington DC since
May 2002. Prior to taking up this appointment, he was Head of UK External Relations for
Shell International in London. Mr. Welch joined Shell in February 1996 as Government Re-
lations Manager, after a number of years in the UK Government. Working first on small
firm’s policy and subsequently on large international infrastructure projects, he subsequently
served both as Private Secretaries to the UK Secretary of State for Trade and Industry and
the Minister of Energy. Before joining government service, he worked as a regional com-
mercial manager in the brewing industry and has also worked as a technical writer and
teacher overseas.
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Appendix D. Sponsors

Center for International Environment and Resource Policy (CIERP)

Established in 1990 to support the growing demand for international environmental leaders,
the Center for Environmental and Resource Policy (CIERP) provides an interdisciplinary
approach to educate graduate students at The Fletcher School. The program integrates
emerging science, engineering, and business concepts with more traditional subjects such
as economics, international law and policy, negotiation, diplomacy, resource management
and governance systems. Our students develop appreciation for the complex nature of for-
mulating effective environmental strategies and solutions. Upon graduation, students are
prepared to apply this new diplomatic approach in the context of government and intergov-
ernmental organizations, multinational corporations, and international non-governmental
organizations (NGOs).

It is the mission of CIERP to educate students to become policy and decision makers who
assure that environmental goods and services contribute to human well-being now and in
the future.

Center for Emerging Market Enterprises (CEME)

Established in 2007, the Center for Emerging Market Enterprises (CEME) is the first global
center for and about emerging market enterprises (EMEs). CEME builds on Fletcher’s
strengths across geographies, disciplines, and professions with a mission to help emerging
market-based entities, private sector companies, investors, governments, not-for-profit in-
stitutions, and interested individuals benefit from knowledge of EMEs and their environ-
ments. CEME has designed its signature research programs to illuminate the knowledge and
perspectives needed for success in emerging market environments. These programs include:
Enterprises Serving the Base of the Pyramid and Entrepreneurship; Emerging Markets
Corporate Strategy; Emerging Market Local Capital Markets; and Energy and Commodity
Markets.
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