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Unilever's contribution to the review of the EU Biofuels Directive (2003/30)

Introduction

Unilever is a leading Fast Moving Consumer Goods company in both ‘Foods' and ‘Home &
Personal Care’. The availability of raw materials from sustainable sources is essential
for our business. It is for this reason that Unilever takes great interest in biofuels
and wants to contribute to the review of the Directive with the attached
documentation:

o Biofuels - Unilever Position Statement
o The Unilever responses to the EU Commission Questionnaire (Public consultation
exercise, April-July 2006, DG TREN)

Unilever believes biofuels have a significant role in contributing to the reduction of
Greenhouse Gas (6HG) emissions. We have, however, concerns regarding current
biofuels policy that are based on first generation biofuels. These policies have a direct
impact on our business:

Biodiesel production in the EU has increased sharply, using some 3.5 min tonnes of rape
oil. This implies that, today, around 60 % of the total rapeseed oil demand in the EU is
used for biofuel. The biodiesel production for transport in the EU amounted to more
than 2% of the total diesel needs for transport use. Last year the biodiesel production
in the EU amounted to 80% of the biofuel production, whereas bio-ethanol only
accounted for 20%. Within biodiesel 80% of the production volume was produced from
rapeseed oil, which thus takes the biggest share of the total biofuel production.

For the food industry this unbalanced situation has resulted in steep price increases.
Last year the food industry faced a price increase for rapeseed oil of 40-45% above
the five years' average 1996-2000 (Source: Oilworld). Over the last 15 months alone
we have seen an additional price increase of 33% to around 800 US $ per fon. As the
food industry has not many alternatives for healthy non-GM rapeseed oil because of
consumer resistance to genetic modification, we are faced with a serious cost increase
for our raw material.

The total volume of rapeseed oil used for food, feed and other non-biofuel uses in the
EU is some 2.6 mIn tonnes. Together this has already resulted in an additional cost of
about € 450-500 min. For the coming years we estimate an additional price increase of
some 200 €/1 for rapeseed oil due to the additional biodiesel demand. This would add
another € 500 min. to the raw material costs for the traditional users of rapeseed oil.



Question 1.1 : Ts the objective of promoting biofuels still valid?

We welcome the initiative of the European Commission to review the objective of the
Directive. In our view, the objective with its different aims as included in the current
Directive, is too general and does not take into account the negative side effects of
the current biofuel policies. In our view we need a sustainability impact assessment
with benchmarks with regard to the efficiency and effectiveness of the specific
promotion measures. Only the best performing biofuels should count against the
targets of the Directive.

The EU policies which steer o the energy content of the biofuels do not take into
account the differences in GHG emission reduction and energy efficiency. We
recommend setting a target in connection with the real net GHG emission reduction
which is in accordance with the main objective of the Directive.

The current high mineral oil price is a direct market incentive for the promotion of
biofuels. At global level, biofuel can be produced at competitive prices without specific
promotion measures.

Question 2.1 : With existing policies and measures, will biofuels achieve a market
share of 5.75% in the European Union by the end of 2010? (please give reasons
for your answer)

Biodiesel produced from rapeseed oil accounts for 65% of the total biofuels
production. For biodiesel the production figures for 2005 and 2006 show that the
reference value of 2% has already been met. In 2005 80% of the biodiesel was
produced from rapeseed oil. As a consequence, prices of rapeseed oil have increased by
40-45% above the five year average 1996-2000 due to the additional demand. Over the
last 15 months the price for rapeseed oil increased by 33% from 600 to over 800
$/ton. The production of bio-ethanol, however, is lagging behind and requires an overall
assessment especially in comparison to non-EU developments where bio-ethanol is the
number one biofuel.

The additional demand for rapeseed oil has resulted in a distortion of the vegetable oil
market and steep cost increases for food producers such as the margarine industry.
Furthermore the food producers faced a doubling of the refining costs due to the
shortage of processing capacity, that also created supply disruptions for some of our
factories in the last quarter of 2005. This situation is clearly unsustainable for food
producers.

Meeting the 5.75% reference value for 2010 for biodiesel will add further pressure on
the availability of raw material for the food industry. In this context we would like to
highlight that a number of vegetable oils, which are less suitable for food production,



are currently not covered by the biodiesel standard (EN 14214). We call for an urgent
review of the biodiesel standard to prevent that the total EU-rapeseed oil crop will be
used for biodiesel production (see attached table).

In our view the market share for biofuels, measured on an energy content basis as
currently included in the Directive, is not the appropriate target. Greenhouse gas
savings from biofuel use in combination with an energy efficiency benchmark is a better
target. By making a differentiation between poor and good performing biofuels, the EU
can promote biofuels which make a substantial contribution o GHG emission reduction
in a cost-effective way, while improving security of supply through high energy yields
per hectare.

Question 2.2 : What are the main factors favouring the development of biofuel
use in the EU? What are the main obstacles?

. Factors favouring development: high mineral oil prices in combination with
national governments policies which promote biofuel.
. Obstacles for the development of biofuel use: the biodiesel standard (EN

14214), import duties for bio-ethanol, feedstock availability and the slow
development of the technology and production capacity of 2™ generation
biofuels.

Question 3.1 : Looking towards 2010, is the present European system of indicative
targets and support for biofuels appropriate or does it need to be changed?

The present system of indicative targets and support has promoted the use of biofuels
but has also led to some very serious side effects.

In our view we need a sustainability impact assessment including benchmarks with
regard o the efficiency and effectiveness of the specific promotion measures, which
also should take into account the negative side effects of the current biofuel policies.

In this context and in accordance with EU principles we argue that this should include
an impact assessment on food availability and the environment, before the EU continues
with these policies. Large scale stimulated use of valuable food crops for energy
purposes create pressure on the world's natural environment and increase local food
shortages and prices. We believe that biofuel policies, which promote the use of vital
sources of nutrition for transport purposes have to be challenged for ethical reasons.

The artificial promotion of vegetable oils, like rapeseed oil, will create unjustifiable
price increases, shortages of supply and a distortion of the vegetable oil market. This
would stimulate consumers to switch consumption from healthy vegetable oils to animal
fats. Such a switch would increase the likelihood of higher blood cholesterol levels
which are a major risk factor in heart disease.



The negative side effects of the current biofuel policies (rising food prices, risk of
more saturated fat in the European diet, a negative impact on the competitiveness of a
number of food industries with potential job losses as well as deforestation) have to be
addressed in the context of the review of the Directive. Environmental protection
should remain a main objective of the EU climate policy.

Other energy policies outside the biofuel area often deliver better results with regard
to energy efficiency, CO2 emission reduction, production costs and side effects. We
recommend reviewing all different options, before we continue with the promotion of
sub-optimal first generation biofuels using vegetable oil like rapeseed oil as their
feedstock.

What is required is an in-depth assessment of the availability of feedstock and the
efficiency of the different alternatives. If a system of indicative targets is
maintained, it should be conditional on the use of the most energy efficient biofuels,
and should be designed in such a way that second generation biofuels are promoted
because of their better GHG performance and minimal distortion effect on other
markets. Furthermore, it should allow for flexibility for the Member States, in order
to take into account the availability of raw material, including crop failures.

Biofuel obligations or mandates should not be introduced because:

. of the distortive impact on the availability of raw material for the traditional
users like the food industry.

. they risk to enforce biofuels that would not pass the efficiency, effectiveness
and sustainability test.

. food price rises in developing countries.

. more saturated fat in the European diet (causing higher cholesterol levels and

increasing the risk of heart disease).

Question 3.2 : What are your views on the advantages and disadvantages of the
options described in section 3.2 of this paper?

Option C has the advantage to allow Member States to differ from the reference value
e.g. if they can demonstrate that other measures deliver better results in ferms of
COz reduction, promotion of renewables, energy efficiency or reducing energy
dependency on fossil fuels etc.

Option I could provide transparency to the end-user, which is a responsibility of the
mineral oil industry.

Question 3.3 : How should the option(s) you favour be put into practice?

Question 3.4 : Should other options than those in section 3.2 be considered?




We argue for the option to change to a GHG emission reduction target. Only the best
biofuels in terms of energy efficiency and their effectiveness with regard to GHG
emission reduction should count against the targets of the Directive (see attached

paper).

We believe that the remaining barriers for bio-ethanol use in petrol should be
eliminated in order to provide for a better balance between bio-ethanol and biodiesel.
Furthermore it is important that the revised Biofuels Directive adopts a legislative
framework which steers towards investments in and the take up of 2™ generation
biofuels (see 4.3 and 6.2).

There are several options to reduce GHG emissions in much more cost-effective ways
outside the biofuels area. Greater benefit for climate and the environment could be
achieved if resources were invested in for better alternative options rather than
investing in 1°' generation biofuels.

Question 3.5 : If your preferred option(s) would have implications for granting tax
reductions/exemptions for biofuels, for example if these fiscal measures had to be
prohibited, would that change your answer?

Question 3.6 : Should Member States be able to provide tax
reductions/exemptions and lay down biofuels obligations at the same time - or
should it be “one or the other”?

We support the arguments against biofuels obligations. Obligations will create
distortions with regard fo the availability of raw material supply and do not take into
account possible crop failures. Obligatory targets do not take into account the fact
that Member States may have better and more cost-effective options at their
disposal. The distortive impact of tax reductions depend upon the level of tax
exemption, and as a rule, should not be granted to biofuels that do not pass the
efficiency and effectiveness test. Additionally, we believe that the current high
mineral oil prices will deliver sufficient support to the development of biofuels.

Question 4.1 : Should there be a system - for example, a system of certificates -
to ensure that biofuels have been made from raw materials whose cultivation
meets minimum environmental standards?

If so,

- What should be addressed in the standards?

- How should the system work? Are there good models to draw on?

- Should the biofuels directive be amended so that only biofuels which comply
with _environmental sustainability standards count towards its targets?




Question 4.2 : Should a wider system of certificates be introduced, indicating the
greenhouse gas and/or security of supply impact of each type of biofuel?

If so,

- How should this certification system work?

- How should the greenhouse gas and/or security of supply benefits of different
biofuels be measured?

- Should biofuels with good greenhouse gas and/or security of supply performance
be rewarded within biofuel support systems for biofuels? If yes, how?

Our experience in the Round Table on Sustainable Palm Oil shows that in order to
obtain a credible system, it needs to be developed in a responsible way with all
stakeholders involved. Providing incentives for bio-energy end-users at a large scale
would result in unsustainable pressure and irreversible damage on the eco-systems.
Sustainability certification for biofuel feedstock addresses (micro-)production
circumstances only. The real sustainability issue of current biofuel use is that it leads
to a (macro-) expansion of feedstock production. Certification will not change the fact
that for each ton of oil that is made unavailable for traditional users an additional ton
of oil needs to be grown elsewhere. Our conclusion is that we should not provide these
incentives (subsidies, tax exemptions or mandatory targets).

Only those biofuels which have a good greenhouse gas reduction performance together
with good energy- and carbon efficiency, while meeting minimum sustainability
standards, should count towards the targets of the Directive. The impact of the large
scale demand of bio-energy needs to be analysed on the basis of sustainability impact
assessments. These assessments should take into account the previous land-use and
the traditional end-use of the crops produced.

In this context the impacts of a certification system/process should be assessed.

Question 4.3 : Should there be a scheme to reward second-generation biofuels
(made with processes that can accept a wider range of biomass) within biofuel
support systems?

Yes. Second generation biofuels should be the core part of a research and
development programme. High performance second generation biofuels will

deliver more benefits compared to first generation products from vegetable oils. The
phasing in of second generation biofuels could be endorsed by defining specific policy
objectives.

Bio-ethanol from ligno-cellulosic biomass or biodiesel from biomass gasification are
better performing in terms of GHG emissions reduction and energy yield per hectare
and would create no or only minimal distortions to the food ingredients market.

Question 5.1 : Should the EU continue acting in favour of biofuels after 2010?




Question 5.2 : If the EU is to continue acting in favour of biofuels after 2010,
should this action include or exclude the definition of a quantified target for
biofuels?

It is premature to set overall targets for the period after 2010 before an overall
impact assessment has been carried out. A future evaluation should take into account
all impacts of the existing policies, including the phasing in of second generation
biofuels.

Question 5.3 : Should EU action include the following measures (which could be
pursued without defining a quantified target):

a. Support for research, development and dissemination of good practice?

b. Continued Community financial support for the supply of biofuels and their
feedstocks?

c. Continued scope for Member States to support biofuels through tax
reductions/exemptions?

d. The labelling of all fuel to show the proportion of biofuel it contains?

e. A campaign to inform consumers of the benefits of biofuels?

f. Any other options?

a. Yes, dedicated to second generation biofuels.

b. We support the opinion that product specific coupled support should be faced out.

c. Only for second generation biofuels which provide for good energy efficiency and
reduces GHG emissions in an optimal way.

d. This could provide transparency to the end-users, which is a responsibility of the
mineral oil sector.

e. Information campaigns should be left to the private sector.

f. -

Question 5.4 : If the EU is to define a quantified target for biofuels after 2010,
what should it be? What year(s) should it relate to - 2015? 2020? Both?

See 5.1/5.2.

Question 5.5 : If the EU is to define a quantified target for biofuels after 2010,
should this be expressed in terms of

- Market share (as in the present directive)?

- Greenhouse gas savings from biofuel use?

- Reduced oil consumption from biofuel use?

- Reduced fossil fuel consumption from biofuel use?




Greenhouse gas savings from biofuel use, while meeting the energy efficiency target.

Question 5.6: If the EU is to define a quantified target for biofuels after 2010,

should this remain a purely political step (accompanied by monitoring) or should it

be given concrete form? If the latter, should this be in the form of:

a. Adding reference values for later years to the biofuels directive as presently
drafted?

b. One or more of the options in section 3.2?

c. Some other form?

We need to carefully assess the options and instruments before we define overall
targets for biofuels after 2010. Before setting reference values in the Directive

we need a comprehensive analysis of the availability of raw material, taking into account
the requirements of the food industry and future technological developments.

Question 6.1 : Do you have any comments on the following issues, listed in the
biofuels directive for inclusion in the Commission's progress report:

a. The cost-effectiveness of the measures taken by Member States in order to
promote the use of biofuels and other renewable fuels?

b. The economic aspects and the environmental impact of further increasing the
share of biofuels and other renewable fuels?

c. The life-cycle perspective of biofuels and other renewable fuels [and] possible
measures for the further promotion of those fuels that are climate and
environmentally friendly, and that have the potential of becoming competitive
and cost-efficient?

d. The sustainability of crops used for the production of biofuels, particularly land
use, degree of intensity of cultivation, crop rotation and use of pesticides?

e. The assessment of the use of biofuels and other renewable fuels with respect
to their differentiating effects on climate change and their impact on CO2
emissions reduction?

f. Further more long-term options concerning enerqy efficiency measures in

transport?

a. Most Member States do not give priority to the promotion of those fuels
showing a very good cost-effective environmental balance, as suggested in Article
3.4 of the Directive 2003/30/EC. We believe this should be a key element of the
review of the biofuel policies.

The cost effectiveness of many of the current biofuels in terms of Euro/ton CO2
equivalent avoided does not meet the achievable benchmark. Second generation
biofuels like ethanol from cellulosic biomass like straw and Biomass -to-liquids (BTL)
diesel from woody biomass have a much better cost/benefit ratio, since they have a
higher GHG emission reduction, at lower costs.



b. We have a number of concerns regarding the economic and environmental impact of
current biofuel policies. We strongly argue for a thorough impact assessment
before decisions are made as regards increasing the biofuel production volume.

World population growth, together with increased economic health, especially in
developing countries such as India and China, will require a doubling of the world
food production in the coming decades. The additional use of food-grade feedstock
for biofuel on a large scale would destabilise world food supply and increase local
food shortages and prices. The "fuel dollar" competes with the "food dollar”,
especially in developing countries. Therefore, we believe that biofuel policies which
promote the use of vital sources of nutrition for transport purposes have to be
challenged for ethical reasons.

The rush for land use and the use of valuable food crops for energy purposes will
increase pressure on eco-systems and bio-diversity, mostly in developing countries.
Deforestation, particularly in the case of palmoil and soybeans, could lead o the
devastation of the last remaining rain forests in Borneo and the Amazon region.
There will not be sufficient quantity of sustainable oil available to cover the new
demand from biofuels and the current consumption growth in the rest of the world.

c. We urge governments to distinguish between good performing and poor performing
biofuels based on life cycle analysis. Biofuels that have only a limited or even a
negative environmental effect (taking the macro approach and a life cycle
perspective) should not be promoted by governments.

In this context we recommend to replace the targets for biofuel volume in the
current Directive by a target for GHG emission reduction.

Policies should be adapted so that only those biofuels which:

- reach a certain minimum GHG emission reduction target

- reach a certain minimum energy efficiency target

- can be provided on the basis of agreed sustainability criteria

can be counted against the targets set by the Member States.

d. Currently, rapeseed oil is the main feedstock for biofuel in the EU. As rapeseed oil
does not take up nitrogen from the atmosphere, it requires a large amount of
nitrogen fertiliser. This high requirement of added nitrogen is associated with high
emissions of nitrous oxide from the field, N2O being a strong greenhouse gas. The
nitrogen requirement and associated emission of N2O are that high that a biofuel
produced from rapeseed will not meet appropriate GHG emission reduction and
energy efficiency requirements. Furthermore, the land-use effectiveness
(production of energy per ha.) shows that rapeseed oil is an under-performer.
Therefore we share the opinion that rapeseed oil based biofuels and other first
generation biofuels which do not sufficiently contribute to the objectives of the



Directive should not be promoted by public policies.

The promotion of biofuels in the EU requires huge amounts of arable land that is
also needed for other purposes like food production. The OECD (2006) estimates
that in order to reach a 5% target in 2010 for the EU-15, 36% of the arable land in
the EU-15 would be required.

A conservative acreage estimate for biodiesel target compliance in 2010 amounts to
about 9 mIn ha. and a corresponding biodiesel production of 11.7 mln tons (EU-25).
Recent production estimates indicate that the rape oil production in the EU could
achieve 9 mIn tons in 2010. Considering the food and other requirements for rape
oil (2.6 mIn tons), this implies that the EU-production of feedstock in 2010 only
covers about 3% of the diesel use for transport.

Before increasing the biofuel target for biodiesel above 3%, we require a full
sustainability impact assessment of the different feedstocks which technically can
be used (both imported and domestically produced).

With regard to the assessment mentioned, we recommend to take a macro
approach, using standard LCA methodologies. This assessment should also include
efficient land use, i.e. GHG emission reduction per hectare. The full impact of the
Biofuels Directive should be included in the assessment, including the secondary
effects as indicated earlier.

Question 6.2 : What are the prospects for second-generation biofuels that can be
made from a wider range of biomass? Can they be expected to be cost-

competitive with first-generation biofuels and if so by when?

Second generation biofuels are currently developed by an increasing number of
companies. The prospects of these biofuels are very promising:

Their GHG balance is more favourable compared to most current biofuels.

They can be produced at cost-competitive prices, especially if produced in high
capacity plants.

They are more cost-effective than current biofuels with regard to GHG
emission reduction.

They do not compete for feedstock that is used for food production.

They can deliver a considerably higher contribution to the reduction of mineral
oil dependency compared to first generation products based on edible oils and
fats. The contribution of second generation products will be higher because the
full biomass is used and not only the oil part of the seeds.

Progress in the developments of new biofuel technologies also depends on government
support. Provided that this support is given, it is expected that large-scale plants can
be operational from 2009/2010 onwards (for both ethanol and BTL plants).



Attachments:

EU-25 Biodiesel Production:

"EU biodiesel
production 200606.pdf"

Biofuels - Unilever Position Statement:

"Unilever
Considerations on Biofuels Final.pdf"







