Dear Sir/Madam,

Re: CDM applicationNM0228 - AGRENCO Biodiesel Project in Alto Araguaia proposed by Agrenco do Brasil S/A

We regret that we were unable to comment on this CDM application earlier.  We have now read the application/methodology which was submitted and the conclusions of the Methodology Panel, 24th-28th September and of the CDM Board, 15th-19th October.  We understand that the application has been referred back to the Meth Panel for further consideration.  We would like to draw your attention to some serious concerns which we have regarding essential parts of the methodology: Additionality, double counting, displacement, calculations of nitrous oxide, and carbon dioxide emissions linked to fertiliser use.  We hope that you will be able to take those into account before reaching a final decision.
Additionality:

In the project application, it is suggested that CDM funding is essential in order for  the Agrenco biodiesel project in Alto Araguaia to proceed.  We would like to draw your attention to an article published on an industry website in February this year: http://www.canola-council.org/biodiesel/PDF/DieselDigest_v2i04.pdf . This article suggests that there were firm plans to proceed with the project at that time, prior to the CDM application or at least any decision.  It says that $140 million investment had already been agreed by Agrenco and Marubeni.  Production of 180,000 tons of biodiesel a year at Alto Araguaia was part of this investment deal.  Given the size of this investment we suggest that claims that the project cannot be financed without CDM funding should be re-examined.
Further web-searches suggest that Agrenco confirmed their decision to invest in the project at the end of 2006: http://www.altoaraguaia.mt.gov.br/noticia.asp?codigo=56 . This investment decision suggests that the company was confident about their ability to finance ongoing supply at that stage.  Furthermore, that article states that Agrenco are also beneficiaries of tax incentives through the Program of Industrial and Commercial Development of the State of Mato Grosso (Prodeic).  Company president Antonio Iafelice is quoted as saying  “Mato Grosso presents good infrastructure and the government offers a good policy to support. This gives security to investors”.
Another article published in February 2007, suggests that Agrenco confirmed in correspondence with Sicme that they would invest $175 million in this project.

Furthermore, the federal government is already increasing its support for biodiesel: Brazil is introducing mandatory biodiesel blending of 2% from January 2008, increasing this to 5% by 2013, with a possibility of moving the higher target forward to 2010.

Double counting:

The project application suggests that the biodiesel would be produced for the domestic market and the initial decision made by the Methodology Panel to grant it is based on this understanding.  However, the source quoted above (http://www.altoaraguaia.mt.gov.br/noticia.asp?codigo=56) states that the company’s president, Antonio Iafelice, made it clear that the biodiesel produced at Alto Araguaia would be partly for export to Europe and Asia. According to an earlier statement by Mr Iafelice, made shortly before Alto Araguaia was confirmed as the location of the three refineries planned by Agrenco, 20-25% of the biodiesel would be produced for co-operatives, 20% for the domestic market and the rest would be exported, mainly to EU countries (http://www.ambienteemfoco.com.br/?p=1265). 
Biodiesel is to be taken via rail to the port of Santos, and exports will also be made from the port of San Francisco do Sul, where Agrenco maintains a terminal.  This suggests that some, if not most of the biodiesel production for which CDM funding is sought will be exported to Annex 1 countries which, in turn, could count them towards their own greenhouse gas reduction, without having to account for any of the life-cycle emissions which incurred during cultivation and production in Brazil.  
Displacement:

The methodology submitted and the initial decision made by the Meth Panel suggests that there will be no displacement and no indirect impacts in terms of increasing carbon emissions from land-use change.  Instead, only severely degraded land or land currently underutilised for cattle ranching would be used and cattle ranching would be intensified elsewhere without increasing carbon emissions from soils and from vegetation losses.  Furthermore, the number of rotations on land currently used for soya would be increased.

We are seriously concerned about the feasibility of ensuring that displacement will not happen.  There is strong evidence that the rate of deforestation and forest fires is directly linked to the market price of soya which, in turn, is being driven up by biodiesel production.  Despite a high-level agreement between Greenpeace, Abiove (Brazilian Association of Vegetable Oil Industries) and ANEC (National Association of Grain Exporters) to protect the Amazon from further destruction due to soya production, reached last year, there is no evidence that it has been possible to break that link, nor that the agreement is being observed.  This is particularly concerning because the Governor of Mato Grosso, Blairo Maggi is CEO of one of the member organisations of Abiove (Grupo Maggi) and thus officially committed to the deforestation moratorium,  yet the rate of deforestation and fires in his state increased substantially this year.  We believe that this raises serious questions over claims that displacement can be avoided with regards to a large plantation project.  
Link between soya and deforestation/ecosystem destruction in Brazil:

A 2006 peer-reviewed study by Douglas Morton et al. (http://www.pnas.org/cgi/content/abstract/0606377103v1?ck=nck) ,which was press-released by NASA found: “Area deforested for cropland and mean annual soybean price in the year of forest clearing were directly correlated (R2 = 0.72), suggesting that deforestation rates could return to higher levels seen in 2003-2004 with a rebound of crop prices in international markets.” According to this study, Amazon deforestation rates are coupled to the world market price for soya, rather than to changes in government or private sector policies or practices.  

According to Philip Fearnside of the National Institute for Research in the Amazon, "soybean farms cause some forest clearing directly.  But they have a much greater impact on deforestation by consuming cleared land, savanna, and transitional forests, thereby pushing ranchers and slash-and-burn farmers ever deeper into the forest frontier. Soybean farming also provides a key economic and political impetus for new highways and infrastructure projects, which accelerate deforestation by other actors." (http://www.sciencedaily.com/releases/2004/05/040524060844.htm).
Between 2006 and 2007, Mato Grosso experienced an increase in forest loss of at least 50%, and a 100-127% rise in the number of fires during the July-September dry season.  Senior researcher at the Smithsonian Tropical Research Institute, Dr William Laurance, has pointed out that in 2007 there was a large increase in fires in the main soy-producing states in Legal Amazonia, but not in other parts of Amazonia: "Clearly, soy farming is becoming a major driver of land-use change in the Amazon. The international consumers of Brazilian soy need to understand its key role in driving Amazon deforestation"    (http://news.mongabay.com/2007/1021-amazon.html). 
Alto Arugaia is situated in the Cerrado.  It is one of the most deforested municipalities within the proposed Biodiversity Corridor which is to link the Cerrado with the Pantanal.  Over 50% of the area has already been deforested (http://www.oreades.org.br/admin/download/mineiros_desmatamento_2004-05.pdf).  
Given the obvious failure of the agreement between Greenpeace, Abiove and ANCE to uncouple the price of soya from the rate of Amazon deforestation, we very much hope that the Methodology Panel and CDM Board will look very carefully at claims that displacement can and will be avoided. 
Link between biodiesel production/use and the market price for soya:

There is strong evidence that the demand for biodiesel is pushing up the global price of soya, though other factors (such as the switch of US farmers from soya to corn for ethanol) also play a role:
· A report by the International Food Policy Research Interview, published in December 2006, predicted that ‘aggressive biofuel growth’ is likely to push oilseed prices up by 26% by 2010 and by 76% by 2020 (http://www.ifpri.org/2020/focus/focus14/focus14_03.pdf).

· According to a recent OECD report (http://media.ft.com/cms/fb8b5078-5fdb-11dc-b0fe-0000779fd2ac.pdf) the world market price for soybean oil rose by 29% between 2005 and February 2007 in nominal terms.

· According to the OECD-FAO Agricultural Outlook 2007-2016, biofuels are likely to keep the market price for all oilseeds, including soybean oil, high throughout that period (http://www.oecd.org/document/2/0,3343,en_2649_201185_38893378_1_1_1_1,00.html) 
Calculation of nitrous oxide emissions:

Nitrous oxide emissions linked to fertiliser production (as well as to field burning of biomass) and use are to be accounted for, however we believe that the methodology for doing so should be looked at again in the light of the findings contained in the recent study “N2O release from agro-biofuel production negates global warming reduction by replacing fossil fuels” by Paul Crutzen et al (http://www.atmos-chem-phys-discuss.net/7/11191/2007/acpd-7-11191-2007.html). That study makes two separate and important findings:
Firstly, it finds that most life-cycle greenhouse gas assessments for crops ignore the indirect N2O emissions as calculated by the IPCC: Most studies calculate N2O releases as 1% of nitrate fertiliser use when the IPCC states that those releases, including from indirect impacts (i.e. releases from an area larger than the land to which the fertilisers have been applied) are close to 2% of fertiliser use.  Secondly, the study offers new evidence to suggest that the IPCC figures regarding  N2O releases per tonne of nitrate fertiliser used are a serious underestimate, and that the true figure is likely to be 3-5% of fertiliser use.
The latter is new evidence, which is still being debated within the scientific community.  However, the differences between most of the calculations used at present and the figures presented in this study are of such a magnitude that we suggest that any CDM application involving agrofuel plantations which involve nitrate fertiliser use should, in the meantime, be treated with extreme caution.  We would also suggest that the same applies to agrofuel plantations involving legumes.  Biogeochemist Franz Conen commented on the paper quoted above: “This astonishing insight is derived from the consideration that all N in the harvested fuel has to be replaced in some form by the same amount of reactive N, of which 3-5 % will eventually be emitted as N2O. Growing oilseed rape for ’bio-diesel’ or corn for ethanol production is only possible with regular additions of reactive N. Whether this occurs in form of mineral fertiliser or through biological N fixation, say by a crop of soy-beans, makes no difference in terms of subsequent N2O emissions.”  (http://www.cosis.net/copernicus/EGU/acpd/7/S4216/acpd-7-S4216.pdf). 
We are concerned that the proposed methodology does not include nitrous oxide emissions from biological nitrate fixation on soya plantations.  Soya will be the main feedstock for the proposed project, as made clear by Agrenco in public announcements. The 2006 IPCC Guidelines for National Greenhouse Gas Inventories recommends that, where possible, N2O emissions should be calculated according to the type of crop cultivated and that a distinction should be made between plants with and without biological N-fixation.  The guidelines recommend using a high default value for soya, irrespective of fertiliser use.  This does not appear to be reflected in the proposed methodology for this project.
Carbon dioxide emissions linked to fertiliser use:

The proposed methodology would include nitrous oxide emissions, but not carbon dioxide emissions linked to fertiliser use.  The 2006 IPCC guidelines, however, state that carbon dioxide emissions linked to the use of fertilisers, including lime and urea should be calculated (http://www.ipcc-nggip.iges.or.jp/public/2006gl/pdf/4_Volume4/V4_11_Ch11_N2O&CO2.pdf). 
Yours faithfully,

Almuth Ernsting, Biofuelwatch

Jutta Kill, FERN
