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The Nigerian Bio-fuel Policy and Incentives (2007): A
Need To Follow the Brazilian Pathway

By Peter Kayode Oniemola and Gbenga Sanusi*

Introduction

Fossil fuel sources' are the fulcrum upon which industrialization and globalization have rested over
the years. Oil provides over 90 percent of Nigeria’s foreign exchange earnings, even though the oil sector
of the economy contributes only 30 percent to the GDP in comparison to 40 percent from agriculture.
The country benefits from the rise in oil prices and the strategic importance of being one of the world’s
largest producers of a vital product.? Nigeria’s oil has not guaranteed ecologically and socially accept-
able development in Nigeria.> At present, there are over 11 oil companies operating 1,481 wells from
159 oil fields in the Niger Delta producing 2.7 million barrels of crude oil each day and flaring about 17
billion cubic metres of associated gas, spewing 2,700 tons of particulates, 160 tons of sulphur oxides,
5,400 tons of carbon monoxide, 12 and 3.5 million tons of methane and carbon dioxide, respectively, in
the process.*

The current trajectory of fossil fuel use and its related emission of greenhouse gases® are unsustain-
able.® The environment is in threat by exploration of oil. With the rise in oil prices and the adverse effects
of global climate change, Sub-Saharan Africa has an unprecedented opportunity: choosing a cleaner
development pathway via low-carbon energy alternatives that can reduce greenhouse gas (GHG) emis-
sions and, at the same time, meeting current suppressed energy demand and future needs more efficiently
and affordably.” Bio-fuels® are becoming an increasingly important alternative source of energy. The use
of bio-fuels will reduce the use of fossil fuels, thereby minimising the emission of green house gases.
Increased use of bio-fuels will enhance the quality of the environment. The use of bio-fuels will lead to
environmentally friendly, sustainable and viable sources of energy to reduce the dependency on deplet-
ing fossil fuels. Increasing attention is being focused on the production of bio-fuels especially ethanol
and bio-diesel as the alternatives that will contribute to global reduction in greenhouse gas emissions.

According to the International Energy Agency bio-fuels presently account for 10 percent of global
Total Primary Energy Demand (TPED), far more than all the other sources of renewable energy. In de-
veloping countries it provides 20 percent of Total Primary Energy Demand and reliance on bio-fuels in
Africa is put at 47 percent, largely from wood.’ Bio-fuels are drawing increasing attention worldwide as
substitutes for petroleum-derived transportation fuels to help address energy costs, energy security and
global warming concerns associated with liquid fossil fuels.'

Bio-fuels may emit some pollutants when combusted, but they generally burn cleaner than corre-
sponding fuels used in similar applications. The environmental case for other renewable energy tech-
nologies stresses the lack or absence of air-pollutant emissions during their normal operation."!

Nigerian Bio-Fuel Policy and Incentives (2007)

Nigeria presently has a policy on bio-fuels entitled Nigerian Bio-fuel Policy and Incentives (2007).
The Policy Document was approved by the Federal Executive Council on June 20th, 2007 and gazetted
as a national bio-fuels policy at the same time. The Nigeria National Petroleum Corporation was given
the mandate to create an environment for the take-off of a domestic ethanol fuel industry. The aim is to
gradually reduce the nation’s dependence on imported gasoline, reduce environmental pollution while at
the same time creating a commercially viable industry that can precipitate sustainable domestic jobs.

The framework of the policy and the incentives is meant to create an enabling environment that is
expected to sensitize and catalyze the development of the country‘s bio-fuels industry.!> The bio-fuel
programme constitutes a major and unique attempt to integrate the agricultural sector of the economy
with the downstream petroleum sector, while fostering the use of other renewable energy sources.

To make the project a realizable objective; the federal government through the Nigeria National Pe-
troleum Corporation, (NNPC) created the Renewable Energy Division (RED),
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The implementation plan includes initial market seeding (E-10), a bio-fuel production programme
(PPP) to achieve 100% domestic production by 2020, a complete bio-fuel uptake arrangement, and
joint-venture distilleries. This is anchored on agricultural productivity and competitiveness. The policy
is intended to create market demand for bio-fuel products. Already, US$4 billion has been committed to
a sugar-cane sourced ethanol project in the northern states of Jigawa and Benue while cassava-sourced
ethanol projects are earmarked for the southern Anambra and Ondo states.!*

For the purposes of implementing the provisions of the Policy, a Bio-fuels Energy Commission shall
be established. The Bio-fuels Energy Commission is charged with responsibility for implementing the
strategies for bio-fuels in the country. It shall specifically exercise the following responsibilities:

1. Register all bio-fuel plants/projects in the country.

2. Issue license to bio-fuel operators for the production of fuel ethanol or/and bio-diesel in Nigeria.

3. Formulate and recommend fiscal, financial and other incentive policies for the bio-fuel industry,
as well as protection measures if required.

4. Periodically, review and assess the economic, technical, environmental and social impact of the
use of bio-fuels, and determine changes in policies required when necessary.

5. Monitor the supply and utilization of bio-fuels and bio-fuel blends and recommend appropriate
measures to the Department of Petroleum Resources in case of shortages in the supply of bio-
fuels or feedstock.

6. Review and adjust the minimum mandated bio-fuel blends as it deems appropriate.

7.Determine and put in place industry stabilization mechanisms.

8. Designate and oversee the activities of the investment bank appointed to manage the Bio-fuel
Industry Equity Fund.

9. Establish and support the Bio-fuels Research Agency to be established under the Bio-fuels Pro-
gramme.

10. Monitor intra-industry commerce, in particular relationships between out growers and bio-fuel
producers. Present quarterly reports and briefings on the status of the bio-fuel industry to the Na-
tional Assembly.

11. Present quarterly reports and briefings on the status of the bio-fuel industry to the National As-
sembly.

12. Disseminate and share information with investors and other interested members of the public.

13. Liaise with the Energy Commission of Nigeria in the formulation, revision and implementation
of the National Energy Policy.

14. Liaise with the National Sugar Development Council as may be required.

15. Liaise with government ministries, agencies, parastatals, research institutes.

Provisions for incentives in the biofuel industries have also been made. For instance, there exist provi-
sions for application for waivers granting Pioneer Status for an initial 10-year period with the possibility
of additional 5 years extension since biofuel is not listed as one of the companies benefiting from such
under the Industrial Development (Income Tax Relief) Act. The Policy explores the various provisions
of the tax laws'® in Nigeria in order to create a wide range of incentives to the bio-fuels market. It, there-
fore, becomes necessary for the amendment of the tax laws in the country to bring them in consonance
with the intent and purpose of the policy.

A research agency to be known as the Bio-fuels Research Agency shall be established to act as the
central coordination body for bio-fuel research in the country. The policy stresses a collaborative efforts
with local research institutes in feasibility studies namely, International Institute of Tropical Agriculture
(IITA), National Cereal Research Institute (NCRI), National Root Crops Research Institute (NRCRI),
Nigerian Institute for Oil Palm Research Council (NIFOR), Forestry Research Institute Nigeria (FRIN),
Nigerian Stored Products Research Institute (NSPRI), Institute for Agricultural Research and Exten-
sion Services (IARES), Agricultural Research Council of Nigeria (ARCN), National Biotechnology
Development Agency (NABDA), SHEDA Science and Technology Complex (SHESTCO) Federal Soil
Conservation School (FSCS), National Centre for Agricultural Mechanisation (NCAM), National Agri-
cultural Seeds Council (NASC), Nigerian Automotive Council, Raw Materials Research and Develop-
ment Council (RMRDC) and Federal Institute of Industrial Research Oshodi (FIIRO) and other relevant
agencies.There is also collaboration with Government agencies and parastatals in bio-fuels policy de-
velopment.

The Bio-fuels Research Agency shall collaborate with the Ministry of Agriculture and Ministry of
Science and Technology to provide direction for research in crop production, industry technology and
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processes pertaining to the production of bio-fuels.

The International Energy Agency presents two scenarios in its World Energy Outlook, and discussions
of these two scenarios show how policies affect the global energy market, energy security and energy-
related climate change concerns. The Outlook contains two energy scenarios: a reference or baseline
scenario, which depicts how global energy markets would evolve in the absence of new government poli-
cies; and an alternative policy scenario which depicts global energy markets as impacted by additional
government interventions and policies.!® This calls for rapid adoption of policies that are favourable to
bio-fuels and other renewable sources in Nigeria. A legal regime favourable to development of bio-fuels
must also be created following the path of Brazil.

Biofuel Policies in Brazil

Brazil has exhibited a high level of commitment to the development of renewable energy through a
series of measures like the New Hydropower Policy, aimed at building large hydro schemes; the Biodie-
sel Policy, which seeks to increase national biodiesel use; the Luz para Todos Program (Lights for All),
which targeted 2.5 million new connections by 2008—of which 200,000 will be supplied by renewable
energy; and an Ethanol Policy aimed at increasing domestic application of ethanol (1 million flex fuel
vehicles in 2005) and exports.'”

The most popular is the Brazilian National Alcohol Programme ( Programa Nancional do A’lcool-
PROALCOOL) to reduce the need for oil imports and provide a market for Brazilian sugar. This was
launched in 1975 and included the promotion of ethanol as motor fuel through, credit guarantees and
low interest loans for the construction of new refineries, purchasing ethanol at favourable prices by the
state through a trading enterprise, granting of subsidies for ethanol, large marketing campaigns with the
state oil company, Petrobras, becaming involved in ethanol distribution in the whole of Brazil.'* These
would not have been possible without a combination of policy, mass enlightenment, and a legislative and
administrative framework. The result was an increase in ethanol production by 500%."°

Brazil produces the lowest cost ethanol worldwide, owing to genetic R&D, which has led to a more
robust sugar cane variety that is also richer in saccharose. The country is expected to produce another
16 billion liters of ethanol in 2008.%° The legal framework for the programme was created by Decree
76.593/1975.2' The investments and expenses related to the program were financed by the National
Bank for Economic Develpoment (Banco Nacional and Desenvolvimento Economito) and other banks.?
Though the program experienced crises due to the fall in oil prices and the rise in sugar prices, the pro-
gram is noteworthy for the effect it had in the development of ethanol in the Brazilian energy mix.

As at January, 2008 there are sixteen ethanol plants in Brazil.** Beyond the use of ethanol for vehicles,
Brazil is also a leader in the generation of electricity from renewable sources. Over 80% of Brazil’s
electricity is produced via sustainable technology, mainly through the harnessing of hydroelectric power
(77% of all generation).*

The Brazilian Program of Technological Development for Biodiesel envisions exporting biodiesel,
depending on production levels and on the growth and consolidation of an international market.>> The
idea is to encourage the cultivation of castor beans and palm by family farmers and in the less developed
regions of the country.”® The government will confer social certificates on producers who encourage the
participation of family farmers in the biofuel production process.?” Brazil has more recently begun to
target the increased use of biodiesel fuels, derived primarily from domestically produced soybean oil,
with recent legislation allowing for blends of 2% biodiesel in diesel fuels (B2), which may be increased
to 5% (B5) in the near future if the market responds favourably.?®

Brazil’s bio-fuel program was successful because its research and technology was adapted to the
needs of the citizens.

Therefore, there is need for innovation through research and development. Private sector companies
with the ability for joint ventures and government agency participation are necessary for bio-fuel tech-
nology to be adapted successfully.

An example of Brazilian government support or participation in bio-fuel initiatives is the establish-
ment of regulatory agencies responsible for the launching of bio-fuel industries. These agencies also pro-
vide grants for research, development and demonstration purposes. These are coupled with the provision
of financial incentives (e.g., bio-fuel price subsidies), and ‘sunset’ provisions for the policies supportive
of technology joint ventures as appropriate.?-*

It is now well established that to achieve this potential energy, efficient policies and legislation must
be put into place that make it possible for firms to profit by suppling energy services through efficient
investments. Legislation and policies must be adopted that will promote bio-fuel subsidies. Also, policies
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must be adopted that help remove the many barriers that efficiency investments must overcome. These
include informational, institutional, behavioural, financial, and legal barriers.

Conclusion

In conclusion, the present Nigerian government needs to formulate policies that have legislative sup-
port, as is the case in Brazil. There is need for a new legal framework that will enable the process of
complementing traditional sources of energy with renewable energies like bio-fuel.

The lack of enabling legislation in the Nigeria energy sector has retarded the implementation of clean
energy policies. Technical information on bio-fuels has also been hindered. Besides, there have been
logistics bottlenecks. Moreover, the government has not encouraged the research and development re-
quired to enable the use of bio-fuels and other renewable sources of energy to achieve full efficiency and
sustainability. Multi-sectoral coordination and support is equally lacking. In addition, no effort has been
made toward the development of local expertise and institutional procedures to facilitate project finance
and provision of appropriate fiscal and economic incentives, hence the call for enabling legislation that
will fill these regulatory gaps in the energy sector.

There is a need for a public-private partnership in the development of bio-fuels in the country. The
proposed partnership should optimize benefits amongst parties, either public or private, by allocating re-
sponsibilities to the party that is best positioned to control the activity that will produce a desired result.
Clear and transparent legislation to develop the industry is critical and must be put in place at the right
time.
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