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Abstract

After a successful career at the University of Baalo, Marcos Jank became the President and
CEO of the Brazilian Sugarcane Industry Associaf{ldNICA) in July 2007. He was hired with

a mandate to establish ethanol as a global comynadd to open new markets for the industry’s
sugar, ethanol and bioelectricity output. But hmethcomplex challenges. The main challenge
related to the role of UNICA in leading industryelei sustainability initiatives. This required
coordination of 70,000 sugarcane producers andpA@tessors; engagement with outside
stakeholders in Brazil and abroad; and implementiograms that balanced economic, social
and environmental outcomes. A second set of chgdeemanated from the rapid growth and
dramatic structural changes occurring in the ingudthis case study describes UNICA'’s unique
approach to sustainability and how it is changhmgyindustry, allowing the reader to analyze the
effectiveness of this approach in delivering sunsthility.
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Introduction

After attending the COP15 climate change summideéaember 2009, Marcos Jank was finally
able to relax on a flight back home from Copenhage®&o Paulo. He sipped a glass of wine
and pondered about the future of the Brazilian stagee industry. After a successful career as a
professor of agribusiness management at the UniyefsS&o Paulo and the executive director
of ICONE, a think tank, Marcos became the PresidadtCEO of the Brazilian Sugarcane
Industry Association (UNICA) in July 2007. He wased with the mandate to establish ethanol
as a global commodity and to open new marketdi®inidustry’s sugar, ethanol and
bioelectricity output. To accomplish these goaksdiesigned a three-pronged strategy based on
industry competitiveness, sustainability and comization. His vision for UNICA was “to build

a sustainable bioenergy network, support publiccpd that make sense, and correct the vast
disinformation that still exists regarding our irstiy.”

Few sectors spark as much interest, as the Brazligarcane industry. In 2009, for example,
UNICA received 162 delegations from 83 countriest thiere interested in the Brazilian
experience with ethanol and bioelectricity. In aidai, UNICA received more than 30 requests
for information from journalists — every day. Tlmgerest resulted from Brazil's unique
experience with renewable energy. The sugarcansindwas the country’s second leading
energy source with an estimated 18% of the natienatgy mix in 2009 (Exhibit 1). Ethanol
was available in practically all service stationsoas the country and virtually all new cars sold
in Brazil were flex fuel. In March 2008 ethanol somption in Brazil surpassed gasoline use
(Exhibit 2). Brazil was the only country in the wadbivhere the alternative fuel was fossil and the
main source of fuel was renewable. UNICA estimaled the use of sugarcane ethanol had
generated a reduction of about 600 million ton€@ emission since 1975.
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Exhibit 1. Brazilian Energy Balance (2009) in 103 TOE (Toh®t Equivalent)
Source: Brazilian Ministry of Energy and Mining.
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Exhibit 2. Ethanol and Gasoline Consumption in Brazil (mnligers)
Sources:ANP (National Oil and Fuels Agency) and UNICA.

Despite these achievements, the Brazilian sugaioanstry was the target of considerable
criticisms and “bad press.” These criticisms welated to perceived negative externalities of
sugarcane production including the food-versus-figdlate, land use changes, deforestation of
natural habitats, air pollution due to sugarcamamiog and workers well being. For example, the
Brazilian Environment Ministry stated that sugaeavas “a deforestation vector” in the Cerrado
region. The leading Brazilian weekly newsmagaxiegidentified sugar as the main culprit of
a “global obesity epidemic” in a cover story. Ori¢he largest Brazilian producers of sugar and
ethanol was accused of buying sugarcane from disugipat used “slave labor.” In addition to
such domestic criticisms, the industry was undesimerable pressure from NGOs, civil society
organizations, trade groups, and governments @iidzil. “As the sugarcane industry
evolved, diversified its output from sugar to etbleeind bioelectricity, and became increasingly

global, the game became tougher,” explained Marcos.

Given this backdrop, Marcos faced a complex sehaflenges. The first challenge was related
to the role of UNICA in coordinating the sustaif@piagenda in an industry-wide effort. More
specifically, Marcos wanted to better understardttadeoffs of the strategy pursued by UNICA
to deliver sustainability and also the limitatiafsan industry association in gaining legitimacy
from society at large. UNICA'’s approach was to ptoely engage with domestic and foreign
governments to shape the regulatory environmermpiaborate with NGOs and civil society
organizations in multi stakeholder initiatives amgito develop certifications for sustainable
products; and translating the complex sustainglditbate to industry participants. In doing so,
UNICA attempted to close the gap between industagtices and stakeholder demands and also

to gain legitimacy with society at large.

A second set of challenges emanated from the gapigth and structural changes occurring in
the industry, including geographic expansion, ctidation, vertical integration, innovative
business models, and entry of new players. Shoaltds attempt to redesign the current
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governance structure and strategy of UNICA so asrtmin a viable organization? As the lights
in the airplane cabin were dimmed and Marcos gadyéo rest, he wondered if UNICA'’s
efforts were effective in helping the organizatemme close to fulfilling his vision.

An Overview of the Brazilian Sugarcane Industry

Sugarcane was an integral part of Brazil’s sogalitical and economic history. One of the first
decisions Portuguese conquerors made after lamlithg southern coast of Bahia in 1500 was
to introduce sugarcane brought from India and Bagt. Sugarcane producers were given very
large tracts of land by the Portuguese crown aed stave labor to produce sugar — the
country’s first export crop. Sugar was producethnge, vertically integrated plantations. For
several decades, it was the country’s most impbgamnomic activity.

It was not until the 1970s that the sugarcane imgssarted to become less dependent on sugar
exports, when it received massive investmentsiganse and technology both from private and
public sources. These investments led to impregsiw@uctivity gains at the farm production

and processing levels, which translated to lowel fwices paid by consumers (Exhibit 3). As a
result, production of ethanol per hectare of sugya@dncreased from 3,000 liters in the early
1970s to 7,000 liters in 2009. The industry stattedonvert sugarcane into a diverse range of
value-added products including ethanol, bioeleityriend bioplastics.
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Exhibit 3. Prices Received for Anhydrous Ethanol by Sugaréaneessors (in R$/Liter)
Note: Prices were deflated by the IGP-DI index (baskpisl 2010). As a result of efficiency gains, thelation-

adjusted price currently received by ethanol preeesis about 1/3 of the price received in the tr@gg of the
Proalcoolin the 1970s.

Source: UNICA.

The first defining moment in this process happendte mid-1970s when the Brazilian
government enacted the National Alcohol Programewn asProAlcool- to reduce the
country’s dependence on foreign oil. The majorpdlofProAlcoolincluded investment
incentives for the construction of ethanol disti#s attached to existing sugar mills; a 5%
mandatory ethanol blend (E-5) in all gasoline solthe country, which was gradually increased
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to the current level of 25% (E-25); and incentit@she production of pure ethanol powered
vehicles (E-100).

The industry was heavily regulated until the begigrof the 1990s. Federal law 4870 enacted
under a military dictatorship in 1965 defined thelés of the game” from sugarcane fields to
sugar and ethanol production, distribution and esp®rices were set at each stage along the
value chain and each mill and distillery was altedaproduction and export quotas. The Sugar
and Ethanol Institute (IAA) was the federal ageimcgharge of regulating the industry. This
institutional setting tied the hands of the priveg¢etor and restricted entrepreneurial activity. As
a result, the industry mindset was production drivedustry participants also engaged in
lobbying activities as profit margins and indusgrgwth were decided at the corridors of the
IAA in Brasilia.

Democracy was restored in the late 1980s and adunstitution was enacted that significantly
altered the role of the state in the economy. @tarh the early 1990s the economy was
liberalized, Brazil joined the Mercosur trade blaoid the Real Plan was adopted to control
inflation. The sugarcane industry embarked on dwabprocess of deregulation starting with the
extinction of the IAA in 1990. A new law in 1994sdbntinued all price and quantity controls
and also liberalized sugar exports. In 1997 tharethdomestic price control was extinguished.
During this transition period, industry participatttecame increasingly driven by
competitiveness and profitability. But still theeywhelming majority of sugar mills and ethanol
distilleries were family-owned firms.

Another turning point that shaped the Brazilianasagne industry was the introduction of flex-
fuel vehicles (FFVs) in 2003. FFV technology allalx@nsumers to fuel their cars with
gasoline, ethanol or any mixture of both. Thafug] choice could be made at fueling stations
reducing risks for car owners and allowing the reatk self regulate based on relative prices of
each fuel. FFV technology has been very populamanoonsumers and over 90% of all new
light vehicles sold in Brazil in 2009 were FFVs.ifiéen automakers — including major U.S.,
European and Asian firms — manufactured more titaite®-fuel car models. The FFV fleet
reached 10 million vehicles in early 2010 or apprately 42% of the light vehicle fleet in the
country, which was expected to surpass 50% by 2Da&fnestic ethanol demand increased in a
similar pace to FFV sales with ethanol use surpgdsital gasoline demand in 2008 (Exhibit 2).
Ethanol use included anhydrous ethanol blende@solqe (E-25) and hydrous ethanol (E-100).
According to UNICA estimates, the use of sugarasthanol in flex-fuel cars since 2003 had
decreased C£emissions by 83 million metric tons.

A more recent breakthrough was the 2007 Energypeidgence and Security Act that
significantly increased the mandate for renewabét dise in the U.S. The Renewable Fuel
Standard (RFS) legislation determined an ambitiatgget of 136 billion liters of renewable fuels
by 2022. Other countries followed the U.S. initratio create a market for renewable fuels
including the EU Renewable Energy Directive (Extibi Although the global market for
ethanol was still very small due to tariffs and orprestrictions, these mandates for renewable
fuel use represented growth opportunities for tiuistry.
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Exhibit 4. Mandates for Renewable Fuel and Energy across lthteeG
Sources:Lindsay Jolly, Future Trends in World Food SeguWSRO Annual Meeting 2008; F.O. Licht and LMC
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As a result, the industry entered a new phasepid igrowth and structural change in the mid-
2000s. Sugar and ethanol processors engaged trv@itures to make the necessary investments
in logistics infrastructure and thereby take adagatof scale economies in distribution, exports
and risk management. The industry started a cata®n process with several mergers and
acquisitions. According to KPMG Corporate Finari@M&A transactions involving sugarcane
processors occurred between 2000 and 2009. Famihed processors began to hire
professional managers and adopt corporate govesrisast practices. Some domestic firms
converted to publicly traded corporations to acaegside sources of capital with IPOs in Brazil
and New York. Copersucar — a cooperative owneddgyr8cessors in Sao Paulo — adopted a
hybrid ownership model allowing the introductionaaftside equity. Since 2006, 115 new,
greenfield mills and distilleries were built acrabe country in non-traditional areas in Sao
Paulo and adjoining states. Foreign players — dioly Tereos, Dreyfus, Bunge, ADM, Noble
Group, Adecoagro and Shree Renuka Sugars Ltd. eibodmpanies Shell, BP and Petrobras
entered the industry buying existing plants anddmg new ones. Industry sources estimated
that multinational players controlled about 25%kaf industry capacity in early 2010. As a
result of this structural change process, the itnguecame more heterogeneous and more
geographically dispersed.

Economic, Environmental and Social Impacts

The Brazilian sugarcane industry was comprisedofia70,000 sugarcane producers, 430
processing units (sugarcane mills and distillerggsjtrolled by 160 groups, and 1.2 million
workers. Sugarcane production in Brazil was spaeddn 8.1 million hectares — equivalent to
2.5% of the country’s arable land. The land arealus produce ethanol was about 4.9 million
hectares, which was sufficient to displace mora @06 of the country’s gasoline needs and
export. UNICA estimated that ethanol productionlddtiple if 2% of existing degraded
pastures were replaced with sugarcane fields. Thaeil&an government introduced an agro-
ecological zoning policy in 2009 to delimit arealsese sugarcane (and other crops) could be
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produced. According to this zoning rule, the peradiitand area to grow sugarcane could not
exceed 64.7 million hectares or about 7.5% of treezilan territory. This law prohibited
agricultural production in sensitive biomes suchaasforests and wetlands. It also limited
agricultural expansion into native vegetationsudahg the Cerrado.

Sugarcane production was clustered around two negions (Exhibit 5): along the northeastern
coast (2,000 km to the east of the Amazon rainfpessd in southeastern states around Séo
Paulo (2,500 km to the south of the Amazon rairg)rélthough the industry was first
established in northeastern Brazil, the regionaggnted less than 10% of total industry output
with the remaining 90% produced in the southeasaddition to dispersion in geography and
industry structure, the industry was also charadrby heterogeneous ownership structures,
including multinational firms, publicly listed cappations, cooperatives and many smaller,
family-owned processors (Exhibit 6).
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Exhibit 5. Geographic Footprint of the Sugarcane Industryriazi3

The industry output was impressive: 542 million neetions of sugarcane was used as raw
material to produce 29 MMT of sugar (equivalen2@% of world production and 45% of world
exports), 25 billion liters of ethanol (30% of wabproduction and 60% of world exports) and
bioelectricity (Exhibit 7). Ethanol production alrreated 465,000 direct jobs, which was six
times larger than the oil industry in Brazil. Etbaproduction was present in 1,042
municipalities across the country, compared to 47§ for oil. This economic activity translated
into more income distribution and community devehgmt in rural areas. University of Sao
Paulo (USP) scholars estimated that a 15% natiangégoline substitution with ethanol created
118,000 new jobs and generated U.S. $140 millicexdighitional wages annually.
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Processed Sugarcang Ownership
(2009/2010) Structure

COPERSUCAR 68,322,123 Cooperative
COSAN 52,781,685 Publicly-traded corporation
LDC (DREYFUS) 19,388,223 Multinational
TEREOS 13,652,029 Multinational
SAO MARTINHO 12,923,436 Publicly-traded corporation
BUNGE 9,285,292 Multinational
SAO JOAO ARARAS 7,371,057 Family owned
CERRADINHO 6,588,721 Family owned
EQUIPAV / Shree Renuka Sugar Ltd}* 6,582,275 Multinational
COLOMBO 6,518,941 Family owned
BAZAN 6,110,957 Family owned
GRUPO TONIELLO 4,728,588 Family owned
LUIZ CERA OMETTO 3,606,616 Family owned
ETH ODEBRECHT 2,832,469 Publicly-traded corporation
Other 28 firms 53,580,386 | = -
TOTAL 274,272,798 | s

Exhibit 6. Size and Ownership Structure of Largest SugarcameeBsors in Brazil

Note: this list only includes processors that are mesb&iNICA.
* Transaction announced February 2010.

Source: UNICA
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Exhibit 7. Sugarcane Industry Output Growth

Source: UNICA
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09/10*

The increased use of sugarcane ethanol as a relesfrabin Brazil had considerable impacts on
the reduction of GHG emissions in the transpontasiector. An assessment by the International
Energy Agency (IEA) suggested that sugarcane etltaudd deliver a verifiable reduction in
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GHG emissions of 90%, depending on adopted proalutéichniques, when compared to
gasoline (Exhibit 10). As part of the RFS legisiatithe U.S. Environmental Protection Agency
(EPA) labeled sugarcane ethanol as an “advancediddias it reduced GHG emissions by 61%
compared to gasoline, considering direct and ictlieend use changes. In economic terms,
specialists concluded that for every liter of etilarse Brazil saved U.S. $ 20 cents in carbon
mitigation costs. Air quality researchers at thevdrsity of Sdo Paulo School of Medicine
estimated that if every car in the Sdo Paulo metitam region were fueled exclusively with
gasoline, the city would face annually more tha@ 4@ditional deaths, 25,000 hospitalizations
and an increase of U.S. $80 million in healthcameases.

All sugarcane mills and distilleries in Brazil wegelf-sufficient in electricity. Processing plants
used sugarcane bagasse — the cellulosic residuaftée sugarcane is crushed — to generate
vapor and produce bioelectricity for self-consuroptiThe excess of this clean energy not used
in the plants was sold to distribution grids thgrehbstituting other forms of carbon-intensive
electricity such as fossil thermoelectric plantsg&cane mills generated the equivalent of 3% of
the installed Brazilian electrical capacity in 200%ith the increased adoption of mechanized
harvesting, part of the sugarcane biomass thateftasn the fields would also be used to
generate additional bioelectricity. The sugarcanelbctricity share was expected to increase to
15% of total electricity capacity in 2020. Anothemefit of sugarcane bioelectricity was its
synergy with hydropower. Sugarcane was harvestdgeotessed during the dry season, when
hydropower dams experienced a reduction in eléstgeneration. This greatly increased the
stability and reliability of the national grid.

Despite these benefits, the industry was undespredrom criticisms in Brazil and also from
stakeholders outside the country. Consequentlyréunhdustry growth had to be closely linked
with responsible production and consumption prastiés the largest industry association,
UNICA played a key leadership role in coordinatindustry participants to achieve this goal.

The Brazilian Sugarcane Industry Association (UNICA

The history of UNICA started in 1932 with the fortioa of the Sugarcane Millers Association
(Associacao dos Usineirpby processors in the state of S&do Paulo. Betd88@ and 1990, the
Association office was housed at the Copersucatduesaters together with the sugar and
ethanol processors’ unions. The presidents of ggmre — the majority of which were family-
owned firms — took turns in managing the assoaiatith the enactment ¢froAlcoolin the
1970s many processors decided to leave Copersaddoan competing industry associations. It
was only in 1997 that UNICA was formed as a unibthese rival associations.

In 2009 UNICA represented about 50% of the totatpssed sugarcane in the country.
Processors in northeastern states had their owasirnydassociations and some processors in the
southeastern region were not members of UNICA. Algh the northeastern states were
responsible for less than 10% of total sugarcandymtion in the 2009-10 crop season, they still
had considerable political influence. “They hawsajs been better organized politically than
us,” explained Antonio de Padua, the Technical @meof UNICA.
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In 2000 UNICA members decided to hire Eduardo P& Carvalho as its first professional
President and CEO. With extensive industry expeaeMr. Padua was hired as the Technical
Director to assist Eduardo. The board of directoagntained responsibility for setting the
policies and providing strategic direction, but @xtton was delegated to a professional staff
with considerable autonomy. Eduardo changed thanizgtional structure of UNICA and
introduced objectives, goals and performance meaduor the management staff. Eduardo led
UNICA until 2007 with a focus on increasing indystompetitiveness in a deregulated market
environment. His major accomplishments were to cbidate UNICA as the unified industry
voice and to introduce professional managementNtO4, which was rare among industry
associations in Brazil.

By the late 2000s the industry dynamics had chaageath especially after the U.S. introduced
the renewable fuels mandate. But the Brazilian saagee industry started to become the target of
attacks and accusations. Opponents argued thaicangaethanol was a cost effective alternative
to gasoline but it destroyed native forests, it lygd slave labor and it was responsible for
escalating food prices (Exhibit 8, see AppendixXThe industry was not ready to face these
criticisms and adopted a distant, passive appraachhad done for several decades. This started
to change in July 2007 when Marcos was hired t@lgva sustainability agenda, to better
communicate with outside stakeholders and to cafestel ethanol as a globally traded
commodity.

Governance and Organizational Structure

UNICA members were 41 processors located in SaReand adjoining states. Membership was
voluntary and open but applications of new memhbarsto be approved by the board of
directors. These 41 members owned 123 processamgspthat crushed 274 million tons or about
50% of the Brazilian sugarcane crop. Membership fa&l voting rights in the association were
set in proportion to sugarcane crushing volumeaAesult, the largest processors contributed
more to UNICA’s budget but also controlled more fobseats. The two largest processors
represented 44% of total sugarcane volume andwbéargest groups 60% (see Exhibit 6).

The UNICA governance structure was based on a-tieesl model: the Board, three
committees and the executive team (Exhibit 9). Odwrd of directors was responsible for
making decisions and setting policy. It was conmgatief 24 elected seats in addition to the
President-CEO. Each director was elected for atlhiear term with no term limits. Board
meetings occurred every Tuesday afternoon at thECANffice in S&o Paulo. The last board
meeting of each month, when UNICA staff briefed rbens about current affairs, was plenary
and opened to all members. “These monthly meeingwery important to our members as it is
also an opportunity for them to interact socialur association has the culture of a club,”
believed Eduardo Ledo de Sousa, the Executive Dirand Board Secretary.

The governance structure of UNICA also includedsed& Board and three technical
committees. The Fiscal Board — formed by five eldehembers — met on a quarterly basis to
perform the internal audit function. The three panent committees were charged with
developing the strategic agenda set by the Boarch Eommittee was formed by eight board
directors with the support from professional stafiey met monthly to provide strategic
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leadership related to their assigned areas of ns#ipiity — competitiveness, sustainability and
representation. Each committee was charged witkldping specific policy proposals regarding
key issues and also an action plan that formedaises for UNICA’s annual strategic plan and
budget. A General Assembly of members occurred angsar to approve financial statements
and the budget and to conduct the election of Bdagattors.

COMPETITIVENESS SUSTAINABILITY REPRESENTATION
COMMITTEE COMMITTEE COMMITTEE

Communica-
tion
Sub-
Committee

Bioelectricity Regulation Environment Labor Politics
Sub- Sub- Sub- Sub- Sub-
Committee Committee Committee Committee Committee

Professional Structure

MEMBERS

Exhibit 9. UNICA Governance Structure

The execution of the strategic and action plarésdait by the Board and its committees was the
responsibility of the professional staff. UNICA’arcent organizational structure, implemented
by Marcos in 2007, included the President-CEO &nekt Directorships — Executive, Technical
and Communications. The CEO and the three diretbonsed the Executive Committee. The
staff included full-time employees, executives apdcialists — in addition to consultants hired
on a project basis — bringing a diverse set ofskihd experience to UNICA. The professional
team was also in charge of coordinating severalnieal commissions. These commissions were
formed on a non-permanent basis to discuss isguegortance to the industry with the
participation of members, non-members and indusigcialists. The goal was to ensure an
efficient operation in tune with the Board andaster member involvement and participation.

UNICA'’s Sustainability Efforts
Since 2007 the UNICA team had been working on sgweternational and domestic fronts to
introduce industry-wide sustainability efforts. Bleeefforts included engagements with foreign

governments, multistakeholder initiatives, NGObplaunions and with several federal and state
agencies in Brazil.
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International policy, regulatory and certificatianitiatives

Geraldine Kutas provided leadership to UNICA iremnational affairs. She reported directly to
Marcos given the centrality of international isst@&)NICA’s objective of consolidating ethanol
as a globally traded commodity. Geraldine led antdaat engaged with international
stakeholders on several fronts.

First, UNICA interacted with foreign governmentioféls and legislators to influence the
development of policies and regulations concernamgwable sources of energy such as the
Renewable Fuel Standard (RFS) and California’s Gasbon Fuel Standard (LCFS) in the U.S.
and the EU Renewable Energy Directive. These pgliogesses were critical to the industry as
they had the potential to open or close marketsugarcane ethanol. UNICA believed that
scientific evidence should play an important rolenforming the policy making process.
Building on Marcos’ experience and network in acade UNICA coordinated the development
and communication of technical papers about theiBma sugarcane industry. Since the 1970s,
Brazilian scientists had developed an extensive lobditerature about biofuels, which was not
readily accessible to their peers abroad — aswteeg published in Portuguese. UNICA provided
support for these scientists to publish in Engéield also to participate in international
conferences. In addition to coordinating the effart the scientific community in Brazil, UNICA
also established foreign offices in Washington, .ad Brussels to coordinate more closely its
lobbying efforts and influence the policy debataitimely fashion.

Second, UNICA participated in discussion group®inwg multilateral organizations, NGOs
and foreign governments. An example was the GIBm@@nergy Partnership (GBEP), an inter-
governmental forum bringing together governmemigrigovernmental agencies (like the FAO
and UNEP) and the UN Foundation (an NGO) in a joathmitment to promote bioenergy for
sustainable development. UNICA only participateSBEP as an advisor to the Brazilian
government. GBEP focused its activities in threatsgic areas: sustainable development,
climate change, and food and energy security. UN#3A helped establish the Sugarcane
Discussion Group (GDC) to foster sustainable dgualkent practices in Brazil. These discussion
groups identified and debated relevant issues idutat have clearly defined goals.

Third, UNICA represented sugarcane producers gveeglt roundtables including the Roundtable
of Sustainable Biofuels (RSB) and the Better Sumaednitiative (BSI). These multistakeholder
initiatives (MSIs) were governing systems intenttedegulate business behavior and promote
sustainable business practices with the developofagdrtification processes. Ideally they were
formed by a broad range of participants such as 8/@Wil society organizations, trade unions
and multinational corporations. However, the irgdg and divergent interest nature of MSls had
given rise to questions about their efficacy andtiomance.

UNICA decided to participate in these MSis to reperd the interests of producers from a

“south” or developing country perspective. Geraddangued that the main challenge in these
roundtables was to close the gap between the faabiaty demands of consumers, processors
and retailers in the developed world and the riealfiaced by commodity producers in

developing countries. In addition, nobody wantbear the increased costs associated with
sustainability certification of a commodity — suah sugar and ethanol — and the producer always
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ends up bearing these costs.” Despite these chabeshe believed MSIs were very important to
open direct channels of communication and buildtthetween participants.

Certification Initiatives in Brazil

Eduardo Ledo de Sousa was in charge of the “doonestit” — including all initiatives with
Brazilian government officials, policy makers, caneers, labor unions and NGOs leading to
certification of sustainable practices. He was atsponsible for the team headquartered in the
Ribeirdo Preto office — at the heart of the sugaga@ountry — that engaged directly with industry
participants. Eduardo believed that achieving snghality should involve “a two-way
communication process as information must flow rgash to sugarcane producers and they
must be ready to respond to the demands of cussoamelrend consumers.” Examples of
certification of sustainable practices involving ugarcane industry included the Green
Protocol, the National Labor Commitment and the d¥&ction program.

The Green Protocol

In June 2007 the Sao Paulo Governor and Secretdriggriculture and the Environment signed
with UNICA the Agro-Environmental Protocol — alsndwn as the Green Protocol — to promote
sustainable environmental practices in sugarcam@ugtion and processing in the state. The
protocol established a series of guidelines toddentarily followed by processors seeking
eligibility for the Certificate of Environmental @wpliance. These guidelines comprised
practices related to soil and water resource ceasien, riverside forest protection, greenhouse
gas emission reduction and responsible agro-chémsea among others (Exhibit 10, see
Appendix 2).

Despite the breadth of the protocol, the most ingrdrdirective was the more rapid introduction
of sugarcane harvest mechanization in substitditiothe traditional practice of sugarcane
burning that allowed cutters to manually harvestftélds. Prior state legislation required
sugarcane burning to be eliminated by 2021 in ardese mechanization was possible and by
2031 in areas where mechanization was not feagi®edo land steepness. Under Green Protocol
directives, these deadlines were anticipated tel 201 2017 respectively. According to UNICA
estimates, accelerating the harvest mechanizatmeps would reduce G@missions from
sugarcane straw burning by 8.2 million tons by 20Aufthermore, the protocol required all new
sugarcane plantations in the state to be developkelds where mechanization was possible.

According to UNICA statistics, 160 sugarcane ntiiésl voluntarily adopted the protocol since
2007 representing 85% of the total number of preiogsplants in the state. Additionally,
approximately 54% of the cane harvested area mad® been mechanizbyg the 2009-10 crop
year (Exhibit 11, see Appendix 3). The Green Pmaitbad become an important instrument to
evaluate the environmental performance of the sagarindustry. Also, it had fostered research
in new technology development such as bioeleggrimibduction from sugarcane straw and the
adaptation of mechanical harvesting processesiatlsand medium-sized sugarcane
producers.

0 2010 International Food and Agribusiness Management Association IFAMA). All rights reserved. 185



Chaddad / International Food and Agribusiness Management Review / Volume 13, Issue 4, 2010

The National Labor Commitment

In June 2009 the National Commitment for the Impraent of Labor Conditions in Sugarcane
Production was launched by the Brazilian federakgoment, UNICA, the Federation of Rural
Workers in the State of Sdo Paulo (FERAESP), thieoNal Confederation of Workers in
Agriculture (CONTAG) and the National Sugar-EneFprum. The main purpose of the
National Labor Commitment (NLC) was to encourage metognize best labor practices in the
sugarcane industry. Also, it was intended to premaotucation, training and placement of
workers whose jobs were at risk due to sugarcanesiamechanization. The Brazilian
sugarcane industry employed approximately 1.2 omlivorkers in both the farm production and
processing sectors in 20 states. Although the inghsid made significant progress in improving
work conditions, labor related issues still peegistven among some large processors.

Processors that voluntarily committed to the progsgeking to receive the Conformity
Certificate had to follow 30 guidelines set forththe terms of the agreement. These guidelines
included labor best practices that were strictantthhe legal obligations of federal labor laws.
They addressed issues related to safety, healfhlgemeral working and hiring conditions of
workers engaged in manual operations in sugargalus f Furthermore, under the NLC the
federal government was responsible for implemenpimnglic policies for worker education,
requalification and job placement to mitigate un&yment caused by increased mechanization.
According to UNICA, more than 300 processors regméag approximately 75% of total

industry output embraced the NLC in its first ddyperation.

The RenovAction Project

RenovAction was a training program created by UNI@Aartnership with the Federation of
Rural Workers of the State of S&do Paulo (FERAESR¢. project also received financial support
from the Inter-American Development Bank (IDB), §gnta, John Deere and Case IH. The
initiative was launched in 2009 as a responseddast mechanization of sugarcane planting and
harvesting triggered by growing environmental ancia concerns. The phasing-out of pre-
harvest burning and manual harvest suggested tjraiaa number of workers employed as
sugarcane cutters would eventually lose their jdbg. industry estimated that every mechanical
harvester would replace up to 80 cane cutters vendating 18 higher-paid jobs that required
training. As a result, 75% of the 150,000 caneecstemployed in the state had their jobs at risk.
The other 25% would have to be retrained to perfotiner functions in the sugarcane industry.

It was within this context that the RenovAction gram would operate.

The objective of the RenovAction program was tintevery year 7,000 workers from local
communities in six sugarcane production areaserstate of S&o Paulo. The training program
was divided into two major components: course®pmsition cane cutters within the sugarcane
industry (e.g., as mechanical harvester operateeshanics, truck drivers, electricians, etc.) and
courses to reposition displaced cane cutters ieraéctors of the local economy (e.g.,
construction, pulp and paper mills, and horticdjuCourse development was “demand driven”
as offerings would target local opportunities apdcfic labor demands in each affected
community.
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The RenovAction program received funding from sagae processors and also from industry
participants Syngenta, John Deere and Case. Alfddessor groups associated to UNICA —
representing 123 mills — voluntarily joined the gram. A committee — formed by two UNICA
representatives, two labor union (FERAESP) repitasiges and one representative from each
industry donor — was responsible for the stratege of funding, course development approval,
and project evaluation and monitoring. Accordindettuardo, the success of this program rested
on the engagement and effective coordination gbatlicipants involved in the sugarcane supply
chain.

Corporate Social Responsibility Efforts

In addition to providing industry leadership angresenting members in the negotiation and
development of certification processes, UNICA caaaited the development of corporate social
responsibility (CSR) efforts at the processor le@@hce it had signed agreements such as the
Green Protocol and the NLC, UNICA needed to briagriembers along to be able to deliver on
its commitments. Because the adoption of sustagnaiaictices by sugarcane processors was
voluntary, UNICA staff debated the incentives alustry participants to follow their leadership
and deliver sustainability.

Interacting directly with owners and managers ofrther processing plants was the
responsibility of Maria Luiza Barbosa and DaniebboAccording to I1za Barbosa, “the main
challenge of our job is that we don’t see resulerg day. When we first enter a processing plant
we need to earn the trust of owners and plant nreasaghen we have to help them understand
the necessity and urgency of the CSR agenda. Wjoameld UNICA ten years ago only 4
processors engaged in social-environmental regpriiow we have the majority of our

members representing more than 100 plants.” UNIGZ8R team also offered courses and
leadership development programs for processoreestd in adding CSR to their strategic
initiatives. Exhibit 12 shows the major CSR progeictitiated by UNICA and member
participation.

Social responsibility - Macre projects developed by UNICA, shown by stages

Using the IBASE model
» Between 2003 and 2005, 47 mills participated
B IBASE In 2006, 2007 and 2008, 70 mills participated

Program for Corporate Social ibility and i Competiti
Next-Generation Leaders
Corporate Social Responsibility for Executives
Sustainable Partnerships
109 member companies participated between 2005 and 2008

Indicators of Business Responsibility
o « First stage: 32 member companies took part
S Shdubers *Second stage: 30 member companies took part

GRI Report
* At the end of 2008, 10 mills were preparing their reports
based on GRI indicators.

Exhibit 12. CSR Projects Developed by UNICA and Member Pagditon since 2003
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Iza and Daniel used the information collected diyeftom processors to develop industry
benchmarks for key social and environmental indicatThese indicators served as a
management tool allowing processors to benchmaik slistainability performance against
industry averages and best practices. Additionbliykers, customers and the Brazilian society
at large were increasingly demanding sustainabéenbas practices. It was more and more
difficult to get funding from major banks or do lnesss with large customers if a processor did
not follow sustainable practices. Iza believed tirdten a sugarcane processor adopting
sustainable practices signs a big supply contrébt@oca Cola or Nestlé, this is a major
incentive for industry rivals to follow.”

The combined CSR efforts and projects of UNICA merslwere compiled in the industry
sustainability report. In 2009 UNICA became thstfiBrazilian industry association to publish a
sustainability report based on the guidelines dged by the Global Reporting Initiative (GRI),
an international organization based in the NetineldaThe GRI was created to give
sustainability reports levels of consistency eql@ntto financial reports. In its 2008-09
sustainability report — meeting the requirement&Bi version G3, level B checked — UNICA
described 618 CSR programs implemented by its menthe&ing that crop year. These
programs in the areas of education, culture, hegithlity of life and the environment required
annual investments of R$ 158 million and benefit8@,000 people living in communities
around sugarcane mills. UNICA’s GRI-checked sustaility report served as an important
communication tool, a subject to which we now turn.

Communication Efforts

When Marcos joined UNICA, the Brazilian sugarcamguistry was under considerable pressure
from external stakeholders. The industry, howeliad a historical culture of not responding to
outside criticisms leading to the perception thé&dked transparency. As the industry did not
position itself relative to critics, misinformatian “myths” were widespread. Adhemar Altieri
was recruited as UNICA’'s Communications DirectoNiovember 2007. Since then he built a
team of 12 professionals in charge of communicanoedia relations, marketing, public
relations and content management. His major goats vo provide information about the
sugarcane industry to 100% of all requests, toecbrroneous information published or
broadcast about the industry, and to collect agdmize information about major industry
advances that had been systematically overlookddeognedia and other outside stakeholders.

To support this proactive communications stratéfy|CA invested in the internal production

of information to outside stakeholders by a teamrofessionals led by Adhemar, a journalist by
profession. The association newsletter — which tsde sent only to members — had more than
4,000 opt-in subscribers in 2009. About 1,000 imdimls in Brazil and abroad followed UNICA
on Twitter. The association website was complet@brhauled in late 2007 to provide updated
industry information both in Portuguese and in Estghnd since then visits increased three-fold.
The investments in industry communication alsottedn increase in UNICA'’s presence in
seminars, including the Ethanol Summit, which i@2@ttracted more than 3,000 participants.

In 2009 UNICA also launched the AGORA Project -oenmunication effort with 2010 budget
of R$3.2 million funded by UNICA, Orplana (an asstion of sugarcane producers) and several
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other industry participants including Monsanto, BA®edini, SEW Eurodrive, Amyris, FMC
and BP Biofuels. AGORA is a marketing and commutiicaproject focusing on the benefits of
ethanol as a green and sustainable source of easitipe main message. Three main groups
were initially targeted: consumers, the governnagrat public elementary schools.

Is UNICA’s Model Delivering Sustainability?

As the airplane approached the S&o Paulo intemadtarport, Marcos pondered about the
progress of his first three years at UNICA. Theamigation had engaged with governments and
stakeholders outside Brazil and also developedguarsustainability model in Brazil. This
model was based on a partnership between the pardiprivate sectors that introduced
incentives for the adoption of sustainable prastgmach as the Green Protocol. These protocols
were not coercive but provided incentives for védup adoption by industry participants. It had
also made headways in informing the policy debagarding renewable fuel use in developed
countries. The EPA decision to recognize sugare#manol as an “advanced” biofuel under the
RFS was an important outcome. The recognition iif@@aia as a low carbon fuel created an
export opportunity to a state that leads the wrlednvironmental policy. UNICA’s
communication efforts also started to pay off imBFand abroad — it was now regarded as a
more transparent organization and a reliable saofraedustry information. Perhaps more
importantly, industry participants in Brazil foll@d UNICA’s leadership and embraced the
sustainability agenda. For instance, several pemresadopted their own GRI reports.

Notwithstanding these important accomplishments,dgsrecognized that much remained to be
done in the future. The model adopted by UNICA Wwased on the leadership of a well-funded
and professionally staffed industry associationICNdeployed its financial and human
resources focusing on public good initiatives t@hplemented the competencies and efforts of
its members. UNICA was also unique in leading tgtanability debate in Brazil and also

taking responsibility for connecting industry peipants with outside stakeholders. But is the
“UNICA model” effective in delivering sustainabii? What are the pros and cons of this model?
Marcos wondered what should be the role of an imgassociation such as UNICA in “building

a sustainable bioenergy network” that is legitimatthe eyes of society.

At the same time that UNICA pursued its strategyuBing on competitiveness, sustainability
and communication, the Brazilian sugarcane indusay going through dramatic structural
change in 2010. Industry consolidation was gaimmgnmentum with new M&A transactions
announced almost on a weekly basis. The investbhank Itau-BBA predicted that by 2015 the
top-5 processors would increase their share froth 2640% of total industry capacity. Control
over processing assets was quickly being shifteh fiamily-owned, single-plant operations to
multinational, diversified processors (such as RBuagd Dreyfus) and partnerships with big oll
companies (such as Petrobras, Shell and BP). Thancshell joint venture signaled the
emergence of a vertically integrated model withtoarof assets from sugarcane fields to
ethanol pumps in service stations. Sugarcane ptiothuwas rapidly expanding to areas outside
Sé&o Paulo, UNICA's traditional influence territo§hould UNICA redesign its membership
policy and governance structure to accommodatedh#icting interests of the new industry
players? Perhaps more importantly, should it ressiée strategy or simply wind up? Marcos
wondered if UNICA would remain relevant in light thfese industry changes.
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Appendix 1

Brazilian Ethanol: Good for America?

Brazil has been noted as a model for ethanol-fuetetgy independence. But will the same stratepimsworked
for Brazil work for the U.S.? And how much wouldporting Brazilian ethanol help America?

Thanks to their government programs in the 197@s1280s, Brazil's ethanol industry has flourish€de country
now runs all cars on a blend of at least 25 perethanol. Flex fuel cars, introduced in Brazil ®03, have becom
more popular than ever. Brazil makes their ethdroh sugar cane, which can be harvested 200 daysfdahe
year, and grows abundantly in Brazil's tropicah@ite. The labor required for this harvest, howeigegxtensive
and poorly regulated.

Workers recruited to harvest sugar cane in Bragiladten victims of exploitation. With miniscule yadecks, they
are forced to depend on food and shelter providethe plantation, who they soon become indebtedtapped
between backbreaking labor and piles of debt, teHgctively become slaves. While slavery is againsth
international and Brazilian law, authorities haweb unsuccessful in reigning in the culprits. Today estimated
25,000 to 40,000 men and women in Brazil are stiljected to forced labor, according to the Intéomal Labour
Organization. In contrast, American ethanol istaizing our rural economy.

While cane sugar can be harvested for almost tivdstof the year in Brazil, it must be processedhat ethanol
plant within two days or else the sugar moleculetedorate. Because most of America is unsuitatsegfowing
sugar, our ethanol is primarily made from corn. Wltiorn may be slightly less efficient for makingpanol than
sugar is, it has one huge advantage — it can Ibedsfor much longer periods before being made @thanol. There
are also plants being built in America right nowiethwill be able to turn other materials, such a®d/scrap, citrus
rinds and other agricultural waste into ethanolkimg.it more efficient than ever.

The American ethanol industry out-produces manifpr suppliers in gasoline equivalence, includireud
Arabia, Venezuela and Mexico. By using more homegreethanol, we can reduce our reliance on potéynt
volatile nations while strengthening our natioredgity. Additionally, if all new vehicles sold the U.S. were flex
fuel, any blend of ethanol and gasoline could rugiving consumers more choices and further ieduzur need
for foreign energy.

The U.S. has placed a tariff on imported ethandidip foster our own energy independence and seb# U.S. tax
credit, called the blender's credit, that benefiiseign suppliers. Because energy is so importantur national
security, the tariff on imported ethanol ensures thur own ethanol industry can continue to grawovate and
keep creating much-needed jobs for Americans helherme. Why would we want to trade a dependenci®meign

fuel with another? By using American ethanol, wearehave to make that compromise.

Ethanol is more than a fuel. It's a solution. Learore at GrowthEnergy.org.

D

Exhibit 8. Attacks on the Brazilian Sugarcane Industry: A Siam
Source:www.qrowthenerqy.org
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Appendix 2

Processors seeking the Green Protocol certificateead to follow these guidelines:

a. Anticipate the deadline for eliminating pre-harviestning of sugarcane from 2021 to 2014, in
fields with an inclination of up to 12%, accelengtithe percentage of mechanized sugarcane
harvesting from 50% to 70% by 2010.

b. Anticipate the deadline for eliminating pre-harviestning of sugarcane from 2031 to 2017, in

fields with inclination above 12%, accelerating jegcentage of mechanized sugarcane

harvesting from 10% to 30% by 2010.

Pre-harvest sugarcane burning is not allowed imesion areas.

Take the necessary actions to ensure that cane Istiraing or of any other sugarcane byproduct

does not occur.

e. Protect riverside forests in sugarcane productieasagiven their importance in preserving the
environment and protecting biodiversity.

f. Protect river or stream headwaters in sugarcarguption areas recovering the surrounding
vegetation.

g. Implement a soil conservation plan including thatoa of erosion and surface runoff.

h. Implement a water conservation plan favoring thega@te functioning of the hydrologic cycle,
including a water quality control program and these of water utilized in industrial processes.

i. Adopt good practices in the disposal of agrochehtigatainers by conducting triple wash,
correct storage, adequate labor training and mangdase of individual protection equipment.

j-  Adopt good practices to minimize atmospheric p@lufrom industrial processes and assure
adequate recycling and reuse of the residues geddrasugar and ethanol production.

20

Exhibit 10. Green Protocol: Certification Criteria
Source: Secretary of Agriculture, S&o Paulo Stétep://www.ambiente.sp.gov.br
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