Global Development of Palm Biodiesel
- Where We Are!

N Ravi Menon*

his write-up mainly based on

BERNAMA reports is aimed at

rounding up all the views of the big
players and the general progress of biodiesel
development in Malaysia so that others inter-
ested in this field may get a glimpse of what is
happening. The palm oil millers who did not
have the time to trace the progress of biodiesel
also must be aware of what is in store for palm
oil in the near future as this topic is becoming
the talk of the industry.

A decade or so ago, no one would have
dreamt of using palm oil as a fuel as it was
something unthinkable at that time due to the
higher price of palm oil when compared to the
subsidised petroleum diesel. The price gap was
too wide to make any economic sense for the
players in the industry. But fortunately, MPOB
had the vision to start the research very much
earlier and together with PETRONAS has
already developed the technology for palm
biodiesel conversion that is now ready for full
commercial exploitation when the industrial cli-
mate is also conducive.

As mentioned, although biodiesel develop-
ment in Malaysia started quite some time back
(1980), a dynamic thrust for its large scale con-
version was sadly missing, in sharp contrast to
the rapid development that has taken place in
some European countries. The obvious setback
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was the low cost of subsidized petroleum diesel.
However, the recent hike up of crude oil price
has sparked wide interest among potential
investors in Malaysia, who seem to be now seri-
ous to venture into the production of biodiesel.
But there is a general lack of information on this
new business.

Biodiesel is the conversion of palm oil into
diesel through a process called transesterification.
A blend simply means the addition of a low per-
centage of processed palm oil into petroleum
diesel - usually 2% to 10% and it is labelled as B2,
B5 etc. the numerical value indicating the percent-
age blended. Malaysia is likely to commence
using the blend by next year, a very sensible
move. By doing this, Malaysia can save millions of
ringgit on subsidies that currently runs at RM 16
billion. The imported diesel cost about RM 1600
to RM 2000 compared to palm oil that cost only
about RM 1400 t-1. ’

Canola or rapeseed-based biodiesel is
reported to be the fastest growing oleochemical
product in the world. But it exists in an artificial
environment of having been given the special
privilege of tax exemption. In this context, it is
interesting to note the recent developments
related to biodiesel (based on data at the time
of writing this report).

BIODIESEL HIGHLIGHTS

e Rapeseed oil is the preferred choice of
the European Union (EU) biodiesel
industry because of its availability and
quality, but fierce competition with food
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sector has driven its price by more than
100 Euros to 610 Euros (RM 737) while
the price of crude palm oil (CPO) is only
RM 442 and palm fatty acid distillates are
trading at RM 140 t-1.

The EU has ruled that biodiesel con-
sumption, which currently accounts for
2.3% of total fuel consumption, must be
increased to 5.75% by 2010. The current
consumption of rapeseed oil is 2.3 mil-
lion tonnes a year. It is obvious that they
will not be able to fill the gap with rape-
seed oil to achieve this target. Germany
itself has seven biodiesel plants using
rapeseed oil as the raw material, to cush-
jon the impact of spiralling crude oil
prices and other European nations are
also rushing to build more plants.
Biodiesel output by 15 EU members rose
to an estimated 1.85 million tonnes last
year form 1.45 million tonnes in 2003
and 1.05 million tonnes in 2002.

The CPO prices can be stabilized at RM
1500 t1, if 5% of Malaysian production
or 500 000 t of CPO are converted to
biodiesel purely for export to Europe,
Japan, South Korea and China according
to Datuk Sabri Ahmad, the CEO of
Golden Hope Berhad.

The Malaysian Government plans to
build three biodiesel plants in Malaysia
each with a capacity of 60 000 t yr! each
in collaboration with the private sector.
The three companies who were success-
ful in getting the awards were Golden
Hope Plantations, Fima Bulkers Sdri Bhd
(part of Kumpulan Fima Bhd) and ]JC
Chang Johor Group of Carotino Sdn Bhd.

IOI Corp Bhd intends to build its own
biodiesel plant either in Rotterdam,
Netherlands or in the company’s existing
refinery Soctek Edible Oil Sdn Bhd in Pasir
Gudang, Johor to capitalize on the green
fuel’s growing global potential. The capaci-
ties are yet to be revealed but the estimat-
ed cost is about RM 667 t'! in Malaysia
and RM 2085 t-1 capacity in Europe based
on 6000 t yr! biodiesel plant. IOI could
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also hope to export the biofuel to Japan
and South Korea. IOI also has concluded
a business deal with Biox Group BV,
Europe’s largest and fastest growing suppli-
er of special biofuel blends for the energy
sector. According to the sources, the plan
was mooted since early 2005 and has been
reinvigorated due to the spiralling crude oil
prices as well as to break rapeseed oil’s
monopoly in Europe.

Golden Hope intends to build two more
biodiesel plants (apart from the govern-
ment awarded project at Banting) - one
more in Banting and another one in
Rotterdam, Netherlands, at a cost of
more than RM 100 million collectively.
According to Golden Hope’s CEO, Datuk
Sabri Ahmad, the second plant in
Banting costing about RM 10 million
owned by Golden Hope Bioganic Sdn
Bhd will have a production capacity
of 30 000 t yrl. The plant is already pro-
ducing tocotrienols and methyl esters.
The biodiesel production is only a part of
its facilities expected to be in operation
by June 2006. Golden Hope’s wholly
owned refinery Unimills in Amsterdam is
negotiating with a big player in Europe to
set up another plant with a capacity to
produce 150 000 t of biodiesel and it is
expected to commence operation within
two years;

The Dutch firm Biox will build four power
plants that will operate on palm oil by-
products, which are cheaper than other
renewable energy source currently used
by the EU countries as they intensify
their efforts to reduce greenhouse emis-
sions and crude oil import bills. The EU
has set a non-binding target of 5.75% bio-
fuel content by 2010. The group finance
director of Biox, Edgare Kerkwijk said
that they chose palm oil products, as they
are the most efficient in terms of energy
efficiency and cost of production. The

‘company is also considering setting

plants in Italy, Portugal and Greece.

Pascal Cogles, the Director-General of
Fediol, the European vegetable oil pro-



ducer’s federation said that he expected
palm oil and its products will make up
20% of the EU’s biodiesel in the next five
years. This means a reduction in the con-
sumption of rapeseed oil, which account
for 85% share of the EU’s biodiesel. The
EU now imports about 3.5 million tonnes
of refined oil and CPO, which is likely to
rise up by another one million when the
Malaysian players set up their plants in
Rotterdam.

Dutch power plants are expected to con-
sume up to 400 000 t of palm oil accord-
ing to estimation by the industry official.

the US Department of Agriculture said
that biodiesel had the potential to boost
palm oil imports to US by more than one
million tonnes a year.

In Britain, green start-up Biodiesel Co. is
set to run its new 250 000 t plant in
northeast England on cheaper feedstock
than rapeseed oil, including palm oil. A
100 000 t biodiesel plant, partly owned
by the British supermarket giant, Tesco, is
expected to go on stream by 2006.

Channel News Asia has reported that
Archer Danisels Midland and Singapore’s
Wilmar Holdings (long-term business
partners) plan to site a 150 000 t yr!
biodiesel for housing Peter Cremer
Biodiesel Plant that will be operational
by next year. Peter Cremer GmbH, a food
and oil-based products manufacturer
plans to build Singapore’s first biofuel
plant. It selected Singapore for its site
due to its strategic location. The compa-
ny will invest an initial RM 20 million to
produce up to 200 000 t of biodiesel per
annum by early 2007. This will be the
first of the many plants they intend to set
up in Asia.

Wolgang Rapilius, a consultant from
Germany commented during PIPOC
2005 that palm biodiesel would have
higher chances of survival under certain
conditions compared with canola or
rapeseed oil-based biodiesel. The devel-
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opment of canola-based biodiesel is
largely artificial as it is based on tax
exemption. He said that studies have
shown that in order to produce 1 t of
canola oil-based biodiesel, 1.2 t of fossil
oil had to be used unlike in the case of
palm oil. Palm oil production will not
require much fossil fuel energy because
biomass can be used to produce the
energy required making it cheaper to pro-
duce palm-based biodiesel. He also said
that if the EU had free economy,
European biodiesel producers will stop

‘buying canola and rapeseed oil and start

buying palm oil instead. He also said that
the cost to produce 1 t of palm biodiesel
is between 150 to 200 Euros but rapeseed
would cost between 500 to 600 Euros.

In the US, although the biodiesel produc-
tion is still very much at its infancy with
only 30 million gallons (102 200 t) bio-
fuel produced last year by 35 plants, its
production capacity is expected to
increase to 124 million gallons (1.3 mil-
lion tonnes) according to the projections
of the US Department of Agriculture.

FELCRA Bhd'’s chairman, Datuk Hamzah
Zainuddin said that the proposed 5%
palm oil blend in diesel is very small and
FELCRA would like to raise this percent-
age using new technology. Towards this
end, FELCRA had in depth discussions
with a number of companies but has yet
to determine which company wants to
cooperate with it.

CPO refineries are reported to be still fac-
ing the dilemma of low profit margins,
as at a spot price of CPO at USD 390,
the price of RBD palm oil is only
USD 417.50. Refineries were established
in Malaysia in early 1970s and they start-
ed off well when overseas markets like
China and India opened up but with the
rapid development of refineries with
excess capacities, the profit margins
started dwindling and the struggle that
started in the 1980s still continues
according to Dato’ Low Mong Hwa, the
executive director of Southern Edible Oil
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Industries. This prompted the company
to expand upstream as well as down-
stream over the past two decades with the
formation of the larger Southern Group.
One of the areas it is contemplating on is
biodiesel but it is cautious here as it is
uncertain whether it is proven as a viable
alternative and decided to put on hold and
watch the situation. His concerns stem
from a number of uncertainties like gov-
ernment policies, the possibility of a
downward trend for fuel oil and possible
import hurdles for palm biodiesel into
European Community countries.

Global demand for biodiesel is reported to
be 2.5 million tonnes in 2004 and it is
growing at the rate of 25% per annum with
Malaysia aiming to gain 10% of the market
share. Considering this potential, the gov-
ernment is going to produce biodiesel in a
big way for export to Europe according to
Dato’ Seri Abdullah Haji Ahmad Badawi,
the Prime Minister of Malaysia. Currently
EU countries are the biggest producers of
biodiesel, mostly made with rapeseed oil.
But palm il is seen as a cheaper alterna-
tive for biodiesel. The EU wants the mem-
ber states to use vehicle fuel with 2%
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biodiesel by 2005 and 5.75% by 2010. The
rising prices of CPO due to increased glob-
al demand may however, squeeze margins
on biodiesel production. JP Morgan esti-
mates the price of palm oil will increase to
RM 1610 by 2007, although that is still
less than diesel, which is now priced at
RM 2000 t-1.

The Canadian canola crushers believe
that Europe would be a nice market for
canola oil, especially as it need not be
non-GMO, when destined for the
biodiesel sector. The Oil World has esti-
mated that the EU will import 160 000 t
of rapeseed/canola oil in 2006 up from
only 41 000 t the previous year. Of the
total, 75 000 t is expected to come from
Canada of which about 50 000 t has
already been purchased and partly
shipped out to Germany.

Scientists from the Tokyo Institute of
Technology and other institutions have
come up with a new solid acid, made by
charring sugars, starches or other organic
materials to act as the catalyst for trans-
esterification of vegetable oil, which cur-
rently uses liquid acid. =
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