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This second edition of the Brazilian Business
Law Review - jointly organized by the Embassy of
Brazil in Tokyo and Brazilian law firms - focuses on
the major challenge of energy transition.

Attempting to predict the future is unwise,
but there is little doubt that the energy sector will
look significantly different 20 years from now than
it does today. The quest for carbon neutrality is
already one of the main catalysts towards clean and
renewable energy. In this issue, you’ll be presented
with a selection of articles discussing the conditions
and the opportunities for Brazil and Japan to work
together on the renewable energy sector.

Nowadays, as a general effort towards green
energy production is set in place, the Brazilian econ-
omy has a head start, as 83% of its electricity already
comes from renewables. Brazil has a long tradition
of taking advantage of low carbon technologies and
a time-tested ability to manage and integrate dif-
ferent sources of energy. The following articles, as
you'll see for yourself, provides up-to-date analyses
that are invaluable for the investor interested in par-
ticipating in Brazil’s thriving energy market.

The first article, written by the partners
at Tozzini Freire, highlights that both regulatory
agencies and lawmakers in Brazil are tuned with
the market’s dynamism and are more than ready to
promote innovation and encourage the expansion
of renewable energy in the Brazilian market. They
give the example of ANEEL, responsible for regulat-
ing the electric sector. This agency is discussing new
regulations and working on its schedule of auctions
for new generation projects that spam from hydro-
electric, wind, solar, and biomass.

Next we are presented with the possibilities
and the challenges for green and blue hydrogen
investments in Brazil. The partner at Pinheiro Neto
shows us that the conditions for investments are

positive and that Brazil has the potential to be one P>
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of Japan’s main partners in the implementation of
its future energy plans.

The team of attorneys at Licks Advogados
presents us with the Brazilian legal framework for
innovation in green technology. They show that
Brazil has a longstanding tradition regarding in-
ternational instruments for renewable energy and a
very robust set of laws and regulations to support the
local market. Most prominently the article under-
lines the Innovation Statute (Law n° 10,973/2004),
the National Strategy on Science, Technology and
Innovation (2016-2022), and the new Public Pro-
curement Statute (Law n° 14,133/2021).

On the article written by the partners at Abe
Advogados, we are presented with the current state
and future perspectives of the green bond markets
and, more specifically, the green debenture market
in Brazil. This is a relevant source of financing that
in the last couple of years has raised over USD 2 bil-
lion. Another USD 12.6 billion already authorized
for issue - of which 50% of the papers are related
to renewable energy projects. Investors can only
benefit from understanding Brazil’s regulatory en-
vironment and future regulations.

The final piece of this edition, written by
lawyer and researcher Tiago Trentinella, presents
us with a short history of Brazil’s environmental
policies, from the 1930s to current day. This entic-
ing article shows that Brazil has a modern energy
industry, supported by an advanced regulation. We
may find a concrete example on the field of biofuels.
Nowadays 80% of the biodiesel traded in the coun-
try is supplied by producers holding a “Social Biofuel
Stamp” and the conventional fuel has an important
percentage of biofuels in its mix. One instrument to
monetize the effort to reduce carbon emissions is
the Carbon Emission Reduction Targets for the fuel
sector and Decarbonization Credits (CBIO).

Brazil has a long tradition
of taking advantage of
low carbon technologies
and a time-tested ability
to manage and integrate

different sources of energy
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The path of cooperation, especially for

renewable energy, is only natural and

will certainly help the development of
ever more environmentally friendly
societies, without losing track of job

creation and economic growth

This second edition of the Review provides
a glimpse of the vast opportunities already in place
for Japan and Brazil. Both countries have a long
history of technological and economical partner-
ship. Therefore, striding in the path of cooperation,
especially for renewable energy, is only natural and
will certainly help the development of ever more
environmentally friendly societies, without losing
track of job creation and economic growth. Il

Octavio Henrique Dias Garcia Cortes,
Ambassador of Brazil to Japan
A career diplomat, he has a Engineering Degree

from the Federal University of Rio de Janeiro.
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THE BRAZILIAN FREE ENERGY MARKET
AND THE EXPANSION OF RENEWABLE ENERGIES

75V IVOBHENTHIRL
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fter the 2020's Sanitation Law, a revolution

in the form of billion-US dollar-private in-
vestments hit the water and sewage sector. As
part of Petrobras' ongoing unbundling process,
the 2021's Gas Law incentivizes investments in
an energy grid that will bridge Brazil to the low-
carbon economy.

Two examples that show the climate change,
the water crisis, and the Covid-19 pandemic shed
light on Brazil's need for improvement on various
fronts and became a call to action to the Government.

Knowing that no one can afford to ignore
ESG, the Government is putting measures to pro-
mote a low-carbon economy and achieve the decar-
bonization targets. Facilitating access to the Free
Energy Market is one of the measures.

Renewable energy sources such as hydro,
solar, wind, and biogas account for almost 50% of
the Brazilian energy mix, three times the global av-
erage. When considering only the electrical sector,
the country is a global leader because almost 83% of
the electric power comes from renewable sources.

Despite the favorable scenario, measures
that relaxed the requirements to access the Free
Energy Market intend to increase the participation
of renewable sources in Brazil's energy matrix in
the near future.

Currently, the purchase and sale of electric
power in Brazil may occur in two different environ-
ments: the regulated market and the free market.

In the regulated market, end consumers
(known as captive consumers) must purchase elec-
tric power from the distribution concessionaire for a
tariff regulated and controlled by the Government.
The distributors, in turn, must purchase power in
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Freire.

ADVOGADOS

Capacity for,
Innovation

Ever since its establishment in 1976, TozziniFreire has played a
central role in developing safe and innovative legal solutions. We
are a full-service law firm acting in several areas of corporate law,
with a unique structure of industry groups and international desks
comprised of lawyers considered experts by the market and key
national and international guides.

@ ﬂ TozziniFreire.com.br



Renewable energy sources such as
hydro, solar, wind, and biogas account
for almost 50% of the Brazilian energy

mix, three times the global average

generation auctions promoted by the Brazilian Elec-
tric Power Regulatory Agency (ANEEL) and execute
power purchase agreements with pre-established
terms and conditions.

Conversely, consumers in the Free Energy
Market can choose and purchase electric power
from any supplier and freely negotiate the terms and
conditions of the agreement, including the price.
Moreover, the purchase of power can happen re-
gardless of the ANEEL calendar for power auctions,
giving greater freedom to the players.

The Free Energy Market, created in 2004, is
relatively new. However, thanks to the Federal Gov-
ernment's recent efforts to facilitate agents' access
and encourage the migration of the consumers to
the Free Energy Market, it already corresponds to
one-third of the national power load'. The trend is
that it will continually increase while the opposite
happens with the regulated market: at the end of
2020, the regulated market shrunk 0.5% while the
Free Energy Market grew by 10.7%?.

Access to the Free Energy Market is currently
limited to consumers with a minimum demand of
1,000kW and certain consumers that demand be-
tween 500kW and 1,500kW per month. However,
governmental measures such as the Ministry of
Mines and Energy's Orders No. 517/18 and 465/19
gradually lowered the hurdle to access the market.
In January 2023, the minimum demand to access
the Free Energy Market will be 500kW/month,
allowing mid-sized companies to reach the Free
Energy Market.

In addition, Federal and State Governments
lowered the sector's tax burden by reducing or ex-

1 - ROCKMANN, Roberto (2021, August 30). “Transition to the new model
is still controversial”. Valor, Sao Paulo: https://valor.globo.com/publicacoes/
suplementos/noticia/2021/08/30/transicao-para-novo-modelo-ainda-e-alvo-
de-controversias.ghtml

2 - Canal Energia (2021, March 17). “CCEE: free market boosts the
consumption of electric power in January”. https://www.canalenergia.com.
br/noticias/53166735/ccee-mercado-livre-impulsiona-consumo-de-energia-
em-janeiro
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empting tax on the import of equipment and elec-
tric power activities.

As a result, investment in renewable energy
projects boosted and evolved to a scenario where the
wind power corresponds to 70% of the new plants
and the solar power generated by small plants in-
creased 2,000% in 3 years’. One indication of the
relevancy of the renewable projects in the energy
mix, particularly wind energy projects, is the recent
change in the energy price in the spot market (PLD),
which ANEEL reviewed to reflect the fact that a wind
power plant generates more during the night, while
the demand achieves the pick during the day.

Such moves show that both the regulatory
agency and lawmakers follow the market's dyna-
mism and promote changes to avert distortions,
modernize the sector, promote innovation, and
encourage clean and renewable energies expansion.

In the global context of "greening" invest-
ments, many companies opt to purchase power in
the Free Energy Market, specifically from renew-
ables, so as to achieve their ESG targets and obtain
green certificates (such as the International Renew-
able Energy Certificate — I-REC) and gain competi-
tiveness in a long-term period.

Following this trend, many foreign companies
have been investing in renewable energy projects in
Brazil. Some examples are the Japanese startup Shi-
zen Energy Group, which has a project of building a
solar power plant in the Federal District; the multi-
national company Toda, which has a project to build
a wind farm in the city of Areia Branca, State of Rio
Grande do Norte; and Honda Energy, which already
has a wind farm in the State of Rio Grande do Sul
and has recently announced its expansion.

However, the opportunities related to re-
newable energy are not limited to the Free En-

3 - Federal Government of Brazil (2021, August 30). “Understand how
the Brazilian electric matrix is changing”. https://www.gov.br/pt-br/
noticias/energia-minerais-e-combustiveis/2021/08/entenda-como-a-
matriz-eletrica-brasileira-esta-mudando /

Federal and State Governments
lowered the sector's tax burden
by reducing or exempting tax
on the import of equipment

and electric power activities




ergy Market. Project developers may also sell en-
ergy in the regulated market by participating in
energy auctions.

Given the preceding, the opening of the Free
Energy Market, jointly with other regulatory chang-
es, is undoubtedly a fundamental factor in creating
a more favorable regulatory environment for renew-
able energies and sustainable electric power solu-
tions. According to ApexBrasil, more than USD 150
billion of investment in renewables is expected until
2050, and the participation of private investors will
be essential to achieve such a target. Il

Jun Makuta is the head of TozziniFreire Advogados’
Japan Desk, with +20-year experience in large cross-border
M&As, infrastructure and corporate matters. He has
graduated from the University of Sao Paulo.

E-mail: jmakuta@tozzinifreire.com.br

Ana Carolina Katalauskas Calil is - partne:
of TozziniFreire Advogados’ Energy & Infrastructure
Practice Group, with +10-year experience in regulatory and
transactional matters associated with the energy sector. She
has graduated in Law from Fundacéo Getulio Vargas.
E-mail: acalil@tozzinifreire.com.br

Erica Makiyama is an associate lawyer at
TozziniFreire Advogados, acting in M&A, infrastructure
projects and corporate matters. She has graduated from the
University of Sdo Paulo.

E-mail: emakiyama@tozzinifreire.com.br
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IMPACTS OF ESG INVESTMENTS IN BRAZIL
GREEN AND BLUE HYDROGEN BUSINESS
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1 - Available at: https://iea.blob.core.windows.net/assets/
beceb956-0dcf-4d73-89fe-1310e3046d68/NetZeroby2050-
ARoadmapfortheGlobalEnergySector CORR.pdf

I - INTRODUCTION

SG investments can certainly enhance the alliance
between Japan and Brazil, and the green and blue
hydrogen business is a great example. Such business
could be a profitable investment but also an instru-
ment for the furtherance of both countries’ internal
policies development and related goals’ achievement.
With the potential to heavily impact clean
energy initiatives, global expectations on green
and blue hydrogen are plentiful. The International
Energy Agency (IEA), in its “Net Zero by 2050 — A
Roadmap for the Global Energy Sector” report!
highlights this general setting, particularly in the
following noteworthy statements:

i. “Reaching net zero by 2050 requires further
rapid deployment of available technologies
as well as widespread use of technologies that
are not on the market yet. (...) The biggest
innovation opportunities concern advanced
batteries, hydrogen electrolysers and direct
air capture and storage. Together, these three
technology areas make vital contributions [to]
the reductions in CO2 emissions between 2030
and 2050 in our pathway’;

ii. “the proportion of low-carbon hydrogen rises
from 10% in 2020 to 70% in 2030 (...) Around
half of low-carbon hydrogen produced glob-
ally in 2030 comes from electrolysis and the re-
mainder from coal and natural gas with CCUS
[carbon capture, utilization and storage] (...)
These developments facilitate a rapid scaling up
of electrolyser manufacturing capacity and the

1 - Available at:  https:/iea.blob.core.windows.net/assets/
beceb956-0dcf-4d73-89fe-1310e3046d68/NetZeroby2050-
ARoadmapfortheGlobalEnergySector_ CORR.pdf
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parallel development of new hydrogen trans-
port infrastructure (...) After 2030, low-carbon
hydrogen use expands rapidly in the NZE [Net-
Zero Emissions by 2050 Scenario]”; and

iii. “Global trade in hydrogen develops over time
in the NZE with large volumes exported from
gas and renewables-rich areas in the Middle-
East, Central and South America and Aus-
tralia to demand centres in Asia and Europe”.

The question left standing is the format in
which these opportunities will be materialized and
the challenges and perspectives currently at hand
for Japan and Brazil to be inserted into this relevant
global market.

The availability of water sources viable for
use in low-carbon hydrogen plants, access
to renewable energy sources for the unit’s
supply, and proximity to centers of industrial
consumption or easy market distribution,
have givenrrise to the green hydrogen private
sector’s interest in some Brazilian localities

IT - PERSPECTIVES AND INVESTMENT
OPPORTUNITIES IN BRAZIL
AND JAPAN’S POSITION

A Legislative Bulletin from the Brazilian Sen-
ate’s Centre of Legislative Consulting Studies and
Researches?, while highlighting the need for a legal
framework for the topic in the country, describes
the perspective of green hydrogen in Brazil in two
ways. First, as a potential market itself for the appli-
cation of the technology, considering the country’s
steelworks industry and increasing ethanol and
fertilizers need and production with their correlated
circular economy and negative carbon footprint
concerns. Second, there are areas in Brazil with fac-
tual conditions quite favorable to the development
of green hydrogen plants themselves.

Indeed, the availability of water sources vi-
able for use in low-carbon hydrogen plants, access

2- Available at: https://www2.senado.leg.br/bdsf/
bitstream/handle/id/589405/Boletim_legislativo_90-2021.
pdf?sequence=1&isAllowed=y
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The factual circumstances in
Brazil are favorable to it being a
prominent partner of Japan in the
implementation of its future Basic
Energy Plan and related steps toward
the country’s net-zero goals

to renewable energy sources for the unit’s supply,
and proximity to centers of industrial consump-
tion or easy market distribution, have given rise to
the green hydrogen private sector’s interest in some
Brazilian localities.This is currently the case of the
State of Ceara and its Green Hydrogen Hub in the
Pecém Complex, with already multiple billion-
dollar investments’ memorandum of understand-
ings (“MoUs”) signed between the State government
and private multinational companies’. There is also
a MoU signed with industrial sector’s associations
and federal universities with the goal of developing
a public policy for the implementation of such a
Green Hydrogen Hub.

Similar investments’ proposals, in the billion-
dollar range, have been made for the development
of green hydrogen in the State of Pernambuco, in
the Suape port area* and in the industrial Porto Agu
area of the State of Rio de Janeiro®. More recently,
the State of Minas Gerais has also launched the pro-
gram “Minas do Hidrogénio”, aiming at developing
the green hydrogen production and market chain
in such a state.

The State of Sdo Paulo has also committed
itself to 2050 net-zero goals, adhering to the Race
to Net-Zero/Race to Resilience campaigns by the
United Nations Framework Convention on Climate
Change (UNFCCC). Within this framework, it indi-
cated in its related Climate Action Plan that it would
seek to integrate green hydrogen investments in the

>«

State’s “advanced fuels” program axis.

3 - Information available at: https://www.ceara.gov.br/2021/06/08/
hub-de-hidrogenio-verde-do-ceara-e-apresentado-em-evento-virtual-
internacional/

4 - Information available at: http://www.suape.pe.gov.br/pt/
noticias/1522-complexo-de-suape-e-neoenergia-firmam-parceria-
para-produzir-hidrogenio-verde-em-pernambuco

5 - Information available at; https://portodoacu.com.br/fortescue-
future-industries-e-porto-do-acu-unem-forcas-para-desenvolver-
planta-de-hidrogenio-verde-no-brasil/
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3 — ZE YA https:/www.ceara.gov.br/2021/06/08/hub-de-hidro-
enio-verde-do-ceara-e-apresentado-em-evento-virtual-internacio-
nal/

4 = %Y h:httpy//www.suape.pe.gov.br/pt/noticias/1 522-complexo-
de-suape-e-neoenergia-firmam-parceria-para-produzir-hidrogenio-
verde-em-pernambuco
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6 — AFHAI: https:/www.gov.br/mme/pt-br/assuntos/noticias/mi-
nistro-participa-de-lancamento-do-programa-minas-do-hidrogenio/
HidrognioRelatriodiretrizes.pdf

7 -  AFYAIhttps:/www.enecho.meti.go.jp/committee/council/
basic_policy subcommittee/2021/046/046_005.pdf

8 -  AFYAK https//www.meti.go jp/english/press/2017/pd-
£1226_003a.pdf —  ZAUFHARD20504F A MERHEL HEEDOWN
ot A N LGN Y Byt e e https:/www.meti.go.jp/
english/policy/energy _environment/global warming/roadmap/re-
port/20201111.html

In terms of Federal proposed regulation, 2021
brought the issuance of the National Hydrogen
Program Guidelines’ Proposal® by the Ministries
involved, which conducted meetings with public
and private sector’s institutions. This was in light
of Brazil’s 2050 National Energy Plan indication of
interest in the technology within the decarboniza-
tion of the country’s energy matrix and the express
recommendation that the Brazilian legal and regu-
latory framework incentivizes the introduction of
technologies applicable to the hydrogen’s energy
chain as a whole.

Japan’s draft of its Basic Energy Plan, 6th
edition’, released on July 21, 2021, by the Ministry
of Economy, Trade, and Industry (METI) is also
prominent in setting forth that priority will be given
to areas in which Japan is a technology leader, and
includes hydrogen as one of such priorities. Along
with the Plan’s goals toward the development of re-
newable energy, the development of green hydrogen
technology gains ground. Not only that, but METT’s
published Basic Hydrogen Strategy key points® also
contains the goal of Japan leading international
standardization of the sector through frameworks,
promoting technological development and coop-
eration with relevant organizations, expanding
its hydrogen technologies overseas to lead global
carbon reduction, as well developing international
hydrogen supply chains.

IIT - CONCLUSION: IMPACTS OF
ESG INVESTMENT IN BRAZIL

As the above shows, the factual circum-
stances in Brazil are favorable to it being a promi-
nent partner of Japan in the implementation of its
future Basic Energy Plan and related steps toward
the country’s net-zero goals. However, as both a
challenge and an opportunity, Brazil’s normative
framework is not yet developed to adequately and

6 - Available at: https://www.gov.br/mme/pt-br/assuntos/noticias/
ministro-participa-de-lancamento-do-programa-minas-do-
hidrogenio/HidrognioRelatriodiretrizes.pdf

7 - Available at: https://www.enecho.meti.go.jp/committee/council/
basic_policy subcommittee/2021/046/046 005.pdf

8 - Available at:  https://www.meti.go.jp/english/press/2017/
pdf/1226_003a.pdf - not updated to contemplate Japan’s 2050 net-zero
goal, as detailed on: https://www.meti.go.jp/english/policy/energy
environment/global _warming/roadmap/report/20201111.html
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fully regulate this type of innovation. With Japan
being a leading player in this field, it has the capabil-
ity, both in terms of public and private sector’s ini-
tiatives, to be actively involved in the development
of Brazil and its States’ public policies on this front.
This enables it to assess current legal barriers and
opportunities and help in adapting Brazilian rules
seeking to enable this type of project, along with
driving and influencing the discussions around
hydrogen in Brazil.

This is a potential regulatory impact that
would benefit both Brazil, with its still incipient set-
ting being able to greatly contribute from the appli-
cation of the Japanese well-developed experience in
the field, and Japan, as the country would have the
chance of guiding Brazilian public policy to address
the specific concerns regarding the implementation
of hydrogen enterprises and related foreign invest-
ment in the sector. Il
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THE LEGAL FRAMEWORKTO ENCOURAGE
INNOVATION IN GREEN TECHNOLOGY IN BRAZIL
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1 - Johnson, Ken. 2001. “Brazil and the Politics of the
Climate Change Negotiation,” The Journal of Environment
Development, 2001:178-206. Available at <https://www.jstor.
org/stable/pdf/44319543. pdf ?refreqid=excel sior%3Ae7af6abbb
b3e6467be390a63738e3b78>, accessed on October 1st, 2021.

2 — MCT. Brazil’s initial national communication to the
United Nations framework convention on climate change.
Brasilia; 2004. Available at <https://unfccc.int/resource/
docs/natce/brazilncle.pdf>, accessed on October 1st, 2021.

3 - “Entenda como a matriz elétrica brasileira esta
mudando” (FIFTVNDT L —I v I ZADOE|EHNSD) .
Brasilia; 2021. Available at <https://www.gov.br/pt—br/
noticias/energia—minerais—e—combustiveis/2021/08/entenda—
como—a—matriz—eletrica-brasileira—esta—mudando>, accessed
on October 1st, 2021.

On the international stage, Brazil has histori-
cally taken a proactive role in the negotiation
of international instruments regarding the environ-
ment’. Also, even though Brazil has been a develop-
ing country for more than 30 years, there are many
programs in Brazil that aim to establish a cleaner
energy matrix’. The Brazilian power system is the
largest in Latin America and currently ranks in the
top 10 on the list of the world’s largest electricity
markets. Energy is one of the main infrastructure
sectors in Brazil, regarding national regulation and
ongoing projects.

Specifically, regarding renewable energy, the
previous years represented a milestone in the coun-
try's matrix transition. Recent data from Brazilian
Federal Government and the Energy Research Of-
fice (EPE) indicates that renewable energy sources
represent almost 83% of the energy produced in
Brazil’. The use of renewable energy sources is a
legal pillar of the country's energy policy. Bioenergy
has been an essential share of the Brazilian energy
matrix, supported by an ample basis of natural re-
sources and vast expertise in agriculture techniques.
Biomass power plants, solar energy, and wind power
facilities are also becoming more relevant.

Japan has also been involved in the develop-
ment of international mechanisms for the improve-
ment of the climate. For example, in 1993, Japan signed

1 - Johnson, Ken. 2001. “Brazil and the Politics of the Climate Change
Negotiation,” The Journal of Environment Development, 2001:178-
206. Available at <https://www.jstor.org/stable/pdf/44319543.pdf?refr
eqid=excelsior%3Ae7af6ab5bb3e6467be390a63738e3b78>, accessed on
October 1st, 2021.

2 - MCT. Brazil’s initial national communication to the United Nations
framework convention on climate change. Brasilia; 2004. Available at
<https://unfccc.int/resource/docs/natc/brazilncle.pdf>, accessed on
October 1st, 2021.

3 - “Entenda como a matriz elétrica brasileira estd mudando”. Brasilia;
2021.  Available at  <https://www.gov.br/pt-br/noticias/energia-
minerais-e-combustiveis/2021/08/entenda-como-a-matriz-eletrica-
brasileira-esta-mudando>, accessed on October 1st, 2021.
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the United Nations Framework Convention on Cli-
mate Change (UNFCCC) and implemented its Basic
Environmental Law*. Japan has also been constantly
updating its Basic Environment Plan with new goals®.

According to International Energy Agency
(IEA) data, it is important to develop renewable en-
ergy in Brazil, consolidate energy efficiency practices,
and foster innovation in the sector. IEA is developing
the Emerging Economies (E4) Programme in Brazil
to develop energy efficiency projects with the sup-
port of many countries, including Japan®. Microsoft
founder, Bill Gates, has been recently arguing on the
significance of alternative fuels (e.g., biofuels or elec-
trofuels) as a way to help the battle carbon emissions’.

There is a historical alignment between Brazil
and Japan in their will to improve the environment.
Considering the potential for cooperation to develop
new technologies related to green energy, we aim to
examine the main tools available on the legal frame-
work to encourage such endeavors in Brazil.

Innovation Statute (Law n° 10,73/2004)

Brazil's Innovation Statute was issued in
2004, and it establishes the main general framework
of projects that aim to focus on R&D, technol-
ogy transfer, and innovation development in the
country. The law encourages the public and private
sectors to cooperate by regulating the link between
universities, technology institutes, and enterprises.

Further incentives include fiscal exemptions
for private and collaborative R&D investment and
subsidies for patenting, for example. Regarding fi-
nancial incentives, the Statute known as "Good Law"
(in Portuguese, "Lei do Bem," lei n° 11,196/2006) was
enacted with the purpose of creating further incen-
tives for companies that invest part of their capital

4 - Nakanishi, Yumiko. 2020. “The Paris Agreement and Japan”.
Available at <https://blogdroiteuropeen.com/2020/10/21/the-paris-
agreement-and-japan-by-yumiko-nakanishi/>, accessed on October
Ist, 2021.

5 — METI. Sogo shigen enerugi chosa-kai. Tokyo; 2021. Available at
<https://www.enecho.meti.go.jp/committee/council/basic_policy_
subcommittee/2021/046/>, accessed on October 1st, 2021.

6 — Data from IEA, available in: < https://www.iea.org/articles/energy-
efficiency-in-brazil-2>. About the E4 Programme: < https://www.
iea.org/programmes/energy-efficiency-in-emerging-economies>
Accessed on October 1st, 2021.

7 — Gates, Bill. 2020. “Introducing the Green Premiums” Gates Notes.
Available at <https://www.gatesnotes.com/Energy/Introducing-the-
Green-Premiums>, accessed on October 1st, 2021.
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4 - Nakanishi, Yumiko. 2020. “The Paris Agreement
and Japan”. Available at <https://blogdroiteuropeen.
com/2020/10/21/the—paris—agreement—and-japan—by-yumiko
nakanishi/>, accessed on October 1st, 2021.

5 = METL. #AEHRT X —gi# S, Tokyo; 2021. Available
at <https://www.enecho.meti.go. jp/committee/council/basic
policy_subcommittee/2021/046/>, accessed on October Ist,
2021.

6 — T—HIFXIEAIZ L 5H< https://www. iea.org/articles/energy—
efficiency—in-brazil>, E47 227 7LD T: < https://
www. iea.org/prgrammes/energy—efficiency—in—emerging—
economies>. Accessed on October 1st, 2021.

7 - Gates, Bill. 2020. “Introducing the Green Premiums”
Gates Notes. Available at <https://www.gatesnotes.com/
Energy/Introducing—the—Green—Premiums>, accessed on
October 1st, 2021.
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on research and development projects and techno-
logical innovation.

The National Strategy on Science,
Technology and Innovation (2016-2022)

Brazil's National Strategy on Science, Tech-
nology, and Innovation (ENCTI) comprises several
action plans that have an operational nature and
address themes that are considered strategic for
the country. Energy is one of the strategic themes
addressed by ENCTI. The goal established on this
matter was "to foster research, technological de-
velopment, and innovation in energy production
chains, aiming to strengthen competitiveness and
increase the diversification of the energy mix, en-
suring energy security and efficiency".

Among other associated strategies to achieve
this goal, the Ministry aims to create, expand, and
strengthen RD&I networks and promote public-
private partnerships to solve the main technologi-
cal bottleneck issues in energy-related production
chains. ENCTT also points to the need for support for
RD&I actions in renewable sources for electric power
generation to sustain a high offer and develop tech-
nologies associated with intelligent electricity grids
and transmission, distribution, and energy storage.

Public Procurement New Statute:
Contracting Green Projects

The new Public Procurement Statute (Law
n° 14,133/2021) deeply addressed the need to insert
sustainable national development and other environ-
mental aspects in Brazil. It provides that the promo-
tion of National Sustainable Development is one of
the principles and objectives of public procurements
(art. 5 and 11, IV) along with innovation fostering.
Therefore, the analysis of the most advantageous

Recent data from Brazilian Federal
Government and the Energy Research
Office (EPE) indicates that renewable
energy sources represent almost 83%
of the energy produced in Brazil
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Since 2012, the
Brazilian PTO has an
innovative fast-track
program exclusively

for green patents

proposal must seek practices compatible with the
protection of the environment. This reinforces the
constitutional system of environmental protection.
In the procurements procedure, it was defined
a preference margin of up to 20% for national services
resulting from technological development and innova-
tion in the country, to be defined in accordance with
the regulation of the Executive branch (ref. art. 26).
Also, a new type of procedure is now in force in Brazil:
competitive dialogues, inspired from the EU model
(ref. art. 32,1, “a”). The new modality allows the public
administration to define the contracting scope of the
procurement together with the interested companies,
in cases where it seeks very complex or innovative so-
lutions. It is meant to allow a public entity that knows
what outcome it wants to achieve in awarding a public
contract but does not know how best to achieve it to
discuss. The procurement is made into several steps,
with transparency and a due process to be followed.

Expediting patent examination
of green technology

The Brazilian PTO has a notorious backlog
of patent applications to be examined, making
provisions for an expedited substantive examina-
tion and grant of patents a critical tool to promote
innovation. Since 2012, the Brazilian PTO has an
innovative fast-track program exclusively for green
patents, which is currently regulated by Resolu-
tion 247/2020. It can be said that the scope of what
is considered “green technology” in Brazil can be
interpreted as wide and includes technologies on
alternative energy sources, transportation, energy
conservation, waste management, sustainable agri-
culture, among others.

Without the usage of a fast-track, as per

2021, the Brazilian PTO has been averaging 8 years P>
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to render a final decision on granting or rejecting
a patent. According to recent statistics, the average
time for granting a patent using the green patent
fast-track is 17.5 months.

Conclusion

The history of technological cooperation
between Brazil and Japan is rich and full of success-
tul stories, with cases of investment both from the
public sector, with investments of JICA and JSF, and
from the private sector, especially from the major
trading companies, in energy, biofuel and other
green technologies related endeavors. Considering
the goals of both countries on the development
of environmentally-friendly societies, and, more
urgently, the reduction of carbon emissions, as
explained herein, there are several incentives avail-
able so that opportunities for further cooperation
between the two countries can be pursued. Il

Roberto Ca rapeto is a bachelor in Law from the
State University of Rio de Janeiro (UER]) and PhD from
Waseda University. He is a Partner and the Head of Japan
Desk in Licks Attorneys, specialized in intellectual property
(judicial and administrative) and technology transfer.
E-mail: roberto.carapeto@lickslegal.com
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DECREE No. 10,387/2020
AND INCENTIVES FOR CLEAN ENERGY
VIA GREEN DEBENTURES
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1 - IRENA (2020), Renewable energy finance: Green Bonds
(FARTRE e — T 7 AT A T U= R R) (Re-
newable Energy Finance Brief 03, January 2020), International
Renewable Energy Agency, Abu Dhabi. 228 5: https:/www.
irena.org/publications 14/09/2021(Z77 A

n June 5, 2020, the Brazilian Federal Govern-

ment issued Decree No. 10,387/2020, which di-
rectly impacts green debentures issued in Brazil. The
provision follows the global trend to encourage the
transition to a more environment-friendly economy.
This cleaner economy, less dependent on carbon, will
require a huge and planned allocation of financial re-
sources for infrastructure projects that have relevant
environmental impacts.

The reallocation of global capital to sustain-
able solutions requires a greater supply of invest-
ment instruments that are not only efficient but also
desirable from a profit-making perspective. For that
matter, incentives by government agencies are cru-
cial to consolidate a safe and satisfactory market-
place for both investors and investee institutions'.

To make this transition viable, several coun-
tries have tested instruments for carbon pricing
and also for issuing green bonds (including green
debentures). Carbon pricing is a technique that has
been used in more than 46 jurisdictions since the
1990s as a way to encourage reduction of green-
house gas emissions and is mainly based on the
taxation of polluting agents and of transactions
carried out in the Emission Trading Systems (ETS).
Green bonds are a more recent mechanism that have

1 - IRENA (2020), Renewable energy finance: Green Bonds (Renewable
Energy Finance Brief 03, January 2020), International Renewable
Energy Agency, Abu Dhabi. Available at: www.irena.org/publications
Accessed 09/14/2021
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The reallocation of global capital
to sustainable solutions requires
a greater supply of investment
instruments that are not only
efficient but also desirable from
a profit-making perspective

been proven as crucial to instrumentalizing the
transition to an ecologically friendlier model, espe-
cially when combined with the traditional carbon
pricing instruments®.

Green bonds are distinct from traditional
means of carbon pricing. The latter only provide
mitigating incentives, as they only tax the polluting
activity and do not directly compensate the victims
of this activity. Likewise, the ETS establishes a limit
on polluting emissions, where its participants trade
among themselves pollution credits and debts. Green
bonds allow for immediate investments, contribut-
ing to the transition to a more sustainable economy.

The Brazilian green bond market is the larg-
est in Latin America, having issued more than USD
2 billion in bonds annually since 2018°, when B3
(Brazilian stock exchange) started to identify green
bonds in its trading environment within the clas-
sification of ESG Thematic Bonds. The issuance of
green bonds in Brazil has followed the sustainable
finance guidelines of the International Capital Mar-
ket Association (ICMA), as well as the “Guide for
Issuing Green Bonds in Brazil 2016” by the Brazilian
Federation of Banks (FEBRABAN) and the Brazil-
ian Business Center for Sustainable Development
(CEBDS). These guidelines include several steps to
be followed by issuers of green bonds, including the
assessment, prior to issuance, by independent exter-
nal agents on the positive environmental impact of
the projects to be financed, as well as the dissemina-

2 - World Bank Group (2019), Financing Low-Carbon Transitions
through Carbon Pricing and Green Bonds (Policy Research Working
Paper 8991, August 2019). Available at: https://documentsl.worldbank.
org/curated/en/808771566321852359/pdf/Financing-Low-Carbon-
Transitions-through-Carbon-Pricing-and-Green-Bonds.pdf Accessed
09/14/2021.

3 - Climate Bonds Initiative (2021), Anélise do mercado de
financiamento sustentavel da agricultura: 2021. Available at: https:/
www.climatebonds.net/resources/reports/an%C3%Allise-do-
mercado-de-financiamento-sustent%C3%A1vel-da-agricultura-no-
brasil. Accessed 09/14/2021.
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2 — World Bank Group (2019), Financing Low—Carbon
Transitions through Carbon Pricing and Green Bonds (
=R T IA T T Y= Ry Rl LT AR R R
LFHE~DTT) (Policy Research Working Paper 8991,
August 2019). ZHPESE https://documentsl.worldbank.org/
curated/en/808771566321852359/pdf/Financing—-Low—Carbon

Transitions—through-Carbon-Pricing—and-Green—Bonds. pdf
2021F9H14H T 7 A

3 - Climate Bonds Initiative (2021), Analise do mercado de
financiamento sustentavel da agricultura: (KyEfEs:
7 (2021) BEEODFSEATHEAR B R ARSI YY) SIS
www.climatebonds. net/resources/reports/an%C3%!

mercado—de—financiamento—sustent%C3%Alvel-da—agricultura—

no-brasil 20214F9H14H T A



https://documents1.worldbank.org/curated/en/808771566321852359/pdf/Financing-Low-Carbon-Transitions-through-Carbon-Pricing-and-Green-Bonds.pdf
https://documents1.worldbank.org/curated/en/808771566321852359/pdf/Financing-Low-Carbon-Transitions-through-Carbon-Pricing-and-Green-Bonds.pdf
https://documents1.worldbank.org/curated/en/808771566321852359/pdf/Financing-Low-Carbon-Transitions-through-Carbon-Pricing-and-Green-Bonds.pdf
https://www.climatebonds.net/resources/reports/an%C3%A1lise-do-mercado-de-financiamento-sustent%C3%A1vel-da-agricultura-no-brasil
https://www.climatebonds.net/resources/reports/an%C3%A1lise-do-mercado-de-financiamento-sustent%C3%A1vel-da-agricultura-no-brasil
https://www.climatebonds.net/resources/reports/an%C3%A1lise-do-mercado-de-financiamento-sustent%C3%A1vel-da-agricultura-no-brasil
https://www.climatebonds.net/resources/reports/an%C3%A1lise-do-mercado-de-financiamento-sustent%C3%A1vel-da-agricultura-no-brasil
https://documents1.worldbank.org/curated/en/808771566321852359/pdf/Financing-Low-Carbon-Transitions-through-Carbon-Pricing-and-Green-Bonds.pdf
https://documents1.worldbank.org/curated/en/808771566321852359/pdf/Financing-Low-Carbon-Transitions-through-Carbon-Pricing-and-Green-Bonds.pdf
https://documents1.worldbank.org/curated/en/808771566321852359/pdf/Financing-Low-Carbon-Transitions-through-Carbon-Pricing-and-Green-Bonds.pdf
https://www.climatebonds.net/resources/reports/an%C3%A1lise-do-mercado-de-financiamento-sustent%C3%A1vel-da-agricultura-no-brasil
https://www.climatebonds.net/resources/reports/an%C3%A1lise-do-mercado-de-financiamento-sustent%C3%A1vel-da-agricultura-no-brasil
https://www.climatebonds.net/resources/reports/an%C3%A1lise-do-mercado-de-financiamento-sustent%C3%A1vel-da-agricultura-no-brasil
https://www.climatebonds.net/resources/reports/an%C3%A1lise-do-mercado-de-financiamento-sustent%C3%A1vel-da-agricultura-no-brasil

’\bo
G {_ ADVOGADOS

Promoting a
greener future

A new sustainable future is onthe
horizon. Companies are challenged to
addressthe clean energy transitionin
transformative ways. Ourlaw firm
helps our clients with energy projects
and investments uniting innovative
and efficient legal solutions with our
focus on Japanese companies
investingin Brazil.

“Climate change and the growth of
global demand forenergy requires
affordable, clean power. Ourgoal is
to supportour clients’ initiatives for
a greenerworld”

Marcos Abe, partner

Av. Brigadeiro Faria Lima, 1663, 11° andar
Séo Paulo - SP - Brasil
CEP 01452-001

ri.com.br

e =

KDOERIB(ICEL L)
FED(BE

U W AR AR R ANELE(CIB D> TLE T,
EEF. EFNEFETO U —YIRIbFE—~
DOBATICADED E VWV OFBECERL TUVE T,
LEBFRE. PEHROIXRIVF—TOI T~
RUKE(ICEAL T, SN THERNLENY Y
1—3avE. ISIIICERET SHATEEN
DIEEDEMRMEFO DTS ET. EL
TWEI,

MUMRES EIMRNL I RILF—FBEDIENMIC

&D. FELHRDO Y —Y IRILF—HRE
TY, AETNEEFRE. LDEIEICELVHSR
CRAITESERDT I FPFIEZEISCL
TY, |

R—k7F— 77X ¥JLOX

abeadvogados.com.br




tion of projects’ monitoring reports with their own
particular index after issuance.

To encourage investments in sustainable
projects with positive social and environmental
results, the Brazilian government included the pos-
sibility of green bonds having more beneficial tax
advantages through Decree No. 10,387/2020.

Amongst green bonds, we highlight green
debentures, whose origin can be found in stimulated
infrastructure debentures. Infrastructure deben-
tures had their tax incentives created by Law No.
12,431/2011, to enable the development of a long-term
private bond market as an alternative way of raising
tunds, considering that the sources of this type of
financing were concentrated in public banks*. The
law established that for debentures issued until 2030
under certain conditions (fundraising related to in-
vestment projects in the infrastructure area, which
are priorities as regulated by the Brazilian Federal
government), rates of 15% for legal entities (compared
to 25% to non-stimulated bonds) and 0% for individ-
uals (compared to a minimum rate of 15% applicable
to non-stimulated debentures) would be applicable
on the income tax pertaining to earnings.

The definition of what are considered priority
projects was regulated by Decree No. 8,874/2016 and
now amended by the aforementioned Decree No.
10,387/2020, which expressly provided that projects
that generate relevant environmental or social ben-
efits are also considered as a priority. This change
made possible that such projects benefit from the
tax incentives provided by the aforementioned Law
No. 12,431/2011. Decree No. 10,387/2020 considers as
projects that provide environmental or social benefits:

i. urban mobility sector: projects involving ur-
ban rail transportation systems (monorails,
subways, urban trains, Fast Rail Vehicles);
acquisition of electric, fuel cell, biofuel or
biogas hybrids buses; and implementation
of Bus Rapid Transit (BRT) infrastructure;

ii. energy sector: projects based on renewable
energy technologies for generating waste-to-

4 - BRASIL (2021), Debéntures de infraestrutura verdes (Nota
técnica de 27/06/2021), Ministério da Economia, Secretaria Especial
de Fazenda, Secretaria de Politica Econdmica. Available at: https:/
www.gov.br/economia/pt-br/centrais-de-conteudo/publicacoes/
notas-tecnicas/2021/nt-debentures-de-infraestrutura-verdes.pdf/view.
Accessed 09/14/2021.
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It is expected that the issuance of
green bonds and debentures will
keep increasing in the coming
years, mainly as a result of the
growing demand for projects,
interest from new investors and the
aforementioned regulatory changes
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energy, solar and wind generation plants, as
well as the construction of small hydroelec-
tric plants;

iii.basic sanitation sector: water supply; sani-
tary sewage, rainwater management and
urban drainage; and urban solid waste
management.

To benefit from such tax incentives, the issuer
must request approval from the responsible sector
Ministries. Pursuant to Article 3, Paragraph 4, of
Decree No. 8.874/2016, each sectorial Ministry must
issue an ordinance to regulate the requirements for
project approval and follow-up methods. In the case
of projects that provide relevant environmental or
social benefits, these ordinances must establish sim-
plified approval requirements and follow-up based
on self-declarations and reports sent by the issuer
(Article 3, Paragraph 5).

In addition, the issuer must be a conces-
sionaire, licensee or authorized entity of public
activities, lessee of public goods, or a special pur-
pose company constituted to carry out the project
incorporated as a publicly-held or privately-held
corporation (Article 3, Paragraph 1). The bonds
must be issued by 2030, have a weighted average
term of 4 years, and a period for payment of peri-
odic earnings of at least 180 days. They must also
have public distribution, being allowed the dis-
tribution with restricted efforts, which is exempt
from registration with the Brazilian Securities
and Exchange Commission (CVM), although it
must be informed.

Until June 2021, that is, one year after the
issuance of Decree No. 10,387/2020, green deben-
tures reached an issuance volume of USD 2 billion,
with another USD 12.6 billion already authorized
for issue, of which 50% of the papers are linked to
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energy projects, 25% to sanitation and the remain-
ing 25% in transport®.

It is expected that the issuance of green bonds
and debentures will keep increasing in the coming
years, mainly as a result of the growing demand
for projects, interest from new investors and the
aforementioned regulatory changes. In addition, it is
important to note that Bill No. 2,646/2020, currently
being discussed in Congress, in addition to providing
for the creation of new types of infrastructure de-
bentures, would also (i) guarantee tax benefits to the
issuer of bonds, in order to increase the internal rate
of return on bonds, to attract institutional investors;
(ii) extend the current term from 24 months to 60
months for the demonstration of expenses subject to
reimbursement for the purpose of issuing infrastruc-
ture debentures; and (iii) exempt from income tax on
earnings from infrastructure debentures (withhold-
ing tax) to attract non-resident investors. ll

5-OTTA, Lu Aiko. Em um ano, debéntures verdes de infra somam R$10,4
bi. Valor Econdmico, Sdo Paulo, 28/06/2021. Available in Portuguese
in:  https://valor.globo.com/financas/noticia/2021/06/28/em-um-ano-
debentures-verdes-de-infra-somam-r-104-bi.ghtml Accessed 09/14/2021.
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DECARBONIZATION CREDITS SCHEME AS A MODEL
FOR DEVELOPING GREEN ENERGY IN BRAZIL *
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1 — SEEG - Sistema de Estimativas de Emissdes e Remocdes
de Gases de Efeito Estufa (2021). Na contramio do mundo,
Brasil aumentou emissdes em plena pandemia. December 28,
2021. https://seeg.eco.br/imprensaff. Access on December 28,
2021.

2 - CRUZ, Carlos Henrique de Brito et al. (2016).
Universidades e empresas: 40 anos de ciéncia e tecnologia
para o etanol brasileiro. Luis Augusto Barbosa Cortez

(org.). S@o Paulo: Blucher, p.19.

Since 2019, the Brazilian Government has been
internationally criticized for having aloose en-
vironmental policy. In 2020, for example, despite
Covid-19 adverse effects on economy, greenhouse
gas emission hiked 9,5%(1). However, the current
situation blurs the fact that, not long ago, Brazil
fostered the development of biofuels for decreas-
ing carbon dioxide emissions. The National Pol-
icy on Biofuels (Law 13,576, of December 26th,
2017), which launched the “Decarbonization
Credits” (CBIOS), is just the latest development
of a long lasting history of biofuels in Brazil. The
difference is that, now, climate change is at stake.

As early as the beginning of the 20th century,
the media registered concerns on the high cost of oil
byproducts, which should be replaced by sugar cane
ethanol. The Federal Budget Law of 1903 (Law 1,145,
of December 31st, 1903) authorized the government
to convert gasoline-powered engines to ethanol
ones. The 1908 Ford T model could run using either
ethanol or gasoline’.

During the 1930s, nationally produced ethanol
started to be added to gasoline. Such provisions still
exist aimed at reducing air pollution (Law 8,723, of
October 28th, 1993); every liter of gasoline sold in
Brazil today contains 27,5% of ethanol. This measure
is considered to have positive impacts on human

1 - SEEG - Sistema de Estimativas de Emissoes e Remogoes de Gases
de Efeito Estufa (2021). Na contramiao do mundo, Brasil aumentou
emissoes em plena pandemia. December 28, 2021. https://seeg.eco.br/
imprensa#. Access on December 28, 2021.

2 - CRUZ, Carlos Henrique de Brito et al. (2016). Universidades e
empresas: 40 anos de ciéncia e tecnologia para o etanol brasileiro. Luis
Augusto Barbosa Cortez (org.). Sao Paulo: Blucher, p.19.
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health since air quality improves *. Besides, it encour-
ages the production of ethanol.

The oil shocks of the 1970s pushed Brazil to
become the first country to use ethanol in large scale *.
A whole automobile market based on ethanol-fueled
cars was created. The Proalcool Program (Decree
76,593, November 14th, 1975) was the key for the
expansion of the ethanol as a daily-basis used fuel®).
In 1979, Fiat 147 was the first car manufactured in
Brazil fully ethanol-powered. Currently, almost all
automobiles in Brazilian streets can be fueled either
with ethanol or gasoline.

In the 2000s, the Brazilian government start-
ed to foster another kind of biofuel: vegetal oil-based
biodiesel. In addition to reducing the dependence on
imported oil, programs for biodiesel also had a social
target since they were aimed at the poorest regions
of Brazil, where low-income families grow oilseeds®.
In 2005, at least 5% of biodiesel was required to be
added to conventional diesel commercialized in
Brazil (Law 11,097, of January 13th, 2005). Today, the
percentage is 12%.

The regulation on biodiesel demands that 80%
of the amount traded in the country be provided
by manufactures holding a “Social Biofuel Stamp”.
That is a guarantee that from 15% to 40% of the raw
materials were acquired from low-income families’
crops (CNPE Resolution 14, of December 9th, 2020).
Additionally, such acquisitions grant tax incentives
(Decree 10,527, of October 22nd, 2020).

So far biofuels were primarily a way to reduce
oil imports, with air quality and social concerns also
having played a role. The main incentive to increase
supplies were the mandates to add a certain percent-
age of biofuels in the conventional ones. Only in

3 - EPE - Empresa de Pesquisa Energética (2021). Impacto na saude
humana pelo uso de biocombustiveis na Regido Metropolitana de Sao
Paulo. Ministério de Minas e Energia, p.9. https://www.gov.br/mme/pt-br/
assuntos/noticias/mme-participa-de-webinar-sobre-o-impacto-positivo-

na-saude-humana-com-o-uso-de-biocombustiveis-nos-transportes/
IMPACTONASAUDEHUMANABIOCOMBUSTIVEISEPE.pdf. Access on
December 28, 2021.

4 - GRASSI, Maria Carolina de Barros; PEREIRA, Gongalo Amarante
Guimaraes (2019). Energy-cane and RenovaBio: Brazilian vectors to boost the
development of Biofuels. Industrial Crops & Products 129, p. 201.

5 - TRENTINI, Flivia (2018). Certificagio dos biocombustiveis e
sustentabilidade: estudo sobre a coeréncia entre os sistemas comunitario
europeu e brasileiro. Tese de Livre-Docéncia. Faculdade de Direito de
Ribeirao Preto da Universidade de Sao Paulo, p. 287.

6 — LIMA, Paulo César Ribeiro (2004). O biodiesel e a inclusdo social.
Biblioteca Digital da Camara dos Deputados, p.12. https:/bd.camara.
leg.br/bd/bitstream/handle/bdcamara/1142/biodiesel inclusao lima.
pdf?sequence=4&isAllowed=y. Access on December 28, 2021.
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2017, following the enactment of the National Policy
on Biofuels (hereinafter, “RenovaBio”) that climate
change concerns and a new market-based instrument
have risen.

One of the purposes of RenovaBio is to con-
tribute to reach Brazilian targets of carbon emission
mitigation under the UNFCCC’s Paris Agreement.
Among the instruments set forth, two are worthy
of attention: Carbon Emission Reduction Targets
for the fuel sector and Decarbonization Credits
(hereinafter called “CBIOS™).

It is the first time Brazil establishes compul-
sory targets related to CO2 for the private sector.
However, only fuel distributors are bond to them.
The National Council on Energy Policy sets an
annual general target, which is divided among fuel
distributors according to their carbon intensity. In
2021, the general target is 24,86 million tons of CO2e
(CNPE Resolution 8, of August 18th, 2020); or 24,86
million CBIOS.

A CBIO is a bond equivalent to 1 ton of CO,e.
Only certified biofuel manufactures are eligible to
issue them. A CBIO represents the difference be-
tween fossil fuel carbon emissions in comparison
with biofuel ones’). Those bonds are regularly sold in
Brazilian Stock Exchange Market®. Why are they so
important? Fuel distributors’ targets are met only if
they have enough CBIOS in hands. In other words, if
Company A’s target is to reduce 1 ton of CO,e, it must
purchase 1 CBIO.

Until August 2021, 18.47 million CBIOs had
been issued. That correspond to 74.2% of 2022’s
target’. In September 2022, there were 25 million
CBIOs available in the market. It means that there are
enough bonds to accomplish the 2021 goal®.
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In addition to reducing the dependence
on imported oil, programs for biodiesel
also had a social target since they were
aimed at the poorest regions of Brazil,

where low-income families grow oilseeds

The long-lasting history of biofuels in Brazil
evidences that the government once was able to pro-
mote alternative energy sources whether to avoid oil
dependence or to clean the air. Now, the challenge is
to reduces CO,. The CBIO scheme only comprises
biofuels: ethanol, biodiesel and biogas. However, it is a
success case on how to engage a sector to reduce car-
bon emissions aiming at easing climate change effects.

The Congress is discussing a bill on the imple-
mentation of a carbon emission reduction market (PL
528/2021). If it passes, other sectors will be obligated
to mitigate their emissions, whether by individual
measures or by purchasing bonds equivalent to 1
ton of CO2e avoided. In any case, the CBIOs system
should be the framework to make not only biofuels
but other Green Energy initiatives more attractive to
be developed and implemented. [l
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