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· Background

· The Caribbean Basin Economic Recovery Act (CBERA) created the Caribbean Basin Initiative (CBI) in 1984 to encourage economic growth and development in 24 designated Caribbean Basin countries by promoting increased production and exports of non-traditional products.  Additional legislation established the current operating parameters:

· Certain exports including ethanol are granted duty-free treatment into the U.S.
· Ethanol can be produced elsewhere (e.g., Brazil) but must have "value added" in the CBI country to qualify.
· Ethanol dehydrated in CBI countries qualifies but the amount that can be exported through the CBI duty free is limited to 7% of U.S. ethanol consumption in the prior year.  U.S. Customs and Border Patrol verified this qualification in July, 2005.

· For 2011, the 7% volumetric "cap" on CBI ethanol duty free imports into the U.S. is 870 million gallons.  The 2011 capacity for ethanol dehydration in CBI countries is approximately 700 million gallons per year, consisting of three plants in Jamaica, two each in El Salvador and Trinidad and Tobago and one each in Costa Rica and St. Croix.  Two additional plants are in the planning stage.

· The maximum volume of CBI ethanol imports into the U.S. occurred in 2008 when 340 million gallons were imported; this was only 3.5% of total U.S. consumption that year.

· Regardless of how much ethanol can enter the U.S. through the CBI duty free,  it must of course be profitable to do so in order for the plants to be utilized.  That is, Brazilian and U.S. market prices must allow sufficient margin to cover costs of transportation and CBI processing.  This market condition does not always exist and has not existed in 2010 and the first half of 2011.  We are confident that this margin will improve over the next two years, and that the margin will be further enhanced by the extra value that Brazilian cane based ethanol will have in meeting U.S. mandates.  

· Brazil produces a "hydrous ethanol," which contains 95% ethanol and 5% water, and an "anhydrous ethanol," which contains 99.5% ethanol and 0.5% water.  The hydrous ethanol is the product which is shipped into CBI facilities to be "dehydrated" (removal of water) prior to shipment to the U.S.  The Brazilian anhydrous ethanol could be shipped directly to the U.S. market.

· Anhydrous ethanol in Brazil is more expensive than hydrous, but the difference in price is typically insufficient to cover the additional transportation cost incurred by the extra stop in the Caribbean and the processing fees of the CBI dehydrator.  The net additional cost of moving hydrous ethanol from Brazil through the CBI to the U.S., compared with directly shipping anhydrous from Brazil to the US, can be as little as 5-15 cents per gallon.  The net effect on the US consumer will be even less than this small amount, since the Brazilian producers will absorb a portion of this incremental cost, and potentially most or even all of it, depending upon their determination to reach the US market. 

· In any event, the U.S. tariff imposed on direct imports from Brazil to the U.S. is essential to cause the Brazilians to use the CBI dehydration facilities. 

· Impact of the CBI on Caribbean Countries

· Approximately 250 direct jobs are created.

· Hundreds of support jobs are created.

· Approximately 1,500+ construction jobs were created, and hundreds more will be if new facilities are built. 

· US$120-150 million per year potential revenue injected locally with value of products potentially over US$1.5 billion per year.

· Over US$300 million investment (much of which is local, but a significant amount is of U.S. origin) in nine facilities in five Caribbean countries.

· More than 12,000 small farms benefit from Costa Rica’s ethanol industry.

· More than 80% of the CBI exports from Jamaica are ethanol.

· Ethanol exports from Trinidad & Tobago have increased from $15 million to $160 million

· Much needed foreign exchange is being generated, critical to the fragile economies in the region.

· There is the potential to reduce the local oil import bill by encouraging greater blending of domestic ethanol in the Caribbean countries.

1

