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A tanker truck at the East Kansas
-Energy ethanol plant in Garnett.
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- A quarter-mile procession of trucks piled high with corn trundles concussively over the ruts on
Distillery Road in the farm town of Pekin, Illinois, 163 miles south of Chicago. The 18-wheelers are
about to drop their loads at Aventine Renewable Energy LLC, an ethanol maker that Morgan Stan-
ley bought for $66 million three years ago. Today, that investment is worth about $750 million, ac-
cording to a company filing, as runaway oil prices spur an ethanol boom.

Investors and politicians from Wall Street to Detroit, to Silicon Valley are lavishing money and
praise on the fuel made from corn. Goldman Sachs Group Inc.s announcement in May of a $26.9
million ethanol investment came after similar forays this year by billionaire Bill Gates and venture
capitalist Vinod Khosla, helping boost the shares of ethanol makers fourfold. President George W.
Bush has become one of the fuel’s biggest cheerleaders as record gasoline prices threaten Republi-
can control of Congress. In January, Bush, who uses a geothermal heating and cooling system at his
Texas ranch, touted the homegrown fuel as his best weapon to end U.S. dependence on Middle East
oil potentates. That same month, General Motors Corp. said it would almost double production of
vehicles that run on an 85 percent ethanol mix.

The president is promoting an industry that still rests on the wobbly supports upon which it was
built three decades ago: federal tax breaks that expire in 2010, surging oil prices that give oil refiners
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Omninet’s Nazarian says gasoline producers buy ethanol because it’s cheaper than refining oil.

swings in corn prices easier to manage. The average plant two
decades ago produced 8 million gallons a year, according to the
Energy Department, compared with 57 million gallons for facil-
ities built today. The amount of energy used has fallen 70 per-
cent in the past 20 years because distillers now recycle the heat
and steam used in fermentation and distillation for production
of more fuel, according to the Agriculture Department. The
overall production cost for a gallon of ethanol ranges from 61
cents to $1.21, less than half of the 1986 figure. The newest
plants also use hardier yeasts, boosting the amount of ethanol
derived from each bushel of corn by 12 percent to 2.8 gallons.
“We're seeing much greater efficiency in ethanol production,”’
says Reicher, an assistant secretary in the Energy Departmentin
the 1990s whose duties included promoting ethanol research.

produce ethanol where it will be consumed: in Califor-

I awrence Gross, chief executive officer of Altra, plans to
nia, the largest U.S. gasoline market. Gross, 44,

ETHANOL FRENZY

the sugary starch needed for ethanol.
Royal Dutch Shell Plc also has a stake
in the closely held company. So far,
no one has discovered a way to disen-
tangle the starches and fibers in a
cost-effective manner, according to
the Energy Department. Goldman
Sachs declined to comment.

“The enzymes are where the
breakthroughs will come from,” says
David Anderson, who helps manage
$900 million at Palo Alto Investors
LLC, a hedge fund firm based in its
namesake California city. “We're try-
ing to look three to seven years
down the road to see who's got the
inside line on creating more ethanol
out of existing feedstocks.” Palo Alto
Investors hasn't yet deemed any
ethanol or enzyme companies wor-
thy of investment.

Dolezalek of VantagePoint invest-
ed in buyout firm New Energy last
year. It has stakes in three plants, in-
cluding one run by Iroquois Bio-Energy in Rensselaer, Indiana.
In six to 10 years, Dolezalek expects the distilleries to provide a
testing ground for new enzymes for ethanol production that he's
also backing. “Historically, venture capital has been all about
taking a technology that made something way better and
cheaper or something you couldn’t do at all before,” Dolezalek
says. “We do this so that what we're making has a home.”

For investors, corn prices aren't the only concern. The tax
break for refiners ends in 2010, and although Congress has re-
authorized it four times, delegations from New York, Califor-
nia and other states outside the Midwest have railed against it
as a boondoggle. “We shouldn’t be subsidizing ethanol,” says
Representative Jeff Flake of Arizona, a Republican who advo-
cates limited government and allowing the market to deter-
mine the viability of industries. “Then again, I'm not running
for president in lowa, so | can speak freely on the subject.”

Omninet’s Nazarian says he’s bullish on ethanol because

the former vice chairman of Internet incubator Ide-
alab!, says ethanol demand on the West Coast has
ramped up so dramatically that shipping corn in rail
cars from the Midwest will be easier than trying to find
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Shares of Xethanol have outperformed those of other U.S.
ethanol producers.

break down wheat stalks, wood chips and straw to release

*Includes estimates for planned distilleries. **As of May 8. Source: Bloomberg
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oil prices will likely remain high. Oil futures on the New York
Mercantile Exchange, the benchmarks for crude prices in the
Western Hemisphere, indicate traders expect prices to re-
main higher than $70 a barrel through September 2010.
Nazarian says these prices will push demand for the biofuel
well beyond the government mandate and reach 10 percent
of the U.S. gasoline supply, or about 16 billion gallons a year.
“Ethanol demand will continue to grow because for refiners,
it increases fuel supplies without any need for them to spend
huge sums increasing their refining capacity,” he says.

For now, distilling ethanol is a very profitable business.
Net income at No. 1 U.S. ethanol maker Archer-Daniels-
Midland Co. more than doubled in 2005 to $1 billion. It was
the biggest annual profit in the 104-year history of the com-
pany, which also makes corn-based sweeteners and animal
feed. Archer-Daniels-Midland declined to comment for this
story. “The earnings potential for ethanol is enormous,” says
Scott Hood, who helps manage $490 million at Pasadena,
California—based First Wilshire Securities Management Inc.
First Wilshire is the second-largest shareholder in Ander-
sons Inc., a grain transportation company that's building
distilleries in Michigan and an Indiana mill backed by
MetLife and New Energy. “We originally bought into them
about five years ago because we liked the management and
their rail business,” Hood says. “The ethanol part came later
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for them, and now we're even more positive on the company.”

Aventine, which was planning an initial public offering for
as early as June, is adding a total of about 500 million gallons
of ethanol production in the next few years, a threefold in-
crease. Morgan Stanley spun off its buyout unit in 2004 into
a new company called Metalmark Capital LLC, at which
Abramson now serves as managing director. New York—based
Metalmark manages the Morgan Stanley Capital Partners
funds, which own a controlling 40 percent stake in Aventine.
Abramson declined to be interviewed.

VeraSun Energy Corp., the No. 2 ethanol producer, is also
planning an IPO later this year. Shares of New York-based
Xethanol Corp. rose 326 percent in the 12 months ended on
May 8, the biggest increase among the six publicly traded
U.S. ethanol makers. “There’s a lot of investors clamoring to
get into this space right now,” says Robert Wilder, CEO of En-
cinitas, California—based WilderShares LLC, creator of the
WilderHill Clean Energy Index of 40 publicly traded ethanol,
solar power and fuel cell companies. “It's created a bottleneck
with who you invest in because it's not like there are 4,000
ethanol companies out there.”

Whether the companies will be around after 2012—when the
federal ethanol mandate begins to wither—is another matter., ,

JOE CARROLL covers energy at Bloomberg News in Chicago.
jcarroll8@bloomberg.net

You can use the Energy Asset Search (NSRC) function to look
for energy assets, including power plants, refineries and pipe-
lines. To locate plants that produce ethanol in Illinois, for ex-
ample, first type NSRC <Go>. Click on Ethanol Plants in the
list of sample templates. The SEarcH TITLE field on the Facility
Template screen displays a name for the search (Ethanol
Plants). You can change the name by tabbing in to the field,
entering a new name and pressing <Go>.

Next, click on the Edit button next to Countries/States.
Scroll down the list on the left side of the screen to find
United States. Click on the plus sign to the left of United
States and then on the plus sign to the left of States/Prov-
inces. Scroll down to find TIlli-
nois, and click on it to move it
to the right side of the screen.
Click on the Update button.

We'll specify one more
data item from the Facility
Template screen. Type 96
<Go>, and the Columns Se-
lection pop-up box appears.
Under Available Columns,
click on Unit Status, and then
click on Add to move it to the

list of Selected Columns. Unit Status provides information
about whether the ethanol plant is operating, on standby
or under construction. Click on the Update button.

Type 1 <Go> to save the search and then 2 <Go> to
generate the search results. A list of eight ethanol facilities
in Illinois appears, two of which belong to Archer-Daniels-
Midland, as shown below. The results also show that two
facilities are under construction. If you repeat the same
steps to display facilities in Nebraska, you'll see that there
are 13 ethanol facilities in the state, three of which are
under construction.
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For U.S. ethanol rack prices, type ETHA <Go>.



