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Financial View of the Biodiesel Industry

SECTION 1
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Short Term Economics of Biodiesel

Å Today, the U.S. imports almost 60 percent of the oil it consumes, and overall consumption continues to increase by 

1.5 - 2.5% per year.  The U.S. Department of Energy estimates that by the year 2015, biodiesel fuel could account for 

10 percent of the U.S. diesel market. 

Å The plague of uneconomically high feedstock costs continues to afflict the biodiesel industry. 

Å USDA said it expects substantially lower U.S. soybean output next year ðshould hurt worse. 

Å The agency expects biodiesel production capacity to reach up to 1.7 billion gal/yr by the end of 2007.

Å These economics are going to constrain capacity coming on line.

Å Overall diesel prices at the rack started to sag again late last week. 

Å On average, B100 at the rack dropped 1.3cts week-to-week, running just south of $3.23/gal compared to $2.14/gal 

diesel prices.  

Å In addition to the widening of the differential over the last few months between biodiesel and petro diesel, soy oil has 

remained at historically high levels - .32 to .35 cents

Simple Math

.35 cents (feedstock) * 7.5 (conversion) = $2.63 + $.40 (processing) = $3.03  THIS CREATES A TIGHT MARKET
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What Does This Mean to the Capital Markets

Å Capital is picky and loan-to-value ratios are coming down ðequity is requiring higher returns, mezzanine debt is 

getting expensive and senior lenders are slowing down the pipeline.

Å Projects are being shelved ðespecially greenfield projects. 

Å The explosion of the average biodiesel business plan has become extinct.

Projects need something special to get funded today-

Å Cost of entry advantage ðbrownfield site ðbetter or new technology  

Å Time to market advantage ðshorter construction period ðretrofit of existing facility 

Å Operating cost advantage ðALMOST COMPLETELY CENTERS AROUND FEEDSTOCK 

Å Deep pocket advantage ðwealthy, long term partner who believes in the industry and will wait out the ups and downs
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Morgan Keegan - Services Offered by Division

ðFixed Income Capital Underwriting

ðInstitutional Fixed Income Sales

ðFixed Income Trading

ðFixed Income Research

ðCompany-sponsored Mutual Funds

ðAsset Management

ðEmployee Benefit Plans

ðRetail Brokerage

ðEstate Planning

ðPortfolio Management

Equity Capital Markets

Private Capital Services Investment Advisory

Fixed Income Capital Markets

ðInvestment Banking

o Public Equity Capital

o Mergers, Acquisitions and Divestitures

o Private Equity Capital

o Mezzanine Fund

ðInstitutional Equity Sales

ðEquity Trading

ðEquity Research

Available Markets
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×Capitalfor rapidlygrowingprivate companies

×Privateinvestmentsin public entities(òPIPEó)

×Secondarysalesof private securities

Private Equity

Private Equity Considerations

×Projectedgrowthrates and growthdrivers

×Market size

× Industryand relevant trends

×Productcycleand timing

×Operatingmargins

×Defensibilityof market niche

Core Private Equity Services



8

 

M O R G A N    K E E G A N 

 

M O R G A N    K E E G A N 

Tennessee Has an Advantage

Investments in biodiesel facilities in Tennessee are attractive for many reasons:

Å The significant growth currently being experienced by the biodiesel industry will be fueled by outputs 

from this region.  In addition, the central location of the state along with transportation advantages 

provide favorable economics;   

Å Government and individual State mandates for further reduction of sulfuric content to 15 parts per 

million (ppm) maximum by 2007; the addition of small amounts of biodiesel (2-5% by volume) is one of 

the most economical options to alleviate the lubricity problem of ultra low-sulfur diesel, resulting in an 

annual demand of over 500 millions gallons of biodiesel;

Å The abundance of local demand for diesel fuel; The transportation advantages inherent to the Mid 

South transportation infrastructure; the close proximity to large scale soybean production (a key input to 

creating a low cost production model).


