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Executive Summary

“...this has been our pattern. We go from shock to trance...oil prices go up, gas
prices at the pump go up, everybody goes into a flurry of activity. And then the
prices go back down and suddenly we act like it's not important, and we start...
filling up our SUVs again. And, as a consequence, we never make any progress.
It's part of the addiction, all right...zhat has to be broken. Now is the time to break
ir.” President-elect Barack Obama, “60 Minutes” interview, November 16, 2008

The United States of America is currently faced with competing strategic objectives related to energy: energy
supply security, economic sustainability, and concerns over global climate change. As President-elect Obama
alludes, the transportation sector is at the crux of this dilemma: high fuel price volatility directly affects the health
of our economy and economic competitiveness, roughly two thirds of our transportation fuels are imported, and
transportation is responsible for more carbon dioxide (CO,) emissions than any other end-use sector of our
economy (34% of our total CO, emissions by end-use). [1,2]

Coal to Liquids (CTL) is a commercial process which converts coal into diesel fuel, producing a concentrated
stream of CO, as a byproduct. Coupling the process with carbon sequestration is relatively inexpensive (adding
only 7 cents per gallon to the Required Selling Price (RSP) of the diesel product) and results in a fuel with
appreciably less (5-12%o) life cycle Greenhouse Gas (GHG) emissions than the average U.S. petroleum-
derived diesel. This latter finding is in contrast to an earlier, high level analysis by the Environmental Protection
Agency (EPA) which found CTL to have life cycle GHG emissions above that of petroleum. This diesel fuel is
compatible with our current fuel distribution infrastructure, can be used directly in existing diesel vehicles,
and would be economically competitive with petroleum-derived diesel when the crude oil price (COP) is
equal to or above $86 per barrel (bbl), based on a twenty percent rate of return, January 2008 costs, and a GHG
emissions value of zero.

This same basic process can be used to leverage domestic and widely available biomass (non-food) resources.
For example, a mixture of eight percent (by weight) biomass and ninety-two percent coal — Coal and Biomass to
Liquids (CBTL) — can produce fuels which are economically competitive when crude prices are equal to or
above $93/bbl and which have 20% lower life cycle GHG emissions than petroleum-derived diesel.

Increasing the percentage of biomass in the feed further reduces the life cycle GHG emissions of the fuel, but also
increases capital and operating costs due to the higher cost of biomass feedstock and reduced economies of scale.
Diesel produced in a biomass only — i.e. Biomass to Liquids (BTL) — only becomes economically competitive
when the GHG emission value exceeds $130/mt CO, Equivalents (CO,E) and does not result in greater reductions
in net GHG emissions than if the biomass were used in a CBTL plant.

Based on these findings, it is anticipated that CTL and CBTL with modest biomass percentages (less than thirty
percent by weight) would, as a part of the United States’ energy portfolio, provide a balanced solution to the
nation’s transportation fuel dilemma, providing affordable fuels from domestic feedstocks, and enabling
significant reductions in GHG emissions.

Furthermore, a national commitment to promote the use of CTL and CBTL would have a tremendously positive
impact on the economy, creating skilled jobs and reducing the amount of money sent overseas for oil imports,
valued at $326 billion in 2007 and between $400 and $500 billion in 2008. The production of domestic diesel
would also improve the economic competitiveness of domestic industries by easing supply constraints associated
with diesel fuel, thereby reducing overhead costs associated with high fuel costs. Should oil prices resume their
upward trend, the benefits of CBTL to the nation could be enormous.

Vi
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1 INTRODUCTION

This study evaluates the use of the United States’ abundant domestic resources to address the concurrent strategic
objectives of energy supply security, economic sustainability, and the mitigation of global climate change.
Addressing these objectives in the transportation sector is of particular immediate concern based on the high level
of petroleum imports for this sector and recent high oil price volatility which negatively impacts both the health of
the economy and economic competitiveness. Moreover, the vast distributed nature of point sources of greenhouse
gas (GHG) emissions within transportation, a sector accounting for over a third of the country’s total emissions,
renders emission reduction inherently difficult.

The indirect liquefaction of coal is a near-term pathway that allows these objectives to be achieved. This Coal to
Liquids (CTL) process uses three existing technologies — carbon capture, gasification and Fischer-Tropsch (FT)
synthesis — to convert coal to diesel fuel, producing a concentrated stream of carbon dioxide (CO,) as a byproduct.
In other words, carbon capture is already part of the process. The results of a detailed modeling effort by the
National Energy Technology Laboratory (NETL) show that when coupled with carbon sequestration, the overall
process produces a product that has significantly less (5-12%0) life cycle GHG emissions than the average U.S.
petroleum-derived diesel. These fuels are economically competitive with petroleum-derived diesel when the
crude oil price (COP) is at or above $86 per barrel (bbl) (based on a twenty percent rate of return, in January
2008 dollars, carbon price is zero). When carbon prices increase, the Required Selling Price (RSP) falls.

This same process can be used to leverage domestic biomass (hon-food) resources. When an 8 percent by weight
(8wt%) biomass feed is co-gasified with coal, the resulting process — Coal and Biomass to Liquids (CBTL) with
carbon sequestration — can produce fuels which are economically competitive at crude prices above $93/bbl and
which have 20% lower life cycle GHG emissions than petroleum-derived diesel."

Based on these findings, CTL and CBTL with modest amounts of biomass (less than 30% by weight) would
provide a balanced solution to the nation’s energy dilemma, producing affordable fuels from domestic feedstocks
and enabling significant reductions in GHG emissions. Furthermore, a national commitment to promote the use of
CTL and CBTL would, at large scale, greatly benefit the economy, creating highly technical jobs and reducing the
amount of money sent overseas for oil imports, estimated at $326 billion dollars in 2007 and between $400 and
$500 billion in 2008.

1.1 STRATEGIC SIGNIFICANCE: AN ENERGY STRATEGY DILEMMA

The United States of America — like many other oil-importing countries in the world — is currently faced with
competing strategic objectives related to energy, each with its” own set of significant challenges:

e Energy supply security: A lack of secure, reliable and adequate supplies of energy, combined with a
relentless growth in imports from a world market that is heavily dependent on unreliable or potentially
unstable sources of supply,

e Economic sustainability: A widespread concern for the health and sustainability of the nation’s economy
and standard of living, with the combination of high and volatile prices and import dependency sapping
the nation’s competitiveness,

e Climate Change: A growing consensus regarding the need to widely transform the nation’s energy
industries, infrastructure and consumption patterns to dramatically reduce GHG emissions, in an attempt
to reduce the potential impacts of energy use on climate change.

! The 8wt% biomass in the feed stream accounts for 5% of the total feedstock energy (higher heating value (HHV) basis).



A fundamental impediment for achieving these goals simultaneously is the difficulty that resolving individual
challenges often serves to greatly exacerbate the others. For example, unconventional energy alternatives that
could be used to supplement U.S. energy supplies, such as oil-sands and shale-oil have comparatively high GHG
emissions associated with their production and use. Similarly, certain low GHG fuel sources have high
production prices or limited availability, thereby yielding climate change benefits to the detriment of economic

sustainability and energy supply security.  This dilemma is described in Figure 1-1: moving too far in any
direction has negative impacts on another goal.

The transportation sector and the fuels used therein are crucial components of these challenges: transportation
fuels are our largest single area of oil consumption (14 million barrels per day (mmb/d) or 68% of total petroleum
consumption) and the sector is responsible for 34% of all CO, emissions in the United States, making it the largest
end-use sector emitter at 2,014 million metric tons of CO, in 2007.7[1,2,3]

Figure 1-1: Solving the Energy Strategy Dilemma

OO . CBTL Provides a
usiezinizlonliny Balanced Solution

Climate
Change

Supply.
SECUTItY

2 Transportation fuels are responsible for most GHG emissions by end-use sector. By comparison, electric power generation
is responsible for more total CO, emissions (2,433 versus 2,014 million metric tons per year in 2007), but electricity is used
across many different end-use sectors. [1,2]



1.2 A BALANCED AND ATTRACTIVE SOLUTION

Although this threefold energy strategy dilemma may appear to be intractable, CTL/CBTL with carbon capture
and sequestration (CCS) addresses these concomitant concerns, producing affordable, low-carbon diesel fuel from
domestic resources, and therefore providing a balanced and elegant solution to the dilemma. More specifically,
the key advantages of this technology in supporting each of these energy strategies are:

e Energy supply security:
o Addresses the transportation sector, which accounts for two-thirds of total oil demand [3]
o Uses coal and biomass: abundant and domestically available feedstocks
o Synergistic use of coal and biomass in CBTL.:
= Better economic and GHG benefits than biomass alone
= Most cost-effective use of limited biomass resources
o Near-term pathway
= Technology is commercial and ready for deployment now
= Fuels produced work as a drop in replacement to diesel fuel

e Economic improvement and sustainability:
o Economic feasibility:
= Feasible at crude oil prices above $86/bbl (twenty percent rate of return, carbon price is
zero)
= At carbon prices greater than zero, required crude oil feasibility price falls
o New highly technical industry which results in significant job creation
o Large-scale potential to address oil import dependency
o High profitability under recent forecasts of future oil prices

e Climate Change:
o Relative to a petroleum-derived diesel produced in a standard U.S. refinery:

=  GHG emission reduction of 5% to 12%, without biomass

=  GHG emission reduction up to 75%, with combinations of up to 30% biomass®*
o Effectively addresses supply-side transportation sector emissions

= A near-term and significant technical achievement
o Economically advantageous early opportunity for CCS demonstration projects

= Incremental cost of CCS is low due to inherent CO, separation

1.3 KEY RESULTS
The key findings of our report may be grouped into three overlapping areas: the attractive low carbon profile at

reasonable cost, the synergistic benefit of combining coal and biomass into the same process, and the potential
economic benefits of a large scale CTL/CBTL industry.

® This accounting recognizes the net-negative CO, emissions associated with sequestering photosynthetic CO, derived from
biomass. Carbon credits are not taken from the buildup of carbon in the soil and roots of the biomass as a widely accepted
accounting method for this carbon has yet to be finalized.

* This is achieved at a thirty percent (by weight) biomass feed, which has been demonstrated at the commercial scale in
Buggenum, The Netherlands, and the application of aggressive CCS practices [4].



1.3.1 Affordable, Low-Carbon Diesel Fuel

CTL/CBTL/Biomass to Liquids (BTL) plants can produce diesel fuel that has life cycle GHG emissions that are
significantly reduced from the life cycle GHG emissions of petroleum-derived diesel fuel. Greater reductions are
achieved as the percentage of biomass in the feedstock is increased and/or more aggressive carbon capture
technologies are utilized (e.g. the CBTL with aggressive CCS cases). However, both of these configuration
changes make the fuel more expensive to produce, thereby increasing the price at which it must be sold at (i.e. the
Required Selling Price (RSP)) to achieve economic feasibility.’

Table 1-1 illustrates the proportional relationship between life cycle GHG emissions reductions and RSP.

The three columns, moving from left to right, represent the no carbon sequestration case (the CO; is captured but
vented), simple CCS (CCS), and the more aggressive CCS configuration (CCS+ATR). The rows represent
varying amounts of biomass with the top row consisting of no biomass (CTL) and the bottom row consisting of
100% biomass (BTL). The background colors of the cells represent the crude oil price required for economic
feasibility, assuming a 20 percent rate of return and a GHG emissions value (i.e. carbon price) between $0 and
$45/mtCO,E. The cells with a green background are feasible at crude oil prices between $80/bbl and $100/bbl,
while the yellow background corresponds to feasibility between $100/bbl and $120/bbl, and the red background
represents feasibility when crude oil prices are at or between $170/bbl and $240/bbl.

The CTL with CCS configuration and the 8wt% to 15wt% CBTL with CCS configurations offer what might be
the most pragmatic solution to the dilemma described in Figure 1-1: GHG emission reductions which are
significant (5 to 33% below the petroleum baseline) at diesel RSPs that are only half as much as using biomass
alone ($2.56 to $2.82/gal compared to $6.45 to $6.96/gal for BTL).° These CTL/CBTL with CCS options are
economically feasible when crude oil prices are $86 to $95/bbl at a GHG emission value of $0/mtCO,E.

Table 1-1: Life Cycle GHG Emissions of CBTL Plant Compared to 2005 Petroleum Baseline

\ Carbon Capture Configuration
Wt% | Noccs | ccs | CCs+ATR

Life-Cycle GHG Emissions Relative to

Biomass
Petroleum-Derived Diesel

+147% -12%

rude oil from $80to $100/bbl4

C
-28%!
-42%
crude oil from $100 to $120/be’1

-75%

*Economic feasibility point, assuming 20% IRROE &
GHG Emissions Values ranging from $0/mtCO,E to $45/mtCO,E

1The 8wt% CBTL with CCS+ATR point is interpolated between 0wt% and 15wt%

® The Required Selling Price (RSP) is the minimum price fuels can be sold for in order to: a) offset operating costs, b) service
its debt, and c) provide the expected rate of return to investors. See Section 4.2 for an in-depth discussion on this topic.
® The 8wt% and 15wt% biomass cases equate to 5% and 10% of the feed streams on an HHV basis.



While these configurations provide what may be the most balanced solution from an energy strategy perspective,
CTL/CBTL/BTL configuration options can also be evaluated on a basis that assumes GHG emissions must be
accounted for economically, such as if a cap and trade policy were implemented. In this scenario — described in
Chapter 4 — any life cycle GHG emissions associated with the fuel would result in an operating cost (thereby
increasing the RSP of the fuel) or, in the case where the fuel usage has negative GHG emissions, a revenue stream
(based on GHG credits or offsets which can be sold).

Tables 1-2 and 1-3 summarize which CTL/CBTL/BTL plant configurations would be economically preferred at
different levels of GHG emission valuations, i.e. which option would produce the fuel with the lowest RSP. As
shown in Table 1-2, for GHG emissions values up to $5/mtCO,E, CTL without CCS is the economically preferred
option, while for emissions values between $5/mtCO,E and $101/mtCO,E, CTL with CCS is preferred. These
options are economically viable when the crude oil price is between $74/bbl and $85/bbl (the exact price varies
based on the GHG emission value).

Table 1-2: Economically Preferred CBTL Configurations at Various GHG Emission Valuations without a LCFS’

Without aLow Carbon Fuel Standard

GHG Emission Preferred CBTL Cruge ol Piee e

. for Parity Between CBTL
Value, Alternative Diesel and Petroleum-

Jan-08 $/mtCO-eq (lowest cost producer) Derived Diesel

100% Coal, no CCS,

” 0to 5 $84 to $85 per bbl

50k bpd

[ee \I |
” 101to 138 15 M;/(‘;kspr'dCCS‘ ‘l $74 to $66 per bbl |
” 138 and higher B 5Sft;p308+ATR‘ ‘l $66 and lower |

Table 1-3 varies from Table 1-2 in that it assumes that a Low Carbon Fuel Standard (LCFS) is in place that
prohibits the production of certain fuels based on life cycle GHG emissions. In this case, fuels are required to
exhibit emissions that are 20% below the petroleum baseline. In this scenario, none of the CTL options are
permitted

Table 1-3: Economically Preferred CBTL Configurations at Various GHG Emission Valuations with a LCFS’
Under a 20% Low Carbon Fuel Standard

P Crude Qil Price Required
GHG Emission Preferred CBTL for Parity Between FT

Value, Alternative Diesel and Petroleum-
Jan-08 $/mtCO.eq (lowest cost producer) Derived Diesel

” 0to 58 593

” 5810 138 ‘l

$66 and lower

0,
” 138 and higher 100wt% SG, CCS+ATR, ‘l

5k bpd

7 SG refers to switchgrass, the biomass type used in this study.



(CTL with CCS+ATR is still only 15% below the petroleum baseline) and CBTL options with 8wt% biomass
and 15wt% biomass are the economically preferred configurations for GHG emission values up to $58/mtCO,E
and $138/mtCO,E, respectively. These options are viable when crude oil is equal to or greater than $66/bbl or
$93/bbl, depending on the GHG emissions value.

1.3.2  Synergistic Use of Coal and Biomass

This analysis reveals that BTL is very costly. For example, given a fixed amount of biomass available in an area
adjacent to the CBTL or BTL plant, the use of that biomass in conjunction with coal results in greater investment
returns, more fuels produced, and greater overall GHG emission reductions compared to using biomass alone.
These effects are the result of both the large economy of scale achievable with coal (compared to biomass alone),
and the improved thermal conversion efficiency when coal and biomass are co-converted to fuels compared to the
efficiency due to the use of a circulating fluidized-bed gasifier in BTL systems. These results are discussed in
Chapter 5 and point to CBTL as the best way to leverage biomass for fuels production.

1.3.3 Economic Benefits

CTL/CBTL plants and a potential CTL/CBTL industry have a number of advantageous economic benefits. These
benefits, discussed in Chapter 6, include the likelihood of large and growing earned profits. When diesel prices,
and the corresponding crude oil prices, rise above the level required for CTL/CBTL to be economically feasible,
economic profits will escalate as well. Thus, if world oil prices are above $90/bbl, a scenario to which the world
may quickly return as it recovers from the current global recession and financial crisis, every barrel of CTL/CBTL
would produce substantial economic benefits. These benefits include the moderation of world oil prices, the
retention of economic rent, possible amelioration of the trade deficit, and extensive domestic job creation, on the
order of 150,000 jobs per million bbls of CTL/CBTL. Over the period 2010-2030, the net present value (NPV) of
ramping up to a 3 million bpd industry could range from $200 billion to $700 billion, in 2008 dollars.

14 ABOUT THIS STUDY

This study evaluates the performance and cost of eleven different CTL/CBTL/BTL plant configurations in order
to identify a balanced solution to the nation’s energy strategy dilemma. The entirety of the analysis leverages the
extensive experience of NETL in the gasification of carbonaceous feedstocks, large-scale energy conversion,
indirect liquefaction via the FT synthesis process, and carbon capture and storage, including in-depth work with
the Carbon Sequestration Regional Partnerships over the last decade. The scope of the study is limited to one
type of biomass and one type of coal, with additional studies to follow which consider alternate feedstocks, plant
configurations, and plant locations.

The plant configurations evaluated in this study focus on optimally producing liquid fuels while dramatically
reducing CO, emissions, creating scenarios and sensitivities for addressing the conflicting priorities of
transportation GHG mitigation and energy supply security. While it is noted that CTL/CBTL/BTL plants may be
designed to produce significant amounts of excess electric power based on market conditions, all the
configurations in this study were designed to produce little, if any, power in excess of what the plant itself needs
to operate. This also allows the economic analysis to be uninfluenced and uncomplicated by difficult assumptions
regarding:

o crediting and allocation of life-cycle GHG emissions between electric power and fuels, and

e valuation of low-carbon electric power under future GHG regulation, including its price ratio with liquid

fuel prices.



Additionally, no credit is taken for soil root carbon, i.e. the accumulation of carbon in the soil and roots of energy
crops, as there is some question as to the appropriate accounting method which should be used for this carbon.
This report therefore may significantly understate the potential GHG benefits of biomass usage. This has very
little effect on the overall economic findings, e.g. which option is preferred at what carbon price, but could result
in CBTL fuels which produce net zero GHG emissions with as little as 35-40 wt% biomass.

The report is structured as follows:

Chapter 2 describes the CTL/CBTL/BTL process, commercial readiness of the associated technologies,
and the design strategy used and the plant configurations evaluated in this study;

Chapter 3 discusses the life cycle GHG footprint of CTL/CBTL/BTL produced diesel fuel, comparison of
these fuels to petroleum-derived diesel, and provides a detailed look at GHG emissions from the
CTL/CBTL/BTL process;

Chapter 4 details the overall capital cost estimates and illustrates the economic feasibility of
CTL/CBTL/BTL;

Chapter 5 establishes the preference for combined use of coal and biomass; and

Chapter 6 outlines the potentially large economic benefits of a CTL/CBTL/BTL industry.



2 CONVERTING COAL AND BIOMASS TO DIESEL FUEL: THE FT PROCESS

The nation is looking towards transportation fuels produced from renewable resources, such as biomass, as a
means of addressing the joint challenges of energy security and climate change. This goal is being pursued
through numerous legislative avenues as well as extensive research and development into both new technologies
and efforts at improving burgeoning technologies which are not currently competitive.

This chapter describes an existing and proven technology for producing diesel fuel from both biomass
and/or coal: Coal and Biomass to Liquids (CBTL), Coal to Liquids (CTL) and Biomass to Liquids (BTL)..

CTL/CBTL/BTL using Fischer-Tropsch (FT) synthesis is a near-term solution for diesel fuel production: the
technology has been in commercial use since the 1930s and the fuel produced can be used in today’s fueling
infrastructure.® It can also be used to produce fuels which have a life cycle GHG emissions profile which is less
than that of petroleum-derived diesel by coupling the process with carbon sequestration. This can be done at a
very small incremental cost (less than $0.10/gallon of diesel fuel) due to the nature of the CBTL process, which
produces a pure stream of CO, as part of the process.”*°

The co-gasification of coal and biomass (CBTL) uses coal to overcome key challenges that face the use of
biomass as a feedstock. These include supplying additional feedstock to enable larger scale plants to be built
(economies of scale improve plant economics) and preventing plant downtimes if biomass is not available.

At the same time, coal benefits
from biomass, which is a
renewable resource (thereby
providing a sustainable energy
source) that “recycles” carbon
from the atmosphere, a substantial
benefit in terms of climate change.

CBTL: Diesel Fuel from Coal and Biomass

CBTL is a generic term describing the conversion of coal and biomass
to liquid fuels. This study evaluates a specific CBTL process —
indirect liquefaction with FT synthesis — as a means to convert
carbonaceous materials (e.g. coal and biomass) into diesel fuel.

All of these aspects of CBTL
make it an attractive solution for
producing affordable, low-carbon
diesel fuel from domestic
resources, thereby enhancing

The FT process falls into the category of “indirect liquefaction”
because the feedstock (coal and/or biomass) is first broken down into
building block molecules — carbon monoxide (CO) and hydrogen (H,)
— via gasification, then this “synthesis gas”(syngas) is converted into
liquid hydrocarbons via FT catalytic synthesis, a large percentage of

energy supply security, promoting
economic sustainability and
addressing climate change issues
associated with the transportation
sector.

The following sections describe
the CTL/CBTL/BTL process, the
technological readiness of
different technologies used in the
plant, and the specific plant
configuration and feedstock pairs
examined.

& Commercial indirect liquefaction processes have largely used coal as a feedstock due to its low cost, high energy density,

which can be used to produce premium diesel or jet fuels. This differs
from other direct liquefaction and pyrolysis technologies that liquefy
the coal and biomass directly by cracking large molecules and adding
H,, rather than first producing a clean gas that is then converted to
liquids.

FT diesel fuel can be blended with or used as a drop-in replacement
for petroleum-derived diesel that is compatible with today’s
infrastructure, cars, and other end-uses. Additionally, it is superior in
quality to petroleum-derived diesel as it is essentially free of sulfur,
lower in life cycle GHG emissions (if carbon containment techniques
are used), and produces less particulate matter during combustion. [5]

and ease of availability. However, the process can use any feedstock which can be gasified, including biomass.
° As opposed to a dilute stream of CO, as produced by many other energy conversion and fuel production systems.
1% This incremental cost includes the cost of CO, compression, transport, sequestration, and 80 years of monitoring.




2.1 CBTL PROCESS DESCRIPTION

Many different options exist for the design and configuration of a CTL/CBTL/BTL plant and these options can
result in wide variations in the plant cost and performance. The plants described here are designed for maximum
diesel fuel production (production of co-products such as electricity is minimized) and are evaluated at various
levels of both CO, capture and biomass percentage in the feed.

Regardless of size, overall configuration, and feedstock, the conceptual plants analyzed in this study all have
certain process units in common. This section provides a detailed look at the unit processes in each of the three
basic CTL/CBTL/BTL plant configurations evaluated: no GHG mitigation (“without CCS”), “simple CCS”, and
“aggressive CCS”.

The “without CCS” and “simple CCS” plant configurations are functionally equivalent as CO, is captured in both
cases. The key difference is that in the “simple CCS” case, captured CO, is compressed, transported and stored in
a geologic formation whereas in the other case it is merely vented to the atmosphere. Figure 2-1 is a simplified
block flow diagram which describes this plant configuration. The extra equipment for compression, transport,
and storage, combined with the fund for CO, monitoring, only constitute 4% of the total capital cost of the plant,
resulting in a small incremental cost to add carbon sequestration to the plant, as will be described in greater detail
in Chapter 4.

The “aggressive CCS” case is a CTL/CBTL/BTL plant configured for more aggressive levels of CO, capture
(>95%). This is achieved through the use of an Auto-Thermal Reformer (ATR), an additional Water Gas Shift
(WGS) unit, and a revised recycle stream. Figure 2-2 is a simplified block flow diagram which describes this
plant configuration, with the process changes from the “simple CCS” configuration denoted in red.

The process design choices and specific cases evaluated are described in greater detail below in the Sections 2.4
and 2.5. This includes details on the choice of switchgrass (SG) as a representative biomass feedstock, biomass
availability and how that relates to plant production capacity, GHG emissions reduction strategies, and the focus
on fuels production.

2.1.1 Feedstock Processing and Drying

Both feedstocks — coal and biomass — must be prepared for conversion by grinding and drying. The switchgrass
feedstock also undergoes some preparation prior to arrival at the CBTL plant: it is cut, field dried to 15wt%
moisture, then baled at the collection site where it is stored until needed at the plant. Bales of switchgrass are
transported by truck, and at the plant, a de-baler breaks up the bales into loose grass and uses waste heat from this

CBTL Terminology

Coal to Liquids (CTL) — A plant which converts coal to liquid transportation fuels, in this case via FT synthesis.
Coal and Biomass to Liquids (CBTL) — Similar to CTL, this plant converts both coal and biomass to fuel.
Biomass to Liquids (BTL) Similar to CTL/CBTL, this plant only uses biomass as a feedstock for fuel production.

Carbon Capture and Storage (CCS) — The capture, transport, and long-term storage of CO, to reduce GHG
emissions and the climate change impact of a process. The CCS cases evaluated here

Simple CCS (“CCS cases”’) — CBTL plant with a simple CCS system in which greater than 91% of the CO,
produced by the plant is captured.

Aggressive CCS (“CCS+ATR cases”’) — CBTL configured for more aggressive levels of CO, capture (>95%).
This is achieved through the use of an Auto-Thermal Reformer (ATR) (discussed below).




Figure 2-1: Simplified Block Flow Diagram for the CBTL Plant Equipped for Simple CCS
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Figure 2-2: Simplified Block Flow Diagram for the CBTL Process Equipped for Aggressive CCS!!
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' An increased interest in reducing GHG emissions has resulted in the addition to the plant shown in red. This addition — the
“CCS+ATR?” configuration — uses existing technologies already found in commercial CTL plants to enable increased CO,
capture over previous plant designs.
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equipment to dry the biomass to a nominal 10% moisture (by weight) as it is fed into the grinding and final drying
process. Biomass is more reactive than coal, and therefore does not have to be ground as fine: grinding to a size
of one millimeter or less is required in order to ensure proper feeding. It is dried to 5% moisture (by weight)
using driers fired with FT tail gas, prior to feed into the gasifier. See Section 2.4 for more information on the
choice of switchgrass as a biomass feedstock and information on cultivation, harvest, and processing prior to the
plant gate.

Coal is transported to the plant via rail and is crushed and ground to a size distribution which is 17 percent less
than 200 mesh. Coal is also dried to 5% moisture (by weight) prior to feed into the gasifier.

2.1.2 Gasification

The indirect liquefaction process requires solid feedstocks to be gasified to synthesis gas (syngas) before they can
be converted to a liquid fuel. As part of the overall study, a review of gasification technology suitable for CBTL
processes was performed and the gasifiers and operating conditions used in the conceptual plant designs were
based on recommendations from this work. [6] Oxygen-blown gasifiers were used in all process configurations.
This results in significantly reduced equipment sizes throughout the plant and therefore dramatically reduces the
overall plant costs.

2.1.2.1 Gasification of Coal and Coal/Biomass Mixtures

In CTL and CBTL cases, a single stage, dry feed, entrained-flow gasifier was used to gasify the coal and/or
biomass. This type of gasifier was chosen due to operating experience in co-firing biomass and the advantage that
it produces no tars and a minimal amount of methane (CH,) (which does not react in the FT synthesis process).

The gasifier is of the slagging type and a direct contact water quench spray system is used to cool the syngas
exiting the gasifier. The quench also removes particulate matter and contaminants not removed in the slag.
However, because the ash from biomass is rich in calcium oxide, it is difficult to melt even at the high gasifier
operating temperature (2600°F) and additional fluxing agents may be required to obtain acceptable slag
properties. It is assumed in this study that the gasifier design has to be modified to include the two separate feed
systems and dedicated biomass burners.*?

2.1.2.2 Biomass Only

The BTL cases use a circulating-fluidized bed (CFB) gasifier for the biomass. This system operates at lower
temperatures and will therefore produce more light gases, like CH,, and tars from the breakdown of the biomass,
requiring additional processing to take place downstream of the gasifier. The CFB gasifier was chosen as it is
generally accepted to be an appropriate gasifier for pure biomass streams, allowing: larger feedstock particle sizes
— important due to the high energy requirements associated with grinding fibrous biomass —lower temperature
operation (acceptable based on biomass reactivity), and at scales more suitable to generalized biomass feedstock
availability. However, the operating experience with these gasifiers tends towards air-blown operation as opposed
to the oxygen-blown systems evaluated in this study. The CFB gasifier is also slightly less efficient than the
entrained-flow gasifiers used in the CTL/CBTL cases due to the increased steam load of the process.

2.1.3  Air Separation Unit

The oxygen for gasification is provided by a conventional cryogenic Air Separation Unit (ASU). This unit takes
uses a cryogenic distillation column to separate air into oxygen (O,) (95% purity) and nitrogen (N).

12 The advantage of having separate feed systems would be that, if the biomass system becomes inoperable for a time because
of plugging, the gasifier can still continue to operate on coal only.
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2.14 Gas Cooling, Raw Water Gas Shift, COS Hydrolysis, and Mercury Removal

The syngas stream leaving the gasifier quench section is split into two streams. The first stream is sent to a raw
WGS reactor where water is reacted with the syngas to generate additional H, via Equation 1. This H, is required
for both the FT reactor and the product upgrading section of the plant.** The other portion of the syngas is sent to
a carbonyl sulfide (COS) hydrolysis unit where the COS is hydrolyzed to hydrogen sulfide (H,S), a form which
can be removed downstream in the acid gas removal (AGR) unit. (COS is also hydrolyzed in the WGS reactor.)
While splitting the stream in this fashion is not strictly necessary — it is possible to operate the WGS reactor in
such a way that the desired level of H, is produced — it does result in reduced costs and is the generally accepted
process configuration for CBTL plants.

Water Gas Shift: CO+H,O0 « CO;+H; {2-1}

The two streams are then combined and cooled in gas coolers before being sent to activated carbon filtration for
removal of mercury. The cooled gas is then sent to a two-stage Selexol™ unit for removal of H,S and CO,.

2.1.5 Acid Gas Removal

The Selexol™ unit is used for the selective removal of H,S and for bulk removal of CO,. The H,S produced by
this selective absorption is suitable for feeding to a Claus-type unit for acid gas treatment (AGT) and recovery of
elemental sulfur. Inthe CCS cases, the CO; is sent to drying and compression; otherwise, it is vented to the
atmosphere.

2.1.6  Sulfur Polishing

Depending on operating conditions, the syngas exiting the Selexol™ unit still contains about 1-2 parts per million
of H,S on a volume basis (1-2 ppmv). This quantity of H,S is still too great to feed to the sulfur sensitive iron-
based catalysts in the FT synthesis process. To remove this residual H,S, zinc oxide polishing reactors are used.
The zinc oxide reacts with the H,S to form solid zinc sulfide. The product gas leaving the polishing reactor
contains less than 0.03 ppmv H,S.

2.1.7 Hydrogen Recovery

A portion of the clean syngas leaving the AGR unit is sent to the H, recovery unit where sufficient H, is separated
and purified for use in the FT upgrading section of the plant. This H is required for hydrotreating and
hydrocracking. The H, separation system chosen for this study is the combination of a membrane unit and a
Pressure Swing Adsorption (PSA) unit.

2.1.8  Fischer-Tropsch Synthesis

The clean syngas from the sulfur polishing reactor is sent to the FT section of the plant. The syngas is heated to
about 400°F and fed to the bottom of the FT reactors, which operate in the 360-480°F temperature range. The gas
bubbles up through the reactors that are filled with liquid hydrocarbons in which are suspended fine iron-based
catalyst particles. Reaction heat is removed via heat exchange tubes within the reactors. The liquid medium
enables rapid heat transfer to the heat exchangers which allows high syngas conversions in a single pass through
the reactor, and conversions of up to 80 percent per pass can be obtained. In addition to the FT catalysis reaction,

3 The FT reactors require a 1:1.0 to 1.1:1 ratio of H, to CO in the syngas for proper operation. Inthe CTL and CBTL cases,
the syngas exiting the gasifier has a 0.4 H,:CO and therefore requires the water gas shift in order to ensure proper operation.

12



a WGS reaction also occurs in the presence of the iron catalyst, resulting in the conversion of CO and water to H,

and CO, throughout the reactor, increasing the H, to CO ratio of the syngas.

Fischer-Tropsch Synthesis

The FT process creates what can be considered “synthetic” liquid fuels
such as diesel and jet fuels from carbonaceous feedstocks. The solid
feedstock, such as coal or biomass, is first broken up into CO and H, by
gasification and gas cleaning and then reacted with a catalyst to form
hydrocarbons of various lengths, the majority of which can be converted
into transportation fuels. This differs from conventional petroleum
refining where carbon chains are broken down into shorter chains to form
fuel. Basic molecular building blocks are formed that result in fuels free
of the sulfur and aromatic compounds found in petroleum-based fuels.

To do this, syngas is put into contact with a catalyst such as iron or cobalt,
which allows the chemical conversion shown in Equation 2 to take place.
By using different catalysts, different H, to CO ratios, or operating the
reactor at different temperatures, different hydrocarbon products will be
formed.

(2n+1)H2 +nCO — CnH(2n+2) + nH,O {2-2}

The FT reactor used in this study is a low temperature (360-480°F), slurry
phase reactor which contains an iron catalyst. This reactor design and
operating configuration are optimized for the production of long carbon
chain hydrocarbons that can be selectively hydrocracked into diesel fuel
and jet fuel, along with the minimization of oxygenates.** Slurry reactors
also give a higher conversion per pass because of their superior heat
transfer characteristics. Iron is used as catalyst because it is less
expensive than cobalt and readily obtained in the U.S.

2.1.9 FT Tail-Gas Processing (Aggressive CCS Cases)

The immediate products from the FT
reactor system are: (1) a tail-gas
containing CO,, unreacted H, and
CO, and light hydrocarbon gases (C,4
and below), (2) a liquid stream
containing medium length
hydrocarbons, and (3) a wax stream
containing long chain hydrocarbons.

The tail-gas undergoes additional
processing downstream before being
split into a recycle stream and a
stream to be combusted, as will be
described below. A maximum of
80% of the tail gas can be used in the
recycle stream based as higher
recycle rates will result in
unnecessarily large FT reactor units
due to the buildup of extra syngas in
the FT reactor loop.

The liquid and wax streams are sent
to the product recovery/upgrading
sub-system. In this area, the H,
produced in the H, recovery system
upstream of the FT reactors is used
in hydrocracking the wax and
hydrotreating the raw to produce a
diesel fraction and a naphtha
fraction.

Half of the cases enabled for CCS also utilize ATR and WGS reactors to attain increased levels of CO, capture,
thereby further reducing the GHG footprint of the FT diesel fuel.™® In these cases, the light hydrocarbons in the
tail gas are partially oxidized to CO,, producing H2 as a by-product and making it possible to capture carbon
which would otherwise be combusted and emitted as CO,. This partial oxidation occurs in the ATR, and

generates steam for use in process units such as the WGS reactor.

 The product mix from a FT reactor varies widely with operating conditions. Specifically, higher temperature operation
produces shorter chain hydrocarbons and a larger number of oxygenates, a product mix which is better suited for gasoline

production.

> Light hydrocarbons cannot be captured in the downstream MDEA unit. The partial oxidation, i.e. partial combustion, of
light hydrocarbons allows the recovery of their thermal heating value while converting them into a form which is useful in
the recycle stream (CO). Furthermore, if that CO is shifted to CO, using a WGS unit, it can be captured by the MDEA unit.
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The reformed tail gas is then split into two streams: (1) a stream of H,, CO, and CO, that is recycled through the
upstream Selexol system and FT unit in order to increase liquids yield, and (2) a stream that is shifted in a WGS
reactor in order to convert any CO species to CO,, thereby enabling CO, capture.

After the latter stream is shifted, it is processed in a methyldiethanol amine (MDEA) unit to remove the CO,,
resulting in a H, rich gas. This tail-gas is then sent to the power generation block for combustion.

A standard MDEA unit with a single CO, absorber and solvent regenerator is used for this unit operation.
Captured CO, is compressed for transport and storage, as described below.

2.1.10 FT Tail-Gas Processing (Simple CCS Cases)

In the “simple CCS” cases the FT tail gas is processed in a MDEA unit to remove the CO, from the tail gas. CO,
is removed in order to reduce the volume of the recycle stream (and therefore the size and cost of the FT reactor)
and to improve the heating value of the tail gas to be combusted. After the FT tail gas is processed in an MDEA
unit, it is split into two streams, one of which is sent to the power generation block for combustion and the second
of which is a recycle stream. This recycle stream is then recycled to just upstream of the FT reactor.

A standard MDEA unit with a single CO, absorber and solvent regenerator is used for this unit operation.
Captured CO; is compressed for transport and storage, as described below.

2.1.11 FT Tail-Gas Processing (non-CCS Cases)

The FT tail-gas in the non-CCS is processed in a fashion identical to that described in the “simple CCS” section
(Section 2.1.10) except that captured CO; is vented to the atmosphere (as opposed to compressed for transport and
storage).

2.1.12 CO,Compression, Transport, and Storage (CCS Cases only)

In cases enabled for CCS, CO, captured in the plant is dried and compressed for pipeline transport to 2,200
pounds per square inch absolute (psia), at which point it is a supercritical fluid. A pipeline length of 50 miles is
assumed and the pipeline diameter is specified such that the CO, pressure is 1,200 psia at the pipeline destination,
providing a ten percent safety margin above the critical-point. This design removes the need for recompression
stages.

Transported CO; is injected into a saline formation for long-term storage with provisions for 80 years of
monitoring to ensure the CO, remains in place.

The costs associated with each CCS stage — compression through monitoring — are included in both the selling
price of the fuel and the capital and operating costs reported throughout this document. These costs represent
approximately 4% of the overall capital costs, and therefore do not have a dramatic effect on the RSP of the final
diesel fuel product.

2.1.13 Power Generation Block
The tail gas is combusted in a direct-fired superheater to create steam for power generation. This steam is used to
drive the steam turbine to generate the electric power for the plant. Enough gas is combusted to provide power for

all of the equipment in the plant and in some cases a small amount of excess power (less than ten percent of the
total plant parasitic power draw) is sold to the local electricity grid.
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2.1.14 Balance of Plant (BOP) Units

The conceptual design included materials and equipment for on-site tank product storage, plant water systems
(cooling towers, boiler feed water (BFW), waste water treating, storm water handling, and fire water
requirements), electrical transformers and plant power distribution facilities, and instrumentation and control
systems.

2.2 PRODUCT MIX

The product mix produced by the FT reactor is 70% by volume FT diesel and 30% by volume naphtha. The FT
diesel fuel contains no sulfur and is completely fungible with petroleum-derived fuels: it is ready for use in
existing vehicles without any modification; can be blended with petroleum-derived diesel to improve the cetane
content of that fuel; and can be transported and stored using the existing infrastructure. Furthermore, the literature
reports that FT diesel has several advantages over petroleum-based diesel, including burning cleaner with fewer
particulate emissions [5]. The zero sulfur fuel also allows lean Nitrogen Oxides (NOXx) catalysts to be used in
vehicle exhaust emission cleanup systems.

The naphtha generated by the plant is sold as a chemical or gasoline feedstock. The end use is likely to vary from
plant to plant, based on current market conditions and proximity to chemical plants or refiners. Future analyses
will investigate the refining and upgrading of naphtha to gasoline at the indirect liquefaction plant itself.

2.3 TECHNOLOGY BACKGROUND AND READINESS

This section reviews the maturity and history of each technology and identifies potential hurdles and opportunities
for process optimizations.

2.3.1 Coal Gasification

Coal gasification is a mature technology which has been deployed throughout the world, including in conjunction
with FT synthesis plants.

2.3.2 Biomass Gasification

The majority of existing biomass gasification systems are small scale, air-blown, and low temperature systems.
Such gasifiers were deemed inappropriate for the BTL cases in this study for reasons including N, dilution in air-
blown systems, gas cleanup issues, and problems with tar formation. Although considerable research has been
performed on biomass gasification, a large, commercial scale biomass gasification plant has yet to be built which
meets the operating requirements of this technology: high operating pressure, oxygen blown, and/or high
temperature operation [7].

Unfortunately, there is very little data in the literature for high pressure biomass gasifiers. Because of the fibrous
nature of most biomass sources, the material is very difficult to feed into a high pressure gasifier. Typical
problems include clumping and bridging. Other technical hurdles also exist, such as the high slagging
temperature of mineral content within biomass and the production of tars in low-temperature gasifiers often
considered for use with biomass. These issues will require significant Research & Development (R&D) prior to
deployment. Furthermore, research will be required associated with the gasification of biomass in O,-blown
systems, as required by the FT reactor and in order to drive costs down.
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2.3.3 Co-Gasification of Coal and Biomass

Co-gasification of coal and biomass has been successfully demonstrated at both the Polk Power Plant in Tampa,
Florida, and the NUON power plant in the Netherlands. The operating experience at Polk involved up to one and
a half percent woody biomass (by weight) being co-gasified with bituminous coal. The biomass was preground to
particles nominally %” in size and did not present any major issues [8].

At NUON they successfully fed a mixture of 30 percent by weight of demolition wood and 70 percent coal to the
Shell-dry-feed, high pressure, entrained gasifier. The wood was reduced to sawdust and had a particle size of 1
mm or less. Based on this experience it is assumed that it is possible to feed small wood particles of 1 mm size to
a pressurized entrained gasifier using the existing lock hopper feed system. This assumption is supported by
Energy research Centre of the Netherlands (ECN) in their report on entrained flow gasification of biomass [9].

These initial successes show the promise of co-gasification, but because they are limited to a few sources of
biomass, limited duration tests, and various concentrations of biomass, further R&D is required before large-scale
deployment. The major design issues which must be tackled include the development of high pressure biomass
feed systems, gasifier optimizations for co-gasification at varied biomass feed rates, overcoming hurdles
associated with feeding heterogeneous biomass types, design of biomass preprocessing systems and choice
between biomass preprocessing at the plant or at the harvest site.

Therefore, while co-gasification can be considered a technology ready for long-term demonstration at large-scale,
full implementation which allows the utilization of a wide range of heterogeneous biomass feedstocks will require
additional Research, Development and Demonstration (RD&D).

2.3.4 Fischer-Tropsch Synthesis

FT synthesis is a commercial process which was utilized extensively in Germany through the end of World War
Il. It is currently being utilized commercially by SASOL and Petro-SA in South Africa, by Shell in Malaysia, and
by SASOL in Qatar. The South Africa plants were deployed 25-30 years ago, and while SASOL has continued an
active R&D program since then, no large scale facilities were built in the remainder of the 20" century. The
66,000 bpd Gas to Liquids plant currently under construction in Qatar represents the first large scale deployment
of an FT synthesis plant by SASOL in 25 years.

The commercial nature of the process non-withstanding, R&D opportunities exist, including the development of
better catalysts and improving the understanding of the FT process so that the product slate can be easily changed
to match market trends. Improvement in these areas represents an opportunity to increase profitability of FT
operations, as well affect the reduction of up front capital costs.

2.3.5 Systems Integration

In the twenty plus years since the SASOL units went into production, significant technological advances have
been made, resulting in a number of opportunities for process efficiency and environmental improvements.
Therefore, while CTL plants are considered commercial, best practices using new technologies have yet to be
ascertained and significant improvements can be realized during systems integration.

2.3.6  Carbon Sequestration in Geologic Sinks

Currently, two major demonstration projects are sequestering an estimated two million tons of CO, in geologic
formations: one for enhanced oil recovery (EOR) operations and one for the explicit sequestration of CO, to
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avoid CO, emissions taxes. The latter is the objective of the Sleipner CO, injection project, with one million tons
of CO, being injected per year into a saline formation under the North Sea. This CO; is the byproduct of a natural
gas production facility and injection has been occurring since 1996 and, coupled with extensive monitoring
operations, has served as a large scale demonstration of how carbon sequestration can work. [10] EnCana’s
enhanced oil recovery project in Weyburn is another representative case where over a million tons are injected per
year, resulting in over 20 million barrels of incremental oil produced and detailed modeling data of underground
CO, flows in oil wells.®* The CO, used in this project is produced from the conversion of coal into synthetic
natural gas and other specialty chemicals at the Dakota Gasification Plant in Beulah, ND, and represents a good
example of how CO, generated from coal fed processes can be used in an economically beneficial way [11].
These projects are in addition to the oil industry which uses CO, from natural deposits for EOR applications
throughout the Southwest and Texas.

To date, geologic sequestration has not been widely deployed, predominantly due to the lack of legal
requirements for reduction and lack of an economic driver to cover the large capital and operating costs of
concentrating CO, from point sources such as power plants. The above examples — Sleipner and Weyburn — are
unique in that relatively pure CO, was already being produced at the plant, and the costs, while significant, were
offset by tax breaks. Both CTL and CBTL offer a similar opportunity, as the CO, generated by the plant is
already concentrated into a pure stream and ready for compression and transport. This makes CTL and CBTL
superb choices for carbon sequestration demonstration projects, as the marginal cost of CCS is very low.

24 DESIGN STRATEGY

Many different options exist for the design and configuration of a CTL/CBTL/BTL plant and these options can
result in wide variations in the plant cost and performance. This section describes the overarching design strategy
used in this study.

2.4.1 Liquid Fuels Production Focus

The CBTL plants evaluated in this study are configured for the production of fuels (as opposed to other co-
products, such as electricity). The decision to focus on liquid fuels production — and specifically diesel fuel —
stems from a desire to simplify the analysis by eliminating the need to allocation production costs and GHG
emissions to another significant byproduct.'” Maximum fuels production is achieved by the use of a so-called
“recycle configuration”, in which syngas that is not converted to fuels in the FT reactor is recycled back into the
process, maximizing the amount of carbon which is converted into diesel fuel.

2.4.2 GHG Emissions Reduction

A decision was also made to focus on reducing GHG emissions from the CTL/CBTL/BTL plant, based on current
concerns related to climate change. As described in Section 2.1 above, two different CCS configurations were
examined: a default, or “simple CCS” configuration, and a second “aggressive CCS” configuration in which
equipment is added (at additional cost and performance penalty) in order to further reduce CO, emissions from
the CBTL process.

1% The field is expected to produce 155 million barrels of incremental oil over 30 years of CO, flooding, or an average of 5
million bbl/yr of incremental oil, and the project is in its eighth year. Assuming that incremental production did not occur
until year two of the project, an estimated 30 million barrels of incremental oil have been produced. This ramp-up seems
commiserate with a current incremental production rate of 18,000 bbl/d, or 6 million bbl/yr [12].

7 The production of diesel and jet fuel is of particular importance given the lack of alternatives for certain vehicles which use
these fuels. In particular: aircraft, long haul trucks, and trains cannot be easily retrofitted to use hybrid electric technologies
or configured for different fuel usage.
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The “simple CCS” is a low incremental cost option for CCS, as it is functionally identical to the “without CCS”
cases: CO; is already captured within the CTL/CBTL/BTL plant as part of the process. The only difference is the
addition of CO, compression, transport and storage capital and operating costs. This option results in the
capture of 91% or more of the CO, produced by the plant.

The “aggressive CCS” plant configuration was developed in order to increase the level of CO, capture achievable
ina CTL/CBTL/BTL plant, so that a lower GHG emissions profile fuel could be produced. The key to further
reducing emissions is to aggressively remove as much carbon as possible from the fuel gas to be combusted for
plant power generation. As a portion of the carbon in the fuel gas is in the form of light hydrocarbons (C,-Cy),
reductions can be achieved by converting this carbon to CO, so that it can be captured. This type of conversion is
common in some CTL/CBTL/BTL process configurations, where light hydrocarbons are converted to CO
(through partial oxidation) which is recycled to a point upstream of the FT reactors [13]. A similar technique was
used in the “aggressive CCS” configuration, except that the light hydrocarbons are first partially oxidized to CO,
then converted to CO, via WGS so that they can be captured in the MDEA unit.

These changes in the process result in the capture of more than 95% of the CO, produced by the plant
although this additional level of capture incurs both an efficiency and cost penalty which in many cases makes
this plant configuration not preferred economically.

2.4.3 Carbonaceous Feedstocks

The indirect liquefaction CTL/CBTL/BTL pathway offers a great deal of flexibility with regards to feedstock
choice due to the extensive gas cleaning required to protect the FT catalyst. For example, coals which might be
undesirable for power generation due to high sulfur content, low-heating values, or other undesirable
characteristics can be used as a feedstock. Similarly, a wide variety of biomass types, ranging from herbaceous
and woody biomass to agricultural waste (corn stover, bagasse, etc.) and construction wastes can also be used.

This study uses one feedstock of each type — bituminous coal and switchgrass — to evaluate the CTL/CBTL/BTL
processes. These were chosen as representative feedstocks for a Midwest plant location. Other coal and biomass
feedstocks will be evaluated in a later study.

2.4.3.1 Coal

Ilinois #6, a high sulfur, bituminous coal is used as the coal feedstock in this study. The coal is mined
underground using a combination of both conventional and long-wall mining techniques. If the mine is
particularly gassy (high in coal mine methane), best coal mine methane (CMM) management practices are used to
meet both Mine Safety and Health Administration (MSHA) mine safety requirements and to reduce CH,4
emissions.’* CMM is assumed to be combusted on site for use in mining operations due to variability such as
CMM product quality and proximity to markets.

Coal is delivered to the CTL/CBTL plant by rail and contains 11.11% moisture (by weight).
2.4.3.2 Biomass
Only one biomass type, switchgrass, is evaluated in this study. Switchgrass is herbaceous biomass which can be

grown throughout the United States including on degraded or marginal lands. This study assumes switchgrass is
cultivated on these land types, which can affect feedstock cost and availability as described in Section 2.4.4.

18 CMM reduction methods are currently in practice at a number of domestic mines and can be used to produce saleable gas.
In many cases, however, low grade CMM is used for mine energy requirements, including the heating of ventilation air [14].
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Once harvested, switchgrass is left to dry in the field, resulting in a final moisture content of 15% (by weight). Of
the cultivated crop, 15% (by weight) is assumed to have been lost during harvest. Field dried switchgrass is then
collected then baled, covered with tarps, and stored on the ground in the field. A further 10% (by weight) of the
switchgrass is assumed to be lost during storage due to biomass degradation. The bales are collected and
transported by truck to the CBTL/BTL facility where they are processed in a de-baler, dried with waste heat to a
moisture content of 10% (by weight),and sized for gasification.

2.4.4  Switchgrass Availability

A key issue surrounding the use of biomass as an energy feedstock is land use change, i.e. energy crops
competing for lands used for food crops or causing non-croplands to be developed for cultivation, resulting in the
release of stored carbon from these lands. One example of this would be the clearing of forests for additional
cropland to be created. For the purposes of this study, it is assumed that no land use changes occurred as a result
of biomass cultivation, and that the switchgrass used was cultivated only on marginal lands which are not suitable
for food-crops (abandoned mine lands, etc.) or depleted crop lands. This can result in a relatively large collection
area for a small amount of biomass, as only a fraction of the land in proximity to the plant is considered to be
marginal and available for energy crop cultivation.

With the exception of a few ideal locations, it is assumed that 4,000 dry tons per day (tpd) of biomass will be the
maximum economically feasible supply available for the majority of biomass energy conversion facilities in the
United States, should widespread deployment occur. This assumption is congruent with a number of regional
sites which can support this production rate from a collection radius of 30 to 50 miles based on the use of only
marginal lands and without causing land use changes [6, 15]. This feed rate would result in 10.2-ton biomass
delivery trucks arriving roughly every 10 minutes at a central collection facility.

2.45 Plant Size

The production capacity of the CTL/CBTL/BTL plant was based on three factors: (1) FT reactors are generally
sized at 5,000 bpd, (2) at 50,000 bpd the effects of economies of scale taper off, making this the smallest plant
size at which adding capacity will not significantly decrease capital requirements on a “dollars per daily barrel”
basis, and (3) in the case of CBTL plants being fed biomass, the maximum biomass feed rate is 4,000 dry tpd.

Therefore, 50,000 bpd was viewed as the preferred CTL/CBTL/BTL plant size, unless this required a higher
biomass feed rate than 4,000 dry tpd. In these cases, the plant size was decreased in 2,500 bpd increments until
the required biomass feed rate was equal to or less than 4,000 dry tpd. As shown in Section 2.5, this resulted in
“biomass-only” plants sized at 5,000 bpd production capacity and “co-gasification of coal and biomass plants”
that are fed 30% biomass (by weight), sized at 30,000 bpd. These reduced plant sizes do have an effect on the
capital requirement for building the CTL/CBTL/BTL plant, resulting in significant increases in cost for the 5,000
bpd plant cost. This has a number of ramifications, including that the plant siting of BTL plants or CBTL plants
which utilize large percentages of biomass may only be viable in special locations where larger biomass feed rates
are available. Such opportunities are thought to be somewhat limited, however, and their assessment is beyond
the scope of this study.

2.5 CASE DESCRIPTIONS

Table 2-1 describes the cases covered in this study. Three “Plant Types” are evaluated — CBTL, CTL, and BTL —
at capacities up to 50,000 bpd. The plant capacity for plants fed with biomass was based upon a biomass feed rate
of 4,000 dry tpd, which correlates to a biomass collection radius of thirty to fifty miles. This feed rate can be
supported in a wide range of locations around the country without displacing food crops [15]. Feeds of fifteen
and thirty percent biomass (by weight) were evaluated for the CBTL cases.
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Although both the CBTL and BTL technologies can gasify a variety of biomass types, this study placed a focus
on the use of switchgrass, which is an energy crop that can be grown on degraded or abandoned land. The coal
feedstock chosen for the CBTL and CTL cases was Illinois #6, a high-sulfur, bituminous coal.

Table 2-1: CBTL Plant Configurations for this Study

Capacity
Case Plant Type (BPD) Biomass % Biomass Type Specification

1 CTL 50,000 n/a n/a No CCS

2 CTL 50,000 n/a n/a CCs

3 CTL 50,000 n/a n/a CCS+ATR
4 CBTL 50,000 8% Switchgrass CCs

5 CBTL 50,000 15% Switchgrass CCs

6 CBTL 50,000 15% Switchgrass CCS + ATR
7 CBTL 30,000* 30% Switchgrass CCs

8 CBTL 30,000* 30% Switchgrass CCS + ATR
9 BTL 5,000* 100% Switchgrass No CCS

10 BTL 5,000* 100% Switchgrass CCS

11 BTL 5,000* 100% Switchgrass CCS + ATR

*Plant capacity reduced from 50,000 BPD due to a scenario in which there is limited availability of biomass (4,000 dry tons per day).

2.6 SUMMARY

CTL/CBTL/BTL is a process that combines several existing and proven technologies for the production of
diesel fuel from both biomass and coal. The process produces a nearly pure stream of CO, which is ready for
sequestration, resulting in a very low incremental cost to produce a fuel which has a life cycle GHG emissions
profile which is less than that of petroleum-derived fuels, as will be detailed in Chapter 3 (GHG emissions levels)
and Chapter 4 (economics).

CTL/CBTL/BTL is unique in that it uses coal to make the use of biomass economically viable by enabling
large scale operation (driving down costs), preventing plant downtimes if biomass is not available, and providing
a cheap, energy dense feedstock to lower costs. This makes it a very attractive solution for producing affordable,
low-carbon diesel fuel from domestic resources, thereby enhancing energy supply security, promoting economic
sustainability and addressing climate change issues associated with the transportation sector.
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3 GLOBAL CLIMATE CHANGE AND FUEL GHG EMISSION PROFILES

This chapter discusses the life cycle GHG footprint of CTL/CBTL/BTL produced diesel fuel, compares these
fuels to petroleum-derived diesel, and provides a detailed look at GHG emissions from the CTL/CBTL/BTL
process. CTL/CBTL/BTL offers a near-term opportunity for reducing GHG emissions in the transportation
sector by producing diesel fuel with a life cycle GHG intensity substantially (5% to 358%) below that of
petroleum-derived fuels. As will be shown in Section 3.3, reductions of 5-12% can be achieved in CTL plants
and up to a 75% reduction is achievable when co-gasifying coal with commercially demonstrated levels of
biomass (30% biomass by weight) in CBTL plants. Using only biomass as a feedstock will produce a fuel with
an even lower GHG footprint — up to 358% below that of petroleum — but this option is not likely to be
economically viable, as is discussed in Chapters 4 and 5.

3.1 ALTERNATIVE FUEL CRITERIA FOR ACCEPTABILITY

A confluence of the desire for both (a) energy security and (b) GHG emissions reductions in the transportation
sector has prompted a search for fuels which might supplant petroleum-derived fuels. One criterion used to
inform policy and regulatory decisions regarding these fuels are the life cycle GHG emissions associated with
these fuels, starting with the acquisition of raw materials from the earth (crude oil, coal, biomass, etc.) all the way
through the use of the fuel in a vehicle.

Evaluating transportation fuels on a life cycle GHG emission basis is non-trivial, however, and care must be taken
lest viable fuel options be needlessly precluded from development. For example, in April of 2007 the U.S.
Environmental Protection Agency (EPA) published the results of a life cycle GHG analysis of 14 alternative
transportation fuels in a 3-page fact sheet. One of the findings was that fuel produced by a CTL plant equipped
with CCS had GHG emissions which were 3.7% greater than petroleum-derived diesel fuel, using fuel produced
in the year 2017 as a basis of comparison (EPA 2007). These preliminary findings from the EPA led lawmakers
to insert language into the Energy and Independence & Security Act (EISA) of 2007 to preclude the use of fuels
with a higher GHG footprint than those produced from petroleum, effectively discouraging domestic CTL
development.

This study clearly demonstrates that the use of the EPA feasibility study resulted in a misguided characterization
of the life cycle GHG benefits of CTL with CCS. Through detailed analysis, NETL has found FT diesel fuel from
CTL with CCS to have life cycle GHG emissions which are 9% to 15% below that of petroleum-derived diesel,
when a petroleum base year of 2017 is assumed (as in the EPA study). Figure 3-1 depicts the original April 2007
EPA bar chart and contrasts these findings with the 3.7% increase originally reported by the EPA.

Figure 3-1: Percent Change in Emissions Using Non-EISA Petroleum Baseline
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3.1.1 Energy Independence and Security (EISA) Act of 2007 Provisions

EISA 2007, enacted December 19, 2007, contains two key provisions which pertain to the life cycle GHG
emissions of alternative transportation fuels: the definition of a base year of comparison for GHG emissions and
the requirement that alternative fuels procured by the government must meet a certain level of GHG emissions

3.1.1.1 2005 Petroleum Baseline

The CTL/CBTL/BTL diesel fuels evaluated in this study are compared to the average emissions profile of
petroleum-derived diesel, based on the U.S. national average in 2005. This “petroleum baseline” was used in
order to be consistent with language in EISA 2007, which established the year 2005 as the basis of comparison for
certain alternative fuels.'® The sole exception to this is the result reported in Figure 3-1, where CTL with CCS is
reported as a 9% to 15% reduction in life cycle GHG emissions compared to a petroleum base year of 2017,
whereas it is 5% to 12% below the 2005 baseline. The 2017 baseline was used in this figure for consistency with
the April 2007 EPA document and will not be referred to again.

As the U.S. EPA Administrator has not determined a 2005 petroleum baseline as of December 2008; the 2005
petroleum baseline reported in the NETL report entitled “Development of Baseline Data and Analysis of Life
Cycle Greenhouse Gas Emissions of Petroleum-Based Fuels™ is used as a basis of comparison in this study
[16]. This study is discussed in greater detail in Appendix B.

3.1.1.2 Life Cycle Emissions Comparison to Petroleum-Derived Diesel

As mentioned above, when faced with a direct result of the EPA preliminary finding, lawmakers inserted
language into Title V, Subtitle C, Sec. 526 of EISA 2007 which precluded federal agencies from entering “into a
contract for procurement of an alternative or synthetic fuel...unless the contract specifies that the lifecycle
greenhouse gas emissions associated with the production and combustion of the fuel supplied under the contract
must...be less than or equal to such emissions from the equivalent conventional fuel produced from conventional
petroleum sources.” Based on this criteria and the EISA language which sets 2005 for the base year for
comparison, CTL with CCS qualifies for federal procurement, as is discussed in Section 3.3.

3.2 GHG EMISSIONS FROM PETROLUEM-DERIVED DIESEL FUEL

The production and delivery of transportation fuels has been widely studied in the United States. Over the past 10
years, the increasing emphasis on GHG emissions in the United States and abroad has resulted in a number of
well-documented and cited reports on the life cycle emissions of petroleum-derived diesel fuel. Figure 3-2
describes the “Well-To-Tank” (WTT) GHG emissions for petroleum diesel, as reported in a number of these
studies.® As shown, the results vary widely across different crude sources, base years, and modeling
assumptions, ranging from 11.8 kg CO,E/million British thermal units (mmBtu) to 37.5 kg CO,E/mmBtu — a
three-fold differential between the minimum and maximum values.

In November of 2008, NETL released a detailed study which found the WTT GHG emissions profile of
petroleum-derived diesel fuel to be 18.3 kg CO,E/mmBtu lower heating value (LHV) of diesel fuel dispensed,
based on the average U.S. transportation fuel sold or distributed in 2005. This result, shown as the green bar in

19 Title II, Subtitle A, Sec. 201 of EISA 2007 states that alternative transportation fuels are to be compared to the “average
life cycle GHG emissions, as determined by the [EPA] Administrator, after notice and opportunity for comment, for gasoline
or diesel fuel (whichever is being replaced by the renewable fuel) sold or distributed as transportation fuel in 2005.”

20 The “well-to-tank™ emissions are the emissions associated with the production and delivery of diesel fuel.
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Figure 3-2, has half the emissions of Venezuela very heavy crude, as estimated by McCann in 1999. This has the
clear ramification that by displacing the marginal supply of heavy crude imports with FT fuels which have GHG
emissions equal to or below the petroleum baseline, the overall GHG emissions from the transportation sector can
be dramatically reduced.

When the “Well-to-Wheels” (WTW) life cycle emissions are considered and vehicle operation is included in the
emissions profile, the total life cycle GHG emissions are 95.0 kg CO, E/mmBtu LHV of fuel consumed (or 7.3
kilograms per gallon of diesel fuel consumed) [16].** As described in Figure 3-3, the bulk of these emissions
(81%) are associated with vehicle operation during which carbon in the fuel is combusted and converted to CO,.
Since the capture and disposal of these combustion emissions is not viewed as viable with conventional vehicle
technology, the maximum GHG emissions reduction possible achievable by making changes to the existing
petroleum-based diesel production chain is 19% — or 19% below the 2005 average petroleum baseline — assuming
all upstream emissions are eliminated.”

3.3 GHG EMISSIONS FROM FT DIESEL

CTL/CBTL/BTL can produce diesel which has a GHG emissions profile significantly below that of petroleum-
derived diesel. This represents a unique opportunity for GHG emissions reductions from the transportation sector
in light of the limited reductions achievable from petroleum-derived diesel (19% theoretical maximum). This
reduced GHG profile is achieved in two ways: carbon sequestration and the use of biomass to supply all or part of
the required feedstock energy. Carbon sequestration is utilized to reduce upstream emissions of the fuel to a level

2! \ehicle operation is included in the petroleum baseline in accordance with the EISA 2007 definition of “baseline life cycle
greenhouse gas emissions.”
%2 In reality, it is not possible to eliminate all upstream emissions.
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Figure 3-3: Breakdown of Life Cycle GHG Emissions from Petroleum-Derived Diesel
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below the upstream emissions of petroleum-diesel. The use of biomass as a feedstock offsets a portion of the
carbon released during combustion, reducing the “vehicle operation” emissions. Biomass cultivation can also
result in the sequestration of carbon in low-grade soils, further reducing GHG emissions, although credit for this
GHG offset was not taken into account by this study.”

When carbon sequestration and the use of biomass are combined, the diesel produced has a fraction of the GHG
emissions of petroleum-derived fuels and can even be “GHG negative”, where more carbon is removed from the
atmosphere than is emitted. The improvement is even more pronounced for BTL plants in which only biomass is
used as a feedstock because some of the CO, removed from the atmosphere during photosynthesis is then
sequestered. This benefit is offset by limits of available biomass in the nation, therefore reducing the total amount
of fuel produced and the total impact of the lower-carbon profile fuel, as is described in Chapter 5.

3.3.1 Emissions Profiles FT Diesel

The life cycle GHG emissions of the FT diesel produced in Cases 1 to 11 were calculated using the methodology
described in Appendix B and then compared to the petroleum baseline. Of the ten cases evaluated, only one —
CTL without CCS — produced a fuel with a higher GHG emissions profile than the petroleum baseline. As
detailed in Table 3-2, the remaining cases range from 5% below that of petroleum (CTL with CCS) to 358%
below the baseline (BTL with CCS+ATR) with emissions reductions increasing steadily with increased biomass
percentages in the feed, and likewise, as an ATR is added to the CCS configurations.

%% Depending on the type of biomass, the cultivation methodology, and the soil quality, some of the plant carbon may be
deposited in the soil and/or left in the soil as roots. Although this phenomenon has been detailed in the literature, GHG
credits are not taken for soil and root carbon in this study. This is due to a lack of consensus in the field as to the proper
accounting methodology for how much CO, is converted and remains in the ground. [17].
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Table 3-2: GHG Emissions of CBTL Plants Compared to Petroleum-Derived Diesel Fuel

Case 1 2 3 4 5 6 7 8 9 10 11
Description CTL CTL CTL | CBTL | CBTL | CBTL | CBTL | CBTL | BTL BTL BTL

CCS None | Simple | ATR | Simple | Simple | Simple | ATR ATR None | Simple | ATR
Biomass % n/a n/a n/a 8wt% | 15wt% | 30wt% | 15wt% | 30wt% | 100% | 100% | 100%

WTW GHG Emissions

(kg COeq/mmBtu) 235 90.2 83.7 76.0 63.4 35.1 55.3 23.8 -8.8 | -210.0 | -245.0

% Change from Petroleum | +147% | -5% | -12% | -20% -33% -63% -42% -715% | -9.2% | -321% | -358%

Figure 3-4: GHG Emissions of CBTL Plants Compared to Petroleum-Derived Diesel Fuel
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The five cases described in Figure 3-4 represent the salient CTL/CBTL/BTL plant configurations. The first key
finding is that the addition of CCS to a CTL plant can result in fuels which have 5% to 12% less GHG emissions
than petroleum-derived diesel. Furthermore, this can be achieved at a low incremental cost, as will be discussed
further below. This shows that FT diesel can provide a pathway to domestic energy security while improving
GHG emissions from the transportation sector.

The second finding is that co-gasifying a modest amount of biomass — 8% by weight — reduces the GHG
emissions profile of the fuel to 20% below that of petroleum-derived diesel. Co-gasification of 15% and 30% (by
weight) biomass results in emissions reductions of 33% and 63%, respectively.?* Adding an ATR to the cases
that co-convert coal and biomass will reduce emissions further but is not an economically preferred option, as will
be shown in Chapter 4.

% The co-gasification of 30% (by weight) biomass is the largest biomass percentage which has been demonstrated for long
operating times in a commercial-scale gasifier.
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3.3.2 Carbon Flows and GHG Emissions

Figures 3-5 and 3-6 illustrate the carbon flows in two representative cases: CTL with CCS and 15wt% CBTL with
CCS. In each figure, the blue lines represent carbon flows into and out of the process. The width of these lines
represents the relative carbon flow rate, listed in short tons of carbon equivalents per day. The red lines in the
field are GHG emissions from other processes such as coal mining, biomass cultivation, and fuels transportation,
and again, the line width represents the relative amount of emissions, listed in short tons of carbon equivalents per
day.

Figure 3-5 depicts the carbon flows and other net GHG emissions for Case 2: CTL with CCS. Carbon — in the
form of coal — is removed from the ground (shown as the horizontal dotted line near the bottom of the figure) and
converted into liquid fuels via the FT Process. The 13,522 tons/day of carbon supplied by coal is disposed of as
follows: a) 7,267 tons/day is captured at the plant and sequestered as CO,, b) 720 tons/day is vented from the
plant as CO,, ¢) 135 tons/day is discharged from the plant in the form of char, d) 3,770 tons/day is transferred to
the diesel fuel and released as CO, during its use, and €) 1,630 tons/day is transferred to the naphtha co-product,
which displaces petroleum-derived naphtha.?

There are three sources of GHG emissions which are not directly associated with the carbon in the process: (1)
coal mining and transportation: 495 tons/day; (2) transportation of the finished FT diesel fuel: 11 tons/day; and (3)
a displacement credit taken for the upstream GHG emissions associated with the production of naphtha from
petroleum: -358 tons/day. These emissions contribute to the total life cycle GHG emissions of the FT diesel, or,
in the case of the naphtha displacement credit, reduce the life cycle emissions based on emissions which do not
occur elsewnhere.

The horizontal dotted line towards the top of Figure 3-5 can be considered to be the atmosphere, and by summing
the carbon (or carbon equivalent) flows which are above that line, the net GHG emissions to the atmosphere can
be calculated. The net life cycle emissions for Case 2 are 4,638 tons of carbon per day. Dividing this by the
heating value of the finished FT diesel product (and converting from tons of carbon to tons of CO,) gives the
WTW emissions of the fuel, which are found to be 90 kg CO.eq/mmBtu (LHV) of fuel. The WTT emissions are
calculated by subtracting the 3,770 tons/day of Combustion Emissions from the net emissions (4,638 tons/day),
then dividing by the FT diesel fuel energy content, yielding WTT emissions of 17 kg CO,eq/ mmBtu (LHV) of
fuel.

Figure 3-6 is similar to Figure 3-5, but depicts a CBTL plant, fed with both coal and biomass. In this case, 12,062
tons/day of the carbon supplied to the process is coming from coal (and from under the ground), while 1,412
tons/day of the carbon is coming from biomass. This 1,412 tons/day was originally in the atmosphere in the form
of CO, before it was converted into carbon via photosynthesis, therefore this carbon is considered a negative
carbon flow when summing the net emissions to the atmosphere. The fate of the 13,474 tons/day of carbon
entering the 15wt% CBTL plant is similar to that entering the CTL plant: a) 7,267 tons/day is captured at the plant
and sequestered as CO,, b) 671 tons/day is vented from the plant as CO,, ¢) 135 tons/day is discharged from the
plant in the form of char, d) 3,774 tons/day is transferred to the diesel fuel and released as CO, during its use, and
e) 1,627 tons/day is transferred to the naphtha co-product, which displaces petroleum-derived naphtha.

% See Appendix B for more information on the disposition of carbon exiting the plant in the naphtha.
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Figure 3-5: Carbon Flows and Life Cycle GHG Emissions from CTL with CCS
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Note that while the liquid fuels output is the same in both cases, slightly less CO, is vented to the atmosphere in
the 15wt% CBTL case. This is due to a slight increase in thermal plant efficiency for the 15wt% CBTL case,
which results in greater levels of carbon conversion by the process. This illustrates how future improvements or
modifications to the CBTL plant can reduce GHG emissions from the plant, thereby improving the GHG
emissions profile of the FT diesel produced.?

The WTW and WTT emissions for Case 5 are calculated in a manner similar to that described above for Case 2,
except that as noted, the carbon which originally came out of the atmosphere to become the biomass is counted as
a negative carbon flow, resulting in total net GHG emissions to the atmosphere of 3,261 tons/day. Thought of
another way, the removal of this CO, from the atmosphere serves to offset CO, released into the atmosphere
during the combustion of the FT diesel fuel, and is therefore a portion not counted toward the total carbon emitted
and therefore reducing the emissions profile of the fuel.

3.4 SUMMARY

CTL/CBTL/BTL offers a near-term opportunity for reducing GHG emissions in the transportation sector by
producing a low GHG intensity diesel fuel which is a drop-in replacement for petroleum-derived diesel. In CTL
plants, a fuel can be produced which has 5% and 12% less life cycle GHG emissions than petroleum-derived
diesel, using carbon sequestration, and sequestration coupled with aggressive capture, respectively. Therefore,
CTL with CCS clearly meets the EISA 2007 criteria of producing a fuel with less life cycle GHG emissions than
petroleum-derived diesel and federal agencies will be able to procure this fuel.

Furthermore, by co-gasifying a modest amount of biomass — 8% by weight —the GHG emissions profile of the
fuel is reduced to 20% below that of petroleum-derived diesel. Co-gasification of 15% and 30% (by weight)
biomass results in emissions reductions of 33% to 63%, respectively. Additional reductions in GHG emissions
can also be achieved through the use of aggressive CCS.

Using only biomass as a feedstock will produce a fuel with an even lower GHG footprint — up to 358% below that
of petroleum — but this option is not likely to be economically viable, as is discussed in Chapters 4 and 5.

28 Numerous opportunities exist for increasing the carbon conversion in the CTL/CBTL/BTL process, thereby reducing the
fraction of carbon converted into CO,. These include the use of green energy sources to power process equipment and the
integration of natural or green processes which generate hydrogen or oxygen. By integrating these processes into the CTL or
CBTL plant, less coal is required to power process equipment, resulting in higher conversion percentages. Furthermore, a
majority of the research into improving Integrated Gasification Combined Cycle (IGCC) clean coal power plants is
applicable to CTL/CBTL/BTL and can result in similar improvements in conversion rates, which would also reduce the GHG
emissions profile of the fuel.
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4 ECONOMIC FEASIBILITY OF CBTL PROCESSES

As seen in Chapter 3, CTL/CBTL/BTL plant configurations exist which can produce diesel fuel with low or even
net negative life cycle GHG emissions. However, these plant configurations are not always the economically
preferred CTL/CBTL/BTL plant configuration.

This chapter details an analysis which derives the Required Selling Price (RSP) of the FT diesel fuels produced in
order to determine the economic feasibility and relative competitiveness of the different plant options. A
sensitivity analysis was performed to determine how carbon control regulations such as an emissions trading
scheme for transportation fuels would affect the price of both petroleum-derived diesel and FT diesel from the
different plants.

The key findings of these analyses were:
(1) CTL plants equipped with CCS are competitive at crude oil prices as low as $86/bbl and have less life

cycle GHG emissions than petroleum-derived diesel. These plants become more economically
competitive as carbon prices increase.

(2) The incremental cost of adding simple CCS is very low (7 cents per gallon) because CO, capture is an
inherent part of the FT process. This becomes the economically preferred option at carbon prices above
$5/mtCO.eq.”’

(3) BTL systems are hindered by limited biomass availability which affects the maximum plant size, thereby
limiting potential economies of scale. This, combined with relatively high biomass costs results in FT
diesel prices which are double that of other configurations: $6.45 to $6.96/gal compared to $2.56 to
$2.82/gal for CTL and 15wt% CBTL systems equipped with CCS.

The conclusion reached based on these findings was that both the CTL with CCS and the 8wt% to 15wt% CBTL
with CCS configurations may offer the most pragmatic solutions to the nation’s energy strategy dilemma: GHG

emission reductions which are significant (5% to 33% below the petroleum baseline) at diesel RSPs that are only
half as much as the BTL options ($2.56 to $2.82/gal compared to $6.45 to $6.96/gal for BTL). These options are
economically feasible when crude oil prices are $86 to $95/bbl.

4.1 A HYPOTHETICAL CARBON CONTROL REGULATION

In addition to their positive impact on our nation’s energy security, a key motivation for the development of
CBTL and BTL plants is the prospect of a carbon control regulation. Accordingly, to assess the potential impact
of such a regulation on the economic feasibility of CTL/CBTL/BTL plants, a hypothetical regulatory structure
was assumed under which a certain cost ($/mtC0O.,eq) would be incurred for a transportation fuel’s life-cycle GHG
(raw material extraction thru fuel use). If a fuel achieves negative life-cycle GHG emissions, a credit would be
applied at the same rate.

For this analysis, it was assumed that the full cost (or credit) associated with the life-cycle GHG emissions of each
diesel fuel product was embedded into its spot price. This single adjustment accounts for all the life-cycle GHG
emission costs, which are actually incrementally accumulated at different points along the production chain, both
upstream and downstream.

2" This includes the cost of CO, compression, transport, sequestration, and monitoring of the CO, for 80 years.
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4.2 ECONOMIC ASSESSMENT METHODOLOGY

A key measure of the economic feasibility of a CTL/CBTL/BTL project is the RSP.?® This is the minimum price
at which its FT diesel fuel product must be sold in order to: a) offset its operating costs (including the cost of
GHG emissions), b) service its debt, and ¢) provide the expected rate of return to its equity investors. If the
market price of diesel fuel is equal to or above the RSP, the CTL/CBTL/BTL project is considered economically
feasible.

Two key considerations must be taken into account when comparing the RSP to the market price of diesel,
however, namely (1) the difference in energy content between petroleum-derived diesel (which the FT diesel is
expected to complete with, in the market) and, (2) whether a GHG regulatory policy exists that pertains to
transportation fuels. The latter point is especially important given the cost premiums associated with producing
biomass-derived fuels: the price of carbon emissions can be the deciding factor as to whether these low GHG
intensity fuels are feasible.

To address these considerations, the RSP of all FT diesel products were normalized to a $ per gallon petroleum-
diesel equivalent basis, as described below in Section 4.2.2 , and the economic viability of all CTL/CBTL/BTL
plants was evaluated over a range of carbon prices, as described in Section 4.3. In these scenarios, the petroleum-
derived diesel price was defined as a function of both crude oil price and carbon emissions price. This has the
secondary benefit of allowing CTL/CBTL/BTL plant feasibility to be evaluated in terms of a constant crude oil
price (COP), a figure which is often more familiar to the public, while varying the carbon price, as is described
below.

The remainder of this section describes the methodology used for the: (1) calculation of the RSP, (2)
normalization of FT diesel to petroleum-derived diesel equivalents, and (3) relationship of petroleum-derived
diesel to COP and GHG emission value.

4.2.1 Required Selling Price

The RSP is the minimum price at which the FT diesel produced by a CTL/CBTL/BTL plant must be sold in order
to: a) offset its operating costs (including the cost of GHG emissions), b) service its debt, and c) provide the
expected rate of return to its equity investors.

A discounted cash flow analysis was conducted to calculate the diesel RSP for a variety of CTL/CBTL/BTL plant
configurations. In this study, it was assumed that CTL/CBTL/BTL projects must achieve a 20% Internal Rate of
Return on Equity (IRROE) to be economically feasible. The project finance structure was selected to reflect a
hypothetical mid-term future in which regulatory risk has been eliminated by the passage of a carbon regulation,
and technical risk has been partially mitigated by the demonstration of two or three commercial-scale
CTL/CBTL/BTL plants. In addition, the project finance structure is assumed to benefit from a moderate
government incentive, such as a loan guarantee. No other incentives are assumed for any of the CTL/CBTL/BTL
cases. For more details on the economic analysis methodology and its key assumptions, see Appendix A.

4.2.2 Normalization of FT Diesel to Petroleum-Derived Diesel

To properly compare the RSP of the diesel produced by a CTL/CBTL/BTL plant to the price of petroleum-
derived diesel produced by a refinery, the two prices must have an energy equivalent basis. In this study, the
LHV of FT diesel is 118,905 Btu/gal, which is 9% lower than the LHV assumed for petroleum-derived diesel
(131,229 Btu/gal). Therefore, to express the FT diesel RSP in terms of “dollars per gallon petroleum-diesel
equivalent” the Equation 4-1 can be used.

% The RSP is the product price at the plant gate and does not include transportation costs or taxes.
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Equation 4-1: FT Diesel RSP, Normalized to Petroleum-Derived Diesel

RSP ($/gal petroleum-diesel equivalent) = [ 131,229 /118,905 ] x RSP ($/gal FT diesel) {4-1}

4.2.3 Crude Oil and Petroleum-Derived Diesel Price Correlation

To assess whether a CTL/CBTL/BTL project will be economically feasible over its operating life, one must
compare its diesel RSP to the expected future market price of ultra-low-sulfur diesel (ULSD) (on an energy
equivalent basis). This analysis assumes that the market price will be equal to the price obtained by U.S.
refineries for their petroleum-derived, ULSD product.

Accordingly, it is necessary to calculate the price of petroleum-derived, ULSD fuel as a function of two key
variables that are of interest in this study: the crude oil price (COP) and the GHG emission value. Equation 4-2,
below, is used for this calculation.

Equation 4-2: Price of Petroleum-Derived Diesel as a Function of Crude Oil and GHG Emission Value

PDDP =[ 1.25 x (COP $/bbl) + (0.524 mtCO,eq/bbl) x (GHGEV $/mtCO,E) ]/ (42 gal/bbl) {4-2}
where:
PDDP = Petroleum-derived diesel price (ultra-low-sulfur), $/gal

COP = West Texas Intermediate (Cushing, OK) crude oil spot price, $/bbl
GHGEYV = Greenhouse gas emission value, $/mtCO,E

To account for the “refiner’s margin”, the COP is multiplied by the historical ratio of the ULSD spot price (New
York Harbor) to the crude oil spot price (West Texas Intermediate, Cushing, OK). For the period January 2002
through July 2008, this ratio was 1.25. For a detailed explanation of how this ratio was derived, see Appendix A,
Section A.5.2.

To account for the cost of GHG emissions, the GHG Emission Value (GHGEV) is multiplied by the average life-
cycle GHG emissions of petroleum-derived diesel fuel sold or distributed in the U.S. in 2005. This value is 0.524
mtCO,eq per bbl. For a detailed explanation of how this value was estimated, see Appendix B, Section B.3. Note
that this single adjustment accounts for all the life-cycle GHG emission costs, which in reality may be
incrementally accumulated at different points along the production chain, both upstream and downstream. The
factor of 42 is applied to convert from barrels to gallons.

Using Equation 4-2, the price of petroleum-derived diesel as a function of GHG emission value for several crude
oil prices ranging from $60 to $110/bbl, as described in Figure 4-1. The y-intercepts reflect the diesel price when
there is not a carbon regulation (GHG emission value is zero). As the GHG emission value increases (x-axis), the
diesel price also increases because the cost of the associated life-cycle GHG emissions is embedded into it.

Using the above equations, one can calculate combinations of GHG emission values and crude oil prices that will
result in a petroleum-derived diesel price that is equivalent to the FT diesel RSP. For example, the following
equation can be used to calculate the “equivalent” crude oil price ($/bbl) that results in parity between the
petroleum-derived diesel price and the FT diesel RSP.
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Figure 4-1: Effect of GHG Emission Value and Crude Oil Price On Petroleum-Derived Diesel Price
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These Equations, 4-1 through 4-3, were used throughout Sections 4.3 and 4.4 to evaluate and compare the
economic feasibility of different CTL/CBTL/BTL configurations.

Equation 4-3: Equivalent Crude Oil Price where Diesel RSP Matches Petroleum-Derived Diesel Price

Equivalent COP = [ ( 42 gal/bbl) x (RSP $/gal) — (0.524 mtCO,eq/bbl) x (GHGEV $/mtCO,E)] / 1.25 {4-3}

where RSP is expressed in $/gal petroleum-diesel equivalent

4.2 CBTL CAPITAL COSTS

The RSP, and therefore the economic feasibility of a CTL/CBTL/BTL project is sensitive to its capital cost. The
methodology used to estimate capital cost is described in Appendix C, and detailed capital cost breakdowns for
each CTL/CBTL/BTL case are provided in Appendix E. Appendix E also tabulates the estimated operating costs
for each case.

Specific capital costs ($ per daily barrel (db) of fuel production capacity) are shown for selected cases in Figures
4-2 and 4-3, below. Figure 4-2 displays total overnight capital cost per daily barrel of production capacity. This
is the sum of all capital cost elements excluding interest during construction and escalation during construction,
expressed in Jan-2008 dollars and normalized to production capacity basis.?® Figure 4-3 displays total as-spent
capital cost, which is the sum of all capital cost expenditures over the construction period including interest and
escalation during construction, expressed in mixed-year dollars per daily barrel of production capacity.

2 The following costs are included in the total overnight capital cost: bare erected cost, engineering and construction management fees,
process and project contingencies, inventory capital, preproduction (startup) costs, and other miscellaneous owner’s costs.
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The following conclusions can be drawn from the capital costs shown in Figures 4-2 and 4-3:

e Because CTL plants must capture ~91% of the CO, they generate as an inherent part of the FT process,
adding the ability to compress and sequester the CO, is very inexpensive, increasing the as-spent capital
cost by only $4,000 per daily barrel of capacity, or less than 4%. This small investment reduces the GHG
emissions dramatically, from 147% above the petroleum baseline to 5% below it. Unfortunately,
achieving further reductions is more costly. For example, enhancing the capture rate to 96% reduces GHG
emissions to a level that is 12% below the petroleum baseline but requires an incremental investment that
is over twice as much: $11,000 per daily barrel of capacity, or a 10% increase. Adding the ability to
handle, prepare and co-feed 8wt% or 15wt% biomass requires a similar increase in capital cost.

e The specific capital cost (dollars per daily barrel of production capacity) increases as the plant size
decreases due to a loss of significant economies of scale. The specific capital costs of the BTL cases are
twice as high primarily because comparable economies of scale cannot be attained. As discussed in
Sections 2.4.4 and 2.4.5, the assumption that the biomass supply rate is limited to 4,000 dry tons per day
constrains the capacity of the 30wt% CBTL plant to 30,000 bpd and the capacities of the BTL plants to
only 5,000 bpd (compared to 50,000 bpd for the other plants).

Figure 4-2: Total Overnight Capital Cost
(excludes escalation & interest during construction)
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Figure 4-3: Total As-Spent Capital Cost
(includes escalation & interest during construction)
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Figure 4-4 shows a percentage breakdown of the various costs that comprise the total overnight capital cost for a
CBTL plant. The gasification island is the largest component, comprising around one-third of the total cost. Note
that the sum of all capital costs associated with CCS comprise only 6% of the total overnight capital cost, and
much of this cost would be required by a CTL plant even when sequestration is not employed.

Figure 4-4: Distribution of Total Overnight Capital Costs for 15 wt% CBTL+CCS, 50k bpd
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4.3 CBTL ECONOMIC FEASIBILITY

4.3.1 Biomass-Only Cases

In Figure 4-5, the RSP (y-axis) for the following three BTL cases (Cases 9 through 11) is graphed as a function of
the GHG emission value (x-axis). Case 1 (CTL without CCS) is also shown on Figure 4-5 for the purpose of
comparison.

Figure 4-5: BTL Cases - Effect of GHG Emission Value on Diesel RSP
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The point at which each line crosses the y-axis in Figure 4-5 is the RSP when the GHG emission value is zero ($0
/mtCO,eq), reflective of a scenario in which there is no GHG regulation in effect. The following conclusions can
be drawn from an examination of the y-intercepts on Figure 4-5:

« When GHG emissions have no value, CTL without CCS is economically viable when the diesel price is
2.49 dollars per gallon ($/gal) or higher.

« When GHG emissions have no value, the BTL cases are not economically viable unless the diesel price is
above $6.45/gal.

Note that the slope of each line is proportional to the degree to which the plant’s GHG emissions are above
(positive slope) or below (negative slope) zero. A horizontal line would indicate the fuel has no net GHG
emissions over its life cycle, and thus the RSP is completely insensitive to the GHG emission value. The CTL
without CCS case is the only case in Figure 4-5 for which the diesel RSP increases with the GHG emission value.
This is because it is the only case that has life-cycle GHG emissions that exceed zero. In contrast, the diesel RSP
for each BTL case decreases as the value of GHG emissions increase, with the GHG emission value because they
collect credits for having life-cycle GHG emissions below zero.
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The intersections of the lines denote the GHG emission value at which two cases have the same diesel RSP. The
following conclusions can be drawn from the intersections on Figure 4-5:

e If GHG emission values are above $14/mtCO.eq, adding CCS to a BTL plant results in a lower diesel
RSP than the other BTL options.

e If GHG emission values are above $73/mtCO.eq, adding an ATR to increase the degree of carbon capture
results in a lower diesel RSP than the other BTL options.

e Considering only the cases displayed on Figure 4-5, the CTL case is the economically preferred
alternative based on diesel selling price when GHG emissions are valued below $96/mtCO,eq; above this
value, the BTL+CCS+ATR case is economically preferred. The other two BTL cases (BTL without CCS
and BTL+CCS) are never economically preferred.

As will be shown in the following sections, when BTL is competed against CBTL options that reduce GHG
emissions below the petroleum baseline, a BTL configuration is not the economically preferred alternative unless
the GHG emission value exceeds $138/mtCO,eq. GHG emission values over $138/mtCO,eq are not expected to
be economically or politically acceptable, since they would increase the cost of petroleum-derived diesel fuel by
more than $1.70 per gallon. Consequently, there is not a scenario foreseeable in which BTL would be
economically feasible.

4.3.2 Coal-Only Cases

In Figure 4-6, lines are included for the CTL+CCS and CTL+CCS+ATR cases. The BTL+CCS+ATR is retained
from Figure 4-5 because it remains the economically preferred option at high GHG emission values (the other

BTL cases drop out). The scale of the y-axis has been decreased, compared to Figure 4-5, to magnify the range of
interest.

Figure 4-6: CTL Cases - Effect of GHG Emission Value on Diesel RSP
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Adding CCS to the CTL case reduces the life cycle GHG emissions associated with the fuel, resulting in a line
with a less steep slope than the CTL without CCS case. Adding an ATR further reduces GHG emissions in all the
CTL cases, further reducing the slope of the RSP line.

The following conclusions can be drawn from an examination of the y-intercepts on Figure 4-6:

e When the GHG emission value is zero, the CTL+CCS case is economically feasible when diesel prices
are $2.56/gal or higher. This is only $0.07/gal higher than the CTL without CCS case, indicating how
inexpensive it is to compress and sequester the carbon captured in the CTL plant.®

e When the GHG emission value is zero, the CTL+CCS+ATR case is economically feasible when diesel
prices are $2.74/gal or higher. This is only $0.25/gal higher than the CTL without CCS case.

The following conclusions can be drawn from an examination of the line intersections on Figure 4-6:

e CTL without CCS is the economically preferred option when GHG emission values are below
$5/mtCO,eq.

e CTL+CCS is the economically preferred option over a wide range of GHG emission values: between $5
and $135/mtCO.eq.

e With the addition of the CTL+CCS alternative, the BTL+CCS+ATR case is economically preferred only
when GHG emission values exceed $135/mtCO,eq. Again, this is well above the range of GHG emission
values that most regulatory forecasts contemplate.

e The incremental cost of reducing CTL GHG emissions by adding an ATR is not justified unless the GHG
emission value is extraordinarily high (greater than $285/mtC0O,eq).

4.3.3 Coal and Biomass Co-Conversion Cases

Although the previous sections showed that using biomass alone is not an economically preferred option, using
biomass in conjunction with coal is much more cost-effective. Accordingly, two new cases that co-convert coal
and biomass together are considered next: 15wt% CBTL+CCS and 30wt% CBTL+CCS. These cases were also
considered with the addition of an ATR, but the ATR was again found to be economically justified only when the
GHG emission value was extraordinarily high ($212/mtCO,eq or higher).

In Figure 4-7, lines are included for the 15wt% CBTL+CCS case and the 30wt% CBTL+CCS case. Cases 1, 2,
and 11 (CTL without CCS, CTL with CCS, and BTL with CCS and ATR) are retained on Figure 4-7 because they
continue to be the economically preferred alternatives over certain ranges of GHG emission values.

The following conclusions can be drawn from an examination of the y-intercepts on Figure 4-7:

e When the GHG emission value is zero, the 15wt% and 30wt% CBTL+CCS cases are economically
feasible when diesel prices are at or above $2.82/gal and $3.23/gal, respectively. Note that increasing the
percentage of biomass in the feed significantly increases the diesel RSP of the product when GHG
emission values are relatively low. This is because biomass (switchgrass in this case) is more expensive
than coal on both an energy and mass basis, and adding the ability to handle, prepare and co-feed biomass
increases the capital cost. Furthermore, for the 30wt% CBTL case, limited biomass availability
constrained the capacity of the plant to 30,000 bpd (as opposed to 50,000 bpd for the CTL plants and the
15wt% CBTL plant).*

% As mentioned in Chapter 2, CO, is captured part of the CBTL process. In the non-CCS cases, however, this captured CO,
is vented.
%1 The capacity is limited to 30,000 bpd due to the 4,000 dry tons per day biomass feed rate limit detailed in Chapter 2.
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Figure 4-7: CBTL Cases - Effect of GHG Emission Value on Diesel RSP
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The following conclusions can be drawn from an examination of the line intersections on Figure 4-7:

¢ Increasing the biomass feed percentage from 15wt% to 30wt% is not economically justified until GHG
emission values are at least $147/mtC0O,eq.

e At GHG emission values below $101/mtCO,eq, the CTL or CTL+CCS cases are the economically
preferred options.

e When the GHG emission value is between $101 and $138/mtCO,eq, the 15wt% CBTL+CCS case is the
economically preferred option.

e At GHG emission values above $138/mtCO,eq, the BTL+CCS+ATR case is the economically preferred
option.

Although the above analysis shows that co-converting biomass with coal is not economically preferable
unless GHG emission values are very high, the value of CBTL becomes much more apparent if one
considers the likelihood that low carbon fuel standards will be employed to force the attainment of
specified GHG emission levels. This is discussed in the next section.

4.3.4 Reduced Alternatives Under a Low-Carbon Fuel Standard

As shown in Table 4-1, several current and proposed regulations require certain classes of alternative
transportation fuels to achieve a GHG emission profile that is a certain level below the petroleum baseline. This
study refers to such a regulation as a “low carbon fuel standard” (LCFS). The requirements listed in Table 4-1 are
described in more detail below and in Sections 4.4.6, 5.1 and 5.2.
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Table 4-1: Current and Proposed Requirements for GHG Emission Reductions for Transportation Fuels

Required Reduction below

Source :
Petroleum Baseline

EISA 2007

Section 526 below

EISA 2007

0,
Renewable Fuels Standard e

California Low Carbon 0 . )
Fuel Standard 2 10% by 2020 and “more thereafter ‘l

National Low Carbon Fuel 506 by 2015 and 10% by 2020 ‘l

Standard (Proposed) P

Senator Obama’s Requirement

0
for Near-Term CTL¢ 20% ‘l

aGlobal Warming Solutions Act of 2006, California Assembly Bill 32.

b First proposed in legislation introduced by Senators Obama and Harkin in 2007 and reiterated in the
“Obama-Biden New Energy Plan forAmerica”.

¢ Statementissued from Senator Obama’s senate office on June 12, 2007.

In certain situations, the application of LCFSs would preclude the production and/or use of a non-qualifying fuel.
This is in contrast to other regulatory approaches, which would allow the continued use of such fuels albeit with
an economic penalty for emissions. Since the objective of an LCFS is to force the attainment of specified GHG
emission levels, they intentionally preclude the option of allowing non-qualifying fuels to comply by paying a tax
or purchasing allowances.

Accordingly, a LCFS could stimulate the creation of a market for fuels which meet or exceed the given standard.*

The application of low carbon fuel standards is happening both at a federal and state level. The standards are
being used to:

1. Reduce emissions from the transportation sector by reducing the carbon intensity of all transportation
fuels (e.g. California’s Global Warming Solutions Act of 2006 (AB-32), and legislation proposed by
Senator Barack Obama in 2007),% *

Explicitly limit which fuels qualify for federal subsidies (EISA 2007 Renewable Fuels Standard®), and
3. Disqualify the production of other fuels based on environmental criteria.

N

%2 Some standards may allow fuels that significantly exceed the GHG emission reduction standard to be blended with non-
qualifying fuels to yield a fuel mixture that does qualify.

% California’s LCFS requires fuels to achieve a reduction of at least 10% by 2020 and “more thereafter”. This LCFS is
contained in the Global Warming Solutions Act of 2006, California Assembly Bill 32 [18, 19].

% In May 2007, Senator Barack Obama and Senator Tom Harkin introduced legislation calling for a National Low Carbon
Fuel Standard that would require fuel refiners to reduce life-cycle greenhouse gas emissions of the transportation fuels sold in
the U.S. by five percent in 2015 and ten percent in 2020 [20]. During his presidential campaign, Senator Obama reiterated
his call to establish a National LCFS in the “Obama-Biden New Energy Plan for America” [21].

% The EISA 2007 Renewable Fuels Standard requires qualifying bio-fuels to have life-cycle GHG emissions that are 20%
below the petroleum baseline.

40



Based on legislation currently enacted, a low-carbon fuel standard is likely to require up to a 10% or 20%
reduction in limited lifecycle GHG emissions below the petroleum baseline.*® Of the coal-only cases, only the
CTL+CCS+ATR case (12% below the petroleum baseline) would qualify under a 10% LCFS. Moreover, unless
fuel blending was allowed, a 20% LCFS would eliminate all of the coal-only alternatives discussed above.

President-elect Obama has stated that he would not support a CTL plant unless its life-cycle GHG emissions
would be 20% less than conventional fuels (see Section 5.2) Figure 4-8 shows the economically preferred CBTL
cases that could qualify under a 20% LCFS. The CTL cases have been omitted due to not meeting this standard,
and a new 8wt% CBTL+CCS case has been added that precisely meets the 20% GHG emission reduction
standard.

Figure 4-8: CBTL Plants that Produce Diesel Fuel with Life-Cycle GHG Emissions
at Least 20% Below the Petroleum Baseline
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The following conclusions can be drawn from an examination of the y-intercepts on Figure 4-8:

¢ When the GHG emission value is zero, the 8wt% and 15wt% CBTL+CCS cases are economically
feasible when diesel prices are at or above $2.75/gal and $2.82/gal, respectively.

The following conclusions can be drawn from an examination of the line intersections on Figure 4-8:

e At GHG emission values below $58/mtCO.eq, the 8wt% CBTL case is economically preferred.

e At GHG emission values above $138/mtCO,eq, the BTL+CCS+ATR case is the economically preferred
option.

e The 15wt% CBTL+CCS case is the economically preferred option when the GHG emission value is
between $58 and $138/mtCO.eq.

% In the case of any legislation involving a LCFS, it is important to define what baseline is being used, including the base
year and what methodology is to be used in defining that baseline. As shown in Chapter 3, baselines vary widely and can
influence the “Go” vs. “No Go” tipping point for a technology.
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4.3.5 CTL/CBTL/BTL Economic Feasibility Relative to Crude Oil Price

As discussed in Section 4.1, to assess whether a CTL/CBTL/BTL project will be economically feasible over its
operating life, one must compare its diesel RSP to the expected future market price of ULSD (on an energy
equivalent basis). Since the petroleum-derived diesel price is a function of the crude oil price, one can determine
the crude oil price that would result in a petroleum-derived diesel price that is equivalent to the FT diesel RSP

Figure 4-9: Conditions Required for Parity between the Prices of FT Diesel and Petroleum-Derived Diesel
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This is illustrated in Figure 4-9, which is a combination of previous Figures 4-1 and 4-7. It overlays FT diesel
RSP curves for preferred CTL/CBTL/BTL configurations over bands that show the petroleum-derived diesel price
as a function of the crude oil price. Using Figure 4-9, one can estimate the crude oil price at which each
CTL/CBTL/BTL configuration would be economically feasible, i.e., the crude oil price that would result in parity
between the prices of FT diesel and petroleum-derived diesel. For example, if the GHG emission value was zero
(y-intercept), the CTL+CCS configuration would be economically feasible when crude oil prices are $86/bbl or
higher. Likewise, if the GHG emission value was $60/mtCOeq, CTL+CCS would be feasible when crude oil
prices are $79/bbl or higher. This approach could be used to determine the minimum crude oil price required for
each of the CBTL configurations to be economically feasible over the full range of GHG emission values, which
is what is shown by the curves in Figure 4-10.

The data shown graphically in Figure 4-10 is summarized in Table 4-2, which lists the crude oil prices required
for CTL/CBTL/BTL economic feasibility when the GHG emission value is zero, along with how that value would
change as the GHG emission value is increased. Because the diesel fuel produced by any of the plants that
employ CCS and/or utilize biomass has lower life-cycle GHG emissions than petroleum-derived diesel, the
crude oil price required for these plants to be economically feasible actually decreases as the GHG emission
value increases. In other words, the CTL/CBTL/BTL plants become more competitive with petroleum-
derived diesel as the GHG emission value increases.
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Figure 4-10: CTL/CBTL/BTL Economic Feasibility Relative to Crude Oil Price
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Table 4-2: CTL/CBTL/BTL Economic Feasibility Relative to Crude Oil Price

Changein
Required Crude
Oil Price for

Economic Feasibility
CBTL System (20% IRROE) when the Every $10
Increasein GHG

GHG Emission Value is ek
Zero, $/bbl Emission Value,
: $/bbl

Minimum Crude Oil
Price Required for

| 100% Coal, no CCS, 50k bpd

| 100% Coal, CCS, 50k bpd

| 100% Coal, CCS+ATR, 50k bpd

8 wt% SG, CCS, 50k bpd

15 wt% SG, CCS, 50k bpd

100wt% SG, CCS, 5k bpd
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4.3.6  Summary of CTL/CBTL/BTL Economic Feasibility

For discrete ranges of GHG emission values, Table 4-3 lists which configurations would be economically
preferred without a low carbon fuel standard, along with the range of crude oil prices that would be necessary for
economically feasibility, i.e. to attain an IRROE of 20%. Without a low carbon fuel standard, the CTL and
CTL+CCS configurations would be economically preferred over a very wide range of GHG emission values ($0
to $101/mtCO.eq).

Table 4-3: Preferred CBTL Alternatives for Various GHG Emission Values
and Minimum Crude Oil Price Required for Economic Feasibility

Without aLow Carbon Fuel Standard

GHG Emission Preferred CBTL Gz Ol ~es Menuilze

X for Parity Between CBTL
Value, Alternative Diesel and Petroleum-

Jan-08 $/mtCO,eq (lowest cost producer) Derived Diesel

100% Coal, no CCS,
50k bpd

$84 to $85 per bbl

‘l $85.t0.$74 perbbl ‘l

” Oto 5

” 5to 101

15 wt% SG, CCS,
” 101to 138 50K bpd ‘l $74 to $66 per bbl ‘l
0,
” 138 and higher 100wt% E)SI(GBP%CS+ATR' ‘l $66 and lower ‘l

President-Elect Obama has called for a National Low Carbon Fuel Standard that would require fuels suppliers to
reduce the carbon of their fuel by ten percent by 2020. Table 4-4 lists which CBTL configuration would be
economically preferred under a scenario in which a low-carbon fuel standard requires diesel fuel to have life-cycle
GHG emissions that are 10% lower than the petroleum baseline. Under a 10% LCFS, the CTL+CCS+ATR would
be economically preferred when the GHG emission value is less than $18/mtCO,eq. CBTL+CCS configurations
fed with 8 to 15 wt% biomass would be economically preferred for a very wide range of GHG emission values,
between $18 and $138/mtCO,eq. GHG emission values over $138/mtCO.eq are not expected to be economically
or politically acceptable, since they would increase the cost of petroleum-derived diesel fuel by more than $1.70
per gallon.

Table 4-4: Preferred CTL/CBTL/BTL Alternatives for Various GHG Emission Values
and Minimum Crude Oil Price Required for Economic Feasibility: Under a 10% LCFS

Under a 10% Low Carbon Fuel Standard

GHG Emission Preferred CBTL Crude Ol Price Required

. for Parity Between CBTL
Value, Alternative Diesel and Petroleum-

Jan-08 $/mtCO.eq (lowest cost producer) Derived Diesel

100% Coal, CCS+ATR, ‘
50k bpd

8W1% SGICCS)
’ 18 to 58 50k bpd ‘l $89.t0,.$83 per,bbl ‘l

15 Wt% SGXCCS!
’ 58 to 138 50K bpd ‘l $83 t0.$66 penbbl ‘l

100 Wt% SG, CCS+ATR, ‘
5k bpd

” Oto 18 $92 to $89 per bbl

$66 and lower ‘l

” 138 and higher
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President-elect Obama has stated that he would not support a CTL plant unless its life-cycle GHG emissions
would be 20% less than conventional fuels (see Section 5.2) Table 4-5 lists which configurations would be
economically preferred under a scenario in which a low-carbon fuel standard requires diesel fuel to have life-cycle
GHG emissions that are 20% lower than the petroleum baseline. Under a 20% LCFS, the CBTL+CCS
configurations fed with 8 to 15 wt% biomass would be economically preferred over the full range of generally
anticipated GHG emission values ($0 to $138/mtCO,E).

Table 4-5: Preferred CTL/CBTL/BTL Alternatives for Various GHG Emission Values
and Minimum Crude Oil Price Required for Economic Feasibility: Under a 20% LCFS

Under a20% Low Carbon Fuel Standard

P Crude Oil Price Required
GHG Emission Preferred CBTL for Parity Between CBTL

Value, Alternative Diesel and Petroleum-
Jan-08 $/mtCOzeq (lowest cost producer) Derived Diesel

8.wt% SGYCCS)

” 0to 58 5Om $93.t0,.$83 per,bbl
W W% SGECCS!

” 58 to 138 50K bpd | $83 t0.$66 perbbl |

100 wt% SG, CCS+ATR, ‘
5k bpd

” 138 and higher $66 and lower I

As discussed in Section 3.3.1, CTL/CBTL/BTL plants can produce FT diesel fuel that has life-cycle GHG
emissions that are significantly reduced from the life-cycle GHG emissions of petroleum-derived diesel fuel.
Greater reductions are achieved as the percentage of biomass in the feedstock is increased and/or carbon capture
is enhanced by the addition of an ATR. Unfortunately, over a wide range of GHG emission values ($0 to
~$100/mtCO,E), both of these configuration changes increase the RSP of the diesel fuel produced.

This is illustrated in Figure 4-11, which shows how CTL/CBTL/BTL configurations that achieve greater life-
cycle GHG emission reductions have higher RSPs for the FT diesel fuel they produce. RSP values are plotted for
GHG emission values of $0 and $60/mtCO,eq. Note that although the BTL configurations [those fueled with
100% switchgrass (SG)] achieve extremely high GHG emission reductions (109 to 358% below the petroleum
baseline), their diesel RSPs are so high ($5.49 to $6.96/gal) that they would only be economically feasible when
crude oil prices are at least $159/bbl and higher [and even then they would only be economically preferred if the
GHG emission value was also very high (greater than $138/mtCO,E).]

The CTL+CCS and CBTL+CCS configurations offer what might be the most pragmatic solution: a) GHG
emission reductions that are still significant (5 to 75% below the petroleum baseline), b) diesel RSPs that
are only half as much ($2.56 to $3.43/gal) as the BTL cases, and c) economic feasibility when oil prices are
$86 to $90/bbl.
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Figure 4-11: Supply Cost Curve for Low-Carbon Diesel Fuels from CTL/CBTL/BTL
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Figure 4-12 presents the same information as Figure 4-11, but at a scale that more clearly shows the data for
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CTL+CCS and CBTL+CCS systems.

Figure 4-12: Supply Cost Curve for Low-Carbon Diesel Fuels from CTL/CBTL/BTL

4.00

$pergallon petroleum-diesel equivalaent (Jan-08$)

2.00

O 90 o

I L gwt%sG,CCs, 50k bpd
1 o 100% Coal, CCS+ATR, 50k bpd

100% Coal, CCS, 50k bpd

J
L]

A

Debit/Credit for
Life-Cycle GHG

® $0/mtCO2E
#$60/mtCO2E

Emissions
bove/Below
Zero

L 30 wt% SG, CCS, 30k bpd

o
o O — 15Wt%SG, CCS, 50k bpd

SG = Switchgrass

D/E=60/40;
Int.=4.56%;
Term=30 yrs.;
IRROE=20%

0 20 40 60

80

100

% Reduction in Life-Cycle GHG Emissions Below the Petroleum Baseline

46



The findings of this section can be summarized as follows:

CTL without CCS is the economically preferred alternative when GHG emission values are less than $5/
mtCO,eq. CTL is economically feasible over this range of GHG emission values when the market price
for ULSD fuel is $2.60/gal (i.e., when crude oil prices are $85/bbl or higher).

Adding CCS to CTL is economically justified when the GHG emission value exceeds $5/mtCO,eq and
produces diesel fuel with life-cycle GHG emissions that are 5% below the petroleum baseline.

Adding CCS to CTL is very inexpensive, increasing the diesel RSP by only $0.07/gal. CTL+CCS is
economically feasible when crude oil prices are $86/bbl or higher when the GHG emission value is zero.
At higher GHG emission values, CTL+CCS is economically feasible at even lower crude oil prices (e.g.,
$79/bbl when the GHG emission value is $60/ mtCO,eq).

Absent a low-carbon fuel standard, the CTL+CCS+ATR case is not an economically preferred option.
However, it is the only CTL case that could meet a 10% LCFS, having life-cycle GHG emissions that are
12% below the petroleum baseline.

Absent a low-carbon fuel standard, adding biomass to the coal feed is not an economically preferred
option unless GHG emission values exceed $101/ mtCO,eq.

Under a 10% LCFS, the CTL+CCS+ATR would be economically preferred when the GHG emission
value is less than $18/mtCO,eq. CBTL+CCS configurations fed with 8 to 15 wt% biomass would be
economically preferred for a very wide range of GHG emission values, between $18 and $138/mtCO.eq.

Under a 20% LCFS, configurations that co-convert coal and biomass would be economically preferred
when GHG emission values range between $0 and $138/mtCO.eq.

The 15wt% CBTL+CCS plant has life-cycle GHG emissions that are 33% below the petroleum baseline
and is economically feasible when crude oil prices are $95/bbl or higher when the GHG emission value is
zero. At higher GHG emission values, the 15wt% CBTL+CCS plant is economically feasible at even
lower crude oil prices (e.g., $82/bbl when the GHG emission value is $60/ mtCO,eq).

Adding an ATR to enhance carbon capture in CBTL plants is not economically justified unless the GHG
emission value is extraordinarily high (above $212/ mtCO,eq).

With or without a 20% LCFS, BTL plants are not economically preferred unless GHG emission values
are extraordinarily high (above $138/ mtCO,eq).

In the range of GHG emission values in which BTL plants are economically preferred (above $138/
mtCO,eq), the addition of an ATR to enhance carbon capture is economically justified. However, GHG
emission values over $138/mtCO,eq are not expected to be economically or politically acceptable, since
they would increase the cost of petroleum-derived diesel fuel by more than $1.70 per gallon.
Consequently, there is not an expected scenario in which BTL would be economically feasible.
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S) COAL AND BIOMASS SYNERGIES & PERFORMANCE UNDER FUEL STANDARDS

Given a fixed amount of coal and a fixed amount of biomass, is it better to use these resources separately, in
stand-alone CTL and BTL plants, or together, in CBTL plants? Which approach improves our national energy
security the most? Which approach achieves the greatest reduction in GHG emissions? Which approach can
produce affordable diesel fuel and still be economically feasible?

These questions are considered below under two regulatory requirements for GHG emission reductions: 1) a
“Section 526” requirement (GHG emissions below the petroleum baseline), and 2) a “Renewable Fuels”
requirement (GHG emissions 20% below the petroleum baseline).

The findings show that under either regulatory requirement, the synergistic use of coal and biomass in CBTL
plants is economically preferable to, and achieves greater GHG emission reductions than, using these resources
separately in stand-alone CTL and BTL plants. Under the Renewable Fuels emission requirement, the synergistic
CBTL approach has a much greater impact on energy security, enabling the economic production of twenty times
more diesel fuel from secure, domestic energy resources. When used together in CBTL plants, coal benefits by
the environmental synergy afforded by co-gasifying biomass, and biomass benefits by the economic synergy
afforded by co-gasifying coal. Without these synergies, neither of these domestic fuels could be utilized in a
manner that was both economically feasible and environmentally acceptable under the Renewable Fuels
requirement.

5.1 SECTION 526 REQUIREMENT

Section 526 of the Energy Independence and Security Act of 2007 (EISA 2007) prohibits federal agencies from
procuring a fuel unless its life-cycle GHG emissions are equal to or less than those for conventional petroleum
sources (the “petroleum baseline).®” Table 5-1 describes two scenarios: one in which coal and biomass are used
in separate CBTL plants (CTL and BTL plants) to produce FT diesel fuel, and a second scenario where coal and
biomass are co-gasified for the synergistic production of FT diesel fuel.

In each scenario, the economically preferred plant configuration within the respective CTL, BTL and CBTL
“families” was chosen based on the ability to meet the Section 526 criteria (reduced GHG emissions compared to
the petroleum baseline) and a GHG emission value between $30 and $60 per metric ton CO,-equivalent.® The
following plant configurations were thereby selected:

Case 2 (CTL+CCS): 5% below the petroleum baseline
Case 4 (8 wt% CBTL+CCS): 20% below the petroleum baseline
Case 10 (BTL+CCS): 322% below the petroleum baseline

8 Section 526 states “No Federal agency shall enter into a contract for procurement of an alternative or synthetic fuel,
including a fuel produced from nonconventional petroleum sources, for any mobility-related use, other than for research or
testing, unless the contract specifies that the lifecycle greenhouse gas emissions associated with the production and
combustion of the fuel supplied under the contract must, on an ongoing basis, be less than or equal to such emissions from
the equivalent conventional fuel produced from conventional petroleum sources.”

% See Figures 4-6 and 4-7 above for more information.
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Table 5-1: CBTL Pathways with Life-Cycle GHG Emissions
Lower than Petroleum Derived Diesel Fuel (Section 526 Requirement)
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*Net Present Value at a discount rate of 20%, assuming the following project finance structure: 60% debt at an
annual nominal interest rate of 4.56% and aterm of 30 years.

Under the Section 526 Requirement, the synergistic use of coal and biomass together
in CBTL plants results in slightly higher GHG emission reductions.

5.1.1 Separate Use of Coal and Biomass

If 118 million short-tons/year of coal and 9 million short-tons/year of biomass were separately consumed in 17
CTL+CCS plants and 8 BTL+CCS plants, a total of 200 million bbl/year of diesel fuel would be produced and
GHG emissions would be reduced below the petroleum baseline by 17.5 million mtCO,eq/year.

Both the CTL+CCS diesel fuel and the BTL+CCS diesel fuel would meet the Section 526 requirement by having
life-cycle GHG emissions less than the petroleum baseline (5% below and 322% below, respectively). If the
decision was made to blend the products of both plants together, the resulting fuel mixture would have life-cycle
GHG emissions that are 19% below the petroleum baseline, just short of the Renewable Fuels requirement.)

The total NPV for the two projects would range from $7.6 to $11.2 billion when the credit for GHG emission
reductions ranges from $30 to $60 per metric ton CO,-equivalent (even though the NPV for BTL plants would be
negative).

5.1.2 Synergistic Use of Coal and Biomass
Alternatively, if the same amounts of coal and biomass (118 and 9 million short-tons/year) were consumed
together in 8 wt% CBTL plants, about the plant outputs and revenue would be about the same as if these resources

were used separately: a similar amount diesel fuel would be produced, about the same GHG emission reductions
would be achieved and the NPV would remain roughly the same.
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5.1.3 Summary

Under a “Section 526” regulation that requires FT fuels to have life-cycle GHG emission levels at or below the
petroleum baseline, the synergistic use of coal and biomass resources in CBTL plants would result in somewhat
lower GHG emissions compared to the separate use of coal and biomass in CTL and BTL plants. Furthermore,
the CBTL option provides a way to use biomass and still achieve a strongly positive NPV, unlike BTL projects,
which are not economically feasible (negative NPV).

Under a “Section 526” regulation, the use of biomass for diesel production in BTL plants is not economic in
this analysis. However, the environmental benefits of biomass can still be captured if the economic synergy of
co-gasifying biomass with coal in a CBTL plant is employed.

5.2 RENEWABLE FUELS REQUIREMENT

Fuels produced from new biorefineries must have life-cycle GHG emissions twenty percent lower than the life-
cycle emissions from petroleum-derived diesel in order to qualify as a renewable fuel under Title 11, Subtitle
A of EISA 2007.% One might think of this as a 20% low carbon fuel standard.

A similar requirement has been proposed for coal-derived fuels. A statement issued from his senate office on
June 12, 2007 stated that “Senator Obama supports research into all technologies to help solve our climate change
and energy dependence problems, including shifting our energy use to renewable fuels and investing in
technology that could make coal a clean-burning source of energy. However, unless and until this technology is
perfected, Senator Obama will not support the development of any CTL fuels unless they emit at least 20%

less life-cycle carbon than conventional fuels [22].”

By combining coal with 8 wt% biomass in a CBTL+CCS plant, a 20% low carbon fuel standard could be
achieved. However, no CTL configuration can meet this emission requirement -- even if an ATR were
added to enhance carbon capture, a CTL+CCS+ATR system would only reduce life-cycle GHG emissions to
twelve percent below the petroleum baseline.

5.2.1 Separate Use of Coal and Biomass

As shown in Table 5-2, if 9 million short-tons/year of biomass were consumed in 8 BTL+CCS plants, 9 million
barrels per year (bpy) of diesel fuel would be produced and GHG emissions would be reduced below the
petroleum baseline by 13 million mtCOeq/year. The reduced output — 9 million bpy compared to the 200 million
bpy shown in Table 5-1 is due to the fact that coal cannot be used to produce diesel fuel under this “separate use”
approach, as no CTL plant can meet the 20% reduction in GHG emissions criteria. This also impacts the total
GHG reduction, as the CTL+CCS plants in Table 5-1 contributed to the total emissions reductions.*

The total NPV is always negative in this “separate use” approach, and would range from -$2.9 to -$1.6 billion
when the credit for GHG emission reductions ranges from $30 to $60 per metric ton CO,-equivalent.

% The Renewable Fuels Standard under EISA 2007 uses a 2005 petroleum baseline for the basis of comparison, identical to
that used in this study.

“0 The significant contribution in GHG emissions reductions from CTL+CCS in the Section 526 Requirement scenario are the
result of both the 5% emissions reduction compared to the petroleum baseline and the large amount of FT fuel produced

(191 million bpy). Even though the emissions reduction is higher in the BTL+CCS case (322% below petroleum), only 9
million bpy of diesel fuel is produced, limiting the total emissions reductions from BTL.
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Table 5-2: CBTL Pathways with Life-Cycle GHG Emissions
at Least Twenty Percent Lower than Petroleum Derived Diesel Fuel (Renewable Fuels Requirement)
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*Net Present Value at a discount rate of 20%, assuming the following project finance structure: 60% debt at an
annual nominal interest rate of 4.56% and a term of 30 years.

Under a 20% low carbon fuel standard, the synergistic use of coal and biomass together in CBTL plants
achieves far greater reductions in GHG emissions while producing twenty times more diesel fuel and
garnering positive (rather than negative) economic returns.

5.2.2 Synergistic Use of Coal and Biomass

If the same amount of biomass were consumed together with 118 million short-tons/year of coal in an 8 wt%
CBTL+CCS plant, the level of diesel fuel production would be 20 times higher and nearly 50% more GHG
emission reductions would be achieved. Moreover, the total NPV would be strongly positive, indicating that the
economics of CBTL plants would remain very attractive in this scenario.

5.2.3 Summary

Under a standard that requires FT fuels to have life-cycle GHG emission levels that are 20% below the petroleum
baseline, the synergistic use of coal and biomass resources in CBTL plants would enable biomass to be used in an
economically feasible manner and would result in much lower GHG emissions compared to an approach that
attempted to convert coal and biomass in separate plants. Moreover, the CBTL approach has a much greater
impact on energy security, enabling the economic production of 20 times more diesel fuel from secure,
domestic energy resources.

If one assumes that BTL plants with negative NPVs would not be built, the advantages of using coal and biomass
together in CBTL plants are even greater. If alternative fuels are required to have GHG emissions 20% below the
petroleum baseline, CTL plants would be prohibited by the emission requirement and BTL plants would be
economically infeasible, leaving CBTL as the remaining option for producing diesel fuel from these secure,
domestic resources.
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Under a 20% low carbon fuel standard, coal cannot be used without the environmental synergy afforded by co-
gasifying biomass, and biomass cannot be used without the economic synergy afforded by co-gasifying with coal.

Under a 20% low carbon fuel standard, coal benefits by the environmental synergy afforded by co-gasifying
biomass, and biomass benefits by the economic synergy afforded by co-gasifying coal. Without these synergies,
neither of these domestic fuels could be utilized in a manner that was both environmentally acceptable and

economically feasible.

52



6 POTENTIAL ECONOMIC BENEFITS OF A LARGE CBTL INDUSTRY

This chapter delineates the potential economic benefits that would accrue to the United States should it develop a
large scale CTL/CBTL industry to both substantially improve energy security while reducing CO, emissions.
Analysis has shown that CTL/CBTL can be competitive at oil prices far exceeded by recent levels, and at levels
projected in the recently issued IEA World Energy Outlook 2008 [23]. This publication forecast 2030 oil prices
to be double the forecast in WEO 2006, (in 2030, $120/bbl versus $55/bbl, with 10 million barrels of day (mmb/d)
less consumed, globally (106 mmb/d versus 116 mmb/d) [23, 24]. Under this oil price projection the NPV, in
2008, of a 3mmb/d — 5 mmb/d CBTL industry would be in the range of $200 billion - $700 billion.

6.1 OIL PRICE PROJECTIONS

The reason for the new perspective on oil prices is the dearth of “cheap oil,” and, despite the financial collapse of
2008, the realization that rekindled economic growth will soon lead to oil prices that meet or exceed the
commonly accepted 2008 cost of incremental oil, $70-$80/bbl. The IEA projects that continued consumption
growth in Asia and the Middle East will more than offset any consumption decline in the West, and projects 2010
oil prices of $100/bbl. (See Figure 6-1, which shows projections adjusted to 2008 price levels). Of course, in late
2008 oil prices collapsed to the $40- $50/bbl range, far off their July 2008 peak exceeding $140/bbl. However,
for prices to languish in this range for more than a few years would be indicative of deep Western economic
malaise and anemic Asian economic growth.

Figure 6-1: Current Oil Price Projections, $ per barrel, year 2008 prices
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Table 6-1: RSP, Crude Oil Equivalence

CTL w/o CTL+CCS+ 8wt% 15wt% BTL+CCS+
CO, charges CCS CTL+CCS ATR CBTL+CCS| CBTL+CCS |BTL w/o CCS ATR
CO, = $0/t $84.50 $86.58 $92.52 $93.09 $95.44 $218.43 $234.94
CO,= $45/t $100.09 $80.98 $85.97 $85.41 $85.95 $198.29 $180.11
CO, = $90/t $115.69 $75.37 $79.43 $77.74 $76.43 $178.14 $125.27

The fundamental difference between the energy crisis of the 1973-1985 and that of 2003-2008 is that the latter
was caused primarily by a large increase in demand paired with resource difficulty, worsened by financial
speculation in 2008, rather than by supply disruptions caused by the voluntary withholding or by revolutionary
upheaval [25]. Thus, once the business cycle turns, the forces of growth will increase oil demand and with it
prices. In the meantime, a period of low oil prices due to economic stagnation provides a window of opportunity
to develop new energy alternatives that could be deployed for future sustained periods of high prices, a more
prudent option than waiting for the next crisis.*”

The micro-level systems engineering analysis of this report demonstrates that the RSPs of coal/biomass diesel to
be well below the level projected by IEA, in terms of crude oil equivalence (Table 6-1, first row). The analysis in
Chapter 4 further demonstrates that CTL is preferred to coal-biomass blends at moderate carbon prices. That said,
under a potential low carbon fuel standard, CBTL options are preferred to biomass-only alternatives under any
reasonable carbon price scenario.

6.2 ECONOMIC PROFITS

It is important to note that the RSP indicates the level at which all expected returns to labor and capital have been
met; that is, investors have achieved profits commensurate with their expectation (in this study, a 20% IRROE).
In economics jargon, the project pays a “normal” rate of return or an accounting profit. An economic profit is
defined as a return to capital above the normal rate. Therefore, at a price equal to the RSP, economic profit is
zero. When economic profits are positive, an economic “rent” has been earned, in this case because the world oil
price is above the RSP. At or above such levels the economic case for the competitive domestic alternative
becomes compelling, based on otherwise forgone economic profit, obtainable increases in net surplus,
amelioration of the trade deficit, and job creation.** At prices below the RSP, the economic profit is negative and
the CTL/CBTL industry would be in need of some type of subsidy for the country to achieve the energy security
and trade balance benefits associated with this industry. However, a long period of low oil prices, indicative of
economic stagnation, would see as well a decline in the capital costs from the January 2008 levels embedded in
the current RSPs, bringing down the RSPs associated with the different CTL/CBTL plants and improving
economic competitiveness.

The economic benefits of CTL/CBTL may even be greater than those that would be obtained under the IEA price
projection. There is a risk that the IEA projection is low, based on the difficulty with which remaining oil
resources are extracted or the reluctance of oil-producing nations to adequately invest. In this case, the lack of
supply growth would result in even higher prices, further limiting consumption growth. This is borne out with the
following: a theoretical projection of oil prices of $150/bbl by 2030 would increase prices by less than 25%
(relative to the “IEA Reference” case).” Note that between the IEA WEO2006 and WEO2008 projections, a
100% increase in price elicits less than a 10% decline in consumption. With this level of demand responsiveness,

*1 An anonymous reviewer provided this insight.

%2 “Net surplus” is the difference between the change in consumer surplus less the change in producer surplus. A decline in
world oil prices benefits consumers and hurts domestic oil producers, but on balance this effect is positive for the country.
“3 Unlike the EIA, the IEA does not present a “high oil price case.”
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the further increase in price of 25% (i.e. $150/bbl by 2030) would only limit world oil consumption to about 103
mmb/d. Therefore, the high oil price sensitivity of an admittedly speculative projection to $150/bbl highlights the
insurance value of CTL/CBTL under very high oil prices, since large demand for CTL/CTBL diesel fuel would
still exist.

In Figure 6-2, the area shaded under the IEA Reference price projection indicates the economic profits attained by
CTL/CBTL. The area above that curve and below the NETL high oil price projection is additional economic
profit under higher oil prices. The economic profits retained under these assumptions are assumed to accrue to
domestic owners, representing economic rent not transferred overseas due to the displacement of imports.
However, these levels should be reduced by the “propensity to import”, that is, the portion of consumption spent
on imports. This ratio is 0.16, that is, for every $1 of economic profit, 84 cents is retained, to be shared by capital
owners and governments.

Figure 6-2: Economic Profits under Oil Price Projections
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Figure 6-3: CTL/CBTL Ramp-Up Scenarios versus EIA and IEA Projections
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To calculate those areas under the curve, a ramp up of the CTL/CBTL industry must be assumed. Compared to
levels of production projected by Energy Information Administration (EIA) or International Energy Agency
(IEA), a large scale ramp-up would require significant incentives, at least for the first few plants, until oil price
uncertainty is reduced and technical risk assuaged. While multiple scenarios could be envisioned, Figure 6-3
illustrates those used for purposes of these calculations.* These ramp-ups are for comparison purposes only; they
are not based on any particular readiness or impact study. The comparisons in the chart are to EIA’s AEO2008
high oil price case and to the IEA reference case [26].

6.3 EFFECT ON WORLD OIL PRICES

Standing up an industry of this scale will likely have an effect on the world price of oil. The RAND Corporation,
in a new report, develops a plausible world oil market model: RAND concludes that, for each million bpd of
alternative fuels, in this case CTL/CBTL, world oil prices will decline from 0.6% to 1.6% [27]. The higher
percentage figure is adopted here, for, as RAND points out, the larger price effect will occur in a scenario of high

“* The number of plants can be deduced by dividing the production rate by the notional plant size of 50,000 b/d. Thus over
the five year period between 2015 and 2020, sixteen, twenty-four, and forty 50,000 b/d plants would have to be added under
the 2mm, 3mm, and Smmb/d ramp-ups, respectively.
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world oil prices, which the IEA reference case certainly is. Table 6-2 shows these percentage effects under the
IEA projection and under the high oil price sensitivity.

Further, RAND argues that the decline of world oil prices per se will generate a net surplus to the United States of
$6/b to $30/b, with the latter figure obtaining when the world oil price is high [27]. The word net is important,
because the figure accounts for lost revenue by domestic oil producers. This effect is not technology-specific, but
would benefit the US if, for any reason, oil imports were reduced by the magnitudes contemplated here. The
economic benefits shown here thus use the upper bound, yielding an annual benefit exceeding $30 billion in 2030,
for a 3 mmb/d industry, and over $90 billion for a 5 mmb/d industry. In a low world oil price world, with prices
below the RSP, the required subsidy would still be offset by a figure equivalent to 20% of the benefits calculated
here.

Table 6-2: Effect of Ramp-up on World Oil Prices

World Qil Prices 2020 2030
IEA reference $111.56 $123.73
2 mmb/d ramp $109.95 $120.76
3 mmb/d ramp $108.88 $118.78
5 mmb/d ramp $106.74 $114.82
High Oil Price Scenario $122.08 $150.00
2 mmb/d ramp $120.32 $146.40
3 mmb/d ramp $119.15 $144.00
5 mmb/d ramp $116.80 $139.20

6.4 TRADE DEFICIT ISSUES

The effect on the trade deficit is an issue that excites much debate. Some assert nearly a one to one relationship;
that is, for every dollar not spent on imports, Gross Domestic Product (GDP) increases by that dollar, whereas
others disclaim any positive effect, which is akin to asserting the trade balance is always net zero.** Projecting
trade deficit effect is quite uncertain, since the nation’s terms of trade and appetite for imports are factors difficult
to establish for future periods. Nonetheless since net exports are a component of GDP, we observe that for every
dollar not sent overseas, foreign purchases of US exports will be reduced by some fraction. Between 1969 and
2007, exports averaged 85% of imports; between 1999-2008, 70%; between 2002-2007 for the Middle East, 60%.
A range of benefit determined by the excess of imports could thus be quite wide. Here, the 70% offset figure is
used; that is, for every $1 reduction in imports, GDP grows by 30 cents.

6.5 JOB CREATION

Finally, the topic of job creation should be addressed. In a 2006 report for NETL, the authors employ an
economic input-output model to determine that, approximately, 150,000 jobs would be created for every million
bpd of production. Whether these jobs are net additions to employment levels or represents shifts between sectors
continues to be debated.*

*® See Southern States Energy Board’s American Energy Security, and RAND, 2008, for a discussion of the issues [27, 28].
“® Economic Impacts of U.S. Liquid Fuel Mitigation Options, p. 45, estimates 350,000 jobs for production of 2 million bpd
and 500,000 jobs at 5 million bpd [29]. Similarly, in an analogous report, RAND Corporation estimates 200,000-300,000
jobs in a 3 million bpd shale oil industry (Oil Shale Development in the United States, pp. 27-28) [30]. This stands in
contradistinction to the “no net effect” in RAND’s 2008 CTL report [27]. Finally, the American Energy Security, p. 151,
estimates over 900,000 jobs from 8.4 million bpd of alternative fuels, inclusive of coal to liquids, shale oil, and biomass to
liquids [28].
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In the near-term, however, the United States is of course not in a full-employment economy. Over the longer
term, since CTL and CBTL would necessarily involve a large construction effort and employ many highly
technical workers, a large ramp up would probably create a premium for labor that might reorient the income
distribution in favor of labor, similar to the experience in the Canadian oil sands. This might bump the RSP
upwards by increasing the cost of CTL/CBTL plant builds. This assertion and other labor market issues are
beyond the scope of this report, except to simply note that the growth of a high value-added manufacturing
industry in the United States would be a positive development.

6.6 SUMMARY

The potential benefits to the United States of CTL/CBTL under a regime of high oil prices could be vast. Fora3
mmb/d industry, economic benefits could exceed $100 billion dollars on an annual basis by 2030. On a NPV
basis for the period 2010-2030, the value of the industry in 2008 dollars approaches $400 billion. Table 6-3
shows both the annual benefit in 2030 and the NPV of the stream of benefits from 2010 to 2030. Figures of this
magnitude- and indeed any component thereof- indicate the massive public benefit potentially available to the
United States. With the possible exception of oil shale, it is difficult to see any other domestic supply alternative
or supplement to conventional oil at such scale. Moreover, although CBTL is not conventional oil, it is
compatible with both the current liquids fuel infrastructure and also with leading demand side alternatives, such as
plug-in, diesel-electric hybrid automobiles. In a carbon constrained world, the added cost of CCS to the CTL
plant is merely $5/ton CO.eq, or equivalently an incremental $2/bbl, clearly identifying CTL+CCS as a leading
candidate for CCS demonstrations under an aggressive climate policy. Further, if paired with prospective EOR,
CTL+CCS would replace imports with two thrusts and reduce lifecycle GHG emissions, dramatically so in CBTL
applications.

Table 6-3: Summary: Potential economic benefits of CTL Options, by 2030. (Million $2008)

NPV, * NPV,
3 mmb/d, 2030 5 mmb/d, 2030 3 mmb/d 5 mmb/d

Retained Economic Profit, Annual Annual 2008-2030 2008-2030
Reference Case

CTL+CCS $29,698 $43,411 $88,331 $132,448

15wt% CBTL+CCS $21,527 $29,792 $55,601 $77,899
ﬁ‘;‘i‘it;?lngriiiogcr’g};‘;tfggﬁt’ $23,257 $37,470 $52,849 $85,925
Reduced world oil prices $32,850 $91,250 $84,980 $236,056
Trade deficit amelioration
IEA Reference $39,228 $47,556 $146,164 $238,318
High Oil Price case, incremental $23,973 $29,062 $18,925 $30,770

Sums

CTL+CCS, Reference $101,776 $182,217 $319,474 $606,822
CTL+CCS, HOP $149,005 $248,749 $391,249 $723,516
15wt% CBTL+CCS, Reference $93,605 $168,598 $286,744 $552,272
15wt% CBTL+CCS, HOP $140,834 $235,130 $358,519 $668,966
Job creation (cumulative) 300,000-400,000 500,000

* NPV = Net Present Value, calculated at a 7% discount rate. This rate exceeds the commonly accepted value of 6% for long-
term returns on common stock in the 20™ century; a lower rate of , say, 4% implies public good benefits not displayed. A

positive value indicates a benefit to the United States.
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7 RESEARCH & DEVELOPMENT NEEDS

Significant research, development and demonstrations have been conducted on the gasification of pure coals and
of pure biomass. Coal and biomass mixtures have also been researched, but there is a minimal amount of data
available on gasification of different coal ranks with different biomass mixtures at different ratios. Additionally,
FT synthesis for the production of liquid transportation fuels has been demonstrated on large scales historically
for reasons including market instability, national vulnerability and limited national resources. However, several
uncertainties and questions need to be addressed, and these can be grouped into three key research areas: (1)
bench and engineering-level development and demonstration, (2) systems analyses, and (3) site specific design
studies.”” In response to Congressional direction in the FY2008 budget appropriations language, the United States
DOE’s Office of Fossil Energy and National Energy Technology Laboratory are aggressively pursuing R&D in
areas (1) and (2), with the aim of reducing the economic and technical challenges associated with large-scale
deployment of CBTL projects and promoting the widespread acceptance of this method of fuels production. Area
(3) is identified as an activity that could help guide future R&D and systems analysis efforts because there is a
lack of detailed engineering design for CTL and CBTL plants.

7.1 BENCH AND ENGINEERING DEVELOPMENT & DEMONSTRATION

The first component of a strategy consists of a research and development activity to identify and address the
technical challenges associated with co-feeding different types of coal and biomass at varying feed mixture
percentages.

The bench and engineering-level research is needed to:

(a) demonstrate methods to successfully introduce a coal-biomass feedstock into the high pressure - high
temperature gasifier regime;

(b) perform a complete bench-scale characterization of the effluent gas products resulting from the gasification of
several coal/biomass combinations, and *

(c) determine the amounts of trace contaminant species expected from coal/biomass mixtures that the FT and
WGS processes can tolerate to ensure effective and economical operation.

Subsequent research and development in all of these areas will be necessary to provide final proof-of-concept for
control of contaminants, successful feeding systems, optimal, integrated and sustained operation in pilot facilities.

Specific areas for R&D include, but are not limited to:

1. What is the influence of co-feeding various ranks of coal and types of biomass at different ratios on the
kinetics of gasification related reactions?
Specific information related to the influence of co-feeding different coal and biomass ratios, as well as
different species, must be generated. While systems analysis studies have predicted that co-feeding
biomass at 8-15wt% provides unique carbon emissions and economic advantages, the presence and the
nature of the biomass is sure to have an effect on the gasification process and reactions, most likely due
to differences in heating value; oxygen, carbon and hydrogen content; and the presence of metals
associated with the biomass to catalyze the gasification reactions.

47 . - . . . . . .
Financial incentives such as tax incentives, loan guarantees, and other mechanisms may also play a role in addressing the

economic and market challenges of CBTL, but these are beyond the scope of this paper.

*® Gasification using high-temperature and high-pressure entrained flow gasifiers should help to eliminate tar and methane

formation from the biomass component of the feedstock. Also, the CBTL plants would be simpler and less costly if the same

gasifier could be used to process both the coal and the biomass.
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What is the influence of co-feeding various ranks of coal and types of biomass at different ratios on the
solid, liquid and gaseous products resulting from gasification?

The presence of biomass will affect the gasification conditions and may result in different types of species
being contained in the solid, liquid, and gaseous products resulting from gasification. Temperature
differences caused by the presence of biomass may alter the amounts of residues produced relative to
those from pure coal gasification. Moreover, biomass will introduce a unique contaminant stream, which
may alter the composition of the solids, liquids, and gases produced.

What are the optimum gasifier operating conditions for the conversion of coal and biomass to
transportation fuels?

Historically, pure coal and pure biomass gasification research has been conducted at different
temperatures; biomass typically being conducted at lower temperatures as compared to coal. In a co-
gasification configuration, the different heating value, moisture content and elemental species associated
with biomass may require non-traditional operating conditions in order to maximize gasifier and process
efficiency.

How does the variability of biomass species and feed ratios influence the reliability of sustained
operation?

It is possible that the presence of biomass will alter the reliability of long term operation, primarily due to
the variability in biomass content and species, and the influence of co-derived syngas on the gasifer and
down-stream processes.

What is the optimum pretreatment of biomass required for feeding into a high-pressure gasifier?

The gasification characteristics of biomass are different than those of coal, and it follows that it may be
desirable to pre-treat the biomass in order to more closely match the characteristics of coal. Pre-
treatment processes including drying, sieving, pelletizing, torrefaction or grinding, may be beneficial in
maintaining consistent operation of the gasifier under a variety of co-feeding scenarios as well as
increasing the energy density of the biomass, harvest and distribution area, and storage properties.

What is the optimum feed arrangement for coal and biomass in the co-gasification process?

Although large scale gasification has been practiced on pure coal and pure biomass, it is unclear what
feed configuration would result in the optimum operation of a CBTL process: (1) pre-mixing the coal and
biomass and feeding at one point, or (2) two distinct trains (one for biomass and one for coal) feed at two
different locations within the gasifier, etc.

What is the optimum configuration of the gasifier(s)?

Due to the potential difference in reaction rates of coal and biomass as well as the variability of biomass
supply and species, various gasifier configurations can be explored and optimized; a single gasifier for
both coal and biomass or separate gasifiers for coal and biomass arranged in series or parallel.

What is the influence of co-gasification products on the materials associated with the gasifier?

The difference in elemental content of biomass as compared to coal may impact the service life of gasifier
materials as well as down-stream processes. For example, will the high alkali content of the biomass
impact the slag-refractory interactions within the gasifier?

What is the influence of co-gasification products on syngas processing equipment?

The primary and trace constituents resulting from gasification of biomass and coal may affect syngas
processing equipment and chemistry (e.g. FT and WGS catalysts). For example, biomass will introduce
alkali species and it is not known at what levels these species will begin to affect processes and
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processing equipment. It will also be important to determine any synergistic effects, both positive and
negative, that multiple contaminant species have on the overall process.

10. Do current commercial cleaning processes remove the trace syngas species associated with co-
gasification?
It is unclear which contaminants will be present and at what levels they will be introduced by various
species of biomass. To some degree, this will be specific to the particular species of biomass and the feed
rate. However, certain syngas cleaning processes will be more likely to also remove trace contaminants
than others. This will affect removal capacity, rate of absorption of target contaminants versus
competitive uptake of co-contaminants, and also any regeneration processes.

7.2 SYSTEMS ANALYSIS

The second research area would incorporate systems analyses to evaluate technologies and R&D progress and
provide guidance for the research activities. Five key areas of systems analyses for CBTL plants are:

e Techno-economic analyses to assess and define the state of technology and RD&D progress and needs;

e Risk analyses to identify, characterize, and evaluate the technical, economic and environmental hurdles
associated with deploying CBTL technologies and the strategies required to overcome them;

e Resource and infrastructure analyses to identify, define and offer strategies to address the critical
“readiness” issues — availability of engineering and design firms, skilled labor, railroad and other
transportation capacity, mining capability, biomass availability and its impacts on plant capacity and
operations, materials and equipment availability and other potential critical needs;

o Benefits analyses to determine the advantages of introducing CBTL technologies as one element in the
suite of alternative fuel options; and

e Market analyses to evaluate commercial application of technologies.

This study is the first major CBTL systems study performed by NETL and will be followed on with other work
which evaluates the other key issues listed above.

7.3 SITE-SPECIFIC DESIGN STUDIES

The third research area could support site-specific designs of first-of-a-kind CBTL plants, including front-end
engineering designs, to prove the feasibility of achieving near-zero GHG emissions. The purpose of this technical
area is to collect detailed engineering design information, which is currently lacking, to guide future R&D and
systems analysis efforts and to provide industry with experience and confidence in the technology.

Advanced coal gasification and FT conversion technologies have been developed to reduce product cost, but have
not been demonstrated in an integrated system at sufficient scale to confirm the potential economics and
efficiencies of production. Recently, baseline systems designs and associated construction cost analyses have been
updated for CTL plants and initial analyses have recently been published and others are forthcoming for CBTL
plants.

Although these analyses represent best engineering judgment, an overwhelming amount of risk will continue to
exist until plants that integrate the technologies to produce liquid fuels from coal and coal/biomass mixtures are
designed, built, and operated in the United States. Several CTL projects have been announced in the United States
and worldwide which, if developed, could form a database of information on the technology and reduce the
technical and financial risk. The only CBTL project announced to date is by Baard Energy LLC. They plan to
design and construct a 50,000 BPD CBTL plant in Wellsville (Columbiana County), Ohio and have recently
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announced that they are starting the Front End Engineering Design (FEED) phase for the plant [31]. Itis
anticipated that DOE will closely follow the progress being made on this activity and other planned first-of-a-kind
commercial CTL and CBTL plants.

To facilitate the deployment of CBTL plants, several site-specific CBTL FEED studies could be performed on
representative coals of different rank (bituminous, sub-bituminous or lignite), and different types of biomass
(switchgrass, corn stover, poplars, forest residues, and mixed prairie grasses). Various feed concentrations of coal
and biomass having diverse characteristics would be evaluated in these studies to provide a basis for commercial
validation, decisions to proceed, and financing. The completed designs at different site locations would provide
industry with the knowledge and experience to consider further commercial deployment.
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8 CONCLUSIONS

This study evaluates the use of the United States’ abundant domestic resources to address the often competing
priorities of energy security, climate change mitigation, and economic sustainability. A comprehensive
assessment was performed to evaluate the economic feasibility and climate change impact of coal and/or biomass
conversion to diesel fuel using a process known as indirect liquefaction, and more specifically the Fischer-
Tropsch catalytic synthesis process combined with carbon capture and sequestration.

The key findings of this study were that:

¢ By coupling two existing technologies, indirect liquefaction and carbon sequestration, coal and biomass
can be economically converted into ultra-low sulfur diesel fuel which has significantly less life cycle
GHG emissions (5 to 75% less) than petroleum-derived diesel fuel. For example, conversion of 8%
(by weight, 5% by energy) biomass with coal can result in a 20% reduction in life cycle GHG emissions
when CCS is employed.

o Despite a fairly costly financial structure (20% IRR on equity), CTL/CBTL diesel fuel is competitive
with petroleum-derived diesel when oil prices are as low as $86/bbl; should carbon constraints
become the norm, these fuels would become more competitive as carbon prices increase (because they
have lower life-cycle GHG emissions).

e When coal and biomass are used together in CBTL plants, the coal feedstock benefits by the
environmental synergy afforded by co-gasifying biomass, and the biomass feedstock benefits by the
economic synergy afforded by co-gasifying coal. Without these synergies, neither of these domestic fuels
could be utilized in a manner that was both economically feasible and environmentally acceptable if such
fuels are required to achieve life-cycle GHG emissions that are substantially lower (>12%) than the
petroleum baseline.

e CTL/CBTL plants offer the least-cost option to demonstrate the geologic sequestration of carbon dioxide,
which is critically needed to enable our nation to continue using its valuable coal resources in a carbon-
constrained world. Capturing and compressing over 90% of the carbon dioxide emissions from a coal-to-
liquids plant is inexpensive (adding only seven cents per gallon to the product cost) and the resulting
carbon dioxide can be pumped into our nation's older oil wells to recover large volumes of leftover,
difficult-to-extract oil, while simultaneously locking the carbon dioxide underground.

Furthermore, a national commitment to promote the use of CTL and CBTL would have a tremendously positive
impact on the economy, creating skilled jobs and reducing the amount of money sent overseas for oil imports,
valued at $326 billion in 2007 and between $400 and $500 billion in 2008. The production of domestic diesel
would also improve the economic competitiveness of domestic industries by easing supply constraints associated
with diesel fuel, thereby reducing overhead costs associated with high fuel costs. Should oil prices resume their
upward trend, the economic and security benefits of CBTL to the nation could be enormous.

Based on these findings, CTL and CBTL represent a well balanced and pragmatic solution to the United
State's energy strategy dilemma of achieving energy security and addressing climate change in an
economically sustainable manner. Biomass to Liquids (BTL) - only becomes economically competitive when
the GHG emission value exceeds $138/mtCO,E and does not result in greater reductions in net GHG emissions
than if the same amount of biomass were used in a CBTL plant

Of the plant configuration options evaluated, the CTL with CCS configuration and CBTL with CCS
configuration (featuring 8 to 15 wt% biomass) will likely represent the optimal solutions, considering
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trade-offs between GHG mitigation and economic advantage. These plant configurations produce a
diesel fuel which has 5% to 33% less life cycle GHG emissions than petroleum-derived diesel and can
be economically competitive at diesel prices of $2.56/gallon of petroleum-diesel equivalent.*®
Inherent in these prices is a relatively stringent return on equity of 20%. Since these prices also assume
transportation fuel emissions are not taxed (a GHG emissions value of zero), higher GHG emissions
values consequently lead to economical competitiveness at even lower petroleum-diesel equivalent
prices. Given that future oil prices are predicted to reach $130/bbl by 2030°°, these CTL/CBTL fuels
would be very profitable in the future [23].

Technology Readiness and the Development Opportunities

The CTL/CBTL pathway has the technical credibility in that it is a commercially proven technology with large-
scale operating experience: existing CTL plants produce 150,000 bpd of liquid fuels products, and the co-
gasification of up to 30% (by weight) biomass with coal has been demonstrated in a large scale, commercially
available gasifier. Nevertheless, significant R&D opportunities exist to improve the economic competitiveness
and climate change benefits of this technology. These range from co-gasification research in probabilistic
methods of determining the kinetics for different biomass types and mixtures, optimization of biomass processing
and feeding technologies, and investigation into catalytic synthesis and hydrocarbon product processing, using
Fischer-Tropsch catalysis or other methods, in order to improve product slate flexibility and process efficiency.

CTL/CBTL is therefore a near-term (3 to 5 years, based on permitting and plant construction) technology
pathway, but also a pathway which can result in a new, high-tech industry. A national commitment to
CTL/CBTL would result in high-tech jobs associated with not only the construction of plants, but also the plant
operation and further development and optimization of CTL/CBTL component technologies, including overall
plant research.

The Path Forward

The CCS technology intended to be applied to the CTL/CBTL process is critical to the future use of coal not only
in this process but also in the electric utility industry. Because the use of coal is important in maintaining the
competitiveness of the U.S. energy mix, this technology combination offers a unique advantage to the nation.
CTL/CBTL with CCS represents the lowest-cost option to demonstrate carbon capture and storage at significant
scale while adding only $2/bbl to the required selling price of the product.

CTL/CBTL w/CCS has numerous benefits, including but not limited to: (1) production of fuels with significant
reductions in GHG emissions, (2) creation of a large scale domestic industry with numerous new skilled job
opportunities created, (3) opportunities for R&D — leading to an important new high-tech industry, and (4)
competitiveness in a key transportation fuel, using an abundant domestic energy resource, with an improving
economic advantage as GHG emission values increase.

While the decline in world oil price, at the end of 2008, may temporarily preclude the economic competitiveness
of CTL/CBTL fuels, long-term oil price projections show that these fuels are likely to be competitive by the time
a plant can be built and extremely profitable in the long therm. As described in Chapter 6, a 3 million barrel per
day industry could have domestic economic benefits which exceed $100 billion dollars on an annual basis by
2030. On a net present value basis for the period 2010-2030, the value of the industry in 2008 dollars

* The CTL with CCS plant configuration produces fuel which has 5% less life cycle GHG emissions than petroleum-derived
diesel, whereas 15wt% CBTL with CCS produces fuel with emissions that are 33% less than petroleum-derived diesel.
0 E1A, Annual Energy Outlook 2009 (early release), December 2008, reference case

64



approaches $400 billion. This economic potential could be enhanced under a number of scenarios, including
reduced engineering, procurement, and construction (EPC) costs and commodity and equipment costs, associated
with the current global recession; technological improvements to the CTL/CBTL process, or the commercial sale
of the CO, as a byproduct, for Enhanced Qil Recovery (EOR) or other purposes.

CTL/CBTL with CCS is therefore a technology pathway that can uniquely and simultaneously provide a solution
to the divergent energy objectives of our nation.
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A ECONOMIC ANALYSIS METHODOLOGY

The economic analyses presented in this report were performed using the NETL Power Systems Financial Model
(a discounted cash flow analysis tool) using the following assumptions (except where noted) regarding: project
finance structure, construction schedule, plant capacity factor, feedstock acquisition costs, product prices,
escalation, taxes and depreciation.

Al SELECTION OF A FINANCING STRUCTURE FOR CBTL PROJECTS

Described in Table A-1 are four scenarios for financing CBTL projects. Scenarios 1 and 1A reflect today’s
situation in which CBTL plants face a high regulatory risk because of uncertainty about a future carbon regulation
and a high technical risk because no commercial-scale plants have been demonstrated yet in the United States.
Scenario 1 is assumed to have no government incentives while extensive government incentives are assumed to
be available under Scenario 1A.

Table A-1: Project Financing Scenarios

. 2A
ST L L e (basis of this study)
Timeframe TODAY MID-TERM

. HIGH LOW
Regulatory Risk (no carbon regulation) (carbon regulation in place)

HIGH MEDIUM
Technical Risk (no commercial-scale (2 or 3 commercial-scale CBTL plants
CBTL plants in U.S.) demonstrated previously in U.S.)
Market Risk HIGH HIGH
EXTENSIVE
ﬁ‘%\éirt?vrgsent NONE (e.g., cost-sharing, NONE g N:c?aDnEgEQ;-riees)
price guarantees) A

Debt/Equity Ratio 0/100 ? 50/50 60/40
Debt Interest n/a ” 8.15 4.56
Rate, % ‘ (LIBOR+6) (CMT+0.22)
Debt Term, years n/a ? 15 30
Required IRROE 20 " 20 20

(over 30 years), %

e All rates are expressed in nominal terms. The average annual inflation rate is assumed to 2%.

. Internal Rate of Return on Equity (IRROE) over 30-year economic life of plant.

. On 11/13/2008, the 12-month London Interbank Offered Rate (LIBOR) was 2.15% and the 30-year
constant-maturity Treasury (CMT) rate was 4.34%.

Scenarios 2 and 2A reflect a hypothetical mid-term future in which regulatory risk has been eliminated by the
passage of a carbon regulation and technical risk has been partially mitigated by the demonstration of two or three
commercial-scale CBTL plants. Scenario 2 is assumed to have no government incentives while moderate
government incentives are assumed to be available under Scenario 2A.

All scenarios face a high degree of market risk because of the volatile nature of energy prices, especially the
world oil price.

All the finance structures listed in Table A-1 are based on “project” financing, i.e., non-recourse financing in

which debt and equity returns are paid back from the cash flow generated by the project. In project financing,
non-recourse debt is secured by a pledge of collateral — typically the real assets of the project — and liability is
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limited to that project collateral. This is in contrast to “corporate financing” in which the corporation would hold
a general liability for the amount of the loan.

The financial structures listed for Scenarios 1 and 2 are taken directly from a 2008 NETL study that recommends
financial structures for analysts to use when performing economic assessments of fossil-based energy projects. [1]
The recommendations were developed by Nexant, an energy sector consulting firm, based on interviews with
project developers/owners, financial organizations and law firms.

Since there is currently no carbon regulation, it is highly unlikely that any CTL or CBTL plant could obtain bank
(debt) financing, meaning that 100% of project capital must come from equity sources absent any government
incentives (Scenario 1). Of course, with extensive government intervention (Scenario 1A), the finance structure
could change in any number of ways.

After a carbon regulation is enacted, it is assumed that debt financing will become available for CBTL projects
even without government incentives (Scenario 2). The 2008 NETL study estimated that up to 50% of the project
capital could be debt-financed at an interest rate that is six points higher than the twelve-month London Interbank
Offered Rate (LIBOR), with the balance of capital finance through equity that requires an internal rate of return of
20%.

If government incentives were available, a more favorable finance structure could be obtained. The finance
structure assumed for Scenario 2A assumes that a government loan guarantee is secured under the program
authorized by Title XVI1I of the Energy Policy Act of 2005. Although the terms of loans issued under that
program will vary, this analysis assumes that 100% of the debt portion of the project financing is guaranteed, with
a loan term of 30 years (the maximum allowed) and an interest rate that is 22 basis points above the 30-year
constant-maturities Treasury (CMT) rate.

The debt service coverage ratio (DSCR) is the ratio of the operating profit to the cost of debt service (principal
plus interest). According to the 2008 NETL study, a DSCR above 1.75 or 2.0 will likely be required to secure
debt financing for fossil-based energy projects. Accordingly, this analysis limited the percentage of capital
financed with debt to 60% such that the DSCR remained above 2.0 when averaged over the first five years of
plant operation. [1]

The effect of project finance structure on the diesel required selling price for various CBTL configurations is
shown in Figure A-1. As shown, financing options can have a significant effect on RSP, and therefore plant
viability. Of particular note is that government incentives, such as loan guarantees, can make the use of CCS of
co-gasification of biomass the economically preferred option even when co2 emissions do not have a value:
CBTL options with CCS and up to 15wt% biomass are can all produce diesel fuel for under $3/gallon of
petroleum-diesel equivalent when loan guarantees are available for these options, which is less than the
$3.10/gallon of diesel for CTL without CCS (assuming loan guarantees are not available for this option).

A2 CONSTRUCTION SCHEDULE
Construction is assumed to be completed over a period of three years (2009, 2010 and 2011), during which the

annual capital cost distribution is spread evenly in real terms. Loan draws are made annually to cover
construction costs, with interest accruing only on the amount drawn.
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Figure A-1: Effect of Project Finance Structure on Diesel RSP
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A3 PLANT CAPACITY FACTOR

The capacity factors assumed for this study are listed in Table A-3.

Table A-3: Capacity Factor Assumptions

Plant Type Year1l | Year2 | Years3+

CTLand CBTL 69% 79% 90%

BTL 65% 75% 85%

Since the CTL/CBTL plants considered in this study include a spare gasifier, and since they are assumed to be
third- or fourth-of-a-kind, a design capacity factor of 90% is assumed to be achieved in the third year of operation.
This value was adjusted from a recent EPRI projection [2] of the availability that will be achieved by the next
generation of Integrated Gasification Combined Cycle (IGCC) plants when no spare gasifier is included. (Since
CBTL plants are assumed to be dispatched whenever they are available, the capacity factor is assumed to equal
the availability.)

BTL plants are assumed to achieve a design capacity factor of 85% in the third year of operation. Although the
BTL plants also feature a spare gasifier, a lower capacity factor was assumed because the supply of biomass
feedstock is expected to be less reliable than the supply of coal. Seasonal weather variations can affect the
magnitude, timing and quality of available biomass feedstocks. It is assumed that CBTL plants will be able to
cope with such variations by using coal to compensate for shortfalls in biomass availability, but BTL plants will
not have this option.

For all the CBTL plants, it was assumed that the capacity factor was below the design value in years one and two.

The assumed capacity factor ramp-up rate was adjusted from the availability ramp-up rate projected by EPRI [3]
for the next generation of IGCC plants. The first- and second-year capacity factors for CTL/CBTL plants are
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assumed to be 69% and 79%. The first- and second-year capacity factors for BTL plants are assumed to be 65%
and 75%.

A4  FEEDSTOCK ACQUISITION COSTS
A.4.1 Coal Cost
The coal type assumed for this study is Illinois #6, a high-sulfur bituminous coal.

Reference case data [4] for the DOE Energy Information Administration’s (EIA) “Annual Energy Outlook 2008”
projects that the minemouth (underground) cost of high sulfur coal in the East Interior Supply Region (which
includes Illinois) will be $1.34/MMBtu (year 2006 dollars) in 2012, the assumed first year of operation for plants
in this study. The average transportation cost of this coal to plants within the East North Central Demand Region
(which also includes Illinois) is $0.44/MMBtu. Thus the total delivered cost of the coal is projected to be
$1.78/MMBtu in 2012 (year 2006 dollars).

Applying a nominal annual escalation rate of 2%, the delivered cost equates to $1.85/MMBtu in Jan-2008 dollars.
For Illinois #6 coal (11,666 Btu/lb), this translates to $43.16 per short ton (Jan-2008 dollars).

A.4.2 Switchgrass Cost

NETL sponsored RAND to characterize a variety of potential biomass feedstocks, including the development of
models to estimate their costs [3]. Switchgrass costs are plotted in Figure A-2 as a function of the required feed
rate. The costs are for delivery to the plant gate and include costs associated with crop establishment, cultivation,
harvesting and storage, and transportation.

Figure A-1: Delivered Switchgrass Cost as a Function of Feed Rate
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The reported switchgrass costs assume that only marginal lands are employed for switchgrass cultivation. It is
assumed that the switchgrass is field dried and stored in the field until it is needed. Final switchgrass processing
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is assumed to occur at the CBTL/BTL facility and is not included in the delivered cost estimates. Convention
dictates that the delivered switchgrass cost be expressed in $/dry- ton (January 20088$) although the biomass is
still “wet” when delivered to the plant.>!

A5 PRODUCT PRICES
A.5.1 Diesel-Naphtha Price Ratio

Since CBTL plants produce naphtha as a byproduct, it is necessary to assume a price ratio for these products to
perform the economic analysis. For this study the diesel-naphtha price ratio was assumed to be 1.3, based on
communications with individuals involved in the development of a potential commercial-scale CTL project in the
United States [5].

A.5.2 Diesel-Crude Oil Price Ratio

As discussed in Section 4.2, this study assumes that the ratio of the ultra-low-sulfur diesel spot price (New York
Harbor) to the crude oil spot price (West Texas Intermediate, Cushing, OK) is 1.25 (before any GHG emission
costs are taken into account). This assumption was based upon an analysis of DOE/EIA data on diesel fuel and
crude oil for the period January 2002 through July 2008.

Diesel fuel consumed for on-road transportation is composed of ultra-low-sulfur diesel (ULSD) (<15ppm sulfur)
and low-sulfur diesel (LSD) (15-500ppm sulfur). Monthly U.S. consumption rates for ULSD and LSD were
estimated using EIA data on U.S. diesel production and U.S. diesel exports/imports. Based on these consumption
rates, the ULSD percentage of the total on-road diesel consumption was calculated for each month. An average of
EIA retail price data showed that, on average, the monthly retail price for ULSD was 7.5 cents higher than the
retail price for LSD during the period February 2007 to July 2008, and it was assumed that this difference also
applied to their spot prices®. Using the monthly ULSD percentages and the 7.5 cent price difference, monthly
ULSD spot prices were estimated from EIA’s monthly spot prices for on-road diesel fuel (which aggregated
ULSD with LSD). The ULSD/WT] price ratio was then calculated for each month during this period, and the
average of the monthly ratios was 1.25.

A.5.3 Electric Power Price

If excess power is generated, it is assumed that the excess power is sold at a price of $50/MWh (Jan-2008 $).
Note that this price did not factor heavily in this study. Only one case generated excess power: the CTL without
CCS case generated 38 MW-net, which equates to about 1% of the total product slate energy value.

A6  ESCALATION

All costs (e.g., fuel costs, O&M costs) and product prices (e.g., diesel, naphtha, and power prices) are assumed to
escalate at an annual nominal rate of 2%. Capital costs are assumed to escalate at the same rate during the

construction period. Credits or debits for CO, emissions are also assumed to escalate at the same rate.

The escalation rate was based on the GDP Chain-type Price Index reported in Table A19 of the EIA's Annual
Energy Outlook 2008, which was projected to grow at an annual nominal rate of 2.0% between 2006 and 2030.

5 As-received switchgrass is assumed to have a moisture content of 10% by weight, so the as-received cost can be calculated by
multiplying the dry cost by a factor of 0.9.

52 This is an approximation. Diesel retail prices, and to a lesser extent the differences in ULSD and LSD retail prices, vary because of state
taxes.
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AT

DEPRECIATION, TAXES AND INSURANCE

Depreciable financing and capital costs were depreciated over twenty years using the 150% declining-balance

method.

An effective total income tax rate of 38% was assumed.

Annual property taxes and insurance costs were assumed to be equal to 2% of the total “overnight” capital cost
(all capital costs excluding escalation and interest during construction).

A8
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B GREENHOUSE GAS ACCOUNTING METHODOLOGY

The greenhouse gas (GHG) accounting methodology used in this study is based on a life cycle assessment (LCA)
approach. The general approach and allocation procedures are consistent with the guidelines for performing
LCA’s developed by the International Standards Organization (ISO). (ISO 2006, ISO 2006a)

The scope of this study is based on the production, delivery, and use of low-sulfur diesel fuel produced in coal-to-
liquids (CTL), coal/biomass-to-liquids (CBTL), and biomass-to-liquids (BTL) energy conversion facilities in the
United States. Illinois No. 6 bituminous coal is used as the fossil energy feedstock and switchgrass is used as the
biomass feedstock. The energy conversion facilities are modeled to represent conceptual, third- or fourth-of-a-
kind, plant designs integrating coal and biomass gasification with Fischer-Tropsch liquids production, and carbon
dioxide capture and storage (CCS). The time-period represented by the energy conversion facilities is considered
a near-term technology based on the integration of commercially-available technology.

Comparative analysis of the life cycle greenhouse gas emissions to petroleum-derived diesel fuel is based on an
industry size representing one million barrels per day (or more) production of FTD. No future energy efficiency
or learning curves estimates are accounted for in the comparative assessment modeling approach. The petroleum-
derived diesel fuel GHG estimate is based on year 2005 national average for conventional internal combustion
engine passenger vehicle based on the NETL Life Cycle GHG Petroleum-based Fuels Model. Year 2005
petroleum baseline was selected as the comparative baseline year in conformance with the Energy Independence
and Security Act of 2007 (EISA 2007).

The GHG accounting methodology was developed using industry standards to match the scope of this study and
provide a comparative GHG methodology. The following describes the modeling approach and comparative
petroleum-based diesel fuel baseline.

B.1 STUDY BOUNDARY AND MODELING APPROACH

The study boundary for the analysis is from the extraction and harvesting of raw materials from the earth to the
consumption of the diesel fuel to move a passenger vehicle. The boundary applied is commonly referred to as a
“cradle-to-grave” life cycle assessment. The “cradle” refers to extraction of raw materials from the earth and the
“grave” is represented as the consumption of the fuel in the vehicle. Figure B-1 graphically represents the
boundary of the life cycle operations included within this study. Within transportation studies (GM 2001) the
boundary is also referred to as a “well-to-wheels (WTW)” analysis. The term “well” originates from studies
analyzing conventional crude oil extracted from on-shore and off-shore wells for the production of transportation
fuels. The term “wheel” refers to the use of the fuel to turn the wheels on the vehicle. The definition of “wells-
to-wheels” is expanded within this study to encompass any energy material extracted or harvested (e.g., coal,
biomass and crude oil) from the earth for the purposes of producing transportation related fuels.
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Figure B-1. Life Cycle Stages Included in the Study Boundary
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