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HOW TO STAY IN BUSINESS
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[image: image2.png]COMPANY OVERVIEW

Core Business :

Location :

Shareholders :

Staff Contingent :

Production and conversion of
natural gas and condensate to
transportation fuels and alcohols.

Mossel Bay South Africa

Wholly owned by the state through
a holding company CEF.

1000

Production Capacity :30 000 BPSD fuels

120 000 m3/annum alcohols

Annual Turnover:  $300 million
Operating Surplus : $130 million
LOCATION

Gas Fields

Indian Ocean
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21 process units

19 utility units

410 ha process facility

water supply from new dam
electricity supply from national grid
32 000 barrels per day final products
(70% synthetic)

CURRENT PRODUCT RANGE

97 RON Leaded Gasoline

95 RON Unleaded Gasoline
Kerosene

Diesel (low sulfur)

Light & Heavy Alcohols (Mosstanol)
Liquid Petroleum Gas (LPG)

Fuel Oil
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UNLEADED PETROL
« Excellent High Speed Knock Quality

KEROSENE
+ Low Aromatic Content
+ Smoke point > 40mm

AUTOMOTIVE DIESEL

« Ultra Low Sulphur (<5ppm)

+ High Cetane Number (52)

* Low Cloud Point (<minus 20°C)

PROCESS OVERVIEW

SYNGAS
CONDENSATE

C,=

C,+ SYNTHETIC OIL

LPG

UNLEADED PETROL
LEADED PETROL
ILLUMINATING KEROSINE
DIESEL
FUEL OIL

‘GASOLINE

DISTILLATE
e

REACTION WATER

LIGHT ALCOHOL
ACID WATER TO EFFLUENT TREATMENT

HEAVY ALCOHOL
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GTL competes in market made by crude refiners

- Crude is an input cost for crude refiners — therefore
the cheaper the crude, the cheaper the production
cost

Crude is not an input cost for a GTL plant— therefore
production cost is independent of crude price

« Crude price volatility is a much bigger problem for a
GTL plant

HOW TO DEAL WITH VOLATILITY

Hedging: Swaps
Puts
Zero cost collar

Purpose: to secure minimum required
cash flows





[image: image6.png]MY LITTLE GTL PLANT

Capacity 25 000 BOED
Capex $ 625 million
Funding Equity $ 250 million
Loans $ 375 million

Opex Gas $5 /barrel
Fixed costs $5 /barrel

$10 /barrel

Loan repayments $ 5.6 /barrel
Cash costs $15.6 /barrel
Return on Equity $4.4 /barrel

... TOTAL COSTS $20.0 /barrel s

DATED BRENT HISTORICAL MONTHLY PRICES
Jan-92 to Feb-01
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* GTL competes in market made by crude refiners

* Crude is an input cost for crude refiners — therefore
the cheaper the crude, the cheaper the production
cost

» Crude is not an input cost for a GTL plant— therefore
production cost is independent of crude price

Crude price volatility is a much bigger problem for a
GTL plant

HOW TO DEAL WITH VOLATILITY

Hedging: Swaps
Puts
Zero cost collar

Purpose: to secure minimum required
cash flows
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Brent Zero Cost Collar PUT ] CALL

As Feb 23, 2001 PRODUCER Buys PUT | PRODUCER Sells CALL
Mar01-Decot | 20 | 29.65
1 e 2001 Source: Morgan Stanley 13

PROBLEMS WITH HEDGING

Basis risk: Hedging refined products
with crude futures

Liquidity: Futures market in refined
products does not extend
far enough into future

Market-to-market Insufficient cash to meet
calls: market calls

14
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* RSA Government provided a zero cost
collar $23 to $28

Replaced in 1993 by:
» RSA government provided a PUT at $16

* In each case RSA government accepted
the basis risk
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CONCLUSIONS

Keep cash costs as low as possible

Have deep pockets

Have a friendly bank manager

Diversify your business
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