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ACTI ON NARRATI VE
1: 05: 55 PM

COCHAIR MARK NEUMAN called the House Resources Standing
Commttee neeting to order at 1:05 p.m Representatives O son,
GQuttenberg, Tuck, WIson, Johnson, and Neuman were present at
the call to order. Representative Seaton arrived as the neeting
was in progress.

PRESENTATI ON: ALASKA FI SCHER- TROPSCH SYNTHETIC FUELS PILOT
PROGRAM

1:06: 16 PM

CO CHAI R NEUMAN announced that the only order of business is a
presentation on the Al aska Fischer-Tropsch Synthetic Fuels Pil ot
Program

1: 06:43 PM

MARK | DEN, Deputy Director of Plans & Operations, Defense
Logi stics Agency, Defense Energy Support Center, U. S. Departnent

of Defense, said he will be giving an overview of the synthetic
fuel initiative that his agency is looking to pursue in the
state of Al aska. He explained that he works for the Defense

Energy Support Center (DESC) [slide 1] which is wunder the
Def ense Logistics Agency (DLA), a defense agency under the U S.
Departnment of Defense (DOD).

MR. IDEN noted that his agency used to be called the Defense
Fuel Supply Center and during that tinme the agency’s business
was to provide liquid fuels to its custoners - the mlitary
services and federal civilian agencies |like the U S. Departnent
of Agriculture, US. Departnent of the Interior, and the U S
Bureau of Indian Affairs. In the | ast dozen years, however, he
said his agency has taken a larger enphasis into energy products
by buying natural gas and electricity, and in Al aska the agency
is also buying coal [slide 2]. 1In addition, DESC is involved in
many energy initiatives, cost-savings initiatives, energy-
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savi ngs performance contracts, and so forth. The agency’ s goal
is to be the energy provider of choice to its custoners.

1: 09: 35 PM

MR. | DEN explained that DESC is predomnantly fuel [slide 3].
It maintains 60 mllion barrels of fuel storage worldw de
through 630 storage termnals |ocated on bases and internediary
di stribution systens. The DESC sells about 130 mllion barrels
of product a year which equates to about 5 billion gallons of
fuel on an annual basis throughout the world. As a result of
fuel price increases, the amount of DESC s sales has gone as
high as nearly $18 billion a year and is targeting about $15
billion for this year. Sales are to custoners such as the U. S.
Arny, Navy, Air Force, and federal civilian agencies.

MR. | DEN said DESC does roughly $1 billion a year in business in
natural gas [slide 3]; for exanple, it buys natural gas in
Al aska for the Elnendorf and Fort Richardson bases. The center
al so conpetitively buys electricity and coal and there is now a
new area of focus on solar, wnd, photovoltaic, and other

renewabl e power. He said DESC privatized utility systenms in
Al aska at Fort Richardson, Fort Geely, and Fort Wi nwight by
selling the utility systens to a supplier - Doyon, Limted - and

that is now buying back the service from Doyon. The award for
this 50-year wutility privatization contract was for over $1
billion, he added.

1:12:15 PM

MR. IDEN, in response to Representative Tuck, explained that
DESC does both electricity and natural gas in the Lower 48, but
only natural gas in Al aska. In the 1990s the natural gas
industry was de-regulated in the Lower 48 and DESC could buy
wel | head gas and nove it cheaper than could each installation
i ndi vi dual |y. The DESC also started buying electricity
conpetitively when it was deregulated, but this has not been
done in Al aska. Under a departnent-wide initiative, DESC began
privatizing the utility systens in the |late 1990s, although sone
of the services do it thenselves. As a consolidator of
requi renents, DESC can talk to industry in only one voice and
get a better conpetitive process than could each of the branches
of the armed forces individually.

MR, IDEN, in further response to Representative Tuck, explained

that privatization is a bill of sale to a new provider which
then owns the system and gets an easenent and rights to get on
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the base to do the work there. In turn, DESC puts a long-term
contract in place for the utility services of gas, electric,
wat er, and wastewater. He explained that DOD was having trouble
mai ntaining the infrastructure due to lack of funds and ability,
so the decision was nmade to sell those systenms and buy the
servi ce back from people who know how to run utility systens.

1:14: 42 PM

MR. IDEN, in response to Representative WIson, said the main
presence for coal in Alaska is Usibelli Coal Mne, and this coal
is put to Eielson Air Force Base.

JOHN MARTIN, WM or, Conmmander, Defense Energy Support Center,
Al aska, added that the coal is also put to Cear Ar Force
Station. In further response, he said he is not sure which
energy source [gas, electricity, or other] is cheapest, but that
Doyon will supply the utility at its discretion and right now
the utility is set up for coal.

MR. |IDEN offered his belief that the coal power plant has not
been privatized, rather it is the rest of the distribution
system — the power lines on the base and utilidor - that has
been privati zed. He said that if at sone point the |ifespan of
the coal plant is determned to be too short and not worth
operating or maintaining, then conversion to another source of
energy can be considered. He added that he is unsure whether it

woul d be Doyon, the base, or both that would nake the call in
this regard.
1:17: 06 PM
MR. |IDEN commenced wth his presentation about the Al aska

Fi scher-Tropsch Synthetic Fuels Pilot Program [slide A4].
Fi scher-Tropsch refers to a specific process of converting gas

or coal fuels to liquid, he explained. It is named after the
two Germans who devel oped the process during Wrld War 11 when
Germany | ost access to petrol eum and began using coal to create
liquid fuels. South Africa currently uses the Fischer-Tropsch
process, he added. The DOD has made a concerted decision to get
the U S away from its reliance on foreign oil and to begin
devel oping capabilities wthin the US Mlitary services

identified the desire to nove from petroleumto synthetic fuels,
which are now in the process of being tested and certified in
various aircraft and ground-fuels equipnent to prove that they
are reliable and have no detrinmental inpacts. There are no
synthetic fuel plants working in operational capacity in the
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U.S., continued M. lden, and it takes about three to four years
to build a plant. The DESC recognized that it needed to
junpstart this process and identified Alaska as the location to
do so.

CO CHAI R NEUMAN commented that playing host to the first gas-to-
liquids plant in the Northern Hem sphere would be a huge
opportunity for the state of Al aska.

1:19: 48 PM

MR. | DEN reviewed the agenda for the March 11-12, 2009, summt
that was held in Anchorage [slide 5]. Discussions at the summt
i ncl uded how current fuel support is being provided to custoners
and how it would occur if a synthetic fuel plant is successfully
built in Al aska. A nunber of subject-matter experts from the
DESC attended the summit and talked to industry nenbers about
contracting issues, including how to structure contracts and
proposals, how industry would provide its offers to DESC, how
DESC woul d evaluate the offers, pricing and financial matters,
and quality and environnental considerations. He said about 100
people attended the first session of the summt, including
mlitary custoners, industry, and |egislators. On the second
day, one-on-one sessions were held so industry could talk
privately wth DESC staff. A level of interest is being
devel oped, he continued, and the goal of the summt was to
publicize this and get feedback to nake sure that DESC has a
reasonabl e process ahead of it.

1: 21: 32 PM

MR. |IDEN stated that Al aska was chosen as the |ocation because
it is rich in the traditional feedstocks of coal and natura
gas. Al so, he needed a location where he could get all of his
custoners onboard with this approach and this concept (slide 6).
He said the fuel being looked at is JP8, the mlitary's
equivalent to comercial jet Al which is the international
commercial jet fuel. In addition to aviation, JP8 is used for
ground diesel requirenents, making JP8 the single fuel on the
battle field. As part of the package, DESC is also |ooking at
some other ground prograns in Alaska that do not normally use
JP8.

MR. |IDEN explained that DESC typically does business on an

annual basis, but that one-year contracts wll not do for
developing this particular industry given that a plant costs
several billion dollars. The DESC can do a mninmm of five
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years with its current authority, and add five one-year options
on to that, for a quasi ten-year commtnent. However, industry
would like to see nore than that and DESC has proposals floating
through “the legislative side” to go up to a twenty-year
contract.

1: 24: 32 PM

MR. I DEN stated that DESC is |looking to go operational with the
Fi scher-Tropsch Process because it cannot tinker around with new

concepts and ideas. The Fischer-Tropsch Process is proven, he
said; there just are not yet any plants in the U S | ndustry
will decide whether the feedstock is coal or natural gas, and
whet her to have a bionmass conponent if the feedstock is coal. A
straight synthetic fuel will not be used; rather, it wll be a
50: 50 blend of traditional petroleum based product and synthetic
pr oduct . Weapon systens are currently being tested on this

50: 50 bl end and commercial industry is also testing its aviation
platforms on this blend; therefore everyone is looking to

initially start with a 50:50 blend fuel. He pointed out that
DESC cannot receive only the synthetic product at its
installations because it is not in the business of blending
fuel, instead the supplier will have to provide the 50:50 bl end.

MR IDEN, in response to Co-Chair Johnson about DESC being
feedstock neutral, confirmed that DESC will not dictate which
type of feedstock nmust be because they all will do the job. He
said DESC will also not tell industry where to build the plant.

1: 26: 37 PM

MR IDEN, in response to Co-Chair Neuman, explained that
synthetically-derived fuels are ultra clean, which can have the
uni ntended consequence of inpacting the seals of weapons
syst ens. Wen a straight-run synthetic product is used the
seals do not swell like they normally do wth traditional fuel
and this results in |eaks. The tests are therefore being done
on a 50:50 blend to make sure these problens do not occur.

REPRESENTATI VE SEATON recounted his own experience with problens
when he used ultra-clean fuel in two heating stoves.

MR IDEN, in response to Co-Chair Neunan, stated that the
mlitary services are testing their aviation systens right now,
including all fighter jets and helicopters. In addition, tests
are being done on all of the ground equipnent. He noted that
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there were problens with the JP8 when it was first used; thus,
it is necessary to do all of the testing carefully.

1:29:49 PM

MR. |IDEN pointed out the inportance of the replacenment fuel
being conpetitively priced with what it is replacing. He
related that DOD has said the fuel nust be “conpetitively”
priced, which neans that it can be slightly nore in cost as |ong
as it remains within the conpetitive range. Wth crude prices
currently at $40-$50 per barrel, industry is feeling that it can
get there because the synthetic product is right on the border
of being conpetitive. A rise in crude prices to $70-%$80 per
barrel is expected in the relative near future, which is a
conpetitive range. He said DESC therefore thinks this is a
vi abl e project fromthe econom c point of view

1: 31: 14 PM

MR. IDEN related that Section 526 of the Energy I|Independence and
Security Act of 2007 says that when the Departnent of Defense -
whi ch neans the DESC - buys fuel for operational requirenents, a
synt heti c-based fuel cannot have a larger |ifecycle greenhouse
gas emssions footprint than a normal, straight run petrol eum
product. However, he continued, the DESC receives a waiver from

this requirement when the fuel is purchased for testing and
certification processes; thus, DESC can buy any fuel to neet
testing needs. He went on to explain that natural gas has a

| oner greenhouse gas emission footprint than traditional
petrol eum products and is therefore in a net positive position.
Coal, on the other hand, generally starts out in a negative
post ure. Mxing coal wth biomss brings down the carbon
di oxi de em ssion footprint. The whole lifecycle of the system
must be |ooked at to determne the greenhouse gas footprint -
where the feedstock product is produced, getting it to the
refining plant, the refining process, getting it to the end-use
cust oner, and checking the emssions from the equipnent
tail pipes. Since this product burns cleaner, DESC is |ooking at
t he feedstocks and not worrying about the em ssions.

1: 33: 34 PM

VR. IDEN said this is a DODIevel program focusing on
alternative and renewable fuels [slide 7]. Em ssi on standards
for comercial and mlitary aviation are comng down the pike
that current fuels wll not neet, he continued. The 50: 50
blends are nuch cleaner than current fuels and will help in
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neeting these em ssion standards, so going this way is a good
thing right up front. The DESC and the mlitary services are
coordinating on this program in Al aska. The U.S. Ar Force is
by far DESC s biggest customer and it has taken the lead as a
mlitary service and expects to have all of its weapon platforns
certified by 2011. The U S. Ar Force's goal is to have 50
percent of the domestic aviation requirement using this 50:50
bl end by 2016. The process to neet this goal nust be started
now, M. Ilden stressed, given there are currently no plants in
the U S. producing at this level and it takes three to four
years to build a plant.

1: 35: 17 PM

MR. |IDEN stated that DESC conducted a Request for Information
(RFI) for this initiative back in 2006, to which 28 people
responded and 27 indicated the Fischer-Tropsch was the nost

vi abl e process to use. I nformation received from this initial

RFI identified the desire for |long-term contracts and fl oor
prici ng. A second RFI in 2007 requested industry to let DESC
know if it could provide a blended fuel wthout a 20-year

contract. This RFlI is what led DESC to pick Alaska for the
operational -sized pilot program he said, and success in Al aska
will be replicated in the Lower 48.

MR. IDEN, in response to Co-Chair Johnson, explained that DESC

buys locally at each of its worldw de |ocations. There are
synthetic fuel plants overseas, he said, but right now the focus
is on the donmestic side. About 60 percent of DESC s

requirenents are CONUS [contiguous Lower 48 states], and 40
percent are “OCONUS”.

1: 37: 40 PM

MR |IDEN resuned his presentation, pointing out that DESC
recognized it needed to take both a short-term acquisition
strategy and a long-term acquisition strategy [slide 8]. The
short-term strategy focuses on the certification and testing of
weapons systens and DESC has conducted three buys of synthetic
fuels in this regard. One purchase was a gas-to-liquid fuel
from Shell Malaysia and two purchases were coal-to-liquid fuel
from Sasol, the South African state oil conpany.

MR. IDEN, in response to Representative WIson pointing out that
South Africa is a very hot climate, explained that the mlitary
takes all weather <conditions into consideration during the
testing and certification process. He acknowl edged that there
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are some problems with JP8 in Alaska because of the cold
weat her, so JP4 is used in sonme |ocations because of its cold-
start properties. He expressed his confidence that when the
mlitary says the synthetic fuels are safe to use, they will be
safe to use worl dw de.

1: 40: 00 PM

MR. IDEN, in response to Representative Tuck, clarified that JP8
is a straight, non-blended fuel. In further response, he
expl ained that JP4 is the aviation fuel that was used during the
Vietnam War and is a gasoline-type jet fuel that is very
vol atile; for exanple, many planes were brought down in Vietnam
by small arnms fire. He said JP8 is a nuch safer fuel and is the
primary fuel used today.

CO CHAI R NEUMAN commented that Shell Ml aysia and Sasol recouped
their investnments in the construction of their plants within 4
years, which indicates the demand and value for this synthetic
fuel.

MR. | DEN pointed out that South Africa had no other choice as it
could not get fuel because of apartheid and therefore it had a
big demand and custoner base to justify building the plant. He
said he is unsure why Ml aysia has gone to synthetic fuels, but
that a lot of times the extraction of crude oil produces |ots of
excess natural gas.

1:41: 56 PM

MR. IDEN returned to his presentation, explaining that DESC is
now beginning its long-term strategy [slide 8], which is the
sustai nment, or operational, phase. \VWhile the pilot programis
in the state of Alaska, the ultimate goal is expansion to the
Lower 48 and donestic production from plants |ocated within the
u. S

MR. IDEN, in response to Representative Seaton regarding the
production of synthetic fuel and running it through the Trans-
Al aska Pipeline System stated that this issue cane up at the
Al aska summt. He said that the “BP plant” in N Kkiski is
provi ding another refinery with synthetic crude that is blended
with that refinery’'s traditional crude stocks to produce a

bl ended crude. However, he continued, DESC wants a finished
synthetic product and a finished petrol eumderived product to be
bl ended together. The issue is how to ensure that the blend is

the targeted ratio. He said he has a handout detailing some of
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the specifications for the synthetic product and the blended
fuel, as well as a handout sunmarizing the over 80 questions
that were brought up at the summt.

CO- CHAI R NEUMAN added that an increase in the econonies of scale
mght allow Flint HIlls Refinery to act as the blending
facility.

1: 46: 24 PM

MR. | DEN commenced his presentation with a review of sone of the
guestions that have been asked [slide 9]. In answer to the
guestion “Wiy do this?” he said one reason is energy security,
especially given that 70 percent of the crude used in the US

is from non-donmestic sources. Another reason is that
conventional fuels wll have problens neeting the tailpipe
em ssion standards that are com ng down the pike. The bl ended
fuel has the environnental benefit of being a |lot cleaner. I n

addition, DESC custonmers want this product in about six years
and since there are no plants in the U S., DESC nust start this
process now in order to neet its requirenents. In answer to the
guestion “Who could do this?” M. lden said both traditional
exi sting suppliers and new synthetic fuel production suppliers
could do this. He offered his belief that a partnership
arrangement wll need to occur because of the 50:50 blend
requirenent.

1:48: 44 PM

MR. | DEN specified that DESC s annual fuel requirenment in Al aska
is approximately 70 mllion gallons [slide 10]. He noted that a
separate initiative for building a coal-to-liquid plant on
Eielson Air Force Base is being worked at the federal |[evel

Therefore, DESC nust be very sensitive to this separate,
distinct initiative while noving forward with its own initiative
as it does not want to crush or take over that initiative. As a
conparison to DESCs 70 mllion gallons, M. lden said that the
Ted Stevens Anchorage International Airport requires about 800
mllion gallons per year, and Fairbanks International Airport
requires 100-200 mllion gallons a year. Thus, the comerci al
aviation requirenents in the state of Alaska far outrank the
DOD, and a supplier should |ook into supplying these conmercia

requirenents as well as DESC s requirenents. In addition to the
aviation fuels, he continued, there are the ground requirenents
such as the state’'s ferry, rail, and trucking systens.

1: 51: 36 PM

HOUSE RES COW TTEE - 10- April 10, 2009



MR. IDEN, in response to Co-Chair Johnson regardi ng clean diesel
for trucks, said he is unsure whether the blended fuel would
qualify for trucks and he will get an answer back to nenbers.

MR. IDEN said he is nentioning comercial requirenents because
industry |ooked at DESC s requirenents during the sunmt and
pointed out that the agency' s requirements would only be about
one-tenth of what a typical plant would produce. Therefore, he
continued, it is therefore critical that industry be involved
with the comercial side as well as the DOD side in order to go
f orward.

1: 52: 50 PM

CO- CHAIR NEUMAN related that Alaska Airlines has spoken about
its needs and wish for this initiative to go forward because
carbon em ssions at 35,000 feet have 10 tines the negative
effect on greenhouse gases than at ground | evel.

MR. IDEN, in response to Representative WIson, confirmed her
statenment that Eielson, Fort Richardson, and Fort Wainwight
will be requiring both JP8 and JP4 fuels and the only ones
outside of that will be Fort Geeley and the U S. Coast Guard at
Kodi ak. In further response, he stated that the DOD will only
be testing and certifying the weapons system and it is doubtful
that testing will be conducted on snowrobil es and things of that
nat ur e. He added that DESC is wrking wth CAAFI, the
Commercial Aviation Alternative Fuels Initiative, on testing for
the commercial aviation side. He said the US Arny is testing
di fferent ground engi nes, such as the Cumm ns engi ne and ot hers,
and he assunes that this would apply to the comercial industry
for trucking requirenents, so there will need to be a parallel
commtnment for this to occur on the commercial side.

1:56: 30 PM

MR. |IDEN resuned his presentation, explaining that the next
steps after the summt include refining DESC s acquisition
strategy, issuing Requests for Proposals (RFPs), evaluating
offers, awarding a contract, and establishing a tineline for
building the plants and product delivery [slide 11]. He said
the tineline for the five- or ten-year contract will not start

until the first drop of fuel is provided so that four years of
the contract is not eaten up by construction of the plant with
only one year for delivering fuel.
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MR IDEN reviewed the notional tineline [slide 12]: a
solicitation will be issued [June 1, 2009] and closed in 45-60
days [July 30, 2009], initial evaluations wll occur [August 1-
August 30, 2009], negotiations will occur [Septenber 15-Cctober
30, 2009], final evaluations will be conpleted by [Novenber 30

2009], a contract wll be awarded by Decenber 30, 2009, and

first delivery will occur in five years [Decenber 2014]. He
said DESC recognizes that this is a big, conplex investnent for
which it will take tinme to develop a proposal. Since DESC has

al ready issued two RFIs and told industry at the sunmt what it
wants to do in Alaska, the process nmay be started in early
sutmer with a nore generic proposal so that a “down select” to
two or three conpanies can be done. Then, later in the year,
DESC would ask for the specifics from the two or three
compani es.

1: 59: 42 PM

MR. IDEN, in response to Co-Chair Johnson about regulations and
permtting, acknow edged that there was a little bit of concern
expressed at the summt about this and he w Il be addressing
this topic later in his presentation when he discusses how the
state can assi st.

MR. | DEN commenced his presentation, saying he thinks the
i ndustry sunmit was a success [slide 13]. Fol | ow- on sessi ons
with the Alaska State Legislature will continue, he said, as
will followon coordination between DESC and the U S. Air Force
so that the acquisition strategy can be refined and the course
ahead plotted.

2:01: 20 PM

MR. | DEN pointed out that this cannot be a DOD only solution;
the commercial industry nmust be brought into the mix in order to
make the plants efficient in size, scope, and benefits [slide
14]. He said DESC has only one restriction - the feedstock mnust
be produced in the U S. By default, it nust be done in Al aska

for the Al aska pilot program In structuring the RFP for
success, DESC nust develop a nodel as to how the |ifecycle of
carbon em ssions will be neasured. Teanms from the Environnmenta

Protection Agency (EPA) and the U S. Air Force DESC are ironing
out the quality and technical criteria, as well as the contract
l ength and contract pricing structure.

MR. I DEN stated that in regard to pricing, DESC had thought it
woul d price the synthetic fuel like it prices JP8. However, he
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related, the folks at the summit who are looking at a natura
gas feedstock said the 50:50 blend should be priced according to
natural gas prices and the fol ks | ooking at coal feedstocks said
the coal portion of the synthetic should be priced according to
coal prices. He went on to note that this can be argued both
ways: when crude is at $150 per barrel he would prefer to price
it at the cheaper natural gas prices, but if the price situation
reverses he does not want to be paying nore than he would for a
conventional product. Therefore, DESC is |ooking at this issue,
but the real issue is how to evaluate a gas provider versus a
coal provider versus a traditional provider

2:04:35 PM

MR. IDEN, in response to Representative WIlson, said it is not
DESC s intent [to have several different feedstocks in the
Alaska pilot program so it has the ability to switch to
whi chever feedstock is cheapest]. He said he does not think
DESC will award nore than one plant, although other plants could
be built by other suppliers. He expl ained that when DESC buys
JP8 for Alaska, it pays the nmarket price by taking an average of
three West Coast market indexes - Los Angeles, San Francisco,
and Seattle. For the 50:50 blend, the petrol eum conponent will
likely be escalated this same way, he advised, and the gas- and
coal -derived fuels may be tied to the price of natural gas and
coal in Al aska. He assured nenbers that it is not DESC s goa
to award nmultiple contracts and then play one off the other.

2:07:32 PM

MR. | DEN addressed areas where the state could possibly provide
assistance [slide 15]. He suggested that one such area could be
financial incentives to industry to participate, such as tax
credits or incentives and |oan guarantees. He said he does not
believe any federal stinulus noney has been identified for this
type of initiative. Another area could be encouragenent to the

comer ci al avi ation i ndustry t hr ough i ncentives for
participation, given that fuel costs are the |argest conponent
of this industry’'s cost structure. A third area for state
assistance, he continued, could be streamining regulatory
requi renents for permtting, easenent s, and environnental
st andar ds.

2:09:42 PM

REPRESENTATI VE SEATON offered his belief that a Ilot of
| egi slators would be opposed to converting Alaska s renewable
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energy credits into alternative credits so that coal could be
used, but that these folks would not be opposed to sonething
like an alternative energy credit program that would incentivize
coal .

CO CHAI R JOHNSON responded that there may not be the opposition
t hat Representative Seaton thinks.

2:11:45 PM

MR. IDEN, in response to Representative Tuck about the RFP
requi renents shown on slide 10, stated that the requirenents are
likely to be nore than shown because the map only depicts DESC s
annual requirenments for bulk fuel. He said DESC has
requi renents for other prograns such as the ground fuel program
In further response, M. lden clarified that JP8 is the current
fuel product and the 50:50 blend would be 50 percent traditional
JP8 and 50 percent synthetic fuel. He further clarified that
DFSP is the acronym for Defense Fuel Supply Point.

MAJOR MARTI N added, “Chevron’s termnal is our DFSP for the
Anchorage area and it feeds El nendorf through pipeline.”

2:14: 03 PM

MR. IDEN, in response to further questions from Representative
Tuck, confirmed that [JP8 wll be the product in the 50:50
blend] and JP4 wll probably remain in use [in the |ocations
depicted on slide 10] because of sone unique issues with the
equi pnent, such as the cold-fuel starting capability that the
JP8 does not provide right now. He stated that that equipnent
will eventually be taken out of inventory. In regard to who
woul d supply the JP4, M. Iden said the JP4 will not necessarily
[ be supplied by the 50:50 blend supplier] and that there could
even be multiple suppliers for this fuel.

2:15: 02 PM

MR. IDEN, in response to Representative Seaton, said he does not
know what the capacities are of [Alaska' s] traditional petroleum
refineries [as conpared to DESC s 70 million gallon annual fuel
requi renent] . He related that industry has said the nom nal
size for a synthetic fuel plant is about 25,000 barrels per day
in output capacity. Since DESC' s daily requirenent is about
2,500 barrels a day, it can be seen why inclusion of comerci al
airport requirenments makes this a nore economcally attractive
package.
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CO- CHAI R NEUMAN poi nted out that converting Al aska s nethane gas
to liquid fuel in an in-state plant could be done through
paynents of royalty-in-kind nethane to supply carbon neutral,
sulfur-free fuels for the state’'s ferry system and everything
el se that the Departnent of Transportation & Public Facilities
oper at es.

2:17: 26 PM

MR. IDEN returned to his presentation and reviewed how DESC
purchases its bulk petroleum in the U S. and worl dw de through
its four nmajor prograns [slide 17]: the Inland/ East/ Gul f Coast
Program the Rocky Mountain/Wst Program the Wstern Pacific

Program and the Atlantic/European/ Mediterranean Program He
said all of the prograns are through one-year contracts that are
staggered on a quarterly basis around the world. Al aska’ s

requi renents are enbedded in the Rocky Mountain/Wst Program he
said, and while there is always the potential that the synthetic
product could be delivered to the other progranms, he said he is
not sure the econonics are there to support that.

MR. |IDEN explained that the vast majority of US. refining
capacity is located in the @Qulf Coast and the Wst Coast [slide
18] . The wvast mgjority of fuel in the US. is noved by
pi peline, he said. He pointed out DESC s storage systenms shown
on the map and said the DESC noves its product comngled wth
commercial product in the pipeline systens, although the fuel is
i solated because it is JP8 and not commercial jet fuel. He
added that DESC s fuel is occasionally transported by tanker.

2:19:57 PM

MR. IDEN read from Section 526 of the Energy I|ndependence and
Security Act [original punctuation fromslide 19 provided]:

No Federal agency shall enter into a contract for
procurenent of an alternative or synthetic fuel,
including a fuel produced from nonconventi onal

petrol eum sources, for any nobility-rel ated use, other
than for research or testing, unless the contract
specifies that the |ifecycle greenhouse gas em ssions
associated with the production and conbustion of the
fuel supplied under the contract nust, on an ongoi ng
basis, be less than or equal to such em ssions from
the equival ent conventi onal fuel produced from
conventi onal petrol eum sources.
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MR. IDEN reiterated that DESC was able to purchase fuel from
Shel | Ml aysia and Sasol because that fuel was for research and
testing; but once this goes operational, the portion of Section
526 related to lifecycle greenhouse gas em ssions associated
with the production and conbustion of the fuel wll go into
effect.

2:21: 13 PM

MAJOR MARTIN, in response to Representative Tuck about the
sources of the fuel used by DESC in Alaska, said it is all
supplied in Al aska.

CO CHAI R NEUMAN noted that at “$2 per MvBtu” the synthetic fue
woul d be conpetitive because synthetic fuel nmade from Prudhoe
Bay gas could be produced for $48-%$52 per barrel, which equates
to about $1.20-$1.50 per gallon

2:22: 12 PM

MR. IDEN, in response to Co-Chair Johnson about whether a plant
can switch feedstocks, said he believes that if a plant is a gas
plant it will be gas driven, and if a plant is a coal plant it
may have the ability to accommobdate biomass into the equation,
but he does not know if there is an easy way for a plant to
switch bet ween t he t wo f eedst ocks wi t hout subst anti al
i nvest nment .

MR IDEN, 1in response to further questions from Co-Chair
Johnson, explained that the nature of coal itself makes it very
high in carbon and the process of converting the coal to a
liquid produces a trenendous anount of carbon dioxide. When
| ooking at the whole lifecycle greenhouse gas em ssion, one mnust
| ook at the extraction of the coal, the conversion process, the
di stribution process for blending, and passing the product on to
the end-use custoner. It then dovetails with the petroleum
i ndustry for what comes out of the tailpipe for enissions. He
confirmed Co-Chair Johnson’s statenent that the |ifecycle would
include emssions from the tractor digging the coal up, the
train delivering the coal to the plant, and the electricity for
the conveyer belt taking the coal to the plant, and therefore
the lifecycle is not just the actual conversion of the coal into
l[iquid fuel. He added that folks are currently working on a
nodel that wll quantify all of these things.
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CO CHAIR NEUMAN pointed out that there are numerous processes
that are wused for Fischer-Tropsch. He offered to provide
further information to nenbers if they stop by his office.

2:25:37 PM
MR. IDEN, in response to Representative WIson, explained that

the DOD would never get the patents for the Fischer-Tropsch
processes because they are comrercial processes that have been

used around the world since World War 11. Just as in refining
petrol eum he cont i nued, t here are di fferent pat ents,
techni ques, and capabilities. In further response, M. lden
reiterated that sone conpanies already have access to the
technol ogy, patents, and capabilities for doing this. Pi | ot

plants in the U S. have been producing this fuel, but unlike the
plants in Ml aysia and South Africa, the volunes have been very
smal | . It is a viable, proven technology in which people are
interested, he stressed, with plants currently being considered
for location in Ohio and M ssi ssi ppi .

CO CHAI R NEUVAN added that even Tyson Foods, Inc. is |ooking at
a Fischer-Tropsch plant as a way to use the oils produced from
its processing.

2: 30: 20 PM

CO-CHAIR JOHNSQN, in regard to what can be done by the Al aska
State Legislature, surm sed that siting 1is key Dbecause
transportation distance will inpact the carbon footprint.

MR. | DEN agreed. He pointed out that DESC does not want to
dictate to industry and the comercial sector where to build a
pl ant, what feedstock to use, or what size to build the plant.
Rat her, DESC is stating its desire for a finished product and
where the locations are for that finished product and industry
can then determ ne where to site the plant.

2:32: 00 PM

KEVIN BANKS, Director, Division of Gl & Gas, Departnent of
Nat ural Resources, in response to Co-Chair Johnson about the
scale of the permtting process, said it would depend upon where
the facility is |ocated. For exanple, it would be easier to

manage if the plant is |located at Prudhoe Bay because there are
potential |ease sites that could be afforded to a conpany. He
said he believes the facility would look simlar to a small
refinery like the Flint HIlls Refinery. Locating a plant

HOUSE RES COW TTEE -17- April 10, 2009



el sewhere may involve nore permtting, depending on the
| ocati on, he advi sed. In further response, M. Banks said that
while this would be a new manufacturing facility, he does not
think it would be of the scale or controversy as sonething |ike

Pebbl e M ne. If the plant was built in a place zoned for
manufacturing, it would require certain air quality permts as
well as permts for water use and disposal. As far as how

extensive the permtting process would be, he said he would put
it on the sane | evel as expansions in Prudhoe Bay.

CO- CHAIR JOHNSON commented that he does not want the state to be
behind the curve on this, and does not want the |egislature or
the state’s permtting departnents to be the reason this does
not happen.

2:35: 25 PM

MR. BANKS, in response to Representative Seaton, agreed that a
synthetic fuel plant would be about the sane scale as the coal -
to-gas project that was proposed by Agrium Inc., especially if
the plant was built in a part of the state where no other
devel opment was goi ng on.

CO- CHAIR JOHNSON requested M. Banks to send sonmeone to his
office to explain all of the aforenentioned in nore detail.

CO CHAI R NEUMAN understood it would take about 250 mllion cubic
feet a day of gas to produce 25,000 barrels of a Fischer-Tropsch
bl end. He said that as a spinoff the plant could al so produce
up to 50,000 gallons of clean purified water and another 50-100
megawatts of electricity.

2:37:25 PM

MR. IDEN, in response to Representative W]Ison about whether
using an ol der pipeline wuld create problens, said he does not
believe there would be any negative inpact because this is being
| ooked at as a conplete drop-in replacenent fuel.

ADJ OURNVENT

There being no further business before the commttee, the House
Resources Standing Commttee neeting was adjourned at 2:39 p.m
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