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Methanol

The methanol landscape has altered dramatically in the last decade
as significant restructuring and price volatility have rocked the
industry.  Despite this upheaval and uncertainty, growth has
continued apace. By the end of 2007, global capacity increased
41 percent over the 2000 total.

A key driver of this frenetic activity has been the cost of feedstock.
High gas costs in the traditional production centres of
North America and Western Europe have put producers in these
, regions under severe pressure. In response, major developments in
methanol capacmes are bemg made in the regions with access to low cost natural gas. These
regions usually have relatively low local market demand for natural gas. Access to low cost gas
and technology allow the construction of plants with very large capacities (5 000 tons per day or
more) compared with existing capacities (around 2 000 — 3 000 tons per day). Such large plants
can take advantage of economies of scale and produce low cost methanol. The recent surge in
capital costs, though, is impacting the methanol industry significantly.

Methanol is a key chemical intermedate and its major derivatives are formaldehyde, methyl
tertiary butyl ether (MTBE) and fuels, and acetic acid.

Methanol Demand by End Use
(2007)
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The methanol market is in a state of change with some derivatives declining, such as MTBE,
whilst some are increasing strongly such as biodiesel. The new large-scale methanol plants and
high energy costs have created opportunities for emerging applications, like gasoline blending,
DME, Methanol-to-Olefins, Methanol-to-Propylene and fuel cells. Demand potential into these
new outlets will be highly dependent on the cost competitiveness of methanol against traditional
alternatives such as LPG. This in turn will be determined by future developments in feedstock
prices and the structure of the methanol production base.
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Section 1 Methanol

These are dynamic and exciting times for the methanol industry that bring with them a wealth of
opportunities for existing and prospective players in the methanol market. To succeed in
capitalizing on these opportunities, it is crucial to understand the drivers and mechanisms that are
shaping the changes in this industry. In particular, the previous global price-setting mechanism
is breaking down and a new paradigm pricing mechanism is emerging.

The recent surge in LNG projects, driven by strong demand for gas in the major economies and a
prolonged period of high crude oil costs leading to high natural gas costs in the major markets, is
leading to a shift in the methanol industry. As more LNG is developed, more infrastructure is
put in place, leading to the improved connection of producing regions and markets. The
increasing amounts of LNG used to supply natural gas demand in the major markets means that
the so-called “stranded-gas” regions are no longer stranded for large reserves (above 3-4 tcf),
unless land-locked. Thus the value of the gas in locations such as the Middle East could be
represented by the LNG netbacks afforded to competitively supply the major gas markets.
Methanol producers then, will have to compete with profitable gas moretization options such as
LNG.

There is clear upward pressure on natural gas prices around the world even in locations where
prices have historically been “fixed” as the high crude oil environment generates much higher
returns to such gas-based projects. It therefore seems likely that no (or very few) new projects
will enjoy the low gas prices currently enjoyed by existing projects. Consequently, when new
projects are benchmarked against existing competitors, the customary “lower quartile” cost
position expected by investors and lenders is unlikely to be achieved.

Potential Cash Costs of Projected New Methanol Supply
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Section 1 Methanol

New methanol capacity will be needed to meet demand which is expected to increase more than
20 million tons in the next five years. The question now arises of how competitive will this
required new capacity be?

Methanol Business Drivers
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CAPEX CHANGES
FEEDSTOCK NEV\é;fgﬁglGM
COST CHANGES MECHANIS
MARKET CHANGES

Nexant’s wealth of experience in the methanol sector, combined with our wider global presence
in the upstream oil & gas, refined products, biofuel and petrochemical industries, provides us
with a unique overview of all factors influencing the development of the methanol business
worldwide. This new program distills the core issues and insights from our accumulated
expertise to providing subscribers with a good understanding of not only the fundamental drivers
but also likely future strategic direction of the methanol industry. We believe this is an
invaluable source of insight and strategic business analysis for executives and managers at all
levels of the business.

Nexant’s Unique Blend of Capabilities

STRATEGY CONSULTING UPSTREAM OIL & GAS PRACTICE
= Distilling key trends to understand businesses = Global gas availability and pricing
= Portfolio appraisal and positioning = Strong experience of alternative gas monetization

= Merger & acquisition support options including LNG, GTL, ammonia and power

= Customer segmentation = National and regional energy planning

= Manufacturing Strategy = Qil & gas development projects

= Value chain positioning = Upstream oil & gas asset management

= Growth Strategy = Gas value chain analyses

= |ndustry structure analyses

CHEMICALS PRACTICE DOWNSTREAM OIL AND BIOFUELS PRACTICE

= Strong understanding of methanol and derivative markets, = Petroleum value chain analysis including ports &

technology and economics terminals, refining, storage & distribution,
= Strong olefins experience and active MTO/MTP terminals & depots, fuel wholesaling and retailing

evaluation engagements = Biofuel market and technology development
= Market dynamics research and analysis and forecasts = Good understanding of fuel markets and the
= Pricing and profitability scenarios potential for methanol use as a gasoline

) blendstock, bio-diesel feedstock and DME
= Performance benchmarking
feedstock
= Cost curve assessments
= Techno-economic feasibility studies
O Nexanr CHEMSYSTEMS SBA PROGRAM 3

Report Abstract - Methanol Strategic Business Analysis
00289 SBA Methanol

www.chemsystems.com



Nexant, Inc.

San Francisco
London
Tokyo
Bangkok
New York
Washington
Houston
Phoenix
Madison
Boulder
Dusseldorf
Beijing
Shanghai
Paris

www.chemsystems.com





<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


