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DEAR FELLOW SHAREHOLDERS:

Last year was a very important year for Syntroleum.

First and foremost, we continued to evolve our business strategy — moving from a pure energy
technology company to an energy production company. We enhanced our management team to

advance thar strategy. And we entered the execution phase of the business plan.

Along the way, we achieved significant milestones, including the successful operation of our
Catoosa fuels plant; road tests of our S-2 fuel in Washington, DC Metrobuses and the Denali
National Park Service fleet vehicles; key agreements with Sovereign Oil and Gas and ExxonMobil;
recurring revenues through our U.S. gas initiative; and advancement of the Aje project, the first
of many such projects we expect to pursue. All of which moved Syntroleum into the next stage

of its plan.

Let us detail some of those points for you bere.

REFOCUSING THE BUSINESS STRATEGY TO ENERGY PRCDUCTION

Critical progress was made in 2004 in the pursuit of the Company’s strategy. The year was
marked by strategic advances and company-changing opportunities. With Syntroleum’s
production of GTL fuels at the Catoosa plant, the Company transitioned its focus to
commercial exploitation of stranded energy opportunities in which it intends to own a
significant economic interest. This was a major turning point for the Company. Our results

in 2004 demonstrate our ability to execute on an important phase of our business model.
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MOVING TECHNOLOGY To PRADUCTION

WE ARE NOW ONE OF ONLY A FEW
COMPANIES IN THE WORLD THAT HAVE
ADVANCED GTL PROBUCTION TO THIS STAGE.

The past year was a busy one. The Syntroleum® Process was proven and tested to planned
specifications. The Company’s demonstration plant at the Port of Catoosa successfully
produced clean-burning fuels that meet the specifications established by Syntroleum and its
partners, including the U.S. Department of Energy and Marathon Oil Company. We are now
one of only a few companies in the world that have advanced GTL production to this stage.
Shipments of diesel fuel from the Catoosa plant tested successfully in both Washington, DC
Metrobuses, as well as in buses in Denali National Park. The production process met the high
standards that were established for it; nevertheless, it will continuously be reviewed for further

technology and economic advancement opportunities.

The completion of the technology’s test phase allowed Syntroleum to move toward its goal
of developing and producing stranded energy assets. Throughout 2004, the global fuel supply
and demand balance resulted in marked changes to fuel prices. Perhaps as never before, new
and innovative technologies are being called upon to meet growing energy demands. The
Company’s plan is to acquire stranded reserves and, with industry participants, develop these
previously identified oil and gas fields. That plan is supported by Syntroleum’s proprietary barge

technologies and management’s recognized ability to form meaningful strategic arrangements.

The strategic evolution in 2004 was two pronged. First, a low-BTU domestic gas strategy was
employed. The Company acquired properties with low BTU potential and began production
in January of 2005. Progress continues on that front. Secondly, beyond this U.S. gas cash flow

contributor lays a prolific opportunity to build a portfolio of foreign gas and liquids projects.
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ENTERING THE EXECUTION PHASE OF THE BUSINESS STRATEGY: THE AJE PROJECT

In early 2004 Syntroleum entered into a Joint Development Agreement with Sovereign Oil and
Gas under which Sovereign will source proven stranded natural gas assets for Syntroleum to apply
its GTL technology. As a result of that agreement, in October 2004, Syntroleum executed a Joint
Venture Agreement, to appraise and develop the Aje Field in Oil Mining Lease 113, offshore
Nigeria. The Aje Field represents Syntroleum’s very successful progress within its joint development
agreement with Sovereign. We believe this field has the potential for large volumes of oil and gas
reserves. Initial mapping suggests the field could contain as much as 200 million barrels of crude
oil recoverable and 1.5 trillion cubic feet of rich natural gas. Syntroleum has assembled an industry
group with the combined technical and financial expertise to assist in the development of the Aje
field. Drilling will begin upon final approval by the Nigerian government which is expected in the

second or third quarter of 2005.

BROADENED MANAGEMENT TEAM

With Syntroleum’s shift to an energy-producing company, we added highly experienced talent to
the management group. Greg Jenkins was appointed CFO and Executive Vice President of
Finance and Business Development and Gary Roth was named Senior Vice President, Projects.
Both have significant experience in energy project financing and development strategies and will

play key roles in the execution of Syntroleum’s growth plan.
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fAQVING TECHNOLOGY To PRODUCTION

WE CONGRATULATE ALL CF
SYNTROLEUM'S EMPLOYEES
FOR THE PROGRESS MADE
DURING 2004.

We are also pleased to report to you that we have successfully completed our internal control assess-
ment in compliance with Section 404 of the Sarbanes-Oxley Act. Both management and our
registered public accountants have issued unqualified opinions regarding the Company’s internal
controls over financial reporting. In addition to confirming the quality of our internal controls,

this assessment helped to prepare us for our future financial and corporate growth.

Syntroleum is now moving forward with significant opportunities and a strong strategic plan. We
are better positioned for the future than at any other time in our history. Our plan is strong and
well supported by high quality opportunities. We now move toward the realization of meaningful

production, reserves and cash flow growth.

We congratulate all of Syntroleum’s employees for the progress made during 2004. Contributions
throughout the organization repeatedly validate the passion of those who make up the Syntroleum
team. We share a common goal throughout the organization. Our objective is to successfully
transition Syntroleum to a producing, profitable and increasingly more valuable company for
our shareholders. The entire Syntroleum organization and its board look forward to sharing future

successes with the Company’s shareholders and its partners.

g P

Kenneth Agee, Chairman of the Board

Waa@

John B. (Jack) Holmes, Jr., President and Chief Executive Officer
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FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K includes forward-looking statements as well as historical facts. These
forward-looking statements include statements relating to the Syntroleum Process and related technologies including Synfining,
gas-to-liquids (“GTL”) plants based on the Syntroleum Process, including our barge-mounted GTL plants, anticipated costs to
design, construct and operate these plants, the timing of commencement and completion of the design and construction of these
plants, expected production of ultra-clean diesel fuel, obtaining required financing for these plants and our other activities, the
economic construction and operation of GTL plants, the value and markets for plant products, testing, certification,
characteristics and use of plant products, the continued development of the Syntroleum Process (alone or with co-venturers), our
sub-quality gas monetization project and the economic production of oil and gas reserves, anticipated capital expenditures,
anticipated expense reductions, anticipated cash outflows, anticipated expenses, use of proceeds from our equity offerings,
anticipated revenues, availability of catalyst materials, our support of and relationship with our licensees, and any other
statements regarding future growth, cash needs, capital availability, operations, business plans and financial results. When used
in this document, the words “anticipate,” “believe,” “estimate,” “expect,” “intend,” “may,” “plan,” “project,” “should” and
similar expressions are intended to be among the statements that identify forward-looking statements. Although we believe that
the expectations reflected in these forward-looking statements are reasonable, these kinds of statements involve risks and
uncertainties. Actual results may not be consistent with these forward-looking statements. Important factors that could cause
actual results to differ from these forward-looking statements are described under “Risk Factors” and elsewhere in this Annual
Report on Form 10-K.

29 ¢ T EERTs

39 <&, LIy

As used in this Annual Report on Form 10-K, the terms “Syntroleum,” “we,” “our” or “us” mean Syntroleum
Corporation, a Delaware corporation, and its predecessors and subsidiaries, unless the context indicates otherwise.




PART 1
Item 1. Business
Overview

We are seeking to develop and employ innovative technology to acquire and cause the production of
stranded energy assets in various regions of the world. We are focusing our efforts on:

o  projects that will allow us to use our proprietary processes for converting natural gas, or synthesis
gas from other sources, into synthetic liquid hydrocarbons, a process generally known as gas-to-
liquids (“GTL”) technology, utilizing Fischer-Tropsch synthesis; and

e projects in which we are directly involved in the field development, production and processing of
hydrocarbons, including projects that involve traditional methods of production and processing,
projects that may later include the use of our GTL technology and projects that utilize other
available technology.

We seek to form joint ventures and acquire equity interests in oil and gas development projects where GTL
is critical to a project’s success by monetizing remote and/or stranded natural gas. These efforts include projects
that would involve development, production and processing of hydrocarbons using our GTL and other traditional
technologies and projects in which we would only process developed gas using our GTL technology on a fee basis.
We are pursuing these projects internationally, including our project offshore Nigeria on Oil Mining Lease 113
(“OML 113”). We also license our GTL technologies, which we refer to as the “Syntroleum Process™ and the
‘Synfining Process,” to others. We believe that our use of air in the conversion process provides our technology
with a competitive advantage compared to other technologies that use pure oxygen, thereby allowing us to build
smaller footprint plants, like our barge-mounted GTL plant (“Syntroleum GTL Barge”), and to avoid the safety risks
associated with pure oxygen.

We are currently investing a significant amount of our resources into our Syntroleum GTL Barge, our
project offshore Nigeria on OML 113, and our gas monetization projects using available processing technologies in
the United States, which are all described in “Management’s Discussion and Analysis of Financial Condition and
Results of Operations — Significant Developments During 2004 and Early 2005 — Commercial and Licensee
Projects” in Item 7 of this Annual Report on Form 10-K. We believe that these projects offer the greatest potential
to meet our objective of generating near-term cash flow and utilizing the advantages of our processes. We also have
projects ongoing and at varying stages of development with co-venturers and licensees in various geographical
areas, including Egypt, Malaysia, Nigeria, Papua New Guinea, Qatar, Saudi Arabia, the United States and the
Commonwealth of Independent States. We expect to incur increases in our costs as we continue to develop and
commercialize these projects. Our longer-term survival will depend on our ability to obtain additional revenues or
financing.

We are incurring substantial operating and research and development costs with respect to developing and
commercializing the Syntroleum Process, our proprietary process of converting natural gas into synthetic liquid
hydrocarbons, and the Synfining Process, our proprietary process for refining synthetic liquid hydrocarbons produced
by the Syntroleum Process, and do not anticipate recognizing any significant revenues from licensing our technology or
from production from either a GTL fuel or specialty plant in the near future. As a result, we expect to continue to
operate at a loss until sufficient revenues are recognized from licensing activities, or commercial operation of GTL
plants or non-GTL projects we are developing.

During the past five years, we have been focusing on commercializing the Syntroleum Process and
Synfining Process by working with our licensees and others to develop GTL projects and our own gas monetization
projects. We began business as GTG, Inc. on November 15, 1984. On April 25, 1994, GTG, Inc. changed its name
to Syntroleumn Corporation. On August 7, 1998, Syntroleum Corporation merged into SLH Corporation. SLH
Corporation was the surviving entity in the merger and was renamed Syntrolenm Corporation. Syntroleum
Corporation was later re-incorporated in Delaware on June 17, 1999 through its merger into a Delaware corporation
that was organized on April 23, 1999.




GTL Projects

The Syntroleum Process produces synthetic liquid hydrocarbons that are substantially free of contaminants
normally found in conventional products made from crude oil. These synthetic liquid hydrocarbons can be further
processed into higher margin products through conventional refining processes and our Synfining Process. These
products include:

o Ultra-clean liquid fuels for use in internal combustion engines, jet/turbine engines and fuel cells; and

o Specialty products, such as synthetic lubricants, process oils, high melting point waxes, liquid normal
paraffins, drilling fluids, and chemical feedstocks.

We believe the key advantages of our GTL technology over traditional GTL technologies are (1) the use of
air in the conversion process, which is inherently safer than the requirement for pure oxygen in other GTL
technologies and (2) the use of our proprietary catalysts, which will provide operating cost efficiencies through
longer operating life than previous catalysts. We believe these advantages will reduce capital and operating costs of
GTL plants based on our GTL technologies and permit smaller plant sizes, including mobile plants that could be
mounted on barges and ocean-going vessels. Based on demonstrated research, including the advancement of our
technology from the laboratory to pilot plant and demonstration facility scales, we believe the Syntroleum Process
can be economically applied in GTL plants with GTL throughput levels from 12,000 to over 100,000 barrels per day
(“b/d”) depending upon the volume amount of oil, condensate, and liquefied petroleum gas or propane (“LPG”) that
is produced along with the natural gas. We believe the advantages afforded by the Syntroléum Process together with
the large worldwide resource base of stranded natural gas provide significant market opportunities for the use of this
technology by us and our licensees in the development of commercial GTL plants. These market opportunities
include the application of our technology to natural gas reserves that have not yet been developed due to the limited
markets available and those that are currently being flared, vented or re-injected or to coal reserves that are not
currently being produced due to environmental concerns or their distance to market. These reserves are typically
referred to as “stranded reserves”.

While we have not yet built a commercial-scale GTL plant based on the Syntroleum Process, we have
demonstrated numerous elements and variations of the major catalytic reactions that are part of the Syntroleum
Process. These major catalytic reactions include the autothermal reforming of natural gas to Synthesis Gas, or
Syngas, and the Fischer-Tropsch synthesis to convert the Syngas into paraffin-like synthetic crude. We have also
demonstrated our Synfining Process, which involves the hydro-treating/hydro-cracking of the synthetic crude to
produce finished products. We have completed numerous tests and observations on each of these reactions in
demonstration plant operations, pilot plant operations and laboratory tests, including:

e  operation of the demonstration plant located at the Tulsa Port of Catoosa (the “Catoosa
Demonstration Facility” or “CDF”) since March 2004 as part of the Department of Energy
(“DOE”) Ultra-Clean Fuels Production and Demonstration Project ( the “DOE Catoosa Project”)
with Marathon Oil Company (‘“Marathon”);

» operation of the Cherry Point Refinery demonstration facility in Blaine, Washington with Atlantic
Richfield Company (“ARCO”) for approximately one year;

+ several years of operations at our Tulsa-based pilot plant under various operating conditions; and
e preparation and testing of various concepts and designs in our laboratories.

These reactions have produced synthetic liquid hydrocarbons in anticipated amounts. For a discussion of
our intellectual property rights, see ““ — Intellectual Property”.

We currently have a number of licensing agreements with oil companies plus the Commonwealth of
Australia and have active projects under development with current licensees Ivanhoe Energy, Inc. (“Ivanhoe”) and
Marathon. These agreements are described under “ — Licensing Agreements”. In addition, we are pursuing the
development of the Syntroleum GTL Barge and various projects in Egypt, Malaysia, Nigeria, Papua New Guinea,




Qatar, Saudi Arabia, the United States and the Commonwealth of Independent States. We also have strategic
relationships with various companies in support of the Syntroleum Process, including AMEC Process and Energy
Ltd. and Mustang Engineering, L.P., with which we have entered into agreements allowing access to our
confidential engineering systems, technology and information.

Development, Production and Processing Projects

We are pursuing projects in which we intend to participate in the development, production and processing
of hydrocarbons. These include projects that involve traditional methods of production and processing, projects that
may later include the use of our GTL technologies and projects that utilize other technologies.

One of the projects we are pursuing is our OML 113 project offshore Nigeria. The license covers
approximately 413,000 acres, and we believe that areas in this lease have the potential to contain a significant
amount of oil, condensate, natural gas liquids and natural gas. We have signed agreements to begin the appraisal of
the field, and the initial appraisal well is scheduled to begin in the second or third quarter of 2003, subject to
governmental approvals and other contingencies. We expect to develop and begin to produce potential oil reserves
we believe may be contained in OML 113 prior to installing and operating a GTL facility for this project.

We are also pursuing natural gas monetization projects with prospects for short-term revenues to provide us
with cash flow as we pursue long lead-time GTL projects. One of the gas monetization projects we are currently
pursuing involves gas reserves located in the United States that do not currently meet pipeline specifications because
of impurities in the produced gas. When these sub-quality gas reserves are located in smaller fields, they are
typically not produced because they do not meet pipeline requirements and the use of traditional gas separation
technology has been considered uneconomic. We believe that these reserves can be economically produced through
the use of various separation technologies that remove a significant amount of the inert elements in the gas to meet
pipeline specifications at a cost that is economic. We have located fields with identified reserves of sub-quality gas
and have acquired interests in some of these fields, primarily in the Central Kansas Uplift, through the assistance of
geologists, land personnel and petroleum engineers with whom we have entered into consulting agreements, as well
as our own staff. We continue to pursue the acquisition of some of the other fields that we have located.

We are also seeking opportunities to install gas processing plants to upgrade the quality of the gas, as well
as related production and gathering facilities, through similar consulting arrangements. We expect to acquire the gas
processing plants from various third-party suppliers to process natural gas produced by ourselves and third-parties.
Depending upon the demand for sub-quality gas plants, we may seek debt or equity financing in the capital markets
to enable us to further pursue these opportunities.

Business Strategy

Our objective is to be the leading developer of small and medium sized stranded energy projects utilizing
our GTL technologies and other technology resulting in the ownership of oil and gas reserves and to be a recognized
provider of GTL technology for the energy industry. Our business strategy to achieve this objective involves the
following key elements:

Participate in Development Projects. We intend to establish equity participation in projects involving
monetization of stranded natural gas and coal assets and associated activities. We are actively pursuing such
projects involving natural gas development in Egypt, Malaysia, Nigeria, Qatar, the Commonwealth of Independent
States, Saudi Arabia and Papua New Guinea, and coal to liquids in the United States. Under this strategy, we will
provide our GTL and related technologies to work with companies that have remote and/or stranded resources that
can be economically monetized with our technology through individual site licenses for the specific GTL plant
location. Such projects may involve conventional gas processing and/or GTL activities.

Develop and Own GTL and Other Gas Processing Plants. We intend to develop projects and own equity
interests in joint ventures with our licensees and other energy-industry and financial participants that will develop
and own GTL and other gas processing plants for the production of fuels and specialty products. We are actively
pursuing development of GTL and/or other gas processing plants in several locations, including potential projects in
Egypt, Malaysia, Nigeria, Qatar, the Commonwealth of Independent States, Saudi Arabia, Papua New Guinea, and




the United States. We are currently engaged in the study phase with respect to several joint ventures; however, at
present no joint venture for the construction of a GTL or other gas processing plant is in place,

License the Syntroleum Process. Although we are not actively seeking to enter new master, regional or
volume licensing agreements, we plan to support our existing licensees in their efforts to develop new GTL plants
through both our research and development and our commercial and engineering support activities. Qur license
agreements obligate us to apprise licensees of upgrades and improvements in the Syntroleum Process and the
Synfining Process and to assist in the plant construction process. We believe that our research and development
capabilities combined with our demonstration and pilot plant testing facilities provide advantages over competing
and alternative technologies. We also believe these advantages enable us to maintain strong relationships with
existing licensees and gain project participation opportunities for us.

Expand and Develop Product Markets. We intend to continue developing markets for our synthetic fuels
and specialty products in order to promote construction of GTL plants by our licensees, and to establish markets for
GTL products from plants developed and owned by us. Based on the results of our already-completed research and
development activities, we believe that our technology can provide economic and environmentally superior
transportation fuels, including diesel and JP-5/JP-8 jet fuels. These fuels when produced through the Syntroleum
Process and Synfining Process are virtually free of sulfur and aromatics and can be transported to the end user
through the existing distribution infrastructure. We also believe that availability of these fuels will foster the
development and economic application of fuel cells and other clean combustion technologies.

The Syntroleum Process

The Syntroleum Process involves two catalytic reactions: (1) conversion of natural gas into synthesis gas
in our proprietary flameless autothermal reformer; and (2) conversion of the synthesis gas into hydrocarbons over
our proprietary Fischer-Tropsch catalyst. These reactions are expressed in the following equations:

Step 1
Conversion of Natural Gas to Synthesis Gas
Synthesis Gas

Natural Gas Alr Steam (diluted with Nitrogen)  Water
CH,+ O, + N, + H,0 ——Seabst, CO + H, + N, + H,0

Step 2
Fischer - Tropsch Synthesis

Synthesis Gas

(diluted with Nitrogen) Hydrocarbons Nitrogen Water

H2 + CO + N2 —M‘—‘) CnH(2n+2) + N2 + HZO

In the Syntroleum Process, the source of oxygen in the first reaction is air. This results in dilution of the
synthesis gas with nitrogen. Competitive processes typically use nearly pure oxygen in generation of the synthesis
gas and, instead of being diluted with nitrogen, are typically diluted with recycled gas. Our slightly higher level of
dilution results in reactors that are slightly larger than reactors in competitive processes because reactor volume is
primarily a function of the volume of reactor internals for heat removal, synthesis gas volume, diluent volume, and
catalyst volume. Although the difference in reactor sizes slightly increases the overall plant cost, this cost is offset
by eliminating the need for an oxygen plant. Furthermore, the elimination of pure oxygen from a Fischer-Tropsch
plant, which always has hydrocarbons present, results in an inherently safer process.

The flameless autothermal reformer in the Syntroleum Process is similar to units used for over 30 years in
the ammonia industry. This design has also been operating since 1995 as the sole source of synthesis gas for our
two b/d pilot plant facility in Tulsa, Oklahoma. The reformer design was operated for over 6,500 hours at a 70 b/d
demonstration facility with one of our licensees, ARCO, at its Cherry Point refinery in Washington State. The
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reformer has also operated since November 2003 in our Catoosa Demonstration Facility. The nitrogen in the gas
entering the autothermal reformer passes through the reactor essentially unchanged, although very low levels of
other nitrogen compounds are produced. These trace contaminants may be removed from the process stream and are
not incorporated into the finished products in significant quantities.

Although our proprietary cobalt-based Fischer-Tropsch catalyst was originally developed for use with
synthesis gas produced from natural gas, we believe it is capable of functioning with synthesis gas produced from
other sources, such as coal or petroleum coke. In order to efficiently utilize coal or petroleum coke, these feedstocks
are converted into synthesis gas using a gasifier; the ratio of hydrogen to carbon monoxide in the synthesis gas then
may be adjusted using a water gas shift reactor.

The Synfining Process

We have also developed refining technology — the Synfining Process — for conversion of the Fischer-
Tropsch products into a variety of products including diesel fuels, jet fuels, lubricants, and other materials. The high
purity and highly paraffinic, or waxy, nature of the Fischer-Tropsch products generally require lower temperature
processing conditions than conventional petroleum-derived feedstocks to obtain high yields of the desired products.
This refining technology has been used to produce fuels for testing by the DOE in its Ultra-Clean Fuels Program,
automobile manufacturers in the United States and Japan as well as by the U.S. Department of Defense. This
refining technology is available for license to our Syntroleum Process licensees and others.

Syntroleum Technology Implementation

The Catoosa Demonstration Facility has produced ultra-clean diesel fuel from natural gas using the
Syntroleum Process and the Synfining Process. This is the first plant we have built that incorporates all of our
proprietary GTL process technologies on a single site. We completed the DOE Catoosa Project fuel production
commitment during 2004. We delivered ultra-clean diesel fuel to other project participants during 2004, including
the Washington Metropolitan Area Transit Authority and the U.S. National Park Service at Denali National Park in
Alaska for testing in bus fleets, and we expect to make final delivery of fuels committed under the project in 2005.
We also operated the Catoosa Demonstration Facility during 2004 to support additional fuel testing programs
including, for the U.S. Department of Defense and the U.S. Department of Transportation, to demonstrate GTL
process technology and catalyst enhancements, and to provide training for our licensees who are developing
commercial projects.

Our goal in developing the Syntroleum Process and Synfining Process has been to substantially reduce
both the capital and operating costs and the minimum economic size of a GTL plant. We have developed and
continue to develop variations of our basic process design and make enhancements to our proprietary Fischer-
Tropsch catalyst in an effort to further lower costs and increase the adaptability of the Syntroleum Process to a wide
variety of potential applications. We are working with a number of engineering firms and manufacturers of catalysts
with which we have entered into agreements allowing access to our confidential technologies.

Although we believe that the Syntroleum Process can be utilized in commercial-scale GTL plants, there can
be no assurance that commercial-scale GTL plants based on the Syntroleum Process will be successfully constructed
and operated or that these plants will yield the same economics and results as those demonstrated on a laboratory,
pilot plant and demonstration plant basis. In addition, improvements to the Syntroleum Process currently under
development may not prove to be commercially applicable. See “Risk Factors—Risks Relating to Our Technology.”

Syntroleum Advantage

We believe that the Syntroleum Process and the Synfining Process will be an attractive solution for
companies that are unable to economically produce their natural gas reserves using traditional methods. We believe
that the Syntroleum Process will enable owners of stranded natural gas to monetize a significant portion of these
resources by converting them into synthetic liquid hydrocarbons in the form of ultra-clean fuels, based on our belief
that these products can be: '




e produced substantially free of contaminants normally found in fuels and specialty products made from
crude oil;

¢ used as blending stock to upgrade conventional fuels and specialty products made from crude oil;

¢ used unblended in traditional internal combustion engines to reduce emissions;

¢ used in advanced internal combustion engines and fuel-cells that require sulfur-free fuels; and

e transported through existing distribution infrastructures for crude oil and refined products.
Resource Base

Set forth below and elsewhere in this Annual Report on Form 10-K are estimates of identified reserves of
oil, natural gas and coal. These estimates do not constitute proved reserves in accordance with the regulations of the
Securities and Exchange Commission. Under Securities and Exchange Commission regulations, proved oil and gas
reserves are the estimated quantities of crude oil, natural gas and natural gas liquids, which geological and
engineering data demonstrate with reasonable certainty to be recoverable in future years from known reservoirs
under existing economic and operating conditions (i.e., prices and costs as of the date the estimate is made). Under
Securities and Exchange Commission regulations, proven coal reserves are the reserves for which (a) the quantity is
computed from dimensions revealed in outcrops, trenches, workings or drill holes, and the grade and/or quality are
computed from the results of detailed sampling, and (b) the sites for inspection, sampling and measurement are
spaced so closely and the geologic character is so well defined that size, shape, depth and mineral content of
reserves are well-established. We compiled these estimates of identified reserves from the referenced industry
publications and other publicly available reports to identify the magnitude of the gas and coal resource base. We
have not independently verified this information. Accordingly, we cannot provide assurance as to the existence or
recoverability of the estimates of identified reserves of oil, natural gas and coal set forth in this Annual Report on
Form 10-K. References below and elsewhere in this Annual Report on Form 10-K to the conversion of identified
amounts of natural gas and coal into amounts of synthetic crude oil assume that all of the referenced natural gas and
coal could be converted at anticipated conversion rates. Actual amounts of synthetic crude oil produced will vary
based on the ability of the producer to extract the natural gas and coal, the composition of the natural gas and coal
and process conditions selected for the plant, and this variance may be material.

Natural Gas

The following table presents the 2003 worldwide identified natural gas reserves, consumption and ratio of
reserves to consumption (7.e., reserve life) by region:

2003 Worldwide Natural Gas Reserves, Consumption and Reserve Life

Region Reserves Consumption Reserve Life

(TCF) (TCF) (years)

Central and South America 254 39 60.6
Africa and the Middle East 3,018 10.2 214.1
Asia & Australia 476 12.2 43.43
Europe and the Commonwealth of Independent States 2,199 383 60.82
North America 258 26.9 9.6
Total 6,205 91.5 67.11

Source: Information derived from BP Statistical Review of World Energy 2004.

World natural gas reserves have increased in recent years. Identified gas reserves in 1993 were estimated to
be approximately 4,981 trillion cubic feet (“TCF”), according to the BP Statistical Review of World Energy 2004.
However, by 2003, natural gas reserves were estimated to be approximately 6,205 TCF. This increase occurred
while the demand for natural gas increased 25 percent over the same time period.
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A significant amount of stranded gas also exists that is not included in the natural gas reserves indicated
above. The term “stranded gas” generally refers to gas existing in reservoirs that have been discovered but no
economic market can be found for the natural gas production, or production with associated oil would be too prolific
for the limited markets available. Typically this low value gas is managed by either not producing the reservoir,
flaring, venting, or re-injecting the natural gas into the geologic formation from which it is produced while
producing the oil reserves.

We believe that energy companies with stranded natural gas reserves will be able to cost-effectively use our
GTL technology to produce fuels that can be sold in well-developed global markets. As a result, we believe these
companies would be able to generate a return on these already discovered reserves, which are currently
undeveloped.

Coal

In addition to enabling monetization of stranded natural gas, we expect that our GTL technology can be
applied to coal. According to BP Statistical Review of World Energy 2004, identified world coal reserves in 2003
were approximately 984,453 million tons. The largest coal reserves are located in the United States, the
Commonwealth of Independent States, China and Australia, Much of these reserves are difficult and expensive to
utilize because of environmental concerns and distance to markets. By applying the Syntroleum Process, these
underused coal resources could be converted to ultra-clean transportation fuels, thus providing a new source of clean
energy and reducing dependence on oil from politically unstable regions.

Market Demand

We believe significant market potential exists for the Syntroleum Process and its products because of
steadily increasing demand for transportation fuels, the anticipated increased demand for ultra-clean fuels for both
internal combustion engines and fuel cells, and the existing demand for high-quality specialty products—
underpinned by the vast amounts of stranded natural gas worldwide.

We expect demand for products created via the Syntroleum Process to result from the following factors:

The Large Market for Transportation Fuels. According to the EIA, diesel fuel demand is estimated to be
growing at a faster rate than the total demand for refined products, due to superior fuel efficiency of the diesel
engine. Based on a study completed by the National Energy Policy Development Group, oil consumption in the
United States is expected to increase from 22.2 to 28.3 million b/d by 2025 primarily due to the growth in
consumption of transportation fuels. Based on our belief that the Syntroleum Process can produce ultra-clean
transportation fuels, we believe that a portion of the demand growth can be satisfied through our process, although
the amount of this demand actually satisfied through our process will depend on the number of and products from
any commercial plants that are constructed.

Increasing Demand for Ultra-Clean Fuels. Market demand for ultra-clean fuels is increasing due to more
stringent environmental standards in most of the world’s industrialized countries and the need for vehicle
manufacturers to respond to the challenge of producing fuel-efficient engines that meet these standards. The burden
of producing cleaner fuels from conventio