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Mr. Chairman and Members:

Thank you for giving me the opportunity to testify today.  My name is Joe Sparano and I am President of the Western States Petroleum Association.  We are a trade association that represents companies that explore for, produce, refine, distribute and market petroleum products in the six western states of Nevada, California, Arizona, Oregon, Washington and Hawaii.

We have been engaged with policymakers in many of our states, exploring how to address many of the petroleum supply side and demand side issues that were raised in your staff report. My testimony will primarily focus on some of the pros and cons of the approaches.

But first, I would like to commend your staff for their very sophisticated discussion of the western region’s fuel marketplace.  Your Committee’s May 20 briefing memorandum accurately observed that fuel prices have experienced a number of ups and downs over the past years.  

To put gasoline prices in perspective, I went to the Bureau of Labor Statistics website to compare the real growth in gas prices to other products and services we use every day, over a period of more than twenty years.  What I found is that gasoline prices have risen far less than most everything else we use in our lives including food, clothing, housing, health care, electricity and our kids’ college educations.

In addition, your staff report correctly pointed out that gasoline prices in the west are a function not only of local and regional market conditions, but also worldwide petroleum market conditions.  According to the Energy Information Administration (EIA), nearly one-half of the price of a gallon of gasoline is attributable to crude oil costs.  

And as your staff report stated, crude oil prices have risen dramatically over the past several months and are currently at record highs.  According to the EIA and other experts, crude costs have increased due to surging worldwide demand and a tightening of supplies by OPEC.

Another reason gasoline costs more in the west is the fact gasoline taxes are generally higher here, about 52 cents per gallon in Nevada and California. 

In addition, demand for gasoline on the west coast and in cities like Las Vegas and Phoenix, has grown at a significant rate. In California alone, demand has grown at 2 to 4 times the rate of in-state production capacity increases, due to regulatory barriers to expanding refineries and other infrastructure.  This means there is an increasing reliance on importation of blending stocks and finished products, and subsequently higher marginal costs to supply the western marketplace.  Simply put, the existing petroleum infrastructure for handling production, storage, transportation and marketing of fuels efficiently throughout the region is inadequate. 

Whether it is in the area of refining capacity, pipeline coverage and capacity, port handling and storage equipment, facilities terminals and related storage capacity, removal of permitting constraints and barriers to infrastructure projects are needed to improve capacity and reliability. 

Areas such as unnecessary throughput limits on refinery equipment and ports, repetitive environmental compliance reviews for refining and marketing facilities and continuous permit delays when we want to add capacity or more retail units, all need immediate attention.

These barriers stop or slow down construction of new petroleum facilities and upgrades to existing equipment, that together would allow petroleum companies to more efficiently produce, transport and sell more gasoline in the west, or to import blending components or finished product from other areas.

Additionally, as with any industry, projects must also meet shareholders’ and Boards’ economic criteria in order for implementation to proceed.
What can we do?  Here are some specific observations and suggestions.

Most of my remarks will be focused on California state policies, because many of the refineries and other forms of petroleum infrastructure that are located there provide most of the fuel products to Arizona, Nevada and other parts of the west.  We’ve also been most actively engaged with policy-makers in California, in dealing with the infrastructure barriers that exist.

The first area of interest is to avoid counterproductive policies.  State government, and I’m speaking here specifically about California, has been sending less than positive signals to the business community in general and to our industry in particular, that it does not want companies to invest in new facilities and to add new jobs.  High-energy costs, sky- rocketing workers compensation costs and the high costs of complying with cost-ineffective environmental regulations have made it difficult for investments, companies and jobs to remain in the state.

In addition, our industry must constantly fight back legislative proposals that would dramatically increase the cost of doing business.  Those proposals have included a billion dollar per year refinery gate tax that so far has been defeated, but looms as a potential cost.  

Permit reviews also need to be streamlined.  Permit streamlining and establishing policies to ensure timely processing of permits by state agencies, local air districts and regional water boards are critical components of improving the state’s business competitiveness.  The Energy Commission’s Integrated Energy Policy Report (IEPR) contains specific recommendations for permit system streamlining.  

Another of the critical areas for permitting is New Source Review.  Rather than react hostilely to federal NSR reforms, as the California Legislature did by passing SB 288 (Sher), we have urged the Legislature instead to provide authority to CARB and the local districts to adopt those federal NSR reforms.   Those reforms would promote permitting and construction of critical energy projects without increasing emissions or negatively impacting the environment and local communities. 

Another effort that will help the situation will be to create consolidated permitting for energy projects.  We strongly urge the development of a consolidated permitting agency whose intervention could be requested by project proponents when duplicative or counterproductive regulatory requirements endanger a project.  

We must eliminate duplicative, overlapping and conflicting regulations.  The state should pursue opportunities to eliminate unnecessary regulatory processes that add cost without adding value to environmental protection.  This can be done without sacrificing environmental standards, or diminishing local control over land use decisions that affect community values.

One agency could manage the permitting of major energy facilities such as: additional electrical self-generation; significant oil and natural gas production increases; new LNG terminals and facilities; retail marketing facilities; additional pipelines; and, refinery capacity additions or facility expansions.  

In fact, the California Energy Commission has just launched an Order Instituting Investigation (OII) regarding the causes of petroleum infrastructure development constraints.  It has delegated the investigation to its Siting Committee. 

The Siting Committee proposes to conduct information-gathering workshops to look at petroleum infrastructure development trends and identify factors that have constrained the state’s petroleum infrastructure and have limited the supply of transportation fuels. WSPA will be participating in this process and would be happy to provide you information from this process as it moves forward.

Obtaining a waiver of the federal minimum oxygenate mandate would also be very helpful.  WSPA has long supported the state in its effort to exempt California from the federal EPA’s requirement that gasoline include an oxygenate.  Since the removal of MTBE from California’s gasoline formula, the only viable oxygenate additive is ethanol. Being forced to use ethanol entails additional costs, limits flexibility and reduces production capacity even more.
California’s air quality agencies agree that industry can continue to produce the cleanest gasoline on the planet without the addition of ethanol – a waiver would provide the flexibility for California refiners to produce and marketers to sell the cleanest fuel available as efficiently and cost-effectively as possible. WSPA has also advocated for almost two years to both the Arizona and Nevada state agencies responsible for fuel formulations, that they remove the mandated requirement for the highest level of ethanol addition to their wintertime gasoline. 

The private and public sectors must also continue research into alternative fuels.  In addition to removing barriers to increasing gasoline production, another key component of successful future energy policy will be the increased use of alternative, non-petroleum fuels. 

These fuels are expected to give consumers more choices and help California and other western states meet their ever-increasing transportation product demands and clean air objectives.  WSPA’s member companies are actively engaged in research in several alternative fuels areas including hydrogen fuel cells and gas to liquids technology.

Our industry is working with several California legislators and the Schwarzenegger Administration to move forward on legislation that will begin improving the “playing field” for energy investments and facility operations.  

For example, we support California state legislation being considered to declare petroleum infrastructure a statewide priority of significance and receive expedited rulemaking, permitting, and resource planning.  The legislation could recognize the importance that petroleum plays in the energy stability of the State and basically treat petroleum infrastructure in the same way power plants were treated during the electricity crisis. 

This type of bill would establish lead responsibility in state government with special authority to assess the condition of California's petroleum infrastructure.  It could ask the Governor to direct by Executive order, Cal-EPA and CARB to assist local air districts in implementing best management practices and expediting project permitting.

California’s Governor could also convene a special meeting of those states with an interest in cleaner burning fuels, to organize a joint campaign targeting the waiver of the federal oxygenate mandate, as well as a campaign to improve Corporate Average Fuel Economy (or CAFÉ) mileage efficiency standards.  

Earlier this week, California’s Governor launched a “Flex Your Power at the Pump” initiative designed to promote common sense practices for consumers and businesses to conserve gasoline.   A unified Western States effort could help promote simple consumer activities such as keeping tires properly inflated and keeping vehicles tuned, activities that could have a remarkable impact on reducing gasoline demand.

These efforts would represent a positive step toward addressing the tight supply and demand balance that exists in the Western Region.

Here are a few more pointed observations.

It is important for our industry, Federal and State leadership and special interest groups to all look in the mirror and understand that our current situation didn’t just happen overnight.  The anti-business and economic policies of some of the states, the federal government and special interest groups, have for years produced a climate of non-investment, diminishing supplies versus demand and marketplace volatility.  

There are some interesting facts that support previous observations: 

For the US overall, there were 321 operating refineries in 1981, with a total capacity of 18.6 million B/D.  In 2004, there are 149 refineries, with a total capacity of 16.8 million B/D (a reduction of 1.8 million B/D).  No new refinery has been built in the US since 1976.

In California, there were about 30 gasoline-producing refineries in the early 1980's, with a total crude capacity in excess of 2 million B/D.  Now, there are 13 refineries left, with a capacity of just under 1.9 million B/D.  No new refinery has been built in California since Exxon built the Benicia plant in 1969.

There are also no refineries in Nevada, Arizona and Oregon, three western states that receive some to almost all of their gasoline, and in some cases, diesel fuel supplies from California.  
In Closing: 

Over the past 20 years, the petroleum industry has met the challenge of reliably supplying our customers with all types of products despite the challenging influences of growing demand and increased regulatory hurdles.  We have done this while making and selling the cleanest products on the planet at the cleanest facilities anywhere, and while selling that product at competitive prices.

I believe our industry can continue to meet this challenge, but we will need the cooperation of the public sector and other interested parties, to reduce barriers that tend to discourage companies from investing in the west.  

Either we win or we lose together.  It really is that simple.  

WSPA

May 28, 2004

PAGE  
1

