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OFFICE OF THE GOVERNOR

April 21, 2025

Mr. Siva Gunda

Vice Chair

California Energy Commission
715 P Street

Sacramento, CA 95814

Dear Vice Chair Gunda,

Thank you for your leadership in protecting consumers and ensuring that
Cadlifornia has a safe, affordable and reliable supply of transportation fuels
during our energy transition over the next two decades, including through
implementation of Senate Bill X1-2 (Skinner, 2023) and Assembly Bill X2-1 (Hart,
2024).

| write to direct you to redouble the State’s efforts to work closely with refiners on
short- and long-term planning, including through high-level, immmediate
engagement, to help ensure that Californians confinue to have access to a
safe, affordable, and reliable supply of transportation fuels, and that refiners
confinue to see the value in serving the California market, even as demand for
fossil fuels continues its gradual decline over the coming decades.

Further, | am directing you, as my Administration’s lead representative on this
issue, to reinforce the State's openness to a collaborative relationship and our
firm belief that Californians can be protected from price spikes and refiners can
profitably operate in California — a market where demand for gasoline will still
exist for years to come.

Additionally, | am directing you to engage with the Petroleum Strategy Task
Force, a cross-agency effort convened by California Natural Resources Agency
Secretary Wade Crowfoot and California Environmental Protection Agency
Secretary Yana Garcia. That task force is evaluating the State’s progress and
risks in managing an energy transition in which supply and in-state demand for

GOVERNOR GAVIN NEWSOM ¢ SACRAMENTO, CA 95814 « (916) 445-2841
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petroleum products are both decreasing over the next 20 years. Building on that
engagement and the California Energy Commission’s (CEC) Transportation Fuels
Assessment, | direct you to recommend, by July 1, any changes in the State’s
approach that are needed to ensure adequate supply during this fransition.

As you know, increasingly in recent years, Californians have experienced rapid
fluctuations in retail gasoline prices that too often mean abrupt increases
followed by a slow and gradual decline, causing families to incur higher costs
unexpectedly for everyday needs. The Legislature responded to this growing
problem with SBX1-2, which provided the CEC with critical data transparency
tools that facilitate real-time market monitoring.

Using this critical new data provided by SBX1-2, the Division of Petroleum Market
Oversight (DPMO), in collaboration with the CEC, was able to identify the root
causes of the fall 2022 and fall 2023 retail gasoline price spikes: inadequate
supply when refineries went offline for maintenance, low inventories that led 1o
supply shortages during unplanned outages, and a volatile spot market that has
an outsized influence on the wholesale price of gasoline. These findings led the
Legislature to respond by enacting ABX2-1, which provided the CEC with new
tools to mitigate price spikes. The data provided by SBX1-2 has also allowed
DPMO to inform the public, in real time, when volatile spot market conditions
threaten to raise prices at the pump.

While we've made great progress in addressing spikes and irregularities in the
gasoline market, refineries across the country and around the world are facing
unprecedented uncertainty. The new federal administration has added more
uncertainty and instability to the global economy than ever before — with the oil
industry on the front lines of this market turmoil. Refineries have been
restructuring, transitioning, consolidating, and closing across the country for
years. In January, the 700-hundred-acre LyondellBasell refinery in Houston
announced its closure as the company transitions to “broader decarbonization
and sustainability objectives.” California is not immune to this national tfrend.

California will continue to lead the way in this transition, but it is imperative that
we continue to ensure a safe, affordable and reliable supply of transportation
fuels over the next two decades. Thank you for your attention to this critical
matter on bghalf of the State.
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DISCLAIMER

adequacy of the information in this report.

Staff members of the California Energy Commission prepared this report.
As such, it does not necessarily represent the views of the Energy
Commission, its employees, or the State of California. The Energy
Commission, the State of California, its employees, contractors and
subcontractors make no warrant, express or implied, and assume no legal
liability for the information in this report; nor does any party represent
that the uses of this information will not infringe upon privately owned
rights. This report has not been approved or disapproved by the Energy
Commission nor has the Commission passed upon the accuracy or






ACKNOWLEDGEMENTS

The California Air Resources Board and the California Energy Commission appreciate the
additional contributions from the following CEC staff:

California Energy Commission Staff
Andrea Bailey

Drew Bohan

Ryan Eggers

Aleecia Gutierrez

Bryan Hsieh

Ryan McCauley

Tai Milder

Georgina Moreno

Bryan Neff





ABSTRACT

The Transportation Fuels Assessment is a leading component of SB X1-2. This assessment
identifies potential alternative methods to ensure a reliable supply of affordable and safe
transportation fuels in California, evaluates the price of transportation fuels, considers supply
conditions, assesses the impact of refinery closures, analyzes impacts on production from
refinery maintenance and turnarounds, evaluates the feasibility of alternative methods to
maintain adequate supply of fuels, and proposes solutions to mitigate impacts described
elsewhere in the assessment. This report includes policy options that can help address price
spikes that are unique to the California market. Each policy has an accompanying one-page
summary table or set of tables with a summary of that policy.

Keywords: Transportation Fuels Assessment, SB X1-2, gasoline, price spikes, gasoline
demand scenarios

Please use the following citation for this report:

Gee, Quentin, and Aria Berliner and Alexander Wong. 2024. 2024 Transportation Fuels
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EXECUTIVE SUMMARY

Senate Bill X1-2 (SB X1-2, Skinner, Chapter 1, Statutes of 2023 First Extraordinary Session)
directs the CEC to identify methods to “ensure a reliable supply of affordable and safe
transportation fuels in California.” This assessment does this by examining two distinct but
related issues. The first is mitigating or eliminating gasoline price spikes. The second is
maintaining an overall affordable, reliable, equitable, and safe supply of gasoline during the
transition to zero-emission vehicles (ZEVs). This assessment also serves as a key contribution
to the forthcoming Transportation Fuels Transition Plan, which is also called for by SB X1-2.
Transportation fuels include gasoline, diesel, natural gas, electricity, hydrogen, and renewable
combustion fuels. The scope of this assessment is primarily focused on gasoline and, to a
lesser extent, on diesel and ethanol (a gasoline additive). Gasoline fuels most of the vehicle
miles traveled in California, and gasoline price volatility impacts nearly all Californians through
prices at the pump or through the transportation costs of products.

Like most product prices, gasoline prices should ideally obey the laws of supply and demand.
However, supply dynamics in California’s transportation fuels market differ from many other
markets in the United States. Despite being directly geographically connected to other states,
California’s relatively isolated transportation fuels market makes it essentially a fuel island. In
addition, the critical need to address the state’s unique air quality challenges means that the
state must require a unique fuel specification that differs from the rest of the nation. Related
to the isolated market, the state’s opaque spot market appears to have an outsized influence
on prices in a way that does not align with supply or demand fundamentals.

These factors have led to several challenges for the stability of transportation fuel prices. For
example, in the last two years (2022 and 2023), California had two gasoline price spikes in
September and October. Spikes were not seen in regions outside of the western part of the
United States.

Although gasoline demand peaked in 2005 and is expected to decline markedly in the next two
decades, gasoline remains California’s dominant transportation fuel, and demand is not
especially responsive to short-term price spikes. New options, especially the state’s transition
away from combustion fuels in favor of ZEVs, have started to reduce drivers’ dependency on
gasoline, with a sharp decline expected within a decade. Figure ES- 1 shows potential demand
pathways for gasoline under a rapid, fast, and a slow transition away from gasoline.
Highlighted are 3-, 7-, 10-, and 20-year points for the three pathways.

Gasoline demand is expected to continue a downward trend as demand for ZEVs increases
and other climate-friendly strategies unfold. However, the CEC projects that gasoline demand
will remain above two hundred thousand barrels per day (TBD) at least through 2035 if not
longer. Even under the most aggressive scenario transition to ZEVs, millions of petroleum-
fueled vehicles are anticipated to remain on California’s roads and highways beyond 2035.
These vehicles will need fuel to operate, and many of the vehicles may be owned by lower
income individuals and families, making it even more compelling to identify ways to ensure an
affordable, reliable, equitable, and safe supply.





Figure ES- 1. Gasoline Consumption and Demand Scenarios Under Consideration
for the Assessment
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Both Supply and Demand are Key

The deployment of ZEVs and a robust mass transit system are critical for achieving the state’s
climate goals, reducing local air pollution, and eventually eliminating dependence on the
volatile global petroleum markets. As demand for gasoline shrinks, refineries may close or
convert to processing clean transportation fuels. This will lead to fewer gasoline refineries,
with increased market concentration and associated market problems that often accompany it.
However, some refineries will be converted to producing renewable diesel, such as the Phillips
66 Rodeo refinery, a sign of the success of clean fuel policies such as the state’s Low Carbon
Fuel Standard (LCFS). These converted refineries, however, will no longer be a source of
gasoline.

As of March 2024, nine California refineries produce California-specific gasoline, California
Reformulated Blendstocks for Oxygenate Blending (CARBOB). Moreover, supply of gasoline in
the state is highly regionalized. Except for one small refinery in central California, nearly all in-
state supply in the near term will come from three refineries in northern California and five
refineries in Southern California. The temporary reduction of refining capacity at a single
refinery in either the north or the south would represent a critical reduction of refining capacity
for each respective region because the regions are not connected via pipeline, though
waterborne transportation is available. Figure ES- 2 illustrates roughly estimated gasoline
refining capacity (at 60% stated crude processing capacity), along with recent refinery
closures, remaining capacity, and the maximum monthly demand by year.





Figure ES- 2. Approximate Peak Gasoline Refinery Capacity Compared to

Maximum-Monthly Consumption
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In Northern California, a single refinery outage would represent up to a 45 percent reduction
of regional refining capacity. In Southern California, a temporary closure of a single refinery
could represent up to a 35 percent reduction of regional capacity. Intrastate movements of
fuel must occur by marine cargos, so supply shocks can pose immediate challenges.

As demand for gasoline continues to decline in California, refineries will likely continue to
transition from refining petroleum and may permanently close or convert to the refining of
renewable feedstocks for renewable diesel or other types of bio-based fuels. A single supply
shock in the north or south, be it from an unplanned maintenance event, a severe accident, a
criminal act, or a natural disaster, would make it even more difficult to supply transportation

fuel needs in the coming decade.





Independent of supply shocks, Californians already pay higher than the national average for
gasoline, which is only partially due to state and federal mandates for improved air quality.
CARBOB has been a critical tool for reducing chronically high concentrations of air toxins and
meeting state and federally mandated clean and healthy air quality standards. Failing to meet
federal air quality standards puts California’s residents’ lives and federal transportation funding
at risk. By requiring CARBOB, California has enjoyed numerous benefits. For example, there
has been an 80 percent reduction in cancer risk associated with exposure to gasoline-related
pollutants between 1996 and 2014. Despite this and other successes, California continues to
face challenging air quality management, exacerbated by climate change impacts.

With reduced demand or more flexible consumer demand, supply shocks should become less
impactful. Where travelers can substitute electricity, active transportation, or other alternative
travel approaches in lieu of gasoline, price spikes may be easier to manage and have less of
an impact on Californians. This report presents several policy approaches that can affect
gasoline demand.

Outside of crude oil dynamics, refined gasoline supply is influenced by three primary factors:
production capacity, storage, and gasoline or gasoline blendstock imports. Statewide
petroleum refinery capacity has declined in recent years, closely following or even exceeding
the ongoing decline in demand that is due in part to more consumers adopting ZEVs. The
petroleum refining industry in California appears to have sufficient infrastructure to produce,
procure, and store enough gasoline to meet current levels of demand. However, as discussed,
unique conditions in California make it more difficult to stabilize supply when there are acute
disruptions.

Production

As discussed above, there are now nine refineries operating in California producing gasoline.
In the last five years, two major refineries have converted to producing renewable diesel and
stopped producing gasoline, and in-state production has fallen a result. In the face of declining
refinery production, there are several short- and long-term alternatives to maintain or increase
production, though each alternative presents significant potential tradeoffs.

Short-term polices may boost production and encourage a corresponding decrease in price,
particularly when California is faced with acute supply disruptions. For example, in 2022 and
2023, Governor Newsom called for the California Air Resources Board (CARB) to accelerate the
annual winter fuel blend transition by one month. This resulted in an increase in supply and a
sharp decline in gasoline prices at the pump. However, accelerating the winter fuel blend
transition presents environmental impacts. Other strategic options that may help increase
supply are discussed in Chapter 3 of the assessment.

On a longer-term basis, other modifications to requirements for refined fuels may make for a
more resilient supply system, but also come with potential environmental and other policy
tradeoffs, all of which must be weighed carefully. For both short- and long-term approaches to
production, further analysis is necessary. The Transportation Fuels Transition Plan is a related
document that will be prepared jointly by the CEC and CARB for submission by the end of
2024.





Storage

Storage adds resiliency to the fuel supply system by offering a buffer that can be drawn down
during supply disruptions. Statewide, gasoline storage capacity for the state represents
approximately two weeks’ worth of demand. Storage facilities are owned by various entities,
most commonly refiners at their respective refineries, at port reception points, and by pipeline
operators.

There is an observable inverse correlation between total storage levels and price spikes,
though there are other important variables as well, including seasonality and demand. This
broadly suggests that when storage levels of gasoline decline, the risk of price spikes
increases. This was seen most dramatically in the summer of 2022. Figure ES-3 shows the
correlation between storage and the 2022 price spike.

Figure ES-3. CARBOB Stocks vs. CARBOB Price Spreads: Total Weekly Stocks vs.
Los Angeles Spot Market Price (July 2022 — October 2022)
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As reflected in the chart, a California price spike is typically measured by the difference
between the LA CARBOB spot market price and NYMEX RBOB market price, meaning that the
higher prices were unique to California rather than part of a national trend. The quantities
plotted on the chart include publicly available data that is reported to CEC by in-state
refineries.

At petroleum refineries, storage is often used by individual refiners to blend and store products
during normal operations and to provide back-up supply during periods of planned and
unplanned maintenance. Requiring or incentivizing a minimum level of in-state petroleum
storage could increase fuel stocks statewide and assist in mitigating or avoiding gasoline price
spikes. For example, minimum petroleum storage requirements with exemptions during certain
supply shock conditions may help establish a new baseline approach for storage operators. An
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incentive approach may also be effective and allow for more flexibility for operators. It is
unclear how operators would adjust to requirements or incentives, and additional public
discussion and analysis of these types of approaches is warranted.

New storage solutions are also possible. A critical tradeoff for either private or public
investment in storage is the long-term expected decline in gasoline demand. There may be a
case for additional storage as a matter of maintaining supply resiliency for the next two
decades, but such investments do pose a stranded assets risk. More analysis is needed to
determine whether the benefits of enhanced supply resiliency are worth the investment in the
near term.

Imports

Currently, most of the State’s consumed gasoline is refined in state, with a limited portion of
the supply coming from out-of-state or overseas refineries. However, as demand continues to
decline and in-state refineries convert to renewable fuels or close completely, a strategy to
bolster the State’s imports of gasoline will be imperative to avoid potentially systemic
undersupply problems.

At present, the only practical way to import finished fuel and blending components is by
marine imports. There are no pipelines for refined fuel (e.g. diesel, jet, and gasoline) going
into the state, only pipelines for export out of the state (to Arizona and Nevada). Rail could
theoretically be a source of imports, but so far this import approach has not been seen at any
significant scale, and it would take three to five 100-car trains of gasoline or gasoline blending
components to match the capacity of one ship. One typical tanker ship of gasoline represents
about one third of the state’s current daily demand of gasoline. Thus, routine marine imports
are likely the most feasible option navigating the uncertainties arising from refineries reducing
or stopping production (i.e., losing tens of thousands of barrels of daily production) while
demand reduces in a much more gradual manner.

Marine imports of refined fuel from Washington state, Asia, and Europe are already a regular
source of fuel, helping to balance out a sophisticated market of multiple flows in various
directions. CEC data shows that imports appear to be increasing in northern California, the
likely result of one large refinery conversion in 2020.

Marine imports generally tend to have higher prices compared to in-state refining, as ships can
be expensive to operate compared to pipelines and present different environmental risks.
However, the increased supply resiliency added by an import strategy could result in a net
price benefit to consumers.

Harbor traffic is another issue to consider for any strategy relying on increased marine
imports. As shown in the demand pathways above, the need for crude imports will decline
with the overall decline in demand for gasoline and other fuels. This will free up some space at
critical import points, but there are differences between crude import logistics and refined fuel
import logistics that merit additional analysis.





The Need for Information and Oversight

The petroleum refining industry has relatively few market participants due to high fixed costs
and other barriers to entry. This makes it possible for firms to exercise degrees of market
power that would not be possible in perfectly competitive markets. In California, this risk of
market power appears to be more pronounced than in other states. A relatively small portion
of this California-specific gasoline is traded on California’s local commodity markets (called
“spot markets”) in which a market-wide price is set. In the spot market, there are limited
trades reported and fewer participants compared to a national market. Despite this
characteristic of the market, the spot market price is linked through contracts to a large
portion of all wholesale and thus retail gasoline sold in the state. Spot market trades can have
an outsized influence on gasoline prices, with the potential susceptibility to market
manipulation. With price reporting based on voluntary reports of trading, the lack of spot
market transparency has contributed to incomplete information, leading to volatility in retail
prices contrary to consumer interests.

In addition to price spike risk, Californians have paid consistently higher gasoline prices
compared to the rest of the U.S. that cannot be fully explained by differences in fuel
formulations and gasoline taxes or fees. This unexplained premium paid by California drivers
has been identified by academic researchers as the California “mystery gas surcharge.”

Active oversight of the increasingly concentrated petroleum and rather opaque industry is an
essential component of California’s transition to a low-carbon economy. Petroleum refining is a
high fixed-cost industry, with costly and years-long development required for entry, thinly
traded spot markets, and significant vertical integration—all of which combines in a market
that is far from perfect competition. Due to the high fixed-cost structure and other barriers to
entry in this industry, only a small number of firms have the resources to supply California
petroleum markets. As demand for gasoline declines, the industry will become more
concentrated and potentially less competitive. Economists sometimes refer to such dynamics
as a type of market failure, a misalignment between producers’ profit incentives and consumer
welfare. In these situations, protecting consumers, and reducing incentives for market
manipulation requires both robust enforcement of competition laws and potential market
interventions to realign incentives. Market interventions vary widely by industry and market
conditions.

Some of the challenging market dynamics in California’s petroleum industry are familiar in
other industries. There are many examples of highly concentrated, high fixed-cost industries
such as airlines, telecommunications, and utilities—all of which are highly regulated and
generally profitable. Market power in the airline industry is primarily tempered through
antitrust enforcement and federal oversight. Competition among telecommunications firms is
protected through antitrust enforcement and regulations requiring fair access. Finally, utilities,
which bear some key similarities to energy refiners, are often highly regulated monopolies that
navigate rate regulations and limits on their rates of return. These are only a few examples.
Each industry and the markets they serve are unique. Enforcement of competition laws and
market interventions require information about market behavior and outcomes. Therefore, an
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important component of petroleum market oversight should include detailed industry data
collection to facilitate transparency and well-informed public policy.

As discussed in workshops and hearings held by the CEC and in stakeholder comments, there
is concern about market power abuse in the petroleum sector, and the state appears to be
increasingly susceptible to price spikes as seen over the last decade. Stakeholders at CEC
workshops and hearings have expressed concern about unfair market dynamics resulting from
increased market power in California’s petroleum industry and potential market gaming by
industry participants. Moreover, stakeholders have expressed concern that harmful industry
conduct will be amplified by bad actors acting anticompetitively. During this critical transition
period, additional oversight is necessary to protect Californians from further market
dysfunction and potential market manipulation.

SB X1-2 established the Division of Petroleum Market Oversight (DPMO). This division operates
independently of the CEC’s authority but is housed within and supported by the CEC for close
coordination with the new data collection provisions of SB X1-2. DPMO assesses and
investigates petroleum market conditions with authority to subpoena firms and refer matters
for prosecution.

Californians Deserve a Strategic Transition Away from Petroleum
Transportation Fuels

The Transportation Fuels Assessment is only one component of SB X1-2. The Assessment
identifies methods that may help in smoothing and managing retail prices under a general
framework of the transition away from petroleum fuels, with an emphasis on gasoline. It also
contributes to the understanding of gasoline price spikes and identifies potential actions that
can help to mitigate or eliminate them. However, a series of additional considerations with a
more careful eye on environmental impacts, market dynamics at the retail level, and other
issues, will be critical parts of the Transportation Fuels Transition Plan, developed by both the
CEC and CARB.

California is leading the United States in a bold zero-emission, clean energy future. Moving
forward also requires attention to ensure that no one is left behind. There are critical lessons
to be learned in building out the state’s clean energy systems, as well as those from smoothly
and equitably transitioning away from the fossil fuel dominated energy systems. These lessons
will be fundamental in both assisting other economies and helping to ensure that the state’s
residents can benefit from clean energy.





CHAPTER 1.
Transportation Fuels in California

The Need for a Transportation Fuels Assessment

California's legislature directed the CEC to address transportation fuels in the context of a
gasoline price spike in 2022 and the state’s bold climate change vision. Senate Bill X1-2 (Stats.
2023, 1st Ex. Sess. 2023, ch. 1) requires the development of an assessment to address the key
issue of ensuring a reliable supply of affordable and safe transportation fuels for combustion
vehicles in California in the context of transitioning to a zero-emission future.

California’s transportation fuels market is currently dominated by gasoline and diesel, the main
fuels of consideration in this assessment. These two fuels have two major challenges that
affect the stability of transportation fuels prices: an ongoing challenge and a long-term
challenge. The ongoing challenge is that supply of these fuels is increasingly constrained with
the potential for significant supply shocks, while demand is falling at a gradual pace and there
is a significant segment of the population that continues to rely on gasoline (even at very high
prices) for their essential transportation needs. California has only two sources of
transportation fuel: in-state refining of crude and marine imports of refined fuels. While fuel
storage facilities exist to provide some buffer, they are limited and can assist only with short-
term fluctuations in refining or gaps in imports. Increased vehicle fuel economy, adoption of
zero-emission vehicles (ZEVs), and the recent growth in telework have contributed to gasoline
demand contraction since its peak in the early 2000s. Despite these factors and a likely
substantial decline in demand moving forward, gasoline is likely to remain the leading
transportation fuel for at least a decade, and customers are often captive to changes in prices
given limited transportation alternatives.

The longer-term challenge is that ZEV adoption will lead to the most significant change in
transportation since the mass production of the internal combustion engine vehicle — the
complete transition away from petroleum-based vehicles to zero-emission vehicles, which will
fundamentally alter the transportation fuels market.

Understanding the implications of these two challenges and potential options for addressing
them is an essential first step in a near-, mid-, and long-term planning effort for the state. This
chapter further explores the context that has led to this assessment.

California’s Fuel Landscape

California’s transportation fuels market differs from many others in the United States. Despite
being directly geographically connected to other states, its relatively isolated transportation
fuels market makes it essentially a fuel island. Figure 1 shows the fuel pipeline flows for
California, Nevada, and Arizona. California has limited fuel connectivity with other states. Some
refined fuel is exported to Arizona and Nevada via pipeline. Other refined fuels are, on
occasion, exported by ship out of state. However, unlike most other states in the country,
there are no gasoline pipelines for import into California, since none of the adjacent states
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have fuel refineries.! Additionally, the northern part and southern part of the state are not
connected by a gasoline pipeline, making them somewhat isolated from each other. The only
other way California receives significant quantities of gasoline or gasoline blending stocks is by
ship.

Figure 1. Map Showing Pipeline Flows for California, Nevada, and Arizona
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Other states in the federal Petroleum Administration for Defense District 5 (PADD 5)3 have
similar limited connectivity issues and similar long lead times for deliveries of refined fuels.
However, California’s unique CARBOB gasoline specification differs from all other states.* The
CARBOB specification in the California Reformulated Gasoline (CaRFG) Regulation reduces air
pollution and is an essential strategy adopted as part of California’s State Implementation Plan
(SIP). The SIP is a federally mandated plan to ensure that the state is on a path to
significantly reduce harmful environmental pollutants that impact public health in California.
Current air quality detriments contribute to billions of dollars per year in health-based

1 The closest fuel producing refinery hubs are in Washington state, where the product is received through both a
marine terminal and pipeline; Utah, where there is a pipeline through to Nevada; and New Mexico/El Paso, Texas,
which has a pipeline that goes directly to Phoenix but is not connected to Southern California.

2 Adapted from U.S. Energy Information Administration Analysis & Projections of West Coast Transportation Fuels
Markets. 2015. Available at: https://www.eia.gov/analysis/transportationfuels/padd5/

3 PADD 5 states include Alaska, Arizona, Hawaii, Nevada, Oregon, and Washington, in addition to California.

4 The CARBOB specification was developed to help address the state’s unique air quality challenges. CARBOB is
blended with 10 percent ethanol prior to distribution to retail stations. The formula changes during summer
months to a specification that reduces evaporation during warmer conditions but remains distinct from other
formulations used in the United States since it has lower sulfur content and much lower benzene content.
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damages. Presently, out of state CARBOB production is limited to a few refineries outside of
the state.

The result of this unique specification is that nearly all of California’s gasoline is refined in the
state, over 85 percent in 2022. Gasoline and blendstock ship cargos take three to six weeks to
arrive from overseas, presenting significant challenges for unplanned events that constrict

supply.

In 2022, Californians purchased 13.6 billion gallons of gasoline at the retail level,
approximately 885 thousand barrels per day (TBD). Given that 10 percent of retail gasoline is
ethanol, this amounts to about 800 TBD of CARBOB.

Figure 2 shows the average daily movements and processing of crude and fuel for 2022. The
figure shows exports into Nevada and Arizona and to other states by marine vessels. It also
shows crude imports and fuel outputs from refineries. Of note are diesel fuel movements.
California imports a large amount of biodiesel and renewable diesel (RD), encouraged by the
state’s low-carbon fuel standard. The state also exports much more diesel fuel than gasoline
as a proportion of production, again influenced by the low-carbon fuel standard’s
incentivization of lower-carbon imports. The figure shows the approximate breakdown of
crude-to-fuel conversion: for five units of input crude, refining typically produces about three
units of gasoline, one unit of diesel, and one unit of jet fuel. There is some flexibility to get a
greater proportion of specific fuel proportions from input crude, but this capability is limited.
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Figure 2. 2022 Daily Average California Fuel and Crude Movements and Production
Volumes (Thousand Barrels per Day, TBD)
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Figure 3 shows the approximate magnitudes and import and export pathways described in the
previous figure in the form of a Sankey diagram. On the left are in-state crude production,
crude imports, and imports of gasoline and blendstocks that may be used at various stages of
refining or pass through refineries into the gasoline supply. Refined gasoline, diesel, and
refined jet fuel, along with imports of each, combine with production to result in a set of
outputs that are either in a CARB formulation for in-state consumption or exported out of the

state.
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Figure 3. Approximate Fuel Pathways and Magnitudes for Crude and Other Imports
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The gasoline refining process is complicated, but in broad terms, California has a refining
capacity comparable with its demand. Figure 4 shows the refineries responsible for in-state
gasoline production, along with recently closed or converted refineries. While there are 9 CARB
specification gasoline producing refineries in the state, four companies own more than one
refinery within California, meaning that, of the over 1,000 TBD of California’s gasoline refining
capacity, five companies control over 90 percent.>

Figure 4 shows the approximate maximum CARBOB production capacity of each refinery based
on a simple 60 percent conversion assumption of refinery crude input processing capacity:®

e Blue tinted bars represent northern California refineries.
e Salmon tinted bars represent southern California refineries.

5 Staff analysis of publicly available data on California's Qil Refineries. Available at
https://www.energy.ca.gov/data-reports/energy-almanac/californias-petroleum-market/californias-oil-refineries

6 This simple assumption is not intended to be precise. Detailed production data is confidential in accordance
with PIIRA.
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e Gray bars represent gasoline refineries that have closed or are scheduled to close by
2024.

e This figure only shows the CARB specification gasoline producing refineries. It does not
include the refineries that only produce CARB specification diesel, such as the San
Joaquin Refining Company’s Bakersfield refinery.

As California refineries have closed or converted away from gasoline production in the last two
decades, maximum gasoline refining capacity has decreased by more than 200 TBD. For
example, in 2020, the Marathon Martinez refinery converted to renewable diesel production
with no crude refining capacity. Similarly, the Phillips 66 Rodeo refinery ceased production of
CARBOB in 2024 and converted to renewable diesel. With these conversions, statewide
gasoline refining capacity decreased by nearly 200 TBD.

Refineries typically operate at their maximum stated capacity when possible. Some gasoline
produced is non-CARBOB and exported out of the state, much of it on a contractual basis
going to Arizona and Nevada. California refineries meet nearly all of California’s gasoline
demand, with imported gasoline meeting the small residual demand. In Figure 4, the purple
line represents the maximum monthly consumption and pipeline exports, which shows that
peak demand and supply capacity for gasoline is very tight.

When gasoline prices are high, the more costly marine imports of refined fuels and
blendstocks satisfy some of the state’s gasoline demand. Refineries occasionally order marine
imports ahead of time to address expected supply shortages, but these imports, if any, do not
typically replace the full measure of lost production. Moreover, long lead times make marine
imports of refined gasoline less feasible for meeting immediate demand when California
refineries experience unplanned reductions in capacity or have other supply shortages.
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Figure 4. Approximate Peak Gasoline Refinery Capacity Compared to Maximum-
Monthly Consumption
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California is essentially a fuel island. There are no pipeline inflows of refined fuel into the state,
and cargo ships delivering CARBOB take three to six weeks to arrive from distant facilities
capable of producing CARBOB. By contrast, many other states have a broad network of
pipeline flows, multiple regular sources of marine imports, and similar fuel specifications to
neighboring states, all of which help to maintain supply resiliency and hence price stability in
the market. However, California’s petroleum refining industry isolation is driven by several
factors.

First, the state is geographically large (164 thousand square miles), topographically complex,
and neighboring states are far from California’s population and economic centers. The state’s
population and economic centers are largely clustered in Southern California and in the San
Francisco Bay Area—nearly 400 miles apart. While the state is adjacent to three states, the

15





prospect of building a pipeline distribution system, traversing mountain ranges and deserts to
reach the coast or between urban centers may be economically unattractive.

Another reason for California’s petroleum isolation is that the petroleum refining industry is an
inherently high fixed-cost industry. When industries face extremely high costs, it is inefficient
for multiple firms to compete and duplicate infrastructure, which would be prohibitively
expensive. The result is increased market concentration and potential risk to consumers.

A third factor in explaining California’s petroleum refining isolation is the state’s CARBOB
requirement. To meet federal air quality standards California phased in its reformulated
gasoline requirements in 1992, 1996, and 2003. Californians have benefited from this change
in terms of reduced air toxins, improved health, better environmental outcomes, transportation
fuels innovation, and other benefits. For example, the California Office of Environmental Health
Hazard Assessment found an 80 percent reduction in cancer risk associated with exposure to
gasoline-related pollutants between 1996 and 2014.7 Despite this and other successes,
California continues to face challenging air quality management, exacerbated by climate
change impacts. By adopting CARBOB, the state also faces an additional trade-off of further
isolating the state’s petroleum refining industry.

Petroleum refining isolation and market concentration leave California’s gasoline market
vulnerable to price instability due to crude oil uncertainty, few substitution opportunities on
the supply and demand side, and incentives for market manipulation by suppliers with market
power. While no state is immune to the broader challenges of crude oil price instability,
California faces fuel price instability even when the crude oil markets are stable. Gasoline price
stability in the state is closely tied to the available refining capacity, which is highly sensitive to
planned and unplanned refinery shutdowns.

A planned refinery shutdown is known well in advance by the refiner, sometimes several years
in advance. A refiner with planned maintenance will sometimes build up inventories of product
or schedule imports ahead of time to create a supply buffer to replace some lost production.
Refiners are not compelled to store fuel, and supply buffers for planned shutdowns typically
are not sufficient to prevent an unexpected tightening of statewide supply. When an
unexpected refinery shutdown occurs in California, refiners have limited options to resupply
quickly, especially with gasoline.

Demand for gasoline is also challenging. Although demand for gasoline peaked in 2005 and
ZEV adoption makes fewer drivers dependent on gasoline, demand remains high. Californians
must often drive far distances for work and other activities. During price spikes, sales may
often remain high because of the difficulty many Californians have in meeting transportation
needs with lower cost options. September 2022 and October 2022 gasoline sales were higher
than traditional index values for each of those months, despite a price spike in September

7 California Office of Environmental Health Hazard Assessment. 2018. Gasoline-Related Air Pollutants in
California. Available at
https://oehha.ca.gov/media/downloads/air/report/oehhagasolinereportjanuary2018final. pdf
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2022.8 This “inelasticity” of demand means that price spikes can result in significant costs to
Californians who have limited options.

Major Supply and Demand Drivers

Figure 5 plots monthly CARBOB demand against in-state CARBOB production, both actual
production and an estimated maximum sustainable production.®10 The figure shows that
CARBOB demand post-2020 is down approximately 100 TBD (11 percent) from pre-2020
levels. The market rebalanced with the conversion of one refinery in 2020.

Although post-2020 maximum sustainable refinery CARBOB production remains capable of
meeting current demand, actual refinery production has lagged maximum levels due in part to
planned and unplanned refinery outages. Maximum sustainable refinery CARBOB production
has declined further with the 2024 conversion of the Phillips 66 Rodeo refinery. The small gap
between production capacity and demand increases price spike risk. Even if spikes do not
occur every year, small production problems or other market effects make them more likely.

8 CEC staff analysis of gasoline sales data from the California Department of Tax and Fee Administration.
Available at https://www.cdtfa.ca.gov/taxes-and-fees/spftrpts.htm

9 CARBOB lines in the chart do not include the total volume of supply and demand of gasoline, of which 10
percent is ethanol. Actual supply and demand of retail gasoline should be taken to be 10 percent larger.

10 Maximum sustainable refinery CARBOB production is estimated by taking the total operating California refinery
capacity as of January 1 each year and assuming a 52 percent CARBOB yield and a 90 percent maximum
sustainable capacity utilization. The maximum sustainable refinery CARBOB production is projected forward
through the end of 2024, assuming the shutdown of the TBD Phillips 66 Rodeo refinery in 2024. A simple flat
calculation of 57 TBD of maximum sustainable yield of CARBOB is assumed for this refinery’s stated capacity of
128 TBD of crude refining capacity. Demand is projected forward from March 2023 using a flat assumption of 800
TBD.
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Figure 5. Actual and Maximum Sustainable California Refinery CARBOB Production
vs. CARBOB Demand, January 2018 - December 2024
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The 2022 Gasoline Price Spike

In 2022 the world faced an energy crisis triggered by Russia’s invasion of Ukraine. Months
after the onset of the war, September 2, 2022, California wholesale gasoline prices (also
known as the CARBOB Spot market) began steadily rising, resulting in a price spike that
peaked at $6.21 on October 3, 2022, $2.61 higher than the U.S. average. The spike ended
shortly after Governor Newsom sent a letter to CARB on September 30, 2022, calling for an
early transition to winter blend fuel specifications to increase supply, which allows refiners to
produce higher gasoline volumes. Thereafter, prices began to decline for several weeks,
marking one of the sharpest 4-week declines in gasoline prices in CEC records for the last 20
years. In 2022, petroleum companies reported record profits.!! CEC is still evaluating the in-
state costs and profits associated with the 2022 spike in the context of seasonal variability.

The figure below shows the average gas prices for California and the United States. In 2022, it
is shown that the second price spike was only experienced in California and not the rest of the
country.

11 See the Governor’s January 31, 2023 press release. Available at https://www.gov.ca.gov/2023/01/31/big-oil-
made-record-2022-profits-while-fleecing-california-families/
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Figure 6. California and U.S. Retail Gas Prices in $/galloni2
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In response to the 2022 gasoline price spike, the CEC held a hearing on November 29, 2022,
to examine the factors behind this price spike.!3 The hearing discussed differences between
the 2022 September-October price spike contrasted with previous price spikes. Unique to the
2022 price spike was the lack of a major unplanned shutdown event. Instead, planned
maintenance at several refineries extended past their projected completion dates. Of the ten
refineries that then produced CARBOB, four refinery maintenance periods overlapped. This led
to a significant reduction in production beyond the decline typically occurring with
maintenance. This reduction cumulatively totaled six percent, or 55 TBD, and held longer than
anticipated for weeks, while inventory levels remained at decade lows. The spike ultimately
pushed retail prices to $2.61 higher than the rest of the United States.

A discussion panel at the hearing identified the conversion of Marathon Martinez refinery,
completed in October 2020, as a contributing factor to the low inventory levels and general
supply tightness underlying the 2022 price spike. A leading cause for Marathon Martinez's
early conversion was due to the COVID-19 pandemic’s demand shortfalls. The hearing panel
identified many other factors that contributed to the spike. Many of these factors were similar
to those in previous price spikes. Some panelists stated that refineries exerted market power

12 These values are not adjusted for inflation. That is, they are nominal values rather than inflation-adjusted
“real” values.

13 See CEC’s website for a transcript of the November 29, 2022, “"Commissioner Hearing on California Gasoline
Price Spikes, Refinery Operations, and Transitioning to a Clean Transportation Fuels Future.” Available at
Commissioner Hearing on California Gasoline Price Spikes, Refinery Operations, and Transitioning to a Clean
Transportation Fuels Future
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to take advantage of a shortage, while others acknowledged the general concentrated supply
dynamics of the California market.

Spot Market Concerns and Manipulation Risks

The conditions surrounding the 2023 gasoline price spikes raised already heightened concerns
about possible market manipulation in the petroleum refining industry. The Division of
Petroleum Market Oversight (DPMO), recently established under SB X1-2, identified a potential
concern in the spot market. An unusual transaction on September 15, 2023, caused the spot
market price to increase by nearly $0.50 per gallon within one day.14 Changes in the spot
market directly affect contracts indexed to the reported price and also heavily influence overall
market participant perceptions. This in turn impacts other wholesale and retail prices in very
short order. DPMO also identified several other critical issues that may have exacerbated the
price spike, including unnecessarily low inventories and inadequate imports to address backfill
production shortfalls. Continued price increases throughout this price spike period were a
significant cost to consumers.

The spot market is of concern because it is opaque and susceptible to manipulation. Not all
transactions on the spot market are reported to price information companies such as OPIS,
and in some cases, there may be an incentive for an actor to make a large high-cost purchase
and report it to encourage a spike when there is no underlying supply tightness. The spot
market is discussed in more detail in Chapter 2, and is an important place for policy reform, as
discussed in Chapter 3.

Longer-Term Challenges with Price Stability

Although recent late summer-early fall gasoline price spikes caused undue financial strain for
Californians, each was addressed relatively quickly compared to other price spikes. The spikes
did, however, serve as a broader indication of potential gasoline price stability challenges as
Californians transition to a low-carbon economy.

California is leading the way to a low-carbon economy, including through dramatically reduced
gasoline consumption from just a few years ago. The significant changes that have occurred in
commute patterns and adoption of ZEVs in the past several years have resulted in Californians
consuming nearly two billion fewer gallons of gasoline in 2022 and 2023 than in 2019.15 As
noted above, this marked change in consumer demand is expected to be much more gradual
going forward than it was in the wake of the Covid-19 pandemic. However, supply will likely
constrict in @ manner which is lumpy -- as observed in the last several years, additional
refineries are likely to convert to producing other non-CARBOB fuels or discontinue operation,
resulting in significant and sudden reductions in supply.

14 State Officials Provide Update on Gas Prices, Unusual Petroleum Market Transaction (ca.gov). Available at
https://www.energy.ca.gov/news/2023-09/state-officials-provide-update-gas-prices-unusual-petroleum-market-
transaction

15 See 2024 California Energy Commission and California Department of Tax and Fee Administration Joint Report
to Legislature, at Figure 2.
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Of note is the increase in new ZEV sales seen in the last few years, growing to one in four new
cars in 2023. Continued growth in ZEV sales share is expected from increasing manufacturer
investments as well as the CARB’s Advanced Clean Cars II Regulation. This regulation
increases requirements starting in 2026 for ZEVs to ultimately reach 100 percent of new light-
duty vehicles sold in 2035.16 The most recent market data from the CEC's ZEV sales dashboard
suggests that vehicle manufacturers in the state are on a trajectory to exceed the regulation.?

Figure 7 shows the ZEV market share seen in the last decade. A conservative extension of
continued market growth in ZEV sales (one percentage point per quarter) shows that ZEV
sales will meet or even exceed the 2026 ZEV sales share requirement of 35 percent.

Figure 7. ZEV Market Share of New Passenger Vehicle Sales and Simple Projections
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In the medium- and heavy-duty vehicle market, ZEVs are also poised for rapid growth. New
regulations by CARB will require these fleets to increase their proportion of ZEVs to improve air
quality and address climate change. While this is expected to occur slightly behind the pace of
the light-duty sector, technological advancements seen in the light-duty sector will likely
translate into high levels of growth in this sector as well.

Increasing customer interest in ZEVs combined with new ZEV sales requirements are changing
customer demand currently and may further change customer behavior. For example, with
more ZEV ownership, demand elasticity for gasoline may increase. This could occur in cases
where a family owns both an electric car and a gasoline-powered car. During a price spike for
gasoline, the family may opt to drive the electric car more. This transportation substitution
effect would be a substitution behavior that was previously more limited. Such a behavior may

16 California Air Resources Board. 2024. “Advanced Clean Cars II.” Available at https://ww2.arb.ca.gov/our-
work/programs/advanced-clean-cars-program/advanced-clean-cars-ii

17 California Energy Commission. “New ZEV Sales in California.” Available at https://www.energy.ca.gov/data-
reports/energy-almanac/zero-emission-vehicle-and-infrastructure-statistics/new-zev-sales
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provide enhanced demand responsiveness that could add to price stability. It should be noted,
however, that lower-income families tend to have lower levels of multiple vehicle ownership.
Families that only own only one car, if it is not a ZEV, would not benefit from a direct fuel
substitution effect, but they may benefit from the broader price stability effects.18

Even with the successful implementation of CARB’s Advanced Clean Cars II and other
regulations with 100 percent sales requirements in 2035 and 2036, internal combustion engine
(ICE) vehicles will not completely disappear in the mid-2030s. For at least one or two decades
following full implementation of these regulations, ICE vehicles will remain on roads, although
their presence will decline. These vehicles will need gasoline.

The distribution of ICE vehicles on the road in future decades in the state will present equity
challenges. Figure 8 shows the distribution of ZEV new sales share by county. The figure
indicates that rural areas of the state do not have the sales penetration that more urban areas
of the state have. The purple box in the figure shows dense urban areas in the far western
portions of counties that are otherwise rural — a county may look higher overall because of
the dense urban areas in the western portion.

Figure 8. New ZEV Sales Share by County
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Given that many ICE vehicles will remain on the road and many of the owners may be in less
affluent regions of the state, an equity challenge arises when thinking of ZEV deployment. A
less stable gasoline price may not have any impact on an upper middle-class resident who

18 For example, CEC staff analysis for transportation forecasting shows that, for families with a household income
of $80,000 per year or less, the ownership rate of more than one vehicle is 35 percent. For families with a
household income of greater than $80,000, the ownership rate of more than one vehicle is 72 percent.
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lives in Los Angeles and drives a ZEV. By contrast, it is likely that many or perhaps most rural
and lower income residents may be most impacted by future gasoline price spikes. The state
has programs that enhance ZEV access for many low-income California families. For example,
the Clean Cars 4 All program allows low-income families that live in or near a disadvantaged
community to receive large incentives to scrap an older, higher emitting vehicle for a clean
mobility option. Under the Funding Plan for Clean Transportation Incentives, 63% of the 2023-
2024 fiscal year’s investment funds will go toward bolstering equitable access, resources, and
support for low-income and disadvantaged communities.® Although these efforts to build
towards an equitable transition are critical, the state must also address gasoline demand that
remains.

In addition to the challenge of the long-term demand for fuel, albeit at a lower volume, as
described above, there is a challenge with the supply of fuel. With only nine refineries in the
state producing gasoline, permanent declines in demand will have unknown effects on the
market. It is possible that more refineries will close or convert to producing renewable fuels,
decreasing the resiliency of CARBOB supply to the California market. Another supply shock in
these conditions could lead to price spikes, which would have the largest impact on vulnerable
communities.

Future Demand Disruption

With the proliferation of zero-emission technologies, there are implications for the combustion
fuels market. As demand for combustion fuels declines, refineries may close, resulting in a less
resilient supply. With fewer refineries, unplanned maintenance or extension of planned
maintenance at one or more remaining refineries will mean that a larger proportion of in-state
supply is offline. Further, the pace of ZEV deployment still has some uncertainties. A wide
variety of scenarios with different trajectories is important to envision the implications of the
transition.

Fuel Demand Scenarios Considered

Figure 9 shows historical consumption and three demand scenarios of gasoline associated with
potential ZEV adoption and customer behavior changes. The scenarios are drawn from CARB’s
2022 Scoping Plan and CEC's Integrated Energy Policy Report (IEPR) forecast and includes a
rapid development, a fast development, and a slow development of ZEV adoption (and
associated gasoline demand decline). Refinery dynamics are likely to differ in each scenario
but may reveal important patterns and sensitivities. Markers for each scenario are applied at
3-year, 7-year, 10-year, and 20-year intervals from 2024 for reference.

19 CARB Press Release: CARB approves incentive funding plan that invests in equitable transition to zero-
emission future. Available at https://ww?2.arb.ca.gov/news/carb-approves-incentive-funding-plan-invests-
equitable-transition-zero-emission-future
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Figure 9. CARBOB Consumption and Demand Scenarios Under Consideration for the
Assessment
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The rapid development shows a sharp decline in gasoline demand in early years and continued
decline through 2045. This development is based on CARB's 2022 Plan Update for Achieving
Carbon Neutrality (Scoping Plan). Driving the decline in demand is a rapid market expansion of
ZEVs and a marked decline in per capita passenger vehicle miles traveled (VMT). The Scoping
Plan scenario includes a 25 percent reduction in per capita VMT by 2030 compared to 2019,
growing to 30 percent by 2045. The Scoping Plan discusses a series of strategies for achieving
this goal, but there are no statutory or regulatory mandates that require VMT to decline. One
such strategy to reduce VMT is to foster more compact, transportation-efficient development
in infill, urban areas.

The fast development shows a gradual decline in gasoline demand through 2028, with a
transition to a steep descent through around 2037. Remaining ICE vehicles and other sources
of demand slow the decline of demand through 2045. This scenario is an extension of the
CEC's 2022 transportation energy demand forecast scenario called Additional Achievable
Transportation Electrification Scenario 3. This scenario through 2035 is a regular component of
the CEC's IEPR. The scenario incorporates ZEV adoption as required with CARB regulations,
such as Advanced Clean Cars II and Advanced Clean Fleets. The extension of fuel demand
past 2035 is somewhat limited in the CEC’s transportation energy modeling framework, but it
does present a distinct picture from the CARB scenario. The difference between this scenario

20 Actual demand for 2023 will be available in mid-2024.
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and the rapid scenario primarily results from a difference in per capita VMT. The fast
development does not assume a decline in per capita VMT.

The slow development shows a noticeable decline through 2035 but then only slightly declines
in demand post 2035. This scenario is an extension of the IEPR transportation forecast
baseline forecast, which has lower ZEV adoption than the fast development. This scenario is
not driven by the CARB regulations in the fast development scenario. Rather, the slow
development scenario is driven primarily by 2022 market trends and existing and projected
consumer preferences for ZEVs. This type of scenario could occur if federal preemption or
judicial decisions were to limit the ability of CARB to enforce its vehicle regulations.

Fuel Supplier Pathways in Response to Demand Scenarios

As gasoline demand declines in the coming years (consistent with the demand scenarios
above), refiners and suppliers will need to determine how to modify their operations as
CARBOB demand declines. These actions may differ among refiners due to each having
different perceived market risks as demand profiles decline. Below are two general response
pathways. The actual response pathway may represent a combination of different responses
from each refiner and within Northern California or Southern California.

One possible pathway is that refining declines as demand declines and California has adequate
supplies to meet demand, resulting in refinery closures. Another pathway is for refiners to
pivot towards exports of refined fuels or blendstocks. However, if refineries close, or if export
strategies result in lower CARBOB production capacity, demand could quickly outpace supply
and price spike risk will increase. The purpose of this report is to explore different future
scenarios and identify how the state might intervene to assure an affordable, reliable,
equitable, and safe supply of gasoline for consumers who need it.

Pathway One: Reduced Gasoline Production

In pathway one, penetration of ZEVs and the associated decline in gasoline demand will drive
a reduction in CARBOB production in the state.? In this scenario, refiners would reduce crude
refining runs to lower the production of gasoline. Eventually, declining refinery operations will
lead to refinery closures or conversions to non-gasoline biofuels.

Although there is some flexibility with refining crude oil into different fuels besides gasoline,
this capability is limited. Petroleum diesel is an unlikely alternative, as renewable diesel
penetration has grown to more than half of all diesel consumed in the state as of 2022.%22 The
limitation of gasoline production shifting to diesel production is also suggested by the recent
increase in diesel marine exports as a proportion of total marine exports. Diesel production will
also decline as renewable diesel production or imports into California continue to grow.
Shifting some gasoline production to jet fuel production is more likely, but the ability to do so
is limited for each refinery.

21 This assumes that Nevada and Arizona demands are stable.

22 California Air Resources Board. “Low Carbon Fuel Standard Reporting Tool Quarterly Summaries.” Available at
https://ww?2.arb.ca.gov/resources/documents/low-carbon-fuel-standard-reporting-tool-quarterly-summaries
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The specific refineries that would shut down under this pathway are uncertain, but the in-state
capacity for refining would not be a smooth decline like the demand scenarios. Rather, the
supply response will be “lumpy” in the sense that a typical refinery is capable of supplying
about 10 to 20 percent of overall state demand. Should one refinery close or convert (to
renewable diesel), a large portion of in-state CARBOB supply essentially vanishes. The position
of other refineries will be temporarily bolstered, resulting in an increase in market
concentration. However, suppliers could choose to secure additional CARBOB supply from
other domestic or foreign refiners if it is economically viable.

Declining demand may make it more difficult for smaller refiners to remain in the market. This
could result in only the larger refiners remaining in each of the northern and southern parts of
the state and consolidating the market, reducing competition. Although the northern and
southern parts of the state are somewhat isolated, intrastate shipping from one part of the
state to another could become a more common practice (See Appendix A on Marine Imports
Evaluation). It may be that in one part of the state the last remaining large refinery completely
shuts down and the state becomes reliant entirely on imports or intrastate movements. Under
these conditions of lower supply, shipping capacity at reception ports should be relatively
feasible, as intrastate movement was quite common in previous years.

The specific assets that would shut down under this scenario are highly dependent on the
refiners’ strategies as they see how their current sales mix may or may not optimize their
business.?® Exports to Arizona and Nevada may also play a role, given that demand in these
states may remain strong.

23 For instance, the refiner’s sales mix of dealer tankwagon sales, branded or unbranded sales, bulk sales, etc.,
would impact the decision to shut down operations. Dealer tankwagon sales are delivered sales of branded fuel
by a refiner or supplier to a service station. These sales prices are typically higher than Branded rack sales since
they include the cost of delivery to the service station.
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Table 1 lays out some possible pathways of refineries that could continue to produce gasoline
under declining demand. Conceivably under the rapid development scenario, California could
be down to one or no refineries by 2044, due to the decreased demand for gasoline in the
State.

Table 1. Possible Gasoline Refineries Remaining Under Each Demand Scenario
Under Pathway One

Year

2027
3 years

2031
7 years

2034

10 years

Rapid Scenario
620 TBD Demand
3 Northern refineries

4 Southern refineries

Fast Scenario
780 TBD Demand
4 Northern refineries

5 Southern refineries

Slow Scenario
785 TBD Demand
4 Northern refineries

5 Southern refineries

420 TBD Demand
2 Northern refineries

3 Southern refineries

670 TBD Demand
4 Northern refineries

4 Southern refineries

720 TBD Demand
4 Northern refineries

4 Southern refineries

310 TBD Demand
1 Northern refinery

2 Southern refineries

555 TBD Demand
3 Northern refineries

3 Southern refineries

660 TBD Demand
4 Northern refineries

4 Southern refineries

70 TBD Demand

250 TBD Demand

540 TBD Demand

2044

3 Northern refineries
20 years

Extremely low demand,
possibly no refineries

1 Northern refinery

1 Southern refinery 3 Southern refineries

There are significant logistical issues that need to be resolved during the demand decline and
supply phase down, which will be a primary component of the Transportation Fuels Transition
Plan established in SB X1-2. The remaining refineries will need to be suited for access to their
associated market. The response by infrastructure owners (i.e., terminals and pipelines) with
much lower volumes is uncertain. Addressing other petroleum needs (e.g., lubrication
products) may become challenging if the only refinery on the west coast capable of producing
them closes. Jet fuel imports would need to increase substantially even with moderate
penetration of reasonable substitute aviation services (e.g., sustainable aviation fuel,
hydrogen, or electric aviation).

The precise response under the refinery closure pathway is also dependent on other factors
besides refinery capacity, so the Pathway One supply responses in

Table 1 remain merely possible and not at the confidence level of a forecast. For example,
individual refiner gasoline marketing and production optimization strategies are very diverse.
For example, anonymized refiner data for July 2023 shows very diverse sales strategies (see
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Figure 10) for CARBOB in California. Some refiners sell significant delivered dealer tank wagon
(DTW) volumes, others a high percentage of unbranded fuel, and others spot market sales or
bulk sales. It is uncertain which sellers would tend to leave the market first or how shifts in
their sales strategies will unfold in response to declining demand.

Figure 10. Refinery Gasoline Sales Type, July 2023 by Refiner
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In addition to the uncertainties associated with supply reactions to declining demand, the
associated gasoline price consequences are even more challenging. As mentioned above,
increasing ZEV penetration may increase the elasticity of demand for gasoline in addition to
the general demand for gasoline. Increased elasticity means that supply disruptions may be
less problematic. However, general market concentration factors and the lumpiness of the
decline suggest that higher prices and price spike risk may continue to be challenging,
especially for lower-income California families. This speaks to the importance of policies to
mitigate price spikes, discussed in Chapter 3.

While Pathway One shows a future where the refineries will gradually close over time as the
demand for CARBOB declines, the CEC notes that refiners could continue to process crude and
export product to domestic and foreign markets, extending the effective life of some refineries
at least.

Pathway Two: Maintain Crude Runs and Export Non-CARBOB Gasoline

In light of declining demand for CARBOB, it is possible that some refiners may maintain crude
processing and export gasoline or gasoline blendstocks to other states or foreign countries.*

24 The study assumes that the Phillips’ Rodeo refinery will close as planned in 2024.
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The likely main export markets would be to foreign countries via marine cargos. Pipeline
exports to Nevada have stabilized in recent years, and most of the state’s gasoline comes from
California. While pipeline exports to Arizona have increased in recent years, representing only
about half the state’s consumption, other imports into Arizona are competitive. Both Nevada
and Arizona have low levels of ZEV adoption compared to California, but they are experiencing
exponential growth in ZEV registrations.? Although demand for gasoline may not decline on
the same pathway as California, it is not likely that demand will increase significantly in the
near term, and ZEV penetration within those states by the end of the decade may mean a
decline in demand. Other nearby states such as Oregon and Washington have adoption rates
that are closer to California.

The reason for pivoting to export is that each refinery has fixed costs (labor, maintenance,
etc.) that do not decrease when crude refining runs decrease, so they have a financial
incentive to keep their crude input high. One challenge for this strategy is that export
products, either gasoline or diesel, must compete with fuel provided by export refineries in
Korea, Singapore, India and other Asian markets. The “netback” to California refiners after
accounting for freight will lower the margin for those export barrels. However, the California
refiners may be competitive into Latin America, so there may be some export potential.

Each refinery conducts detailed planning for its operations and the products it manufactures.
There are several questions that demonstrate the areas of complexity in this pathway:

1. Do potentially lower export profits erode refinery margins so much that California
refineries continue to close or convert to renewable diesel?

2. Since California crude production is going to decline (fracking and conventional
production), does it make economic sense to import crude with much of it going to
refined exports?

3. What are reasonable market limits on the volumes of fuel that can be exported to
domestic and global markets? How much surplus gasoline and diesel are economic to
export?

4. Does this “run and export” scenario provide a cushion during gasoline shortfalls in the
transition by sustaining refinery operating capacity to produce more CARBOB if needed?

5. What are the impacts to fence line communities as California demand drops and some
refiners utilize exports to stay in business and balance their production?

6. Would there be adequate shipping available to export required volumes to foreign
markets, or pipeline capacity to export more to Nevada or Arizona?

It would be surprising if California refiners did not attempt to continue to operate their

refineries to produce fuel and find export markets for their products, although the extent to
which this is feasible is uncertain. Viable export markets in Mexico or Latin America may be
reasonable to expect but could be limited. Refiners who import crude from the Persian Gulf
and then seek to export to the Far East may find that the marginal cost of the foreign crude

25 For ZEV registrations by state, see: TransAtlas
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and the low net returns to move the products into the Far East may not be economic. This
could drive crude run reductions or further refinery conversions to renewable diesel.

During the August 17, 2023, workshop on the Transportation Fuels Assessment, participants
noted that there would be additional supply resiliency against outages at remaining refineries
by sustaining some CARBOB production capacity in California above statewide demand.

While CARBOB demand falls under the rapid, fast, and slow scenarios, refiners will have to
decide whether to compete for shrinking CARBOB demand or to find export markets (domestic
or foreign) for their product. The ability of refiners to maintain crude refining runs as demand
for CARBOB and diesel fuel declines will become very challenging due to port constraints,
limited market outlets, and weakened refinery economics.
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CHAPTER 2: Petroleum Basics

The CEC’s experience with petroleum issues goes back to the inception of the agency in 1975,

spurred by energy crises at the time, some of them involving petroleum. This Chapter provides
a broad overview of refining, explores a suite of petroleum issues, and provides context for the
CEC’s role in understanding petroleum.

The Petroleum Industry Information Reporting Act of 1980

Enacted in 1980, the Petroleum Industry Information Reporting Act of 1980 (PIIRA) (Public
Resources Code § 25350 et seq.) enables the CEC to require data from various petroleum
industry participants, including refiners and marketers. The business and product information
from industry participants are collected as reports at weekly, monthly, and annual frequencies.
The CEC holds confidential information collected under PIIRA as confidential at the individual
company level but publishes aggregated data.

Senate Bill 1322 (Allen, Chapter 374, Statutes of 2022), enacted in September 2022,
establishes new reporting requirements under PIIRA on the gross margin of gasoline sold in
California by refineries. The bill requires refiners that produce gasoline meeting California
specifications to report the following: volume-weighted average gross gasoline refining margin,
volume of crude oil purchased, price of crude oil purchased, volumes and prices by type of
sale, and estimated LCFS and Cap and Trade compliance costs of gasoline sold in California.
The data provided in the reports allows for a gross margin to be calculated at various types of
petroleum wholesale distribution: branded, unbranded, bulk, and dealer tank wagon (DTW).
The CEC publishes margin information from these reports on its website in an aggregated and
anonymized format, per PIIRA provisions, 45 days after reports are due.

Senate Bill X1-2 requires additional information from refiners, traders, importers, and other
market participants. Refineries are required to report additional information regarding their
refining margins such as refined gasoline purchases, operational costs, and a net gasoline
refining margin. SB X1-2 also introduced maintenance reporting, including the requirement
that maintenance plans be submitted to the CEC 120 days before work commences, daily spot
market transaction reporting, and marine imports reporting with a minimum of 96-hour ahead
notice. This expanded information improves monitoring of maintenance, provides better
insights into the operations and profits of gasoline refiners, and increases visibility into the
spot market and petroleum product imports. With the additional data, the CEC can determine
if @ maximum gross gasoline refining margin should be applied, what the maximum value
should be, and potentially a penalty for exceeding that value.

A Primer on Petroleum

The purpose of this section is to provide readers with a base of knowledge for understanding
SBX 1-2. This section is a simple narrative explanation of the process that crude oil takes to
become gasoline fuel into a customer’s tank in California. This narrative introduces terms and
concepts in common use within the petroleum industry.
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Crude Oil Basics

Crude oil, or petroleum, is composed of hydrocarbons and other organic materials found in the
Earth’s crust. Crude oil is refined primarily to provide energy through transportation fuels, such
as gasoline and diesel, and to produce petrochemicals used in various products like fertilizers
and plastics.

Crude oil is graded mostly by its density and sulfur content. Light crudes are less dense than
water, while heavy crudes tend to be denser than water. More technically, in California, crude
less than 20 API gravity? is referred to as “heavy crude.”?” A sweet crude has a sulfur
concentration below 0.5 percent and a sour crude has a sulfur concentration above 0.5
percent. These properties of crude oil determine its market value. Crude oil that is light and
sweet is usually more expensive than crude that is heavy and sour.

Crude oil is priced by the barrel (bbl), equal to 42 gallons. Crude oil markets use marketable
crude named grades for pricing. The price of Brent North Sea (Brent), a sweet and light crude,
reflects the price of crude from Europe, and many other foreign grades use this price as a
benchmark, asking above or below the Brent price depending on crude quality. The CEC uses
this price to estimate the price of foreign crude coming into California. West Texas
Intermediate (WTI), also sweet and light (but heavier than Brent), reflects the price of crude
oil from the United States. California’s own grade San Joaquin Valley (SJV), being heavy and
sour, prices below WTI most of the time, but the CEC uses WTI as an estimate of domestic
crude oil prices.

In general, light and sweet crudes are less energy-intensive to refine than heavy and sour
crudes. California refineries favor heavy and sour types of crude oil, as this matches the
properties of California’s crude that these refineries were originally built to run. Refiners in
California mix many types of crude oil from both foreign and domestic sources to target a
crude mix that allows their refinery to operate at an optimum economic level based on market
conditions. Figure 11 shows California crude oil sources and trends since 1986.

26 The American Petroleum Institute (API) adopted the API gravity (°API) as a measure of the crude oil density.
27 Penn State College of Earth and Mineral Sciences. Petroleum Processing. FSC 432 Petroleum Processing: API

Gravity.
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Figure 11. Crude Oil Supply Sources to California Refineries, 1986 — 2022
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Key numbers on crude oil supply in California in 2022, in terms of average TBD, are as follows:

o Refineries based within California received an average of 1,446 TBD of crude.

e (California oil fields are still the largest single source for refinery inputs, about 372
TBD of crude for California refineries (25.8 percent).

e The next largest source is Alaska, or an average of 219 TBD (15.2 percent).

e Other states supplied a minimal amount of crude (less than 0.01 percent).

e Iraq is the third largest source and largest foreign supplier, averaging 187 TBD (12.9
percent).

e Foreign crude from Iraq and all other countries, including Saudi Arabia and Ecuador,
averaged 853 TBD (59.0 percent, from multiple sources).

Refining Crude Oil

Oil refineries convert the mixture of hydrocarbon molecules that is crude oil into refined
products that people use, such as gasoline and diesel. Refineries primarily sort these
hydrocarbons from lightest to heaviest using large processing units with four major functions:
cleaning, distillation, cracking, and reconfiguration.

Cleaning and Distillation

Cleaning or scrubbing units remove sulfur, metals, salts, and other non-hydrocarbons out of
the crude oil mixture and out of finished products. Sulfur forms compounds in hydrocarbons
that are corrosive, explosive, and dangerous in downstream units. Sulfur also creates acid rain
in the Earth’s atmosphere when burned in fuel, so removal is critical. Sulfur cleaning is usually
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the first stage for crude oil at California’s fuel producing refineries. In California, most
refineries perform additional sulfur cleaning at many stages along the refining process with
hydro-desulfurization units. Hydro-desulfurization units, or hydrotreaters, use hydrogen and
pressure to bond hydrogen to sulfur and remove it from the feedstock. These units are used to
clean feedstock like gas oil headed to downstream units or to clean gasoline, diesel, and jet
fuel, before sale.

Distillation, performed by a crude distillation unit, or crude unit, is the primary refinery unit
and the centerpiece of most refineries. A distillation unit will boil the crude using a very large
still tower and boiler, leaving the bottom of the still with heavy oils called gas oils. Boiling
crude oil separates it into light and heavy hydrocarbon portions called a cut. Each cut refers to
the temperature that it took for the product to boil out of the crude. A secondary distillation
unit, the vacuum distillation unit, takes the gas oils and remaining material, commonly referred
to as the bottoms, or bottom cut, from crude units and boils them again at lower pressures to
further sort these gas oils to extract further cuts. The amount produced from each distillation
cut depends on the composition of the crude oil put in. Figure 12 shows various fuel products
and their distillation temperature ranges.

Figure 12. Crude Oil Distillation Unit and Products
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Cracking and Reconfiguration

All other units after the distillation stage of the refining process are called downstream units.
These units specialize in handling a specific range and combination of the distilled cuts from
crude oil. Downstream units allow refiners greater control of final products from just distillation
alone.
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Cracking units, a broad category of processes, crack very heavy cuts into lighter ones. Thermal
cracking uses extreme heat. Catalytic cracking uses chemical catalysts to speed up the
process. California refineries use three types of cracking processes: hydrocracking, catalytic
cracking, and coking.

Hydrocracking units take gas oils, add hydrogen and a metal catalyst at high temperature and
pressure. This is like the hydrotreater cleaning process but goes further to break gas oils into
diesel and jet fuel-sized molecules. As a bonus, hydrogen attaches to sulfur, allowing input of
dirtier gas oils while producing cleaner outputs.

Fluid catalytic cracking units, or cat crackers, use specialized catalysts to break gas oils into
mainly gasoline and lighter molecules with higher octane ratings for gasoline. This unit is fed
only low sulfur inputs.

Coking, often considered its own process, is a thermal cracking process. Coking units use the
higher temperatures that the distillation units avoid, because the carbon coke fouls the
distillation units. In a coker, this carbon is formed by design, the heaviest oils are baked at
high temperatures in drums until carbon, called coke, forms inside the drum. The resulting
vapor becomes more gas oil to feed downstream cracking units. The coke in the drum is
cleaned out and sold as fuel or as precursor for steel and aluminum industries.

Reconfiguration, another broad category of units that are focused on converting small, light,
gaseous molecules such as propylene or butylene into a heavier molecule in the gasoline cut.
At California refineries, alkylation units, or alky units, are an example. Alkylation units process
using an acid catalyst which allows a wide range of light molecules to combine into gasoline-
sized ones. Other types in this category reshape simple line-shaped molecules into branched
snowflake-shaped molecules. These molecules add desirable qualities like high octane ratings
to gasoline. In California, many refineries have catalytic reforming units that are an example of
this type of reconfiguration unit.

Blending

The last task the refinery performs is blending. Blending is done in batches, where a fixed
volume of components mix into a final finished product for later shipment. Petroleum products
are a mixture of cuts, some portion coming directly from the distillation unit. Gasoline, for
example, will contain portions from an alkylation unit that combines gases. It may also come
from a catalytic cracking unit that processes heavy gas oils from the bottom cuts of the
atmospheric distillation unit. The combined blendstocks form the refinery’s product “slate,” or
marketable products the refinery can produce.? The refiner will mix combinations of distillation
cuts with downstream cuts together as blendstocks to match a blend specification.

Figure 13 shows the combined refinery slate by product type and percentage from 2018 to
2022.

28 Reference units for refinery product slate are energy units, commonly expressed as either barrel of oil
equivalent (BOE) or megajoules (MJ). One BOE is equal to about 6,118 MJ.
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Figure 13. California Refinery Product Slate 2018 to 2022
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Key numbers for refineries in California are as follows:

There are eleven fuel producing refineries in California, totaling 1,723 TBD of crude
input capacity.

Nine of the eleven can produce CARBOB: three in the San Francisco Bay area, five in
Los Angeles County, one small refinery in Kern County.

These refineries input an average of 1,412 TBD of crude oil during 2022.

Gasoline production made up 52.4 percent of the production slate in 2022 including
out-of-state specifications.?

Diesel fuel made up 16.7 percent of the production slate in 2022.

Jet fuel made up 16.0 percent of the production slate in 2022.

Overall, gasoline, diesel and jet fuel combine for 85.1 percent of all marketable production

from

the refineries in California during 2022. The remainder of the refinery slate includes

29 The reference units for this chart are energy units (MJ or BOE). Thus, gasoline production represents 52.4
percent of the total energy of the product slate. The product slate and percentage are distinct metrics from the
assumed 60 percent crude-to-gasoline production assumption discussed in

Figure 13 above, which is a volumetric conversion assumption (thousand barrels of crude converting to
thousand barrels of gasoline).

36





products such as: bunker oils for ships, lubricating oils, petroleum coke, propane, and
industrial inputs like acetylene.

California Gasoline

In California, the blend of raw gasoline is referred to as California Reformulated Blendstocks
for Oxygenate Blending (CARBOB). Reformulated, instead of conventional blendstock (CBOB),
refers to the blend’s lower Reid Vapor Pressure (RVP), a measure of vapor pressure that
relates to evaporation rate, that all reformulated blendstock specifications (RBOB) in the
United States adjust for.3 Oxygenate blending is the process of adding ethanol (an
oxygenate), so CARBOB, CBOB, and RBOB are all intended to be blended with ethanol. The
CARBOB formula changes during summer months to a specification that reduces evaporation
and production of organic compounds that lead to ozone formation during warmer conditions
but remains distinct from other formulations used in the United States since it has lower sulfur
content and much lower benzene content.

All California fuel refineries sell gasoline in CARBOB form, specifically for transportation within
California.®!

Moving Product

Figure 14 shows the process of product movement from crude oil to retail stations. After the
refinery has blended fuel to the correct specification, the fuel needs to be moved to product
storage terminals that are closer to gas stations and customers. The largest terminals in
California are connected through pipelines. Pipelines allow petroleum products to move quickly
and affordably. Pipeline companies often will combine different refineries’ deliveries together
to utilize the pipeline system’s capacity efficiently. At terminals CARBOB gasoline is blended
with ethanol and ready to be pumped for use. This finished gasoline is called California
Reformulated Gasoline (CaRFG).

30 US EPA. Gasoline Standards. 1999. “Phase II Reformulated Gasoline.” Available at
https://nepis.epa.gov/Exe/ZyPDF.cgi/00000FG5.PDF?Dockey=00000FG5.pdf

31 Refineries may also sell gasoline in other forms for export purposes to NV, AZ, or out of the state.
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Figure 14. Gasoline Supply and Transportation
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Pipeline Specifications

Refiners blend to standard specifications like CARBOB making it possible to easily transport
products on a pipeline system. Pipeline companies and all the refineries served agree to the
pipeline’s own fuel specifications beforehand. This makes the products “fungible”, allowing
products from various refiners to be comingled together. The pipeline standard specifications
are often stricter versions of the government fuel standards.

The stricter pipeline specification gives refiners flexibility on meeting the actual specification
and ensures that contamination from another refinery’s product is less of a problem. For
example, if a small contamination of CARBOB gasoline occurs at a storage terminal in
California, simply adding more pipeline standard product will dilute the contamination. The
contaminated gasoline will never enter the pipeline system again but since it meets the overall
CARBOB standard the gasoline can still be sold at stations near the terminal.

Pipeline Operations

Multiple types of refined products are pumped through the same pipeline via a sequencing
system known as batching.3? Batching keeps a steady pressure within the pipeline and lessens
the mixing of products. Using one pipeline saves on the cost of building separate pipelines for
each product. A pipeline operator, such as Kinder Morgan in California, earns revenue by how
much volume is moved through the pipeline and by the distance to the destination terminals.
This financial incentive encourages the pipeline operator to maximize the throughput on the

32 US Department of Energy
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pipeline. However, the pipeline company only offers use of pipeline time and capacity.
Shippers, usually marketer/refiners, nominate the product to move on the pipeline from
refineries or commercial storage facilities.

Pipeline schedules follow a defined process, with pipelines requiring qualified shippers to
nominate batch sizes and destinations in advance of each pipeline cycle. Kinder Morgan has 48
pipeline cycles per year (about every 7 days). Shippers who have been historical shippers are
prioritized over parties who may only ship periodically. When pipelines are nominated at
maximum throughput or higher, the pipeline “allocates” shipments based on the shippers’
pipeline history. Refineries and other shippers are certified to inject their fuel into the pipeline
only after they've tested their fuel to ensure quality and for substances that might taint the
pipeline sequence or damage the pipeline.

For example, ethanol is not transported via refined product pipelines because it is corrosive
and causes damage. Once scheduling is done and the refinery’s testing certifications are up to
date, the batch is loaded into the pipeline per the pipeline schedule towards distribution
terminals located all along the pipeline system. Distribution terminals receive refined products
from several suppliers that are held together in community storage tanks for like types of fuel.
This is another reason why fuel standards are enforced, as lower quality products could
contaminate other deliveries held in storage.

Kinder Morgan operates the only common carrier pipeline network within California. All the
other product pipelines are exclusively owned by a company for its own purposes such as
moving products from marine port terminals to refineries. Kinder Morgan runs multiple
pipelines within California, serving two major refining sources with the West and North lines.
The West line collects products from Los Angeles refineries and ends in San Diego in the
south, and Las Vegas and Phoenix to the east. The North line, which collects products from
the San Francisco Bay area, runs through to Chico, CA in the north, Fresno, CA southward and
to Reno, Nevada eastward. There is no pipeline connection between the West and North lines
and therefore no pipeline connection between Northern and Southern California refining
centers. Figure 15 shows the California and Nevada portions of Kinder Morgan’s Pacific pipeline
system.
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Figure 15. Product Pipeline Systems in California
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Spot Markets

Spot markets are so-called “physical” markets where contracts for physical delivery of
gasoline, diesel, and jet fuel are bought and sold. The contracts traded on spot markets can
require delivery within 30 days of the deal or can be on a “prompt” basis — meaning delivery in
the next several days. Spot market transactions allow refiners, wholesalers, and traders to sell
CARBOB that may be surplus or buy product if needed. As noted in the January 31, 2024 letter
from the Division of Petroleum Market Oversight to Governor Newsom, only a fraction of all
the cleaner-burning CARBOB gasoline consumed in California every day is traded on the spot
market, but it plays an important role in setting prices across the state. The spot market can
be a first trading stop as gasoline flows from refineries, cargo ships, and pipelines to the
“racks” where gasoline trucks are loaded and on to retail gasoline stations.

Traders in the spot market include some California refiners, large wholesalers and retailers,
and international trading firms who buy and sell relatively large quantities of gasoline, often
tens of thousands of barrels. The function of the gasoline spot market is to provide buyers and
sellers the opportunity to trade large quantities of gasoline for near-term delivery in California.

The spot market in California is currently an unregulated, over-the-counter market. Spot
market deals are negotiated directly between buyers and sellers or mediated by brokers.
California has two spot markets: one for Los Angeles (LA) and one for the San Francisco Bay
Area. Other U.S. spot market locations include the Pacific Northwest (Portland), Houston,
Chicago, and New York. The LA spot market is more active than the San Francisco market and
the LA spot price impacts the largest portion of retail gasoline prices across the state.
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Spot market transactions and average prices for the LA market are published by price
reporting agencies (“"PRAs”). PRAs have an outsized influence on market dynamics through
their assessment of current market prices. Buyers and sellers negotiate the contract price for
individual deals, but only some of those deals are voluntarily (or selectively) reported to the
PRA. The PRA then publishes what it assesses to be the current market price for California
gasoline. The Qil Price Information Service ("OPIS"), a for-profit company, is the industry-
leading PRA in California and on the West Coast.

A common way that spot contracts are priced is an “exchange of futures for physical” or “EFP”
trade, which are contracts that are priced relative to the New York Mercantile Exchange
("NYMEX") futures RBOB contract at the close of a specific day. RBOB is a common benchmark
for gasoline sold in other parts of the United States. In an EFP transaction, the spot market
parties agree to a differential to the NYMEX RBOB price. This differential is the measure of the
difference between the L.A. spot market and the NYMEX. This differential is a key benchmark
for observers to determine if the L.A. market is experiencing supply/demand issues.

Spot market prices are the biggest driver of statewide gasoline prices, even though they
represent a small portion of gasoline sales each day. According to OPIS: “Nearly every gallon
of gasoline, diesel and jet fuel sold on the West Coast references OPIS spot prices.”? That is
because many other spot, bulk, rack, and marine cargo transactions, including high-volume
transactions between refiners and distributors or retailers under long-term contracts, set their
pricing by reference to the OPIS-assessed spot market price that can change daily. As a result,
the prices for relatively small trades (compared to statewide volumes) on the spot market
have a magnified or exaggerated effect on retail gasoline prices across the state.

Unfortunately, California has been experiencing more frequent and extreme price spikes that
seem to be driven by price swings in the spot market. More than twenty years ago, the
Attorney General’s Office produced a Report on Gasoline Pricing in California, which examined
the unique volatility of the state’s gasoline market.** In the years since that initial appraisal,
the market has seen gasoline price spikes in 2012, 2015, 2019, 2022, and 2023. It appears
that price spikes have become more common over time, with gasoline price spikes occurring in
three of the last five years, with the exceptions being during the COVID pandemic. These
spikes have been generally driven by periodic episodes of undersupply of gasoline (in the form
of reduced refinery production, lower inventories of stored gasoline, or both) that are
exacerbated by the dynamics of trading and reporting on the spot market. DPMQ’s initial
analysis of the most recent gasoline price spikes in California noted that spot market volatility,
illiquidity, and lack of transparency may all be contributing to and exacerbating price spikes
during periods of undersupply.

33 OPIS West Coast Spot Market Report website. Available at
https://www.opisnet.com/product/pricing/spot/west-coast-spot-market-report

34 Office of the California Attorney General. Report on Gasoline Pricing in California. May 2000.
https://oag.ca.gov/sites/all/files/agweb/pdfs/antitrust/gasstudy/gasstudy?2.pdf
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Product Racks

Distribution terminals utilize truck loading “racks” to load tanker trucks. Racks are also located
where the last blending stages for finished gasoline take place. Ethanol, additives, and
detergents are added at the rack either by in-line rack blending or the less precise “splash”
blending. A tanker truck at the rack is loaded with CARBOB, additives, and detergent
packages, and simultaneously blended with ethanol to produce E10 gasoline. This blended
product, California Reformulated Gasoline (CA RFG), is what is sent to service stations.

Retail marketers, or distributors for service stations, buy product from refiners at the
distribution rack. There are three main ways these terminal sales are separated: branded rack
sales, unbranded rack sales, and dealer tank wagon (DTW) sales.

e Branded rack sales are sales of branded fuel that has branded additives and detergents.
These are ultimately sold by a branded service station such as Chevron or Shell.
Branded service stations generally have priority through the branded rack, as well as
DTW sales.

e Unbranded sales have generic additive and detergent packages. They are sold by
unbranded service stations such as Costco or local convenience store chains. These
customers can shop around for the best unbranded rack price offered at the closest
distribution terminals.

e DTW sales are a delivery sale, where delivery is included in the price for branded
service stations. DTW sales include a wholesale price (usually higher than rack) plus the
cost of delivery to the station, mostly the cost of the tanker truck service. Most common
customers for DTW sales are company owned and operated.

Branded Gasoline and Fuel Additives

Several brands of gasoline contain fuel additives, generally understood as TOP TIER® certified
gasoline. These are offered by companies such as Chevron, Shell, Exxon, 76, Valero, Costco,
and ARCO. There is some evidence that these fuels offer improved performance over standard
gasoline available in the United States broadly.*® However, these fuels do not appear to
provide superior performance above and beyond the stringent standards required by CARBOB.
These standards include a reduction in some standard gasoline constituents such as sulfur and
the addition of special detergents to burn cleaner. In 2019, the CEC asked fuel providers for
evidence of superiority, but the CEC did not receive any evidence. Additionally, CEC staff
independently searched for studies that could substantiate the superiority and were unable to
find any evidence.*

35 For example, the American Automobile Association conducted a 2016 study in which it found that Top Tier fuel
did provide benefits and improved fuel economy. However, the fuels tested, both Top Tier certified and non-Top
Tier certified, were from Texas, which does not use CARBOB. See AAA FUEL QUALITY RESEARCH: Proprietary
research into the effectiveness of fuel additive packages in commercially-available gasoline

36 See Additional Analysis on Gasoline Prices in California for more information.
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Margin Basics

Rack and DTW sales are an important point to measure prices in relation to each other. These
sales mark the critical point where products are no longer counted as inventory but as sold,
making it easier to classify sales after the rack as retail and before the rack as wholesale. This
is helpful in categorizing sales to calculate margins.

A margin is an estimate of net revenues per unit sold by subtracting the cost of inputs from
the price of product produced. For refineries, the gross gasoline refining margin is calculated
by subtracting the cost of crude oil from the price of product at the rack and DTW. There’s
remaining margin to account for as prices at the gas pump are usually higher. This retail
margin is calculated by subtracting the price of product at the rack from the prices at the
pump. Margins that only subtract input costs are called gross margins, as they do not account
for any operating costs. A net margin will subtract both operating and input costs.

For gasoline retail margins that the CEC calculates, the CEC subtracts taxes and fees from the
average retail price, giving an average gross margin after taxes. Figure 16 shows California’s
2023 year-to-date average components of the retail price of gasoline.

Figure 16. Breakdown of California 2023 Average Retail Price Components, through
2023
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In 2023, the cost of crude accounted for the largest portion, $1.97, or 41.3 percent of
California’s retail gasoline price. Combined refiner and retail margins (referred to in the figure
as “Refinery Cost & Profit” and “Distribution Costs, Marketing Costs & Profits”) total the next
largest portion, $1.44 or 30.2 percent, while all taxes and fees combine as the remaining
$1.36 or 28.5 percent of the retail price.

Refinery Outages

As mentioned above, refineries’ planned maintenance may involve going partially or
completely offline. Some refiners use storage and increase imports to help address supply as
part of their plans and to meet their contractual obligation to retail entities. However,
unplanned refinery outages can occur at any time, and planned maintenance does not always
align with the anticipated timeline. The impact of either of these events can be compounded if
other refiners are already undergoing planned turnarounds for maintenance work. The
unplanned outage or extension of maintenance of one large refinery can be extremely
disruptive, especially if statewide refinery capacity is lower in the future. When unplanned
outages occur, even the impacted refiner may not know the longer-term impact of the outage
for several days, and other refiners may not be aware of the incident (although refinery fires
and extended flaring® are obvious). The uncertainty on event duration can lead to delays on
refiners making decisions on purchasing marine cargos for replenishment.

Through SB X1-2, the CEC has more insight into planned and unplanned maintenance outages.
For planned maintenance, refineries are required to report their planned maintenance event at
least 120 days prior to the event. If a planned event is scheduled less than 120 days in
advance, refiners must report within 48 hours of identifying the need for maintenance. For
unplanned maintenance events lasting more than 24 hours, refineries are required to file a
report within 48 hours of the unplanned maintenance. In their report, refineries are required
to provide CEC information about the expected inventory impacts, expected length of the
maintenance, and if the refinery intends to backfill the lost supply with imports.

An illustrative example of the complicated dynamics is the Torrance Refinery shutdown of
2015. The extent of the shutdown was initially unknown, which led to delays in arranging
imports from other countries. The Torrance shutdown was one of the largest supply
disruptions California has faced, and the uncertainty that followed resulted in an extended
period of supply shortages and higher prices for California. During that incident, a significant
amount of replenishment fuel was shipped from Northern California to Southern California by
marine vessel (much more than was imported). This was helpful in sustaining supply to
Southern California, although the “relief” may not have been possible if Chevron’s Richmond
refinery was undergoing a turnaround or had its own unplanned event. Moreover, with
Marathon Martinez conversion and Phillips Rodeo having converted in 2024, the Bay area will
no longer be in surplus of gasoline to ship to Southern California in the future. In cases of
coincident multiple refineries shutting down, perhaps due to a major localized catastrophic

37 Flaring occurs when a refiner must burn flammable gases that are released to prevent pressure buildup in
equipment. Flaring can be planned or unplanned.
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event, the supply response may require significant cargo transport and perhaps measures to
conserve fuel and allow non-CARB gasoline to be secured.

Seasonal Dynamics

Demand for CARBOB declines in the early part of typical years, while demand peaks in the
summer. Figure 17 shows an index of CARBOB stocks (or storage) and CARBOB production at
refineries from 2006 to 2022. CARBOB production partially tracks the consumption, but a
drawdown of stocks built from previous months also helps satisfy some demand without
production. However, as stocks draw down and demand remains high, additional risk from
supply disruptions may occur. Although production declines very slightly in September, stocks
tend to be at the lowest levels of the year, an indication of low resiliency.

Figure 17. Average Monthly CARBOB Production Index and CARBOB Stock Index
(2006-2022)
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Retail Dynamics

A common pattern observed in the gasoline market is that retail prices can rapidly increase
with the spot market, but they are slower to decline even as the underlying spot prices go
down quickly. This dynamic of “up like a rocket, down like a feather” in retail prices can be
seen from CEC’s analysis of the slopes of price increases and declines.*® Figure 18 highlights
the retail adder components in orange (delivery to station, retail marketing, station profits) on
top of other standard existing cost adders, such as taxes and fees, crude oil prices, and
refining prices, in blue.

38 For more information on gasoline prices, see Estimated Gasoline Price Breakdown and Margins
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Figure 18. Retail Margins Compared with Other Price Components Combined July
2022 - October 2023

7 1 Retail “Pinch” Retail “Make Up”
During Spike :
; g g‘ After Spo.t Prices Pinch Make Up
/ Decline N /

Statewide Average Price

v

+«— 2022 >|< 2023

@ All Other Factors (Refining, Crude, Taxes & Fees) @ Retail Adder

Credit: CEC Staff analysis of OPIS and EIA data

Spikes in the spot market and crude market can increase rapidly and flow into retail prices
somewhat quickly, creating a close “pinch” that keeps the retail adder fairly consistent until
the spike abates. After the spot market price spikes abates, there is an observable delay in
retail prices declining. Retail prices remain somewhat high, the result of retailers attempting to
make up for potential losses or tight margins during the spike. This phenomenon can be seen
for the 2023 spike as well. Overall, the slow decline allows retailers to realize sustained, high
retail margins.

CEC does not currently have the ability to analyze retail issues at a more geographically
refined level given the structure of tax reporting to the California Department of Tax and Fee
Administration.* For example, although the CEC collects sales data at stations, this reporting is
only at the annual level, which is not temporally detailed enough to evaluate patterns
associated with price spikes.

During the November 29, 2022 gasoline price hearing*®, Dr. Severin Borenstein cited a
phenomenon he has termed the “mystery gasoline surcharge.” Gasoline prices in California are
higher than those in other U.S. States, but even when accounting for well-established factors,

39 The California Department of Tax and Fee Administration collects excise taxes from fuel suppliers before
delivery at retail stations, so taxes are only available at a very aggregate level. Available at Fuel Tax and Fee
Guides

40 Commissioner hearing on California Gasoline Price Spikes, Refinery Operations, and Transitioning to a Clean
Transportation Fuels Future. Available at https://www.energy.ca.gov/event/workshop/2022-11/commissioner-
hearing-california-gasoline-price-spikes-refinery-operations
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a distinct pattern has emerged since the Torrance refinery explosion in early 2015. Prior to
2015, after accounting for known contributors to higher gasoline prices in California such as
the underground tank storage fee, environmental fees, slightly higher state excise taxes, and
the cost of producing CARBOB gasoline, the price of non-California gasoline was essentially
identical to California retail gasoline. However, after the 2015 Torrance explosion, the price
difference emerged, and it continues to persist as of the most recent data collection period
(February 2024). Borenstein estimates that this surcharge represents more than $40 billion
dollars that Californians have borne since 2015.

Figure 19. The Mystery Gasoline Surcharge: California Gasoline Price Premium
After Removing Differences in Taxes and Fees and California Specification Gasoline
Production Costs (2024 dollars)

180
150 — Monthly Price Difference Mar 2015 - Feb 2024 Average
== Average Difference $0.426 per gallon
120
90
60

)
WA

Feb 2015
Torrance Explosion

Price Difference (cents per gallon)

-60 Jan 2000 - Feb 2015 Average
$0.003 per gallon

2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022 2024

Credit: Severin Borenstein, University of California, Berkeley.

Borenstein has cited several potential reasons for the mystery gasoline surcharge, but he does
not intend for them to explain everything.** Refiners own downstream retail outlets (e.g.,
Chevron is a major refiner and operates many Chevron branded gasoline stations) and have
an influence on other downstream brands.* Less gasoline is sold as off-brand gasoline
compared to the rest of the U.S. There is also a marked difference in off-brand prices
compared to branded prices when looking at California compared to the rest of the U.S.

41 For instance, see Borenstein’s June 30, 2022, testimony to the California Select Committee on Gasoline Supply
and Pricing. Available at
https://www.assembly.ca.gov/sites/assembly.ca.gov/files/borensteingasolinetestimony220630.pdf

42 Commissioner hearing on California Gasoline Price Spikes, Refinery Operations, and Transitioning to a Clean
Transportation Fuels Future. Available at https://www.energy.ca.gov/event/workshop/2022-11/commissioner-
hearing-california-gasoline-price-spikes-refinery-operations
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Borenstein believes that these factors show that there is less competition at the retail level.
The ultimate set of causes is still uncertain.

Ethanol

California is a reformulated gasoline market, blending 10 percent ethanol by volume (E10) into
CARBOB. Blends with higher ethanol content, such as E15 (15 percent ethanol by volume),
have been used in other states. At the federal level, EPA has issued waivers allowing year-
round use of E15 starting in 2022.43:44 More recently in February 2024, EPA issued a final rule
to approve the permanent waiver for eight Midwest states, effective April 28, 2025.# California
does not currently allow the sale of E15. E15 fuel evaluation is required to determine whether
it would create any significant new environmental or public health impacts.*

As part of an evaluation process from CARB, recent research on E15 indicates that it may
represent a lower environmental harm compared to E10. Researchers at the University of
California at Riverside performed emissions testing on a fleet of 20 Tier 3 light-duty vehicles
using a baseline CaRFG and a splash-blended CaRFG with fuel-grade denatured ethanol
creating E15 for testing.*” Each vehicle and fuel combination was tested using the Federal Test
Procedure on a chassis dynamometer. Major results were as follows:

e No statistically significant fuel effect on nitrogen oxide (NOx) emissions for E15.

e Particulate matter showed statistically significant reductions of 18 percent for E15
compared to E10. Solid particle number emissions were a statistically significant 12
percent lower for E15 than E10.

e Total hydrocarbons, non-methane hydrocarbons, and carbon monoxide showed either
marginally or statistically significant reductions for E15.

e Statistically significant increase of 32% in acetaldehyde.

The researchers reported that the study only found a 1 percent reduction in fuel economy.
Strictly relying on the energy content difference between E10 and E15 suggests that an E15
blend should result in about a 3 percent reduction in fuel economy.

43 Regan, Michael. 2022. RE: May 1, 2022 E15 Reid Vapor Pressure Fuel Waiver. United States Environmental
Protection Agency. Available at https://www.epa.gov/system/files/documents/2022-04/nationwide-fuel-waiver-
allowing-e15-gasoline.pdf

44 EPA Fuel Waivers. United States Environmental Protection Agency. Available at
https://www.epa.gov/enforcement/fuel-waivers

45 Request From States for Removal of Gasoline Volatility Waiver. United States Federal Registrar. Available at
https://www.govinfo.gov/content/pkg/FR-2024-02-29/pdf/2024-04023.pdf

46 The California Health and Safety Code (CHSC) requires that a multimedia evaluation be conducted and
reviewed by the California Environmental Policy Council (CEPC) before specifications for new motor fuels can be
adopted by the California Air Resources Board (CARB).

47 Comparison of Exhaust Emissions Between E10 CaRFG and Splash Blended E15 (available online here). The
research was funded by CARB, Renewable Fuels Association, Growth Energy, National Corn Growers Association,
and the United States Council for Automotive Research (USCAR). Available at
https://ww?2.arb.ca.gov/resources/documents/comparison-exhaust-emissions-between-e10-carfg-and-splash-
blended-e15
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This research suggests that E15 would likely not introduce additional harms. The testing
results show the use of E15 versus E10 will reduce the tailpipe emissions of most pollutants
with no statistically significant impact on evaporative emissions.
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CHAPTER 3:
Policy Options to Mitigate Price Spikes

Addressing the Supply Challenge

As discussed in detail in Chapter 1, California faces a significant supply challenge, with price
spikes of particular concern. The state’s fuel supply market is already somewhat concentrated
at the wholesale level. Other supply factors such as market isolation and a unique fuel blend
add to price spike risk. As demand declines over the next 20 years, due to California’s
increasing adoption of ZEVs, refineries may close or convert to renewable fuels, and as a
result, the supply conditions may increase baseline prices and add to price spike risk. Price
spike risk is especially concerning, as demand reduction is expected to be on a relatively
smooth trajectory, while supply declines from refinery closures or conversions will result in
steep, sudden declines in gasoline production capacity. Immediate declines in CARBOB
production will have uncertain effects on the market, especially if an unplanned outage occurs
shortly after a refinery closure.

There are some potential mitigating factors in the market independent of targeted fuel price
spike mitigation policies. One example is a family that owns one ZEV and one ICE vehicle, who
drives the ZEV during price spikes. Across millions of families, such behavior could increase the
elasticity of demand and reduce price spike risk for all drivers. Another possibility is that some
refineries may maintain their crude refining for some period and pivot to export refined
products. With higher overall supply capacity in the state, CARBOB supply could be more
resilient during a supply shock.

Despite some potential mitigating factors—including extensive programs designed to make
ZEVs more affordable for lower-income families—there is still risk to lower-income
communities as market concentration increases, especially if capacity declines as well. This
chapter presents a suite of policy options that state government could take to help reduce
price spike pressure on Californians, the leading issue for ensuring a reliable supply of
affordable and safe transportation fuels.

Equity Challenges and Tradeoffs

While various policy options to mitigate gasoline price spikes could result in various
environmental impacts, it is crucial to acknowledge and carefully consider the potential
environmental justice (EJ) and equity implications associated with each of these options.
Currently, it is challenging to quantify these impacts definitively, as they depend on numerous
variables, including the extent of policy adoption, the duration of implementation, and the
specific pathways through which these policies would be enacted. Nevertheless, this section
aims to provide a qualitative evaluation, highlighting the potential EJ and equity consequences
that may emerge from the adoption and implementation of these policy measures. It is also
noteworthy that the Transportation Fuels Transition Plan will serve as a crucial instrument for
thoroughly assessing the equity implications of fuel prices and ZEV accessibility for
communities in California.
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While it is not desirable to put a financial burden on drivers in EJ communities, it is possible
that sustained lower fuel prices can generally incentivize more driving and make driving
gasoline-powered vehicles more economically attractive in comparison to ZEVs. As a result, the
prolonged operation of gasoline vehicles on California's roadways could lead to continued
pollution from both refineries and vehicles.

These EJ issues are particularly challenging. As highlighted in Chapter 1, lower income
communities often have limited access to ZEVs or other dependable and affordable alternative
modes of transportation. It is therefore critical to develop policy options that both safeguard
vulnerable communities from volatile fuel prices and actively work to reduce their exposure to
pollution and transition them towards safer transportation fuels. The State, however, through
various vehicle purchase incentive programs, is working to make ZEVs more accessible to
those who are low-income and living in disadvantaged communities. Incentive programs such
as Clean Cars 4 All and the Clean Vehicle Assistance Program provide point-of-sale incentives
for these consumers to afford these vehicles more easily. Additionally, the Clean Vehicle
Assistance Program, through its partner banks, provides lower interest loans for its
participants, which can sometimes be a barrier to vehicle ownership. Through October 22,
2023, both programs have issued more than 17,814 vehicle grants.®

Some of the options examined in this report could have adverse impacts on the environment
and result in adverse health impacts and higher health costs, challenges to ensuring a safe
supply of transportation fuels. While policy impacts are intended to control dramatic increases
in spot market prices that are quickly passed on to consumers, potential health risks cannot be
ignored. In the long term, the shift towards higher adoption of ZEVs could result in a reduction
of refineries operating in the state, as well as a decrease in tailpipe emissions. It is crucial that
the implementation of EV infrastructure and access to cost-effective EVs lead the transition,
accompanied by a corresponding decrease in refinery capacity. Furthermore, increased EV
adoption will enable more dual vehicle households to own both an EV and a gasoline vehicle,
potentially increasing the elasticity of gasoline demand in response to price fluctuations.

The following subsections delve deeper, providing a more detailed qualitative analysis of the
EJ impacts associated with various policy options, specifically focusing on emissions originating
from refineries and vehicles.

Impacts of Continued Refinery Operations

Refineries are often near marginalized and disadvantaged communities, leading to
disproportionate impacts on air quality and, consequently, the health of these populations.
Although there are regulations that restrict the amount of pollution that refineries can emit,
the California Office of Environmental Health Hazard Assessment identifies some levels of toxic
air contaminants from refineries, including various Proposition 65-listed chemicals in petroleum
products, pose significant health risks.* These risks range from various types of cancers, such
as leukemia, lung cancer, and cancers of the nose, throat, and sinuses, to developmental and

48 Data from Insights on CA Light-Duty ZEV Incentive Programs.
49 California Office of Environmental Health Hazard Assessment. “Toxic Air Contaminants”.
https://oehha.ca.gov/air/toxic-air-contaminants
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reproductive harm, particularly during pregnancy. Notable chemicals contributing to these risks
include benzene, 1,3-Butadiene, carbon monoxide, lead, and sulfur dioxide, among others.
Exposure to these chemicals and the resulting health impacts can vary across different refinery
regions.

The communities near refineries frequently comprise low-income families and people of color,
who bear the brunt of the air pollution from refinery operations. Additional health risks of
compromised air quality can lead to a higher incidence of respiratory issues, cardiovascular
diseases, and other health problems. These communities often lack the resources and political
influence to advocate for a safer fuel supply and stricter regulatory oversight, perpetuating a
cycle of environmental injustice. While the impact of short-term policies to address price spikes
on the longevity of refinery operations remains uncertain, it is imperative to acknowledge and
consider the public health and safety risk of prolonged refinery activity and increased
production.

Emissions from Policy Impacts on Driving

Short-term price spikes have a limited effect on demand, but long-term lower fuel costs can
lead to an increase in vehicle travel, also known as the rebound effect. While enhanced
gasoline price stability is beneficial in terms of economic predictability, it carries the potential
risk of increasing gasoline-powered vehicle activity and, consequently, pollution. Increased
ZEV adoption is expected to mitigate air quality, but air quality standards are not static, and
the state must continue to improve air quality. Continued or otherwise delayed reductions in
pollution from gasoline combustion is expected to be more pronounced in low-income areas,
which tend to have a higher concentration of older, less environmentally friendly vehicles. This
could exacerbate local air quality issues and public health challenges, further compounding the
environmental injustices faced by these populations.

Although policies that keep average prices low may encourage more driving in the long-term,
it is important to note that, due to relatively low elasticity, price spike mitigation policies are
not likely to significantly increase driving. Therefore, policies that reduce price spike risk will
not necessarily contribute to more pollution. Policies that keep average prices low may result
in more driving, and hence, more pollution. This is an important trade-off for considering
longer term issues with the Transportation Fuels Transition Plan.

Emissions due to Changes in Fuel Composition

Switching from California’s unique gasoline composition to U.S. reformulated gasoline (RFG) or
providing short-term allowances for it could have noticeable impacts on air pollution levels.
California's gasoline blend is specifically designed to address the state’s unique air quality
challenges, with stricter standards for volatility and content of certain compounds that reduce
emissions of ozone precursors, particulate matter, and toxic air contaminants. According to a
2005 United States Government Accountability Office's (GAO) report,* the U.S. Environmental
Protection Agency (EPA) has analyzed various gasoline blends’ impacts on emissions, finding

50 Special Gasoline Blends Reduce Emissions and Improve Air Quality, but Complicate Supply and Contribute to
Higher Prices

52



https://www.gao.gov/assets/gao-05-421.pdf

https://www.gao.gov/assets/gao-05-421.pdf



that California’s unique blend significantly reduces volatile organic compounds (VOCs) by 25
percent to 29 percent, NOx by about 6 percent, and reduces emissions of toxic chemicals. This
is contrasted with a commonly used blend in the Gulf Coast region, which offers lesser
reductions in VOCs (12 percent to 16 percent) and NOx (less than 1 percent). These estimates
are somewhat uncertain, as they are based partially on data from older vehicles and may not
be fully applicable to newer vehicles with advanced emissions controls. While adding
oxygenates to gasoline has been shown to reduce emissions from older vehicles, newer
vehicles automatically reduce certain pollutants, potentially reducing or eliminating the benefits
of oxygenates. Despite these complexities, experts and the EPA agree that special gasoline
blends have contributed to air quality improvements in some regions, although comprehensive
studies isolating their specific impact are limited.

Understanding the dose-response relationship of modifying fuel composition is a complex task,
particularly for short-term changes, as their proportional impact on air quality and emissions
might not be immediately noticeable. For instance, introducing 50 TBD of Nevada specification
fuel into an existing demand of 800 TBD would constitute a 6 percent alteration in the gasoline
mix. However, the impact on vehicle or evaporative emissions would not be instantaneous, as
it takes time for the new fuel blend to diffuse into the myriad gas tanks across the region.
Moreover, if such a policy adjustment is only temporary, lasting a mere couple of weeks,
discerning its effects becomes even more challenging. Despite these complexities, it is crucial
to acknowledge and analyze these potential impacts, particularly on air quality and public
health, to ensure informed and responsible policy making. This consideration is especially
pertinent in low-income and disadvantaged communities, where older vehicles equipped with
less advanced emissions control systems are more prevalent. In these areas, the impact of
changes to fuel composition could be more pronounced, necessitating careful attention and
mitigation strategies to protect vulnerable populations.

Enhanced Mobility

Despite the various environmental justice issues outlined above, it is important to highlight the
improvement in mobility that stable and inexpensive gasoline prices bring, particularly in low-
income and disadvantaged communities. For many residents in these areas, dependable and
affordable transportation is crucial for accessing employment, education, and essential
services. Policy initiatives aimed at stabilizing gasoline prices contribute significantly to these
goals, making daily transportation more predictable and financially manageable. This
enhanced mobility can lead to improved economic opportunities and quality of life, helping to
alleviate some of the burdens faced by these communities.

It is also important to note that there are other policy approaches that could improve mobility
that are not directly related to stable gasoline pricing. For instance, building denser housing or
mixed-use developments, increasing alternative mobility options, and reducing headways for
public transit>! could all improve mobility and reduce the impacts of price spikes on lower-

51 For example, reduced headways could involve more frequent public transit or additional stops along transit
corridors.
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income families without directly addressing gasoline price spikes. This approach is explored
below as well.

Additional Policy Options to Mitigate Price Spikes

Based on initial comments from CEC workshops and CEC staff review, this section lists several
options which may mitigate price spikes in California gasoline, along with brief one-page
summary tables. The list is broken out into various categories of policy types, including the
following:

Policies that Address Gasoline Demand

Policies that Address Gasoline Supply

Policies that would Involve Highly Complex Implementation (supply or demand)
Policies that Intend to Address Unique Emergency Circumstances

Some policies may have more of a benefit in terms of mitigating short-term price increases,
while others may intend to reduce fuel prices overall. Nearly all these options require
additional and extensive analysis to better understand their potential market impacts and may
require statutory modifications and commensurate state funding to sufficiently implement. The
following bullets characterize the key components of the policy option tables listed.

Statement of Initiative. A broad characterization of the policy option.
Scope. The likely or potential extent of the policy impact, in TBD, thousand barrels per
day, or reference to other methods with approximate quantitative values. Where a TBD
or other quantitative estimate is not readily estimable, the scope will highlight.
Pros. Why will the initiative help? What benefits does it have?
Cons. What are the possible roadblocks? What are the drawbacks of the policy?
Issues to Resolve. Important matters that are not necessarily a pro or con but should
be considered on further analysis.
e Other. Where applicable, potential questions or considerations outside of issues that
need to be addressed.
Every policy option involves trade-offs. Additional supply may come at the cost of
environmental impacts or costs to the State. These will need to be weighed by policymakers.

The CEC does not take a formal position on whether these policies should be adopted or not.
Rather, these options are simply analyses of proposals the CEC has received throughout its
proceedings and that staff have identified as policy options. Some policies appear to be more
effective, but critical trade-offs exist for them all. Some policies are either inconsistent with
each other or somewhat duplicative in some ways with each other, so adoption of all these
policy options are not feasible.

Shortcut for Framing the Policy Scope

CARBOB demand currently runs between 750 and 850 TBD. Bearing in mind this level will help
to broadly compared some policy options with reasonably estimable impact that can mitigate
supply losses in the event of an unexpected supply shock.
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One way to categorize the supply policy options involves the distinction between storage,
production, and imports. Generally, storage options include stock minimums for refiners and
terminals, utilization of existing non-operating storage, and state-run product reserves. These
policy options would likely require large investments or other spending for infrastructure
construction or leasing but may have a minimal impact on the environment. Increasing the
available storage for refiners could help reduce supply and inventory shortages that contribute
heavily to price spikes, but there are some unknowns that merit further exploration.

Production strategies focus on changes to the CARBOB specification, increasing the ethanol
content in finished fuels, and allowing refiners to temporarily use non-CARBOB fuel for
gasoline retail stations in the State. Certain changes to the CARBOB specification could have a
negative impact on the environment and public health, with potential risk of non-attainment of
Federal air quality standards. These are, however, the most likely strategies to cost the State
and refiners less money to implement, resulting in a higher direct financial savings to
consumers, but with uncertain long-term health detriments.

Import strategy options focus on increasing imports of finished fuel into the State. Maintaining
the supply of finished fuel via imports can alleviate inventory shortages attributed to planned
maintenance, which may contribute to gasoline price stability. Depending on the timing and
the policy, there could be a benefit in cases of unplanned maintenance. Import strategies can
be implemented over both the short-term and long-term. It is possible that an effective import
strategy could have little to no net environmental impact because the imports would supply
existing demand. The cost of policies for importing finished fuel tends to be high, as there is a
cost associated with shipping the fuel.>

There are many other policy options not captured on the supply side. For example, policy
options that target demand of gasoline lead to reduced consumption of gasoline and to
increased demand elasticity reducing the impact of price spikes. These policy options decrease
reliance on gasoline-fueled ICE vehicles by increasing availability of mobility options to support
the overall transition away from petroleum-fueled ICE vehicles to zero-emission vehicles
(ZEVs). The associated tables discuss these policy options in more detail.

Short descriptive tables and individual matrix assignments are presented per policy option or
specific strategy of a given policy option. Utilizing all options or strategies would be infeasible,
and the goal would be to select options that can effect changes in supply and markets, with
the least environmental or cost tradeoffs.

Some options also may be considered during a major disaster such as an earthquake, major
pipeline outage, a catastrophic fire like that of the 2015 Torrance Refinery outage, or some
other acute event. There may be limitations on these options if heeded assets are damaged.
See the next section on Emergency Response actions.

52 At the same time, reducing shipping of crude could have potential beneficial impacts as well. The precise
impact is uncertain.
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List Summary of Additional Policy Options

Policy Options Targeting the Demand of Gasoline

1. Enhanced ZEV Access
2. VMT Reduction Strategies
3. Fuel Conservation

Policy Options Targeting the Supply of Gasoline

4. Storage Strategies

5. Production Enhancement Strategies

6. Alignment of Gasoline Specifications for Western States
7. Import Strategies

Highly Complex Implementation Policies

8. Gas Price Stabilization Fund
9. Cost of Service Model

10.  State-Owned Refineries

11.  Retail Margin Management

Emergency Implementation Policies
12.  Railcar Replenishment

56





Policy Options Targeting the Demand of Gasoline

1. Enhanced ZEV Access

Table 2. Overview of Enhanced ZEV Access

Topic Description

Statement of | Accelerate ZEV adoption by offering additional incentives for zero-emission

Initiative vehicles, with an emphasis on equity. The equity-focused programs, Clean
Cars 4 All and the Clean Vehicle Assistance Program, have had large impacts
in encouraging ZEV adoption.

Scope Uncertain scope of impact and dependent on resource investment. By
encouraging and incentivizing ZEV adoption, fuel consumption will be
reduced.

Pros Potential increase in demand elasticity, reducing the impact of supply

shocks.

= More ZEVs on the road will lead to less gasoline consumption.

= ZEVs have no tailpipe emissions and higher adoption will lead to higher
usage of a safer fuel supply.

Cons = Programs can become over-subscribed if they do not continue to receive
an infusion of appropriated state funding, which means they may have
an uncertain impact on gasoline demand year over year.

= ZEV adoption does not reduce VMT, which may have negative impacts
on congestion.

Issues to Clean Cars 4 All and the Clean Vehicle Assistance Program will need a

Resolve continued source of state funding.
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2. VMT Reduction Strategies

Table 3. Overview of VMT Reduction Strategies

Topic

Description

Statement of
Initiative

Develop and implement statewide policies to accelerate infill and mixed-use
development in existing transportation-efficient places, deploy strategic
resources to create more transportation-efficient locations, and build a
statewide transportation demand management (TDM) framework with VMT
mitigation requirements for large employers and large developments.

Scope

In terms on accelerating infill and mixed-use development, notwithstanding
the recent passage of laws that expand property owners’ ability to create
multiple units on single-family lots and limit local governments’ ability to
block new housing in certain circumstances,>* many barriers to infill
development remain in place, discouraging this important development type
in ways that need to be addressed. If barriers can be overcome, infill
development will lead to less VMT, prompt shorter transit headways, and
eventually reduce gasoline usage in those areas. The goal of TDM is to
provide people with information, incentives, and other support programs
that help them utilize sustainable transportation options such as remote
work, alternative work schedules, transit, ridesharing, bicycling, and walking
and rely less on cars. A strategic point of focus for TDM program
implementation could be large employers (more than 100 employees), who
often incentivize driving alone by offering free parking, gas stipends, and
similar perks, and do not offer similar levels of support to employees to take
transit, ride their bicycle, or walk.

Pros

= Infill and mixed-use development may promote VMT reduction and in
turn reduce gasoline consumption in favor of safer fuels.

= Potential increase in demand elasticity, reducing the impact of supply
shocks.

Cons

= Unclear total impact in terms of reducing demand in response to supply
shocks.

= Some areas are not amenable to high density, so price spikes may
continue to affect some regions.

= High transit usage is historically only seen in dense communities.

= May not be feasible for less dense and more rural communities.

Issues to
Resolve

= Would require high levels of coordination and cooperation at the local
municipal level who are the lead on land-use policies.

53 California Department of Housing and Community Development. See Accessory Dwelling Units

58




https://www.hcd.ca.gov/policy-and-research/accessory-dwelling-units



3. Implementation of Fuel Conservation Measures

Table 4. Overview of Fuel Conservation Measures

Topic

Description

Statement of
Initiative

Develop and implement tools to encourage fuel conservation by using the
media to alert the public to potential shortages of fuel or enact direct
consumption policies to increase conservation, increase availability and
affordability of alternatives to light-duty vehicles (e.g., bikes, e-bikes,
scooters), prioritizing needs of underserved communities, and authorizing
and implementing roadway pricing strategies, such as toll roads and high
occupancy toll lanes.

Scope

Develop a State Marketing, Education, and Outreach (ME&O) strategy to
encourage demand reduction during months that have high gasoline
demand (July-October). Additionally, the State and local governments could
increase access to active transportation modes, which may result in a
reduction of light-duty vehicle travel, which would in turn result in lower fuel
consumption. Likewise, authorizing transportation pricing strategies is
essential to promote more efficient use of vehicles  and to further transit
and active transportation improvements. Pricing strategies present an
opportunity to fund the transportation system in a more equitable and
fiscally sustainable way than current funding sources, promote more
efficient functioning of existing infrastructure, and fund new transportation
options.

Pros

= The ME&O strategy is a low-cost option to call for voluntary conservation
to reduce gasoline consumption.

= Potential increase in demand elasticity, reducing the impact of supply
shocks.

Cons

= Could spur panic buying, increasing demand and exacerbating the price
spike. This does not tend to occur in the case of electric power
conservation alerts but could be more likely in the case of gasoline,
where fuel can be purchased in advance.

= Unclear total impact in terms of reducing demand in response to supply
shocks. Consumer responsivity to electricity alerts is likely not analogous
to responsivity to gasoline alerts.

= May not be feasible for less dense and more rural communities.

Issues to
Resolve

= What measures should be prioritized?
= What measures are the most productive?
= This would require support from multiple State agencies.

Other

= Will need to develop “messaging” that stimulates conservation but not
panic.

59






Policy Options Targeting the Supply of Gasoline

4. Storage Strategies

The listed storage strategies will help maintain an adequate buffer supply that, upon the
release of the stored supply, can allow for a short-term boost to overall supply and mitigate in
cases of supply shock.

A. Storage Strategy. Stock Minimums for Refiners and Terminals

Table 5.

Storage Strategy: Stock Minimums for Refiners and Terminals

Topic

Description

Statement of
Initiative

Require refiners and terminals to maintain contingency reserves of gasoline
fuel in refineries and terminals. During supply shocks, temporary release of
minimum requirements to supply the market.

Scope

Variable scope of impact but could create an effective reserve of several
hundred thousand barrels.

Pros

The requirement could mitigate short-term price spikes.

Maintaining minimum stocks will provide a quickly available reserve.
Additional stored gasoline would be distributed in Northern and Southern
California at key locations, like refineries.

Cons

If the refiners withhold stocks to maintain the minimum, it may
artificially create shortages in downstream markets (refiners may need to
hold back a shipment to sustain the legal minimum stocks, which could
cause a terminal to run lower than expected).

Could increase average prices for refiners to maintain additional storage.
The pipeline cycle process requires terminals to always be low on stocks
before a batch is delivered, so this may be best applied at refineries
and/or pipeline storage.

A process or program will need to be developed to orchestrate the use of
the volumes held in reserve.

Issues to
Resolve

What volume should be held in reserve and what would be the basis?
Can it be held as finished CARBOB or as blendstocks?

Downstream impacts could impact spot market prices in uncertain ways,
although a market equilibrium may likely emerge at a higher price level.
What is the cost to the refiner, and will this be passed to consumers?

Other

Potential exists for the state to be criticized for requiring refiners to
withhold fuel from the market.
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B. Storage Strategy: Existing Non-Operating Storage

Table 6. Storage Strategy: Utilization of Existing Non-Operating Storage

Topic Description

Statement of | Lease tankage at closed refineries to hold gasoline in reserve in the event of

Initiative supply shortages.

Scope Variable scope of impact depending on existing capacity, up to several

hundred thousand barrels.

Pros No need to build tanks for a reserve, reducing stranded asset risk.
Existing storage has existing logistical pathways for rapid distribution.
Can start sooner with agreed protocols.

Cons Limited locations. Some refiners have indicated their “at refinery” storage
is fully utilized.

= Current possibilities at Martinez and Rodeo refineries in Northern CA may

not be available if they plan to import or use for renewable fuel
purposes.

Issues to How large should the reserve target be?

Resolve What capacity is available?
How would seasonal RVP changes be managed? The fuel will need to be
sold to dispose of high RVP stocks in the Spring and summer RVP
purchased, and the converse in the Fall.
Should it be the state leasing the storage and owning the fuel? Or use a
private partner to lease and operate it?
How would the reserves be utilized?

Other It might be difficult to see a refiner agreeing to use their tanks for this

purpose.
= It may make sense for each refiner/supplier to be required to store a
certain volume to use at their discretion.
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C. Storage Strategy: State-Owned Product Reserve

Table 7. Storage Strategy: State-Owned Product Reserve

Topic

Description

Statement of
Initiative

Establish state-owned product reserves in the North and South Regions to
allow rapid deployment of fuel when needed.

Scope

Variable scope of impact, up to several hundred thousand barrels. Potential
to build to size for Northern and Southern California needs.

Pros

Having fuel available in state-owned reserves would provide quick access
to fuel in the event of refinery outages.

The state may be able to control the use of the fuel so that industry
does not use it as a crutch to lower stocks. In other words, the state
would only use the reserve for situations where events may cause
significant price spikes.

Cons

Industry may lower their stock levels if the reserves are released by the
State every time there is a price spike.

Risk of stranded assets if the state builds the reserve system.

Price spikes are typically short-lived, while a state-managed storage
system would require sustained operation, opening the question about
the benefit-cost.

Rotation of fuel for RVP purposes may increase regular costs slightly.

Issues to
Resolve

Must identify locations in the north and south.

Protection against industry gaming of the inflow/outflow system.

How would the fuel integrate with the existing system?

How would seasonal RVP changes be managed?

There may need to be several variations of this option evaluated.
Existing spare storage in the KM system is minimal, but new build tanks
for modest reserves in key locations may be possible.

How would the reserves be utilized? Open bidding once CEC indicates
the situation calls for use of the reserve? Who conducts the sale? Who is
allowed to bid? Can the SPR model be used?

Other

It will be important to get the product from the reserve into the system
quickly.

Will need to review the 2002 study in the context of the current market
and infrastructure.

The DOE product reserves have only been utilized once — for hurricane
Sandy — and that was diesel fuel for electric generator usage.
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5. Production Enhancement Strategies

Production enhancement covers several distinct approaches that have different features but
are categorized as attempting to increase the supply of gasoline by modifications to standards
outside of any sort of interstate agreement.

A. Production Enhancement Strategy: E15

Table 8. Production Enhancement Strategy: E15

Topic Description

Statement of | Allow increased blending of ethanol with CARBOB from 10 percent (E10) to
Initiative 15 percent (E15), effectively augmenting the existing CARBOB supply.
Scope Could increase supply up to 40 TBD (5 percent), or about 17 additional unit

trains (100-car trains) of ethanol per month from the Midwest.

Pros = Likely to lower the price of CA fuel due to additional supply.

= Fewer environmental harms than E10, with a 1 percent loss of fuel
economy.>%2>

= E15 is allowed by the EPA and currently sold in 31 states.>®

= The U.S. already exports about 60 TBD ethanol.

Cons = Refineries may rebalance production for higher ethanol blends,
potentially limiting the long-term ability for this strategy to reduce costs.

= E15 fuel specifications have not been adopted in California, and it could
take years to conduct proper regulatory processes.

= Ethanol price may increase with higher demand.

Issues to = Additional analysis is necessary to understand the pollution impacts of

Resolve E15.

= Some equipment may not be capable of dispensing E15 and require
upgrades, although this appears to be limited.*’

= Blending processes and procedures will need to be in place.

54 Karavalakis, et. al., 2022. Comparison of Exhaust Emissions Between E10 CaRFG and Splash Blended E15.
Prepared for CARB. Available online at: Comparison of Exhaust Emissions Between E10 CaRFG and Splash
Blended E15.

55 Tang, et. Al., 2023. Expanding the ethanol blend wall in California: Emissions comparison between E10 and
E15. Fuel (350). Available online at: Expanding the ethanol blend wall in California: Emissions comparison
between E10 and E15.

56 Of the 31 states approved for E15 sales, 12 have 10 or fewer stations in operation. See New EPA ruling
expands sale of 15 percent ethanol blended motor gasoline.

57 A recent report of multimedia evaluation submitted to CARB indicates that some gaps of E15 compatibility for
some equipment. “Some equipment currently in use in California is... listed [by Underwriters Laboratories] only to
E10. Equipment with a UL listing of E10 could be considered compatible with E15 with a manufacturer’s
statement of compatibility, however research and previous requests show that not all manufacturers will provide
this document for blends above E10.” See CARB's Multimedia Evaluation Report, page 31. Available at
https://ww?2.arb.ca.gov/sites/default/files/2022-07/E15 Tier I Report June 2020.pdf
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B. Production Enhancement Strategy: RVP Modification

Table 9. Production Enhancement Strategy: RVP Modification

Topic Description

Statement of | Consider various modifications to RVP requirements to address tight supply

Initiative conditions. Examples include early allowance for winter grade RVP, shifting
the time period of winter RVP, or a permanent modification of summer RVP
specification.

Scope Timing of mitigation needs may limit implementation effectiveness. Staff
estimate a potential of up to 90 TBD of added supply during early allowance
periods, an approximate 10 percent supply increase. Longer-term shift of
summer blend RVP could increase supply by about 4 percent.

Pros = Increase in supplies during high-risk periods.
= Evidence of contributing to a significant ramping down during the 2022

and 2023 price spikes.

Cons = Increased risk of violation of federal air quality attainment standards and

related sanctions or litigation.
RVP and other gasoline specifications are included in the federally
required State Implementation Plan for air quality and cannot be
weakened without identifying substitute emission reductions.
Could increase evaporative emissions and ozone levels for at least those
two months, with potential persisting effects for several months.
= Permanently shifting the RVP time period may result in shifting when
price spikes occur instead of mitigating them.
= RVP shifting options only available during certain months of the year.
Issues to = Will require CARB input on air quality risks on community safety.
Resolve = What market conditions would trigger implementing some actions?

= Timing of implementation.
= Vapor lock risk.
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C. Production Enhancement Strategy.: Non-CARBOB Fee-Based Allowance

Table 10. Production Enhancement Strategy: Non-CARBOB Fee-Based Allowance

Topic Description

Statement of | Create a fee-based non-CARBOB allowance program that can be activated
Initiative during a price spike or in response to a reasonable expectation of one.>®
Revenue from fees would be used for air quality improvement strategies in
non-attainment regions or other EJ communities.

Scope On average, there are 1,200 thousand barrels (24 days at 50 TBD) of non-
CARBOB gasoline in CA refineries and 100-130 TBD non-CARBOB
production. Using a small portion of these resources or allowing the
importation of non-CARBOB gasoline could mitigate a price spike without
jeopardizing supply to Nevada or Arizona. For nearby imports, a cargo size
of 250-300 thousand barrels per ship. One ship per week is approximately
40-50 TBD.

Pros = Widespread access to non-CARBOB gasoline in stock or in nearby
locations during critical periods could be used to reduce the spot market
price during a supply shock.

= In-state supply could be rapidly available for pipeline batches. Out-of-
state non-CARBOB supply could be more quickly secured than CARBOB.

= May minimize the intensity of a price spike with the lowest volume of
CARBOB substitution.

= Direct support of communities most impacted generally by air quality
impacts.

Cons = Introducing non-CARBOB gasoline could impose a negative pollution
effect and potential risk to federal air quality attainment standards.

= RVP and other gasoline specifications are included in the federally
required State Implementation Plan for air quality and cannot be
weakened without identifying substitute emission reductions.

Issues to = Deeper analysis and public deliberation on policy implementation,

Resolve economic underpinnings, and environmental impacts.

= The state will need an authority to activate the policy quickly and have
an effective fee structure in place prior to a spike.

= Uncertainty on potential gaming behavior during spike periods.

= When to activate and deactivate an allowance period.

= How to set fees to address the spike and minimize non-CARBOB used.

58 This policy approach is discussed in broader terms as part of 2015 the Petroleum Market Advisory Committee
docket (Borenstein, Bushnell, and Lewis, 2004. “Market Power in California’s Gasoline Market”). See MARKET
POWER IN CALIFORNIA'S GASOLINE MARKET for more information.
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Other

May impact NV and AZ supply, but those markets (except Reno) can be
partially supplied from the East.

D. Production Enhancement Strategy: CARBOB for Reno

Table 11. Production Enhancement Strategy: CARBOB for Reno

Topic

Description

Statement of
Initiative

Supply CARBOB gasoline and diesel into Reno market terminals long-term.
This will make more storage available for CARBOB product or blendstocks in
northern California refineries and large storage terminals.

Scope

Would require Bay area refiners to produce 5 percent more CARBOB instead
of Nevada gasoline in exchange for more supply flexibility.

Pros

More effective storage for CARBOB product due to elimination of a need
to hold Reno-specification gasoline in refineries and the terminal storage-
pipeline system.

Relatively easy to implement with refiner capability.

Air quality improvements for Reno residents.

Cons

Refiners in Northern CA will have to regularly make more CARBOB based
on demand in Reno (about 20 TBD CARBOB).
Potential price impacts in Reno.

Issues to
Resolve

What would be the process to implement? Who is involved?

Would pipeline operators see advantages on costs and potentially impact
tariffs?

Interstate relations impacts.

Ability to make more CARBOB with declining refinery capacity.
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6. Alignment of Gasoline Specifications for Western States

Table 12. Overview of Alignment of Gasoline Specifications for Western States

Topic

Description

Statement of
Initiative

Establish a unified gasoline specification for several states in the West.
(Note: RVP would remain the same as current).

Scope

Unknown direct impact from the policy, but a market shift that could expand
the market coverage and increase competition for fuel via marine cargos.

Pros

If gasoline products have identical specifications in all three states,
shorter associated import timelines could reduce supply shock effects in
California.

If CARBOB were to be the agreed upon specification, there would be
positive air pollution impacts in all regionalized states.

Import and export flexibility could be enhanced for all three states.
Increased competition could decrease prices and reduce price spike risk.

Cons

The states must agree on common specifications. Legislative or at least
regulatory changes would be necessary in all states.

With CARBOB being the most difficult to produce, it is possible that the
agreed specification could lead to a less stringent emissions standard for
California. Cost and benefit impacts of such alignment must be assessed.
RVP and other gasoline specifications are included in the federally
required State Implementation Plan for air quality and cannot be
weakened without identifying substitute emission reductions.

Refiners may use the fungible fuel as a rationale to lower stocks and/or
storage, potentially increasing price spike risk.

Issues to
Resolve

Concurrence among multiple state entities in all states, which may not
be feasible.

Other

Northeast states were able to better manage heating oil and diesel stock
levels and demand surges when both products were aligned on sulfur
specifications.

7. Import Strategies

Import strategies intend to increase supply directly or indirectly by bringing in fuel from
refineries outside of the state. Across all strategies listed, timing is a critical challenge.
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A. Import Strategy: Resupply Compensation

Table 13. Import Strategy: Resupply Compensation

Topic Description
Statement of | If companies or traders are reluctant to purchase gasoline during a price
Initiative spike or supply shortage,>® a program could provide compensation to those

parties to stimulate transport of CARBOB fuel to California.

Scope Cargo size is 250-300 thousand barrels per ship. Limited supply sources for
CARBOB may make this a one-to-two ship per week option, approximately
40 to 80 TBD, or about 5 percent to 10 percent.

Pros = Incentives to stimulate shipments may result in additional CARBOB fuel
arriving in California.

= CARBOB consumption would remain approximately similar to existing
expectations.

Cons = Timing of resupply may occur too late due to logistical timelines.
Identification of refiner, manufacture of CARBOB, and vessel movement
to CA could take up to six weeks.

= Refiners or blenders who can produce CARBOB fuel are limited. At best
one-to-two ships per week (5 percent to 10 percent of demand) for
planning purposes.

= Could be very expensive if freight and price risk are “covered” for the
importer by the designated authority or program.

= Policy may also cause refiners to “wait and see” what the state may do
before they act, which would be counterproductive.

Issues to = Program development will require additional work. A bidding system or

Resolve reverse auction may be useful in this process.

= Would this option allow compensation for purchases of key blendstocks
(e.g., alkylate), or only CARBOB?

=  Who is allowed to compete for the incentives and how will the program
control who gets the incentive?

= Could this create a market distortion?

Other = Any program will need an ongoing authority to manage this process,
including timing and scope.

= Will the program be perceived as picking winners and losers? Will the
program be perceived as aiding Big QOil?

= While the program itself may become a short-term response mechanism,
delineating all the issues here may make take time.

59 During the Commissioner hearing on California Gas Price Spikes on November 29, 2022, CEC staff pointed out
that importers may be reluctant to purchase ships due to the expectation that in-state refinery capacity may
recover. This was evidenced in an attempted refinery restart during the 2015 Torrance refinery outage.
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B. Import Strategy: Short-Term Imports

Table 14. Import Strategy: Short-Term Imports

Topic

Description

Statement of
Initiative

The state creates a program or hires a trading company that takes on a
series of regular delivery contracts during critical risk periods to augment
gasoline supply via imports for a defined period.

Scope

Cargo size 250-300 thousand barrels per ship; one ship per week amounts
to about 35-50 TBD, about 5 percent of CA supply.

Pros

Provides security during times of increased supply shock risk.
Increasing total supply could decrease spot prices.

= May be a good buffer for longer-term larger shortages that arise during
the defined period.

Cons

= Potential high cost to the state. Because marine cargos are more
expensive, gasoline brought to the spot market will likely be sold at a
loss.

= CARBOB refiners outside of California are limited.

= Highly uncertain market reactivity to the program, depending on the
extent the program’s actions are known and market actors understand
how to optimize their behavior to the supply increase.
State actions in the spot market may result in objections of unfair
competition or “dumping.”

Issues to
Resolve

= How many cargo ships can be deployed to California ports?

= Does the pipeline have enough capacity to handle an increase in marine
imports?
Is there enough storage to handle the product imported?
How will the state negotiate with the Kinder Morgan pipeline system to
move fuel?

= How well known will the contracts, volumes, and spot market additions
be to other market participants?
How will costs from likely losses in the spot market be paid for?

Other

= If put in place, the state must establish an authority or program to
manage the entire process, as well as a contractor to manage the
logistical aspects of all stages of the program (e.g., purchase, shipping,
offloading, selling on the market, etc.).

C. Import Strategy: Reliable Imports

Table 15. Import Strategy: Reliable Imports

Topic

Description
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Statement of

As the transition unfolds, California may wish to consider developing a

Initiative relationship with a supplier and refiner or marketer to bring CARBOB into
California via regular ship loads so consumers are assured a reliable import
supply.

Scope Based on refinery gasoline production vs demand, a strategy may establish
5 percent to 10 percent greater supply than planned refinery production to
preserve a baseline supply above expected demand.

Pros = Having a CARBOB term contract with a major refiner (Reliance, Korea, or
a country in the Middle East) to provide (for example) 50 TBD — one-to-
two cargo ships per week. This would provide a cushion as State
CARBOB demand declines and refiners’ behavior remains uncertain.

Cons = It may be difficult to make appropriate financial and logistical
arrangements, such as import location and other logistics (how the fuel
is stored and sold, etc.).

= CARBOB refinery capacity outside of California is limited, although a term
commitment may better ensure reliable supply.
The State would be actively engaging in the market as a mechanism to
control supply, which may cause other market participants to disengage
or engage in other market gaming strategies.

Issues to = Will depend on where the ZEV transition impacts gasoline demand the

Resolve most and how refiners choose to operate their business in that
environment. That is, the option may need to react to how the refining
business changes with decreased demand.

Other = This is a transition-focused option and may not be something California

can direct. It is like Hawaii’s approach, which is heavily dependent on
imports but managed by industry stakeholders.
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D. Import Strategy: Jones Act Vessels

Table 16. Import Strategy: Jones Act Vessels

Topic

Description

Statement of
Initiative

State-leased or state-owned (i.e., state-managed) Jones Act tankers®® may
provide resiliency if the right refineries can produce the necessary gasoline
for the state’s needs in a timely fashion.

Scope

Standard ship capacity. Provide California with an available ship to move
fuel between domestic ports.

Pros

Would provide prompt marine capacity to load and discharge gasoline or
blendstocks.

Cons

Placing a vessel under lease on a “stand-by"” basis will be extremely
expensive, with unknown vessel management challenges (e.g., crew,
maintenance, etc.).

Standby location must be near port capable of rapid production shift
capacity to CARBOB, with associated uncertainties.

While there is some CARBOB production capability in the Pacific
Northwest, it may still take time to produce a batch suitable to load a
vessel.

There would need to be a commercial arrangement with a refiner to
supply the fuel to load the vessel.

Issues to
Resolve

Leasing capability and costs, terms of use and fuel acquisition assurance.
How would the state direct the ship operation and market the gasoline
after loading on the vessel?

What would be the procedure for utilizing the vessel and discharging the
gasoline?

Other

Should the State be in the business of buying and selling fuel?

60 The Jones Act requires that any cargo traveling by sea between two U.S. must be built in the United States
and be crewed by mostly U.S. citizens.
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Highly Complex Implementation Policies

8. Gas Price Stabilization Fund

Table 17. Overview of Gas Price Stabilization Fund

Topic Description

Statement of | During times of lower gas prices, fees would be levied in a variable manner

Initiative to then allow for stabilization initiatives during California-specific price
spikes.

Scope A means-tested fund disbursement program for middle- and low-income
gasoline vehicle owners would provide an offset to California-specific
gasoline price spikes.

Pros = Financial assistance provides some insulation against price spikes for

middle-to-low income Californians.
Fungibility of disbursement funds may also encourage conservation.
Cons Gas prices may remain consistently high throughout the year and the
difference between the average price in California and the average price
in the U.S. may widen.
= Public perceptions of the fund’s purpose may present a communications

challenge, as funds would not be disbursed for national price spikes
(e.g., when California spot markets prices are in alignment with NYMEX
RBOB prices).
It may be difficult to adopt a means-tested benefit program.

Issues to How to optimize fees during lower gas price periods?

Resolve Mitigating potential shortfalls in the fee offset fund?
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9. Cost of Service Model

Table 18. Overview of Cost-of-Service Model

Topic Description

Statement of | California would actively regulate the operating rules, prices, and rate of

Initiative return of petroleum fuel market operators similar to the current structure
used to manage private electric and fossil natural gas utilities as natural
monopolies.

Scope California sellers would be required to have prices approved by the

designated State authority and spending would have to be approved for cost
recovery in prices.

Pros = The state would have more control over the margins.

Cons = Current market operators do not have natural or logistical monopolies
like standard private electric and fossil natural gas utilities.

= Challenging to optimize operations and yields due to stricter regulatory
environment.

= Unclear how this would control trading parties.

Issues to = Is there concern about regulating fuels by California that are destined for

Resolve other states?

= Would permission need to be granted to change crude oil processing and
refinery product slate (refiners may produce 30 or more products at a
given refinery — not just one product such as electric utilities)?

Other * Are there other countries that utilize a model like this?
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10. State-Owned Refineries

Table 19. Overview of State-Owned Refineries

Topic Description

Statement of | The State of California would purchase and own refineries in the State to
Initiative manage the supply and price of gasoline.

Scope Could range from one refinery to all refineries in the state.

Pros = The State would operate a market independent source of production

which would eliminate potential market manipulation

Cons = Itis very expensive to purchase or compensate for refinery infrastructure
and will raise questions of liability and cost effectiveness when the
projected demand of gasoline will decline in the State over time.

= There are complex industrial processes that the State has no experience

in managing.
= Significant legal issues would need to be addressed.
Issues to = What does the State procurement process look like for such a
Resolve transaction?

= How would the state purchase crude, blendstocks, etc., and sell the
diverse products from one or more refineries?

= What would drive how the State managed the refinery? Profit? Maximize
production? Minimize production?

Other = As demand for fossil fuel declines, will the presence of State-owned
refineries inhibit an orderly phase out of refinery capacity?
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11. Retail Margin Management

Table 20. Overview of Retail Margin Management

Topic Description
Statement of | Measure, publicize, and potentially manage retail margins.
Initiative
Scope Assure that all gasoline that is sold at retail stations in California is not sold
at excessive retail margins.
Pros = Linking allowable retail dealer margins to a ceiling can reduce the lag in
restoration of retail prices after a spike.
= Transparency may foster faster responses to spot market changes. This
will likely mean prices increase faster, but the retailers will need to lower
prices faster as well, which will benefit consumers more based on
chronic lags in retail price declines.
Cons = Retail associations may object to publishing retail margins based on
actual data or limiting retail margins.
= Price caps do not have a history of effective implementation.
= It may be difficult to determine “reasonable” retail margins based on
varying costs of rent, land, labor at different stations or regions of CA.
= Burden for dealers to report their weekly fuels delivered costs vs the
average price for their sales (less taxes) to the administering body.
Issues to = As gasoline demand declines, increasing margin allowances may help
Resolve keep dealers in business and minimize job losses.
Other = Evidence presented to CEC indicates that retail prices increase with the

spot market but lag when the spot market declines.
= Historical evidence also shows that while refinery margins have gone up
and down, retail margins have consistently grown over time.
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Emergency Implementation Policies

Emergency Implementation Policies reflect potential actions the State may need to consider in
severe emergencies where physical supply of fuel is paramount. These types of events could
include earthquakes and other events, including major pipeline failures, extensive port dock
damage, broad power outages that close multiple refineries for multiple days. These policies
may have effects on fuel pricing, but their focus is more directed to managing emergency
supply shocks than addressing prices.

12. Railcar Replenishment

Table 21. Overview of Railcar Replenishment

Topic Description

Statement of | Use railcars to provide CARBOB or Conventional BOB to California.

Initiative

Scope A unit train (100 railcars) of refined gasoline hold 70 thousand barrels of

fuel — 3 million gallons. One unit train per day would cover about 8 percent
of California demand.

Pros Option for additional supply of finished fuel or blendstocks.
May be faster than marine movements from the Gulf Coast.

Cons Limited locations to load unit trains of gasoline or blendstocks at Gulf
Coast refineries.
Limited locations in CA to offload — which could be impacted by the
event, but this could be mitigated to an extent if transloaded from rail
cars into trucks.
Timing concerns of loading and unloading may limit the effectiveness.
Likely will not be effective if CARBOB is the required fuel (few non-
California refiners can produce it).

Issues to = Will need to confirm that rail receiving facilities in California are

Resolve operational for both gasoline and ethanol.
Should develop a catalogue of all terminals in California and their rail and
truck loading and receiving capability (or lack of).
Are there adequate railcars available?

Other Further study of this approach may indicate that there are potential

private sector pathways for a more commercial approach.
= The volume of demand that needs to be covered may be less than
normal if earthquakes impact roads and ability to commute.
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Overview

* Price spikes in California
e (Can be significant
e Usually short-lived at refinery wholesale level (spot price)
 Wholesale distribution terminal prices influenced by refinery spot
e Retail prices influenced by distribution terminal prices
e Market-based policy concepts
e Purpose to decrease magnitude of and/or duration of price spikes
e PMAC has proposed three preliminary concepts for discussion today
e Price Pressure Relief Valve (PPRV)
e @Gasoline inventory requirements
 Forward purchase of gasoline by state
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California Gasoline Price Changes
Retail, Rack and Refinery Wholesale
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Price Pressure Relief Valve (PPRV)

e Price pressure relief valve preliminary concept --

e California would allow gasoline to be sold that meets only Federal
Reformulated Gasoline (RFG) or conventional gasoline so long as the
seller paid a surcharge to the state.

 The surcharge would be set high enough, perhaps 25 cents per gallon,
so that during normal supply/demand balances in the market for CARB
gasoline there would be no incentive for a seller to utilize the non-CARB
option.

 The surcharge could be different for Federal RFG than for conventional
gasoline.

* Revenue from the surcharge could be used to offset any increased
pollution from the use of non-CARB gasoline, such as by buying back
older high-polluting cars.
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Price Pressure Relief Valve (PPRV)

PPRV — Issues that should be examined

How quickly do refinery wholesale prices peak and decline?

How rapidly can gasoline supplies be delivered to California from
outside the state?

What types of potential marine shipping limitations might exist?
How is gasoline usually distributed from refineries to retail stations?

What difficulties could be encountered by introducing non-complying
gasoline into this distribution system?

8/16/2016 .Iifornia Energy Commission





Price Pressure Relief Valve (PPRV)

e PPRV — How quickly do refinery wholesale prices peak and decline?
 Normally spot prices changes are less than 5 cpg between one business
day and the next
= 69 to 75 percent of time during 2014
= 48 to 59 percent during 2015
= 63 to 74 percent of time during Y-T-D 2016
e Changes that were between 5 and 10 cpg
= 21 to 26 percent of time during 2014
= 28 to 32 percent during 2015
= 24 to 28 percent of time during Y-T-D 2016
 Changes that were greater than 10 cpg
= 4to5 percent of time during 2014
= 12 to 20 percent during 2015
= 2 to 8 percent of time during Y-T-D 2016
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Price Pressure Relief Valve (PPRV)

PPRV — How rapidly can gasoline supplies be delivered to California
from outside the state?

* Importation of non-California gasoline in response to a price spike
requires a minimum amount of time to:

Identify a supply source — 1 day

Locate and arrange for a spot lease of a marine vessel — 1 to 2 days
Transit time for the vessel to arrive at the supply source — 1 to 3 days
Load the vessel with the non-California gasoline — 1 to 3 days

Transit time to a California marine terminal — 2 to 21 days

Discharge time for marine vessel — 1 to 3 days

Total combined time — 7 to 33 days — could be longer

* Most price spikes in the spot pipeline markets for gasoline peak and
begin to recede within 7 days

Refinery wholesale price spike is usually over before a cargo can be
delivered, damage is already done — spot increase has been passed along
to wholesale rack and retail prices —importer at risk of losing money
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Price Pressure Relief Valve (PPRV)

PPRV — What types of potential marine
shipping limitations might exist?
e Movement of goods from one U.S. port

to another U.S. port requires use of a | | o
. . Figure 1: Average Daily Operating Costs by
Jones Act certified marine vessel Vessel Type. 2010*
= Vessel that is constructed, owned, Containership $21,194
operated, and crewed by U.S. entities RORO $19.200
O Nationwide, 51 Jones Act eligible Bulk Cassier §17.636
tankers in service as of 5/31/16
= Availability of these vessels is normally $20.053
.. . Average+ $7.454 20,1
limited, especially along the West Coast
= Cost of Jones Act vessels is normally mU.S Flag W Foreign-Flag
greater than that of foreign-flagged *US-flag costs are weighted by the number of vessels in
. R each operator’s U5 -flag fleet.
tankers — at times Slgnlflca ntly more +Tanker costs omitted to protect operator confidentiality.

expensive

Figure Source: Comparison of U.S. and Foreign-Flag Operating Costs, US DOT Maritime Administration, September
2011, page 4.
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Price Pressure Relief Valve (PPRV)

e PPRV — How is gasoline usually distributed from refineries to retail
stations?

 There are approximately 55 to 60 distribution terminals that are used to
load tanker trucks prior to delivery to retail stations and card-lock
facilities

 Nearly all of these terminals are connected via petroleum product
pipeline segments and systems that are either proprietary or common
carrier status

e Spare storage tankage is generally limited

e Gasoline shipped through the pipeline distribution systems is first
“created” in final shipment tanks by the mixing of several different types
of gasoline blending components in specific ratios intended to comply
with gasoline specifications and minimize production costs

* This “base” gasoline is shipped to these distribution terminals where
ethanol is introduced to the gasoline when tanker trucks are loaded
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Price Pressure Relief Valve (PPRV)

) PPRV — What difficulties could be encountered by introducing non-
complying gasoline into this distribution system?

* The number and size of storage tanks at distribution terminals is based on the
maximum quantity of petroleum product that is historically delivered to each
location during a pipeline “cycle” that is between 7 to 8 days in length

At most distribution terminals, receipts of gasoline in the pipeline are directed
to community storage tanks that contain deliveries from multiple refineries
= Receipt of non-complying gasoline into these community storage tanks would
contaminate the other gasolines

= Ability to enforce gasoline regulations downstream of terminals would be
compromised for all locations receiving gasoline from these contaminated
community storage tanks
e Could be similar problem for marine importing infrastructure — depending on
nature of storage tank and interconnecting pipeline segments used to discharge
cargoes of gasoline from marine vessels

'alifornia Energy Commission





Minimum Gasoline Inventory Holdings

* |nventory requirements for each fuel seller preliminary concept --

California would require every seller of CARB gasoline to hold inventory
— either physically themselves or through legal control of inventory held
by another entity — equal to X% of the seller’s monthly average CARB
sales volume, during normal supply times.

If the regulatory entity (i.e. the CEC) were to determine CARB gasoline
prices are abnormally high, it could then temporarily reduce the
inventory requirement, allowing additional supplies to be released into
the market.
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Minimum Gasoline Inventory Holdings

e Minimum Inventory — Issues that should be examined

e How do refiners & other marketers use their storage tanks?
e How might minimum inventory levels impact operations?

e Reaction to requirement?
 Reduction of strategic inventories by non-refiners?
e Construction of new storage tanks?

e What would be the trigger?
e Specific or subjection “release” mechanisms?

* Are there other “storage-related” concepts that should also be
examined?
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Minimum Gasoline Inventory Holdings

Minimum Inventory — How do refiners & other marketers use their
storage tanks?

e Storage tanks associated with gasoline:
= @Gasoline blending components
= Blending tanks
= Strategic inventory — such as alkylate storage
O Both refiners and non-refiners
= Distribution terminals

O Tanks cycle from full to empty and back with each pipeline delivery
cycle

8/16/2016 -fornia Energy Commission
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Minimum Gasoline Inventory Holdings

Tank capacity schematic

eia’

unavailable space

contingency space

maximum operating

net available
inventary level

shell capacity

===

working
Reduced working Eta”r:gf
storage capacity pacty

inventory level

— — — — suctionling — — — — 4 —
tank bottoms

Limiting the draw down level for current in-service storage tanks will

decrease working storage capacity, impeding operational capability of
refiners and marketers

How would the average market-clearing price of gasoline be impacted over
the longer-term?
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Minimum Gasoline Inventory Holdings

Minimum Inventory — Reaction to requirement?

e Reduction of strategic inventories by non-refiners is possible

= Traders and other non-refiners hold strategic inventory of gasoline and/or
components

= Do not necessarily have ongoing contractual obligations to supply

= These market participants provide at-hand gasoline inventory to sell to
refiners during periods of unplanned outages

= |tis possible that some or most of these participants would exit the
California market — which could impact availability of strategic gasoline
supplies

e Construction of new storage tankage
= New tankage could be constructed in response to this concept
O How much capacity might be constructed & where?
O What are the costs and who would initially pay?
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Minimum Gasoline Inventory Holdings

Minimum Inventory — What would be the trigger?

e Types of “release” mechanisms
= Specific price increase
O What price —rack, spot pipeline, average state retail?
O What is the number and over what period of time?
= Subjective release mechanism
O |If criteria for release is too vague or has any subjective language there
could be additional uncertainty injected in the marketplace
e After the “release”
=  How much time is allowed to refill minimum inventory obligation?

=  Where would resupply come from & how might that “phantom demand”
impact the marketplace?

= Whatis there is another temporary supply imbalance that triggers the
mechanism prior to restocking of inventories?
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Minimum Gasoline Inventory Holdings

e Minimum Inventory — Are there other “storage-related” concepts that
should also be examined?

e Should consider examination of other “storage-related” concepts

= Construction of new storage tanks at end-of-pipeline distribution terminals
0 Contingency planning benefit during fuel shortages

" |ncentives designed to encourage construction of new storage tank

capacity

O What type
O Locations
O Quantity
0 Who pays
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California Forward Purchase of Gasoline

e California forward purchase of gasoline to reduce import risk
preliminary concept --

The state buys 1-2% of all CARB gasoline used in California. The state
would contract with one or more sellers to deliver the gasoline needed

by the state on a forward basis, with contracts signed 1-2 months ahead
of delivery.

Such forward contracting could reduce the price risk that a fuel importer
faces when arranging for delivery of CARB gasoline, which generally
takes 1-2 months from the time of the order.

During times of abnormally high gasoline prices, the state might want to
focus such contracting on sellers who would fulfill the contract by
importing gasoline from out of state.
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California Forward Purchase of Gasoline

e Forward Purchase — Issues that should be examined

e What are the structure & duration of state fuel contracts?
= Who are the current vendors of state gasoline contracts?
= Are fuel supplies sourced by vendors from one or several locations?

= How do typical gasoline import cargo volumes compare to state contract
totals?

* Has forward purchasing concept been previously assessed by the state?

8/16/2016 .ifornia Energy Commission 20





California Forward Purchase of Gasoline

e What are the structure & duration of state fuel contracts?
 Fuel cost is indexed to OPIS posted prices

* Regions of state are linked to specific geographic terminal racks
= Eureka, Sacramento, Fresno, Los Angeles, Barstow, and San Diego

e Fuel prices also include charges for LCFS and CAR valuations
* Differentials agreed to by winning vendors range between 0.5 and 7.6 cpg
e Current fuel contracts are 3 years in length - 05/01/2014 through 04/30/2017

Contract Cost Structure:

GASOLINE, DIESEL #2, and ETHANOL (E-85) FUELS: The contract cost will be based on four (4) factors:
Region Base Market Cost (RBMC), CAR Cost Fee, LCFS Cost Fee and the Differential Cost. The following
formula outlines the contract price to be paid by the ordering agency:

REGION BASE MARKET PRICE + CARCOSTFEE + LCFS COST FEE + DIFFERENTIAL = COMPOSITE PRICE
(Posted daily by the Contract (Posted daily by the Contract (Posted daily by the Contract (Provided by the Supplier)
Administrator using OPIS data) Administrator using OPIS data)  Administrator using OPIS data)

Source: Department of General Services (DGS), Contract Users Instructions, contract number 1-14-91-02-A, Supplement 6.
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 Who are the current vendors of state gasoline contracts?
e Two vendors are current suppliers for gasoline under the state contract

PINNACLE
7a\ PETROLEUM,INC

 Not refiners nor importers of marine cargoes

* Vendors obtain gasoline from various distribution terminals as identified in DGS
contracts — not a single location

e Multiple California refiners are likely source of this gasoline

e Typical import cargoes of gasoline are about 300,000 barrels — about 2 to 4
weeks-worth of total statewide gasoline contract volumes

e But imports of gasoline are normally discharged in one port while DGS contracts
require delivery to over 700 locations throughout the state

I.‘,alifornia Energy Commission





California Forward Purchase of Gasoline

Has forward purchasing concept been previously assessed by the
state?

* Yes, findings published in April 2003 — CEC Draft Consultant Report P600-03-
007D

State agencies weekly buy a quantity ol gasoline
(i.e., about one million gallons) on the order ol one
pipeline piece. An increase in volume of one piece per
week would make some difference to the functioning
of the forward market, since the daily volume is only
a lew pieces, but the state’s trading would be unlikely
to transform the market. In any case, because the
state agencies need gasoline at many locations (and in
small amounts), the state itself could not disperse one
pipeline piece. Yet more problematic, all the state’s
procedures for procurement and inventory control
exemplily the rigidity opposite to the [lexibility
needed for sophisticated trading in forward markets.

Source: “Price Spikes and Forward Markets for Gasoline”, Jeffrey
Williams and Jennifer Thompson

* Are these conclusions still valid 13 years later?

8/16/2016 - Energy Commission 53





Additional Questions?

Source: VisitCalifornia.com — Delta King and Tower Bridge over Sacramento River.
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STATE OF CALIFORNIA

AUTHENTICATED

ELECTRONIC LEGAL MATERIAL

Senate Bill No. 237

CHAPTER 118

An act to amend Sections 8670.28 and 8670.37.51 of, and to add Section
51014.1 to, the Government Code, to add Section 43830.5 to the Health
and Safety Code, and to amend Sections 25371 and 30262 of , to add Section
25371.4t0, and to add and repeal Section 21080.81 of, the Public Resources
Code, relating to oil and gas.

[Approved by Governor September 19, 2025. Filed with
Secretary of State September 19, 2025.]

LEGISLATIVE COUNSEL’S DIGEST

SB 237, Grayson. Oil spill prevention: gasoline specifications. suspension:
Cdifornia Environmental Quality Act: exemptions. County of Kern:
transportation fuels assessment: coastal resources.

(1) The Lempert-Keene-Seastrand Oil Spill Prevention and Response
Act generally requires the administrator for oil spill response, acting at the
direction of the Governor, to implement activities relating to oil spill
response, including emergency drills and preparedness, and oil spill
containment and cleanup, and to represent the state in any coordinated
response efforts with the federal government. Existing law requires the
Governor to establish a California il spill contingency plan that provides
for an integrated and effective state procedure to combat the results of major
oil spills within the state and that specifies state agencies to implement the
plan. Existing law requires the administrator to adopt and implement
regulations governing the adequacy of oil spill contingency plans to be
prepared and implemented and requires the regulations to provide for the
best achievabl e protection of coastal and marinewaters. Existing law requires
these regulations to permit the devel opment, application, and use of an ail
spill contingency plan for similar vessels, pipelines, terminals, and facilities
within a single company or organization, and across companies and
organizations. Existing law requires these regulations to ensure, among
other things, standards for determining a reasonable worst case oil spill.

Under the act, the owner or operator of a facility where a spill could
impact waters of the state is required apply for and obtain a certificate of
financial responsibility issued by the administrator for the facility or the oil
to be handled, stored, or transported by the facility.

This bill would require the administrator to publicly post a list of all
applicationsfor certificates of financial responsibility submitted by facility
owners and operators on theinternet website of the Office of Spill Prevention
and Response and would require the posting to include specified information
about applicants, including reasonable worst case spill volume of the facility
to be covered by the certificate and the amount of financial responsibility
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Ch. 118 —2—

demonstrated, as provided. Thisbill would, commencing January 15, 2027,
and at least once every 10 yearsthereafter, require the administrator to solicit
public input regarding both (A) the appropriateness of the reasonable worst
case spill volumesfor facilities and (B) the appropriateness of the financial

responsibility requirements for facilities. The bill would require the
supervisor, based on this feedback, to review and, as appropriate, revise the
criteriaand formulasfor (A) calculating reasonable worst case spill volume
and (B) calculating thefinancia assurances and setting the maximum amount
of acertificate of financial responsibility necessary to respond to an oil spill,

as provided.

(2) The Elder California Pipeline Safety Act of 1981 requires the State
Fire Marshal to administer provisions regulating theinspection of intrastate
pipelines used for the transportation of hazardous liquid. A violation of the
actisacrime.

This bill would prohibit the restarting of an existing oil pipelinethat is 6
inches or larger that has been idle, inactive, or out of servicefor 5 years or
more without passing a spike hydrostatic testing program that meets the
requirements established by the State Fire Marshal, as provided. By
expanding the scope of a crime, the bill would impose a state-mandated
local program. The bill would require these tests to be performed by a
qualified testing company, as provided. The bill would require the Office
of the State Fire Marshal to promulgate regulations as necessary to
implement these provisions. The bill would require the State Fire Marshal
to post on its public internet website information fully characterizing the
parameters and results of each hydrostatic spike test performed, subject to
any information deemed confidential and proprietary, no less than 30
calendar days after each hydrostatic spike test is conducted.

(3) Existing law authorizes the State Air Resources Board (state board)
to adopt and implement motor vehicle fuel specifications for the control of
air contaminantsand sources of air pollution. Existing law requiresthe state
board to establish, by regulation, maximum standards for the volatility of
gasoline, as provided. Pursuant to these authorizations, the state board has
adopted the California Reformulated Gasoline regulations establishing
Cdlifornia-specific gasoline specifications for various regions of the state
at specified time periods. Existing regulations also prohibit a person from
selling, offering for sale, supplying, offering for supply, or transporting
Cdlifornia gasoline that exceeds the applicable cap limit for Reid vapor
pressure within each of specified air basins during various defined regul atory
periods throughout the year.

This bill would require the Governor to suspend those regulatory control
periods on which gasoline exceeding the Reid vapor pressure may be sold
or supplied for use in the state, if the Governor, in consultation with the
state board and the State Energy Resources Conservation and Devel opment
Commission, determines the average retail gasoline price increased
substantially or is projected to increase substantially within any 30-day
period and a suspension is necessary to protect consumersin the state from
extraordinary gasoline price increases and determines, in the Governor’'s
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discretion, that suspension is prudent and unlikely to yield unintended
consequences. The bill would require the Governor, in considering whether
to suspend the regulatory control periods, to consider the air quality effects
and options to mitigate those effects, if necessary and subject to available
resources.

(4) Existing law requires the State Energy Resources Conservation and
Development Commission (energy commission), on or before January 1,
2024, and every 3 yearsthereafter, to submit an assessment to the Governor
and the Legislature that, among other things, identifies methods to ensure
a reliable supply of affordable and safe transportation fuels in California
and evaluates the price of transportation fuels, including branded and
unbranded retail prices, alternate formulations of gasolinewith lower carbon
impact, and other products suitable for production from refineries in
Cdlifornia, as provided.

This bill would require the next version of the above-described
transportation fuel's assessment to evaluate the cost and supply impacts of
allowing the sale of gasoline with alternative specifications from the state
board's gasoline specifications, as provided. The bill would require the
energy commission to recommend astrategy to facilitate the sale of gasoline
with those alternative specifications that, at a minimum, considers atrigger
mechanism for when the gasoline with those alternative specifications may
be sold, the existing variance process, and the use of afee associated with
the sale of the gasoline with those alternative specifications, as provided.
The bill would additionally require the next version of this assessment to
evaluate the development of westwide gasoline specification that could be
used in awestern region to include Californiaand areas outside of California
asan aternative to the California-specific specification in order to stabilize
the petroleum market and petroleum prices in the western region, as
provided. The bill would additionally require the energy commission, on
or before March 31, 2026, to submit an assessment to the Governor and the
Legislature that eval uates recommendations and strategiesidentified by the
vice chair of the energy commission in a specified letter, and offers
recommendations to the Legislature on potential changes to working group
authorities or structures to support the state's reliable, equitable, safe, and
affordable transition away from petroleum fuels.

(5) The Cdlifornia Environmental Quality Act (CEQA) requires a lead
agency, as defined, to prepare, or cause to be prepared, and certify the
completion of an environmental impact report on a project that it proposes
to carry out or approve that may have asignificant effect on the environment
or to adopt a negative declaration if it finds that the project will not have
that effect. CEQA also requires alead agency to prepare amitigated negative
declaration for aproject that may have asignificant effect on the environment
if revisions in the project would avoid or mitigate that effect and there is
no substantial evidencethat the project, asrevised, would have asignificant
effect on the environment. CEQA prohibits alead agency or aresponsible
agency from requiring the preparation of a subsequent or supplemental EIR
unless one or more of 3 specified events occurs.
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Existing law establishes the Geologic Energy Management Division in
the Department of Conservation under the direction of the State Oil and
Gas Supervisor, who is required to supervise the drilling, operation,
maintenance, and abandonment of oil and gas wells in the state and the
operation, maintenance, and removal or abandonment of tanksand facilities
related to oil and gas production within an oil and gasfield so asto prevent
damageto life, health, property, and natural resources. Existing law requires
the operator of a well to file a written notice of intention to commence
drilling with, and prohibits any drilling until approva is given by, the
supervisor or district deputy. Existing law prohibits the division from
approving any notice of intention within a health protection zone, defined
asthe areawithin 3,200 feet of certain residential, educational, health care,
detention, or business facilities, except approvals necessary for specified
purposes. Existing law requires oil or gas production facilities or wellswith
awellhead within a health protection zone to comply with specified health,
safety, and environmental requirements, as provided.

This bill would, among other things, deem a specified County of Kern
environmental impact report sufficient for full compliance with the
requirements of CEQA for purposes of consideration and adoption of
amended revisions to a specified County of Kern zoning ordinance, and
would establish that this determination of full compliance shall befinal and
conclusive for purposes of reliance on that environmental impact report by
any responsible agency, as provided. The bill would establish that projects
that satisfy the requirements of that zoning ordinance and that are approved
by the County of Kern under that ordinance are deemed sufficient for full
compliance with CEQA and no further environmental review shal be
required pursuant to CEQA. This bill would prospectively apply these
provisions concerning CEQA compliance to any approvals by the County
of Kern with respect to the permitting of oil and gas production operations
under any adopted local ordinance and associated development. The bill
would also apply these provisions prospectively and retroactively to any
pending causes of action and claims for which no final nonappealable
judgment has been entered, as provided.

The bill would prohibit the granting of approvals by the County of Kern
or the Geologic Energy Management Division in reliance on that
environmental impact report for any operation located in ahealth protection
zone, regardless of whether the above-described prohibitions on health
protection zones are enforceable. The bill would require the division to be
thelead agency for projectsin Kern County that include approval of anotice
of intention to drill or rework an oil or gaswell within 3,200 feet of specified
types of buildings, to the extent such projects may be authorized by law.
Thebill would prohibit the division from approving more than 2,000 notices
of intention to drill new wells in reliance on that environmental impact
report as a responsible agency, unless the State Energy Resources
Conservation and Development Commission makes a forma finding that
additional permit issuance is necessary for in-state crude oil production to
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supply 25% of in-state refinery feedstock demand, and that such production
would likely help reduce costs for retail consumers of gasoline in the state.

The bill would repeal al of the above-described provisions concerning
CEQA in the County of Kern on January 1, 2036.

To the extent a lead agency would be required to determine the
applicability of some of the above-described exemptions and determinations
of full compliance with CEQA, the bill would impose a state-mandated
local program.

(6) The California Coastal Act of 1976 requires a person wishing to
perform or undertake any devel opment in the coastal zoneto obtain acoastal
development permit. The act encourages coastal-dependent industrial
facilitiesto locate or expand within existing sites and requiresthat facilities
be permitted reasonable long-term growth, as provided. The act specifies
that new or expanded oil and gas development is not to be considered a
coastal-dependent industrial facility and is to be permitted only if it is
consistent with the act and meets certain requirements, including a
requirement that oil produced offshore is to be transported onshore by
pipeline using the best achievable technology, as defined, and onshore
transport of the oil to processing and refining facilities by pipeline. The act
applies the pipeline requirements on new or expanded oil extraction
operations, and defines terms for these purposes, including the term
“expanded oil extraction.” The act authorizes the transport of the oil by
other modes of transportation if certain conditions are met.

Thishill would require the onshore transportation of the oil to processing
and refining facilities to use the best available technology, as provided. The
bill would repeal authorization for the use of aternative modes of
transportation. The bill would revise the definition of “expanded ail
extraction” to include reactivation of a facility idled, inactive, or out of
service for more than 5 years, or an increase in oil extraction from the use
of hydraulic fracturing, extended reach drilling, acidization, or other
unconventional technologies.

The act authorizes the repair and maintenance of an existing oil and gas
facility to be permitted as a coastal-dependent industria facility if certain
requirements are met.

The bill would require a person to obtain a new coastal development
permit for the repair, reactivation, and maintenance of an oil and gasfacility,
including an oil pipeline, that has been idled, inactive, or out of servicefor
5 years or more.

Because the bill would impose additional duties on alocal government
with a certified local coastal program in processing and reviewing an
application for a coastal development permit, this bill would impose a
state-mandated local program.

(7) Existing constitutional provisionsrequirethat astatute that limitsthe
right of access to the meetings of public bodies or the writings of public
officials and agencies be adopted with findings demonstrating the interest
protected by the limitation and the need for protecting that interest.

This bill would make legidative findings to that effect.
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(8) Thisbill would make legislative findings and declarations as to the
necessity of aspecia statute for the County of Kern.

(9) The Cdlifornia Constitution requires the state to reimburse local
agenciesand school districtsfor certain costs mandated by the state. Statutory
provisions establish procedures for making that reimbursement.

This bill would provide that with regard to certain mandates no
reimbursement is required by this act for a specified reason.

With regard to any other mandates, this bill would provide that, if the
Commission on State Mandates determines that the bill contains costs so
mandated by the state, reimbursement for those costs shall be made pursuant
to the statutory provisions noted above.

The people of the Sate of California do enact as follows:

SECTION 1. The Legidature finds and declares all of the following:

(@) InCadlifornia, the success of the state’s decarbonization strategies has
moved the state’s transportation sector from its early transition phase into
the*“mid-transition” phase, in which the state must simultaneously continue
supporting the rapid expansion of a zero-emission and low-carbon
transportation system while actively retiring theincumbent fossil fuel-based
systems.

(b) A letter from the State Energy Resources Conservation and
Development Commission to Governor Newsom, published in June 2025,
recommended that the state, “Implement a suite of policies and programs
to ensure environmental, public health, labor, economic, and consumer
protections for a successfully managed transportation fuels transition [ ...]
Proactive planning and resources will be necessary to prepare communities
for afuture without petroleum industry, including refineries, and to ensure
that fossil fuel-related legacies do not cause new harm.”

(c) The state lacks explicit requirements for a refinery’s closure or
otherwise cessation of refining, despite the state now anticipating those
closures.

(d) The state has an interest in understanding its potential financial
liabilities. Absent any firm assurances to remediate these lands after a
refinery’s eventual closure, the obligations to fund cleanup are likely to fall
upon the state and, by extension, the taxpayers, causing hundreds of prime
acres to remain in disuse and leach hazardous waste or contaminants into
surrounding communities for years.

(e) Refineries are magjor local employers and provide high-paying jobs
to thousands of workers.

(f) Communities located near refineries and oil and gas extraction
infrastructure bear the brunt of pollution in the state and have
disproportionate negative health outcomes.

(g) The state should protect communities and assist workers in the
transition through a holistic suite of policiesto ensure the health and safety
of the people of the State of California.
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(h) It is the intent of the Legidlature for the State Energy Resources
Conservation and Development Commission to convene a working group
that, at a minimum, includes representation from the State Air Resources
Board, relevant local air districts, and any other state, local, or regional
governmental entities that the commission deems appropriate to coordinate
implementation of statutes, regulations, and additional authorities and
provide recommendations to the Legislature on permitting changes and
reforms to support the state’s reliable, equitable, safe, and affordable
transition away from petroleum fuels and the achievement of state climate
and air quality goals and mandates.

(i) It is the intent of the Legidature to enact immediate measures to
stabilize the transportation fuels market and to take future action to
holistically address the mid-transition.

SEC. 2. Section 8670.28 of the Government Code is amended to read:

8670.28. (&) Theadministrator, taking into consideration the facility or
vessel contingency plan regquirements of the State Lands Commission, the
Office of the State Fire Marshal, the California Coastal Commission, and
other state and federal agencies, shall adopt and implement regulations
governing the adequacy of oil spill contingency plans to be prepared and
implemented under this article. All regulations shall be developed in
consultation with the Oil Spill Technical Advisory Committee, and shall
be consistent with the Californiaoil spill contingency plan and not in conflict
with the National Contingency Plan. The regulations shall provide for the
best achievable protection of the waters and natural resources of the state.
Theregulations shall permit the development, application, and use of an oil
spill contingency plan for similar vessels, pipelines, terminals, and facilities
within a single company or organization, and across companies and
organizations. The regulations shall, at a minimum, ensure all of the
following:

(1) All areas of state waters are at all times protected by prevention,
response, containment, and cleanup equipment and operations.

(2) Standards set for response, containment, and cleanup equipment and
operations are maintained and regularly improved to protect the resources
of the state.

(3) All appropriate personnel employed by operators required to have a
contingency plan receivetrainingin oil spill response and cleanup equipment
usage and operations.

(4) Each oil spill contingency plan provides for appropriate financial or
contractual arrangements for all necessary equipment and services for the
response, containment, and cleanup of a reasonable worst case oil spill
scenario for each areathe plan addresses.

(5) Each ail spill contingency plan demonstrates that all protection
measures are being taken to reduce the possibility of an oil spill occurring
asaresult of the operation of the facility or vessel. The protection measures
shall include, but not be limited to, response to disabled vessels and
identification of those measures taken to comply with requirements of
Division 7.8 (commencing with Section 8750) of the Public Resources Code.
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(6) Each ail spill contingency plan identifies the types of equipment that
can be used, the location of the equipment, and the time taken to deliver the
equipment.

(7) Each facility, as determined by the administrator, conducts a hazard
and operability study to identify the hazards associated with the operation
of the facility, including the use of the facility by vessels, due to operating
error, equipment failure, and external events. For the hazards identified in
the hazard and operability studies, the facility shall conduct an offsite
consequence analysis that, for the most likely hazards, assumes pessimistic
water and air dispersion and other adverse environmental conditions.

(8) Each ail spill contingency plan contains alist of contacts to call in
the event of a drill, threatened discharge of ail, or discharge of oil.

(9) Each oil spill contingency plan identifies the measures to be taken to
protect the recreational and environmentally sensitive areas that would be
threatened by a reasonable worst case oil spill scenario.

(10) (A) Standardsfor determining a reasonable worst case oil spill.

(B) Commencing January 15, 2027, and at least once every 10 years
thereafter, in order to increase public participation, the administrator shall
solicit public input regarding the appropriateness of the reasonable worst
case spill volumes for facilities. Based on this feedback, the administrator
shall review and, as appropriate, revise the criteria and formulas for
calculating reasonable worst case spill volumes to reflect the best available
information. If revisions are appropriate, the administrator shall initiate a
rulemaking action pursuant to the Administrative Procedure Act (Chapter
3.5 (commencing with Section 11340) of Part 1 of Division 3), which
includes a public notice and comment process.

(C) Notwithstanding subparagraphs (A) and (B), for a nontank vessel,
the reasonable worst case is a spill of the total volume of the largest fuel
tank on the nontank vessel.

(11) Each oil spill contingency plan specifies an agent for service of
process. The agent shall be located in this state.

(12) Thereview and potential subsequent rulemaking action pursuant to
paragraph (10) shall be combined with and be used to inform the review
and potential subsegquent rulemaking action pursuant to paragraph (3) of
subdivision (d) of Section 8670.37.51, related to financia responsibility.

(b) Theregulations and guidelines adopted pursuant to this section shall
also include provisions to provide for public review and comment on
submitted oil spill contingency plans.

(c) The regulations adopted pursuant to this section shall specifically
address the types of equipment that will be necessary, the maximum time
that will be allowed for deployment, the maximum distance to cooperating
response entities, the amounts of dispersant, and the maximum time required
for application should the use of dispersants be approved. Upon a
determination by the administrator that booming is appropriate at the site
and necessary to provide best achievable protection, the regulations shall
require that vessels engaged in lightering operations be boomed prior to the
commencement of operations.
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(d) The administrator shall adopt regulations and guidelines for oil spill
contingency planswith regard to mobiletransfer units, small marinefueling
facilities, and vessels carrying oil as secondary cargo that acknowledge the
reduced risk of damage from ail spillsfrom those units, facilities, and vessels
while maintaining the best achievable protection for the public health and
safety and the environment.

SEC. 3. Section 8670.37.51 of the Government Code is amended to
read:

8670.37.51. (a) A tank vessel or vessdl carrying oil asasecondary cargo
shall not be used to transport oil across waters of the state unless the owner
or operator has applied for and obtained a certificate of financial
responsibility issued by the administrator for that vessel or for the owner
of al of the oil contained in and to be transferred to or from that vessel.

(b) An operator of a marine terminal within the state shall not transfer
oil toor from atank vessel or vessdl carrying oil asasecondary cargo unless
the operator of the marine terminal has received a copy of a certificate of
financial responsibility issued by the administrator for the operator of that
vessal or for all of the oil contained in and to be transferred to or from that
vessd.

(c) An operator of a marine terminal within the state shall not transfer
oil to or from any vessel that isor isintended to be used for transporting oil
ascargo to or from asecond vessel unlessthe operator of the marineterminal
has first received a copy of a certificate of financia responsibility issued
by the administrator for the person responsible for both thefirst and second
vessels or al of the oil contained in both vessels, aswell asal the oil to be
transferred to or from both vessels.

(d) (1) An owner or operator of a facility where a spill could impact
waters of the state shall apply for and obtain a certificate of financial
responsibility issued by the administrator for the facility or the oil to be
handled, stored, or transported by the facility.

(2) Theadministrator shall publicly post on the Office of Spill Prevention
and Response internet website a list of al applications for certificates of
financial responsibility submitted by facility owners and operators. The
posting shall include the legal name of the applicant, the name and reasonable
worst case spill volume of the facility to be covered by the certificate, the
amount of financial responsibility demonstrated, and the type of evidence
furnished to demonstrate the financial responsibility. The administrator shall
post thisinformation within seven business days of receiving an application.

(3) Commencing January 15, 2027, and at least once every 10 years
thereafter, in order to increase public participation, the administrator shall
solicit public input regarding the appropriateness of the financia
responsibility requirements for facilities. Based on this feedback, the
administrator shall review and, as appropriate, revise the criteria and
formulas for calculating the financial assurances and setting the maximum
amount of a certificate of financial responsibility necessary to respond to
an oil spill to reflect the best available information, pursuant to the
rulemaking requirements of the Administrative Procedure Act (Chapter 3.5
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(commencing with Section 11340) of Part 1 of Division 3), which includes
a public notice and comment process.

(e) Pursuant to Section 8670.37.58, nontank vessels shall aobtain a
certificate of financial responsibility.

SEC. 4. Section 51014.1 is added to the Government Code, to read:

51014.1. (&) Any existing oil pipeline that is six inches or larger that
has beenidle, inactive, or out of servicefor five years or more, shall not be
restarted without passing a spike hydrostatic testing program.

(b) (1) (A) Thehydrostatic spiketest shall be at |east 139 percent of the
maximum operating pressure of the pipeline and shall not exceed 80 percent
of the specific minimum yield strength, as determined appropriate by the
State Fire Marshal.

(B) Notwithstanding subparagraph (A), at the operator’s request, the
minimum hydrostatic spike test pressure may be lower than 100 percent of
the specified minimum yield strength if the maximum operating pressure
of the pipelineis correspondingly reduced.

(i) Pursuant to this subparagraph the hydrostatic spike test shall be at
least 139 percent of the reduced maximum operating pressure of the pipeline,
as determined appropriate by the State Fire Marshal.

(ii) The hydrostatic spike test shall be performed in segments to ensure
every elevation point is tested.

(2) If the specified minimum yield strength is unknown, the specified
minimum yield strength shall be determined pursuant to Section 195.106(b)
of Title 49 of the Code of Federal Regulations before performing the
hydrostatic spike test.

(c) The hydrostatic spike test shall be no more than 15 minutes, and be
immediately followed by a hydrostatic test, which shall be held for a
minimum of eight hours and meet the requirements of the State Fire Marshal.

(d) The hydrostatic and hydrostatic spike test shall be performed in
segments to ensure every elevation point is tested.

(e) All tests shall be performed by a qualified testing company that is
compliant with this chapter, as determined by the State Fire Marshal.

(f) The Office of the State Fire Marshal shall promulgate regulations as
necessary to implement this section.

(9) The requirements of this section shall become operative upon the
effective date of this statute.

(h) The State Fire Marshal shall post on its public internet website
information fully characterizing the parameters and results of each
hydrostatic spike test performed, subject to any such information deemed
confidential and proprietary, no less than 30 calendar days after each
hydrostatic spike test is conducted pursuant to this section.

SEC. 5. Section43830.5 isadded to the Health and Safety Code, to read:

43830.5. Notwithstanding any other law, the Governor shall suspend
the regulatory control periods under Section 2262.4 of Title 13 of the
California Code of Regulations, during which gasoline exceeding the Reid
vapor pressure limits in Title 13, Section 2262 of the California Code of
Regulations may not be sold or supplied for usein the state, if the Governor,
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in consultation with the State Energy Resources Conservation and
Devel opment Commission and the state board, determinesthe average retail
gasoline priceincreased substantially or is projected to increase substantially
within any 30-day period and asuspension isnecessary to protect consumers
in the state from extraordinary gasoline price increases and determines, in
the Governor’s discretion, that suspension is prudent and unlikely to yield
unintended consequences. In considering whether to suspend the regulatory
control periods, asdescribed in this section, the Governor shall consider the
air quality effects and options to mitigate those effects, if necessary and
subject to available resources.

SEC. 6. Section 21080.81 is added to the Public Resources Code, to
read:

21080.81. (a) The Legidaturefinds and declares all of the following:

(1) TheLegislature recognizesthe significance of oil and gas production
in the County of Kern, while also affirming the state's commitment to
protecting public health, safety, and environmental quality, particularly for
communities located near oil and gas operations.

(2) The County of Kern has adopted an oil and gas permitting ordinance,
and in connection with that ordinance, has certified a Second Supplemental
Environmental Impact Report (SSREIR) pursuant to this division. The
County of Kern's SSREIR and oil and gas permitting ordinance impose
comprehensive mitigations to address potential environmental impacts
associated with oil and gas production.

(3) Article4.6 (commencing with Section 3280) of Chapter 1 of Division
3 establishes health protection zones to safeguard residents from the health
risks associated with oil and gas extraction activities. The Geologic Energy
Management Division’s approva of a notice of intention under Section
3203 is required before drilling a new oil and gas well. Section 3281
prohibits approval of a notice of intention within a health protection zone
absent certain limited exceptions. The Kern County SSREIR does not cover
activities within a health protection zone.

(4) Because the County of Kern's SSREIR does not cover activities
within ahealth protection zone, the Geol ogic Energy Management Division
is the lead agency under this division for projects that include permits to
drill or rework an oil and gas well within a health protection zone in the
County of Kern, to the extent that those activities might be allowed under
Section 3281.

(b) TheKern County Second Supplemental Recirculated Environmental
Impact Report (SCH2013081079), including all appendices (SSREIR March
2025), is hereby deemed sufficient for full compliance with this division
for purposes of consideration and adoption of amended Revisions to Title
19 - Kern County Zoning Ordinance Code 2025 (A), Focused on Oil and
Gas Local Permitting by the County of Kern. No further environmental
review isrequired under thisdivision for the consideration and adoption of
the Revisionsto Title 19 - Kern County Zoning Ordinance Code - 2025 (A),
Focused on Oil and Gas L ocal Permitting (SSREIR March 2025), as enacted
as of January 1, 2026. Corrections of minor typographical errors and
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formatting changesto the zoning ordinance version shall not require further
environmental review. Any other modification to or readoption of the zoning
ordinance, however, shall not be covered by this section but rather by the
other provisions of thisdivision.

(c) Projectsthat satisfy the requirements of Revisionsto Title 19 - Kern
County Zoning Ordinance Code - 2025 (A), Focused on Oil and Gas Loca
Permitting, and that are approved by the County of Kern under that ordinance
as enacted as of the effective date of this section, or as reenacted to
incorporate corrections of minor typographical errors or formatting changes,
are deemed sufficient for full compliance with this division and no further
environmental review isregquired under thisdivision, so long asthe projects
comply with Article 4.6 (commencing with Section 3280) of Chapter 1 of
Division 3, asthat article read on January 1, 2025.

(d) This section applies prospectively to any approvals by the County of
Kern with respect to the permitting of oil and gas production operations
under any adopted local ordinance and associated development and also
applies prospectively and retroactively to any causes of action and claims
that are pending as of the effective date of this section, and for which no
final nonappeal able judgment has been entered before that date.

(e) Notwithstanding Section 21166, the Legislature’'s determination in
this section that the Kern County Second Supplemental Recirculated
Environmental Impact Report (SCH2013081079), including all appendices
(SSREIR March 2025), is sufficient for full compliance with this division
and shall be final and conclusive for purposes of reliance on that report for
its use by any responsible agencies. Reliance on use of that report by any
responsible agency shall fully satisfy the responsible agency’s obligations
under this division and shall not be subject to challenge pursuant to Section
21166.

(f) No approva may be granted by the County of Kern or the Geologic
Energy Management Division in reliance on the Kern County Second
Supplemental Recirculated Environmental Impact Report (SCH2013081079),
including all appendices (SSREIR March 2025), with respect to any
operation located in a health protection zone as defined in Section 3280,
regardless of whether Section 3281 isenforceable or independently prohibits
that approval.

(g) The Geologic Energy Management Division shall be the lead agency
under thisdivision for projectsin the County of Kern that include approval
of anotice of intention under Section 3203 to drill or rework an oil gaswell
within 3,200 feet of a residence, educational facility, youth center, health
carefacility, live-in housing, or any building housing abusinessthat isopen
to the public, to the extent those projects may be authorized by law. The
measurement shall be made from the property line unless the building is
more than 50 feet set back from the property line, in which case the
measurement shall be made from the outline of the building footprint to
3,200 feet in al directions.

(h) The Geologic Energy Management Division shall not approve more
than 2,000 notices of intention per calendar year to drill new wellsin reliance
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on the Second Supplemental Recirculated Environmental Impact Report
(SCH2013081079) as a responsible agency under this section, unless the
State Energy Resources Conservation and Devel opment Commission makes
a formal finding that additional permit issuance is necessary for in-state
crude oil production to supply 25 percent of in-state refinery feedstock
demand, and that the production would likely help reduce costs for retail
consumers of gasoline in the state.

(i) Because the Kern County Second Supplemental Recirculated
Environmental Impact Report (SCH2013081079), including all appendices
(SSREIR March 2025), analyzes activities only through the end of 2035,
further environmental review is required to satisfy the lead agency’s
obligations under this division for any County of Kern ordinance on oil and
gas permitting enacted on or after January 1, 2026, unless that ordinance
only corrects minor typographical errors and formatting to the zoning
ordinance referenced in subdivision (b).

(i) Thissection shall remainin effect only until January 1, 2036, and as
of that date isrepealed, unless alater enacted statute that is enacted before
January 1, 2036, deletes or extends that date.

SEC. 7. Section 25371 of the Public Resources Code isamended to read:

25371. (a) (1) Notwithstanding Section 10231.5 of the Government
Code, on or before January 1, 2024, and every three years thereafter, the
commission shall submit an assessment to the Legislature, in accordance
with Section 9795 of the Government Code, and to the Governor that does
all of the following:

(A) ldentifies methods to ensure areliable supply of affordable and safe
transportation fuels in California. The assessment shall include estimates
for the level of transportation fuels at the state level, and, to the extent
feasible, at regional and local levels, and individual refineries if relevant,
that should be held in reserve by refiners to prevent gasoline price spikes.
The assessment shall consider all factors causing price fluctuationsin retail
gasoline prices when recommending adequate reserve levels. The
commission shall consider all relevant evidence from any reasonably
available source, including, but not limited to, information about imports,
by amount, source, if known, and data received by the commission pursuant
to existing laws, economic and business experts, and information from any
local, state, and federal agencies. The commission shall transmit to the
Legislature, in accordance with Section 9795 of the Government Code, any
proposals it deems appropriate for mandatory reserve levels and the terms
of aprogram to implement reserve levels.

(B) Evauates the price of transportation fuels, including branded and
unbranded retail prices, alternate formulations of gasoline with lower carbon
impact, and other products suitable for production from refineries in
Cdlifornia. This evaluation shall consider the market demand for these
productsat 3-, 7-, 10-, and 20-year intervalsfrom the date of the assessment
and shall rely on the most recent transportation forecasting and assessment
activities conducted pursuant to Section 25304. Thiseva uation shall include
both of the following:
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(i) An examination of whether branded fuel additives have any impact,
and, if so, how much, on fuel efficiency and vehicle emissions.

(if) An assessment of the presence and availability of retail outlets,
including monitoring changesin availability of retail outlets that contribute
to increasing retail pricesinlocal and regional aress.

(C) Considers different levels of supply conditions and assesses the
impact of potential refinery closuresin California.

(D) Includesan analysisof theimpacts on production of refinery planned
mai ntenance, unplanned maintenance, and turnaround. The assessment shall
evaluate way's to manage necessary maintenance among the variousfacilities
that would protect the health and safety of employees and the public, and
minimize the impact of maintenance-related production losses.
Notwithstanding any other law, the Department of Industrial Relations and
Division of Occupational Safety and Health shall discloseto thecommission,
upon request, any information the department and division have received
under Section 7872 of the Labor Codeto ensure all aspects of refinery safety
areincorporated into the assessment. All information designated confidential
shall be treated as confidential by the commission.

(E) Evauatesthe utility and feasibility of aternative methodsto maintain
adequate supplies of transportation fuels, including delivery alternativesfor
fuel and components of refined fuel, such as delivery by rail, a publicly
maintained strategic fuel reserve, and other solutions beyond the activities
of refineries and petroleum market participants.

(F) Proposes solutions to mitigate any impacts described in the
assessment. The solutions shall include an assessment of the employment
impacts and the cost and cost-effectiveness of any proposal, including cost
impacts to all impacted sectors, both public and private. The assessment
shall include recommendations and alternatives.

(G) Beginning with thefirst assessment submitted after the effective date
of this subparagraph, evaluates California’s future petroleum product and
crude oil import needs and identifies steps that can be taken to ensure that
marine infrastructure and port facilities will be adequate to accommodate
the efficient movement of petroleum products to meet those needs. In
preparing the evaluation pursuant to this subparagraph, the commission
shall consult with the ports in California at which petroleum and refined
transportation fuels are imported, tanker terminal operators at California
ports, the State Lands Commission, the California Coastal Commission,
and the San Francisco Bay Conservation and Development Commission
and evaluate ways to maximize the use of existing infrastructure and
minimize cumulative pollution burdens.

(H) Beginning with thefirst assessment submitted after the effective date
of this subparagraph, evaluates the effects of state regulations on supplies
of transportation fuel sthat the commission identifies may be causing supply
constraints, or for which the commission believes alternative compliance
pathways should be considered by state agenciesto mitigate potential impacts

on supply.
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(I) In the first assessment submitted after the effective date of this
subparagraph, evaluate the cost and supply impacts of allowing the sale of
gasoline with alternative specifications from those in Subarticle 2
(commencing with Section 2260) of Article 1 of Chapter 5 of Division 3 of
Title 13 of the California Code of Regulations to support a reliable and
affordable supply of transportation fuels in California. If the evaluation
finds that allowing the sale of gasoline with alternative specifications is
likely to support areliable and affordable supply of transportation fuelsin
California, the commission, in coordination with the State Air Resources
Board, shall recommend a strategy to facilitate the sale of gasoline with
those alternative specifications that, at a minimum, considers (i) a trigger
mechanism for when the gasoline with those alternative specifications may
be sold based on the conditions of the transportation fuels market, (ii) the
existing variance process in Section 43013.2 of the Health and Safety code,
and (iii) the use of a fee established pursuant to Section 43013.2 of the
Health and Safety Code associated with the sale of gasoline with those
alternative specifications to mitigate for any increase in emissions.

(J (i) Inthe first assessment submitted after the effective date of this
subparagraph, eval uate the devel opment of awestwide gasoline specification
that could be used in awestern region to include Californiaand areas outside
of the state as an dternative to the California-specific specification
established under Subarticle 2 (commencing with Section 2260) of Article
1 of Chapter 5 of Division 3 of Title 13 of the CaliforniaCode of Regulations
to stabilize the petroleum market and petrol eum pricesin the western region,
including California. The commission, in coordination with the State Air
Resources Board, shall conduct outreach to the western states, including
the States of Arizona, Nevada, Oregon, and Washington, in furtherance of
this evaluation.

(ii) The evaluation pursuant to this subparagraph shall assess the costs
and benefits of each alternative specification, including economic impacts
to the state and to consumers, labor impacts, public health impacts, and
environmental impacts. In making this evaluation, the commission shall
take into consideration the impacts of the state's electrification efforts and
the requirements of the federal Clean Air Act (42 U.S.C. Sec. 7661 et seq.).
The evaluation shall identify and recommend the alternative specification
that would minimize the costs and maximize the benefits to the state.

(2) The first assessment shall include the evaluation of oil and gas
extraction and refining that the State Air Resources Board outlined in the
most recent update to the scoping plan prepared pursuant to Section 38561
of the Health and Safety Code.

(b) The assessment shall be separate from the report submitted pursuant
to Section 25302 and shall be developed in apublic process. The assessment
shall be available to the public within the proceeding docket and shall be
approved by avote of the commission at its business meeting.

(c) The commission may enter into contracts to perform the assessment
required by subdivision (a) and the contracts shall not require the review,
consent, or approval of the Department of General Services or any other
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state department or agency and do not need to comply with requirements
under the State Contracting Manual or the Public Contract Code.

(d) The Division of Petroleum Market Oversight shall provide input to
and otherwise support other divisions of the commission in preparation of
the assessment required by subdivision (a).

(e) The Independent Consumer Fuels Advisory Committee established
pursuant to Section 25373 shal provide input to the commission in
preparation of the assessment required by subdivision (a).

SEC. 8. Section 25371.4 is added to the Public Resources Code,
immediately following Section 25371.3, to read:

25371.4. The commission shall, on or before March 31, 2026, submit
an assessment to the Legidature, in accordance with Section 9795 of the
Government Code, and to the Governor that eval uates the recommendations
and strategies put forward by the vice chair of the commission in the June
27, 2025, letter to Governor Newsom in order to, as described in that letter,
“ensure that Californians have access to safe, affordable, and reliable
transportation fuels and that petroleum refiners continue to see value in
serving the California market..” The assessment shal aso offer
recommendations to the L egislature and the Governor on potentia changes
to working group authorities or structures, including on permitting changes
and reforms, which may include one-stop-shop permitting, to support the
state's reliable, equitable, safe, and affordable transition away from
petroleum fuels.

SEC. 9. Section 30262 of the Public Resources Codeisamended to read:

30262. (a) New or expanded oil and gas development shall not be
considered a coastal-dependent industrial facility for the purposes of Section
30260, and may be permitted only if found to be consistent with all
applicable provisions of this division and if al of the following conditions
are met:

(1) Thedevelopment isperformed safely and consistent with the geologic
conditions of the well site.

(2) Activities related to that development are consolidated, to the
maximum extent feasible and legally permissible, unless consolidation will
have adverse environmental consequences and will not significantly reduce
the number of producing wells, support facilities, or sitesrequired to produce
the reservoir economically and with minimal environmental impacts.

(3) The development will not cause or contribute to subsidence hazards
unlessit isdetermined that adequate measureswill be undertaken to prevent
damage from that subsidence.

(4) All cilfield brines are reinjected into oil-producing zones unless the
Geologic Energy Management Division of the Department of Conservation
determinesto do so would adversely affect production of the reservoirs and
unlessinjection into other subsurface zoneswill reduce environmental risks.
Exceptions to reinjections will be granted consistent with the California
Ocean Plan of the State Water Resources Control Board and where adequate
provision is made for the elimination of petroleum odors and water quality
problems.
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(5) (A) Alloil produced offshore Californiashall be transported onshore
by pipeline only. The pipelines used to transport this oil shall utilize the
best achievable technology to ensure maximum protection of public health
and safety and of the integrity and productivity of terrestrial and marine
ecosystems.

(B) Once oail produced offshore California is onshore, it shall be
transported to processing and refining facilities by pipeline that uses the
best available technology pursuant to Section 51013.1 of the Government
Code.

(C) Thefollowing guidelines shall be used when applying subparagraphs
(A) and (B):

(i) “Best achievable technology,” means the technology that provides
the greatest degree of protection taking into consideration both of the
following:

(I) Processes that are being developed, or could feasibly be devel oped,
anywhere in the world, given overall reasonable expenditures on research
and development.

(1) Processesthat are currently in use anywherein theworld. Thisclause
isnot intended to create any conflicting or duplicative regulation of pipelines,
including those governing the transportation of oil produced from onshore
reserves.

(ii) “Qil” refersto crude ail before it is refined into products, including
gasoline, bunker fuel, lubricants, and asphalt. Crude oil that is upgraded in
quality through residue reduction or other means shall be transported as
provided in subparagraphs (A) and (B).

(iii) Subparagraphs (A) and (B) shall apply only to new or expanded oil
extraction operations. “New extraction operations’ means production of
offshore il from leases that did not exist or had never produced ail, as of
January 1, 2003, or from platforms, drilling islands, subsea completions, or
onshore drilling sites, that did not exist as of January 1, 2003. “Expanded
oil extraction” means an increase in the geographic extent of existing leases
or units, including lease boundary adjustments, an increase in the number
of well heads, reactivation of afacility idled, inactive, or out of service for
morethan fiveyears, or anincreasein oil extraction from the use of hydraulic
fracturing, extended reach drilling, acidization, or other unconventional
technologies, on or after January 1, 2003.

(6) If astate of emergency isdeclared by the Governor for an emergency
that disrupts the transportation of oil by pipeline, oil may be transported by
awaterborne vessal, if authorized by permit, in the same manner asrequired
by emergency permits that are issued pursuant to Section 30624.

(7) In addition to all other measures that will maximize the protection
of marine habitat and environmental quality, when an offshore well is
abandoned, the best achievable technology shall be used.

(b) (1) Repair and maintenance of an existing oil and gas facility may
be permitted in accordance with Section 30260 only if it does not result in
expansion of capacity of the oil and gas facility, and if all applicable
conditions of subdivision (a) are met.
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(2) Repair, reactivation, and maintenance of an oil and gas facility,
including an oil pipeline, that has been idled, inactive, or out of servicefor
five years or more shall be considered a new or expanded development
requiring a new coastal development permit consistent with this section.

(3) Development associated with the repair, reactivation, or maintenance
of an ail pipeline that has been idled, inactive, or out of service for five
years or more requires a new coastal development permit consistent with
this section.

(4) The commission or local government with a certified local coastal
program shall review and approve, modify, condition, or deny the permit
based on the requirements of this section.

(c) Where appropriate, monitoring programs to record land surface and
near-shore ocean floor movements shall be initiated in locations of new
large-scale fluid extraction on land or near shore before operations begin
and shall continue until surface conditions have stabilized. Costs of
monitoring and mitigation programs shall be borne by liquid and gas
extraction operators.

(d) This section does not affect the activities of any state agency that is
responsible for regulating the extraction, production, or transport of oil and

gas.

SEC. 10. The Legidlature finds and declares that Section 4 of this act,
which adds Section 51014.1 of the Government Code, imposes alimitation
on the public’sright of accessto the meetings of public bodies or thewritings
of public officials and agencies within the meaning of Section 3 of Article
| of the California Constitution. Pursuant to that constitutional provision,
the Legislature makes the following findings to demonstrate the interest
protected by this limitation and the need for protecting that interest:

The restrictions on information prescribed in Section 51014.1 of the
Government Code are necessary to protect sensitive business information
and trade secrets from public disclosure.

SEC. 11. The Legidature finds and declares that a special statute is
necessary and that a general statute cannot be made applicable within the
meaning of Section 16 of Article IV of the California Constitution because
of the unique circumstances concerning the County of Kern's oil and gas
permitting ordinance.

SEC. 12. No reimbursement is required by this act pursuant to Section
6 of Article X111 B of the California Constitution because alocal agency or
school district hasthe authority to levy service charges, fees, or assessments
sufficient to pay for the program or level of service mandated by this act or
because costs that may beincurred by alocal agency or school district will
be incurred because this act creates a new crime or infraction, eliminates a
crime or infraction, or changes the penalty for acrime or infraction, within
the meaning of Section 17556 of the Government Code, or changes the
definition of a crime within the meaning of Section 6 of Article X111 B of
the California Constitution.

However, if the Commission on State Mandates determines that this act
contains other costs mandated by the state, reimbursement to local agencies
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and school districts for those costs shall be made pursuant to Part 7
(commencing with Section 17500) of Division 4 of Title 2 of the Government
Code.
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Overview

e Australia, a large producer of both coal and liquefied naturalgas (LNG), exports the majority of
its energy production. Australia’s energy exports, excluding uranium, accounted for
approximately 81% of its total energy production in 2020.?

e In 2020, Australia was the world’s largest coal exporter based on energy content and the
second-largest exporter based on weight, behind Indonesia. It was also the largest exporter of
LNG in the world that year.

e Australia does not have any nuclear generation capacity, but it holds the largest uranium
reserves in the world.2 In 2020, it was the second-largest global uranium producer behind
Kazakhstan.?

e In 2020, fossil fuels accounted for approximately 90% of Australia’s total energy consumption;
petroleum accounted for an estimated 33%, coal accounted for 30%, and natural gas accounted
for 26% (Figure 2). The shares for petroleum and coal both decreased in 2020, accounting for
the 2% drop in fossil fuel’s overall share of energy consumption from 2019.4

e Renewable sources, including hydroelectricity, wind, and solar, accounted for 10% of total
consumption in 2020. The growth in renewables has been driving the decrease in coal
consumption.>
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Figure 1. Map of Australia
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Figure 2. Total primary energy consumption in Australia by fueltype, 2020
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Petroleum and Other Liquids

e Australia’sproved oil reserves were 2.4 billion barrels at the end of 2021.5 Most of their reserves
are located off the coasts of the states of Western Australia (Carnarvon and Browse basins),
Victoria (Gipplsand basin), and the Northern Terrirtory (Bonaparte basin).

e Although Australia has significant undiscovered unconventional oil resources, exploration for
these resources is still too early in its stages to assess the production potential.”

Figure 3. Australia's petroleum and other liquids production and consumption, 2000-2020
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Exploration and production

e Australia’s petroleum and other liquids production, which includes crude oil, condensates,
natural gas liquids, and refining gain, peaked at 828,000 barrels per day (b/d) in 2000.
Production fell from its peak in 2000 because new development projects had not been able to
offset production declines in mature fields.® After overall declining through 2017, production
startedto increase in 2018. Petroleum and other liquids production increased from 336,000 b/d
in 2017 to an estimated 475,000 b/d in 2020 (Figure 3).°





e Petroleum and other liquids production was approximately 461,000 b/d in 2021, of which 26%
was crude oil, 46% condensates, and 24% natural gas liquids. The remaining 4% were other
liquids and refining gain.°

o New projects coming online in the North West Shelf are partly driving the increased production
of crude oil and condensate. In 2018, projects in the Northern Carnarvon Basinand Browse
Basin increased oil and condensates production by 18% and increased natural gasliquids
production by 32%, compared with2017.11

e The Greater Enfield project in Northern Carnavon was approved in 2016 and started production
in 2019. The project consists of 12 development fields, and it adds approximately 41,000 b/d of
production plus reserves of 69 million barrels of oil equivalent (BOE).12

e The Prelude floating LNG project in the Browse Basin started production at the end of 2018.
Although the majority of its production is natural gas, it produces 47,600 b/d of condensate and
12,700 b/d of liquefied petroleum gas (LPG).13 The Ichthys Field, also locatedin the Browse
Basin, started production in 2018. According to the project’s largest interest holder Inpex Corp.,
it has a production capacity of 48,000 b/d of LPG and 100,000 b/d of condensate.*

e Australia does not have any new projects coming online for a few years. The earliest is the
Barossa Project, which Santos expectsto come online in 2025.1> We expect that Australia’s
petroleum production will remain relatively unchanged through 2023.

Consumption

e Australia has consumed more petroleum and other liquids than it has domestically produced for
several decades. In 2020, consumption exceeded production by 547,000 b/d.®

e Australia’s petroleum consumption decreasedin 2020 to slightly more than 1 million b/d from
1.2 million b/d in 2019.17 This decrease resulted from the drop in passenger and air
transportation at the start of the global COVID-19 pandemic.!® In 2020, the share of petroleum
relative to total energy consumed in Australia fell by 3%.

Figure 4. Australia's crude oil and condensate exports by destination, 2021
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Trade

e Australia became a net exporter of crude oil in 2020 for the first time since 1991 when their
exports totaled 252,000 b/d and exceeded imports (237,000 b/d) by 15,000 b/d.*° Crude oil
imports decreased because of reduced demand in both 2020 and 2021. In 2021 imports
decreased by 23% from 2020, this is a decline of 58,000 b/d.

e Australia has historically imported oil and refined petroleum product because consumption
tends to be higherthan domestic production. The country produces mainly light, sweet crude
oil, which needs to be blended with heavy crude oils before it can be processed. Because oil
production happens mostly on the North West Shelf, it is more cost effective to export crude oil
and import petroleum products than to ship the oil to refineries on Australia’s eastern coast.?°

e Australia’scrude oil exports were destined mainly for the Asia-Pacific region; Singapore (42%),
South Korea (20%), Indonesia (11%), and Thailand (6%) received the most volumes in 2021
(Figure 4).21

e Australia’scrude oil imports came mainly from Malaysia (42%) and Brunei (13%) in 2021 (Figure
5).22

Figure 5. Australia's crude oil and condensate importsby source, 2021
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Refining

e Australia had tworefineries as of August 2021, with a total refining capacity of 229,000 b/d,
operated by the Vitol Group and Ampol Ltd (Table 1).23 The Altona refinery, operated by
ExxonMobil, startedit’s decommission in early 2021 and shutdown in August. The facility is





being converted into the Mobil Melbourne Terminal, which will be one of the largest fuel import
and storage facilities in Australia.?*

e Since 2013, five refineries, with a total capacity of 557,000 b/d, closed in Australia (Table 2).

e Refinery runs decreased by 68,000 b/d in 2021 because the Kwinana refinery closed?> in March26
and the Altona refinery closed in August.2” With these closures, refinery capacityin Australia has
decreased by 570,000 b/d since 2013.28

e Australia passed the Fuel Security Bill in June of 2021. The bill provides approximately US $1.8
billion in funding to keep the two remaining refineries operational until 2027.2° The bill provides

funds for refinery upgrades as well as production payments for refiners making specific types of
transport fuel when margins drop below AU $7.30a barrel.30

Table 1. Qil refineries in Australia, 2021

Nameplate refining
capacity (thousand

Refinery barrels per day)
Lytton 109
Geelong 120
Total 229

Source: Table by the U.S. Energy Information
Administration, based on data from BP Statistics and
Reuters

Table 2. Australia’s oil refineries that have closed since 2013

Capacity (thousand

Refinery barrels per day) Closure year
Altona 109 2021
Kwiwana 146 2021
BulwerlIsland 102 2015
Kurnel 135 2014
Clyde 85 2013
Total 577

Source: Table by the U.S. Energy Information Administration, based
on data from ExxonMobil, Ampol, and Viva Energy

Natural Gas

e Australia’sproved naturalgas reserves were 114 trillion cubic feet (Tcf) as of January 2022.31

e Coalbed methane (CBM) reserves were an estimated 29.8 Tcf, or 30% of total gasreserves, in
2019.32The majority of CBM reserves are located in Queensland, and New South Wales contains
the rest.

e Unconventional gasreserves, not including CBM, were approximately 12.5 Tcfin 2019.33





Figure 6. Australia's dry natural gas production and consumption, 2010-2020
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Exploration and production

Natural gasproduction in Australia was approximately 5 Tcf in 2020, nearly doubling since 2015
(Figure 6).34

Between 2015 and 2020, nine new LNG liquefaction facilities with a total liquefaction capacity of
2.8 Tcf per year began operating.3> The Northwest Shelf accounted for 65% of naturalgas
production, and the Bowen Basin and Surat Basin made up 26% in 2019.3%

The Bayu-Undan natural gas field, which supplies the Darwin LNG plant, will not produce natural
gas after 2023,37 according to the field’s operator Santos.38 The Barossa natural gasfield, which
is under development and is located offshore of the Northern Territory, will replace the Bayu-
Undan field in supplying Darwin LNG.3°

The Leigh Creek Energy Project, located in the Telford Basin, was a coal gasification
demonstration that showed the potential for producing synthesis gas, or syngas. Syngasis a
mixture of carbon monoxide, carbon dioxide, and hydrogen that is produced from a carbon-
based fuel, in this case coal. The gasification process converts coal in its solid form into a
gaseous one. Leigh Creek Energy estimates the syngas reserves for this project are 1 Tcf.40
According to Australia’s 2021 National Gas Infrastructure Plan, domestic and export demand will
likely exceed current natural gas supply by 2030, and the country will need at least one new
basin to supply its government-projected demand.?

Consumption

Australia consumed slightly less than 1.5 Tcf of naturalgasin 2020 after remaining relatively flat
between 2017 and 2020.42

2020





e |n 2019, electricity generation consumed approximately 36% of Australia’snatural gas
consumption. When on-site electricity generation wasincluded, mining accounted for 32% of
natural gas consumption, 28% for LNG plants and 24% for manufacturing.*3

Figure 7. Australia’s liquefied natural gas exports by destination, 2020
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Liquefied natural gas

e In 2020, Australia passed Qatar to become the largest LNG exporter, at 3.7 Tcf,** or 0.1 Tcf more
thanin 2019.4°

e Australia exports LNG almost exclusively to markets in Asia (Figure 7).46 Australia is the largest
supplier of LNG for the world’s largest importers, supplying 43% of China’s LNG imports and 39%
of Japan’sLNG imports in 2020. China was the second-largest LNG importer in the world, at 3.4
Tcf, and Japan ranked first, at 3.6 Tcf, that year.*’

e At thebeginning of 2021, Australia had 15 existing LNG liquefaction facilities with a total
capacity of almost 4 Tcf per year.*8

e Australia intends to add 6.6 Bcf per day of additional LNG capacity.*® However, the prospective
projects are facing supply challenges because Australia’s natural gas production has declined.
This limitation has forced producers to focus on meeting supply needs for existing facilities over
building new ones.>°

e The US $12 billion Scarborough LNG project is ajoint venture between Woodside Petroleum and
BHP Group. Woodside expectsthe project to produce 384 Bcfwhen its second train comes
online in 2026. It will be supplied by the Scarborough gasfield, which has reserves of 11.1 Tcf.51

e Because most of Australia’s natural gas production occurs in the northwest, Australia’s
government is not expecting production in the south to keep up with demand in the area,
according to the 2021 National GasInfrastructure Plan. Import terminals are considered
important in minimizing the risk of a supply shortage.>2 Port Kembla LNG in New South Wales





will be Australia’sfirst LNG import terminal. Hoegh LNG expectsthe terminal to be operational
by 2023.53

Table 3. Liquefied natural gas liquefaction plants in Australia, 2021

Liquefaction capacity
(billion cubic feet per

Refinery year) Year online
North West ShelfLNG T1-T2 240 1989
North West ShelfLNG T3 120 1992
North West ShelfLNG T3 221 2004
Darwin LNG T1 178 2006
North West ShelfLNG T5 221 2008
Pluto LNG T1 235 2012
GLNG T1 187 2015
Queensland Curtis LNG T1-T2 408 2015
GLNG T2 187 2016
Australian Pacific LNG T1-T2 432 2016
Gorgon LNG T1-T2 499 2016
Wheatstone LNG T1 214 2017
Wheatstone LNG T2 214 2018
Ichthys LNG T1-T2 427 2019
Prelude FLNG 173 2019
Total 3,956

Source: Table by the U.S. Energy Information Administration, based on datafrom IGU 2021
World LNG Report

Pipelines

e Australia has over 24,233 miles (39,000 kilometers) of natural gas transmission pipelines.>*

e The Northeast Gas Interconnector started operation in 2019. The 387-mile (622-kilometer)
onshore pipeline is a joint venture of China’s State Grid Corporation and Singapore Power,
operated by Jemena.>>

e Australia wasthe world’s second-largest coal exporter by weight behind Indonesia, and first by
energy content in 2020. Coal is the country’s most abundant energy resource,>® and coal ranks
as the second-largest export commaodity from Australia in terms of revenue.>”

e Australia exported about US $69.6 billion worth of coal (both metallurgical and thermal coal
used for electricity generation and other industries) in 2018, according to the latest data
available.>8

e In 2020, Australia held 166 billion short tons (Bst) of recoverable coal reserves, the third-largest
in the world behind the United States and Russia.>°

e The Australian government estimates recoverable proved and probable reserves to be 193 Bst
atthe end of 2019; slightly more than half comes from black coal and the remainder from
brown coal.®°





Figure 8. Australia's coal production and consumption, 2010-2020
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Production and consumption

e Australia’scoal production rose steadily from 2000 until it peaked in 2015 at 574 million short
tons (MMst) (Figure 9). In 2020, the country produced an estimated 553 MMst of coal.®?

e The Hydrogen Energy Supply Chain pilot projectin Victoria is the world’s first trial to show the
effectiveness of producing hydrogen from brown coal. The resulting hydrogen is transported to
Japan. The project started production in March 2021.62

e The Leigh Creek Energy Demonstration Project, completed in 2019, successfully used coal to
produce syngas from the Telford Basin’s 1.03 Tcf of natural gas reserves.®3 Leigh Creek Energyis
working on the Leigh Creek Urea Project, which is the commercialization of the demonstration
project. Once implemented, the project will produce syngas from deep and stranded coal
reserves that will power a 5-megawatt (MW) power plant. Leigh Creek Energy expects the
project to be constructed by March 2022. In subsequent phases, the plant will produce 1 million
tons of nitrogen-based fertilizer. Other plans include the construction of alarger power plant
and the production of urea fertilizer.%*

e Most of Australia’scoal is exported (446 Mstin 2020), and domestic demand accounted for less
than one-quarter (107 Mst in 2020) of total production.®>

e Coal plays a major role in meeting domestic energy needs, accounting for approximately 54% of
Australia’s electricity generation in 2020, according to government statistics.®® Inthe past
several years, Australia has focused on substituting some coal-fired generation with natural gas-
fired power and renewable power. Coal consumption for electricity generation has decreased by
18% since 2016 as a result.®”





Figure 9. Australia's coal exports by destination, 2020
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Exports

e Australia remainedthe second-highest coal exporter on a weight basis in 2020 behind
Indonesia. Total coal exports (almost 430 MMst in 2020) were only slightly lower than the 2019
total (433 MMst).68

e Most of Australia’s coal exports go to countries in Asia. Japan (28%), China (20%), India (14%),
and South Korea (13%) import most of Australia’s coal (Figure 9).6°

e China, Australia’ssecond-largest importer of coal for the past several years, accounted for 20%
of the country’s coal exports in 2020. However, coal exports to China dropped to virtually zeroin
2021. Tension between Australia and China had been rising since 2018 when Australia banned
China’s Huawei from their 5G cellular networks. In late 2020, after Australia called for aninquiry
into the origins of COVID-19, China initiated trade restrictions on some Australian exports,
including beef, barley, wine, and seafood.’® China also placed an unofficial ban on coal from
Australia. This unofficial ban left shipments of an estimated 1.1 MMst of coal from Australia
stranded in China. As of the end of 2021, only small amounts of the stranded coal have been
released into China.”?





Figure 10. Australia's net electricity generation by fuel, 2020
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Electricity

Electricity generationin 2020 decreased approximately 3% from 250 terawatthours (TWh) in
2019, to 243 TWh.72

Fossil fuels supplied about 76% of Australia’s electric generationin 2020, decreasing
approximately 3% from 2019. Coal made up the majority of electricity generation (Figure 10).
Black coal (41%) and brown coal (13%) accounted for 54% of total generation. Natural gas-fired
generation supplied 20% of total electricity generation.”3

Renewable sources, such as wind, bioenergy, and solar, have rapidly grown from less than 1% of
total electricity generation in 2000 to more than 19% in 2020. Solar contributed the largest
share of generation from renewables (9%), surpassing hydroelectricity as Australia’s largest
source of renewable energy.”*

Wind energy, the second-largest renewable source for electricity, has grown substantially in the
past decade and accounted for 8.5% of total electricity generationin 2020.7°

Hydroelectricity, accounting for 6% of total electricity generationin 2020, is available in the
states of Tasmania, Victoria, and New South Wales.”®

Australia hosts several battery storage projects in various stages of completion. These projects
aim to make the national grid more efficient at both the transmission and distribution levels.””
Currently, the largest operating batteryis the Victorian Big Batteryin Geelong.’8 The 300-MW





grid-scale lithium-ion batterystorage system came online at the end of 2021 and stores enough
energy topower over 1 million homes for up to 30 minutes.”®

e |n 2021, Australia released its National Hydrogen Strategy, which outlines its potentialin the
market. Currently, Australia has plans for green hydrogen projects with 69 gigawatts of
proposed total capacity.8°

Notes

e Datapresentedin the text are the most recent available as of March4, 2022.
e DataareElAestimatesunless otherwise noted.
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RE: SB X1-2 Draft Transportation Fuels Assessment

Thank you for the opportunity to comment on the California Energy Commission’s (CEC) “Draft
Transportation Fuels Assessment” (CEC-200-2024-003-D), published on April 12, 2024, and the
focus of the CEC workshop on May 3, 2024.

WSPA is a non-profit trade association representing companies that import and export, explore,
produce, refine, transport, and market petroleum, petroleum products, natural gas, and other
energy supplies in California and four other western states, and has been an active participant in
transportation fuels planning issues for over 30 years.

The CEC’s Draft Transportation Fuels Assessment is a reasonable initial draft and recognizes
California’s fundamental structural gasoline supply challenges — but much work is left to be done.

With the Draft Transportation Fuels Assessment (herein referred to as Draft), the CEC, working
with the California Air Resources Board (CARB), has provided the public with a useful primer on
the California liquid transportation fuels system, focused primarily on gasoline. The description of
the realities of the California transportation fuel system makes adequate reference to both the
structure and the structural risks associated with refining and distributing liquid fuels in the State.

In the Draft’'s Executive Summary, the CEC acknowledges the basic reality of California’s gasoline
supply dynamics: California’s constrained local refining capacity, limited number of available local
suppliers, regionalized supply chains, reliance on marine transportation of fuel supplies, and
stringent fuel specification requirements combine to make it a “fuel island” isolated from the rest of
the nation’s transportation fuels market. The limited number of spot market gasoline transactions
in California also give the local spot market an outsized influence on California prices that is not
seen elsewhere in the country. At the same time, the CEC emphasizes that “gasoline remains
California’s dominant transportation fuel” and demand will remain robust well beyond 2035. As the
CEC correctly points out, “[tlhese vehicles will need fuel to operate, and many of the vehicles may
be owned by lower income individuals and families, making it even more compelling to identify
ways to ensure an affordable, reliable, equitable, and safe supply.”’

The first chapter describes the California “fuel landscape” and briefly dwells on market dynamics,

" Draft, p. ES-1
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including price spikes and potential causes of disruption to the system. It emphasizes the mandate
of Senate Bill (SB) X1-2 (2023) to the State agencies and explains how the CEC and CARB
addressed this mandate in the Draft.

The chapter also focuses on anticipated changes to demand for fuels in the near future, and
expectations of how the market will respond to declining demand. The declines in demand,
according to the analysis, will be due in large part to the eventual electrification of the light duty
vehicle fleet and anticipated reductions in vehicle miles traveled (VMTs) over time by gasoline
engine powered vehicles. The chapter further explores pathways by which refiners might attempt
to keep pace with declining demand and identifies “how the state might intervene to assure an
affordable, reliable, equitable, and safe supply of gasoline for consumers who need it.”?

The second chapter undertakes a high-level “primer on petroleum” including crude oil sources and
refining basics. The narrative attempts to give the public a very basic education on blendstocks,
California gasoline requirements (such as California Reformulated Blendstocks for Oxygenate
Blending (CARBOB)), and briefly explains the differences between summer and winter blends,
based on Reid Vapor Pressure (RVP). The chapter concludes with another high-level discussion
of the distribution system from refinery, to spot market, to retail, including brief discussions of spot
markets and the differences between branded and unbranded gasoline sales at the pump.

Finally, a third chapter presents in very brief form about a dozen “policy options” for future
consideration by the CEC for meeting the mandates in SB X1-2 to ensure market stability and
benefits to consumers.

The Draft fails to address critical elements of the supply chain.

SB X1-2 directs the CEC to submit an assessment to the Legislature and to the Governor that
“[i]dentifies methods to ensure a reliable supply of affordable and safe transportation fuels in
California.“® The statute further calls for “the evaluation of oil and gas extraction and refining™#, but
this Draft only covers the supply of transportation fuels, primarily gasoline. A proper transportation
fuels assessment must look at all current fuels, e.g., gasoline, diesel (petroleum and renewable),
jet (petroleum and SAF), LPG, natural gas (CNG, LNG, and RNG), hydrogen (combustion and fuel
cell), and electricity. Such an assessment should also review the entire value chain for each
transportation fuel. For example, petroleum fuels segments would include upstream, pipelines,
marine infrastructure, storage terminals, refineries, distribution, and retail service station networks,
while a review of the electricity value chain would include generation, the grid (transmission and
distribution), charging networks (industrial, commercial, single-family, multi-family), and zero-
emission vehicle (ZEV) availability.

WSPA notes that the CEC had the resources in hand to include assessments for diesel and
aviation fuel by using the same outlooks used for their gasoline assessment, as is reflected in the
data presented in the 2023 Independent Energy Policy Report (IEPR).® Each of these fuel sources

2 Draft, page 17.

3 Cal. Pub. Res. Code (PRC) § 25371(a)(2)

4 PRC § 25371(a)(2)

S Bailey, Stephanie, Jennifer Campagna, Mathew Cooper, Quentin Gee, Heidi Javanbakht, and
Ben Wender. 2023. 2023 Integrated Energy Policy Report. California Energy Commission.
[
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were analyzed under “slow”, “fast”, and “rapid” scenarios, in which key assumptions about declines
in demand were made based on the CEC’s demand modeling. To remind the CEC of its earlier
published work, we include graphs from the 2023 IEPR report and from the modeling data
submitted as supplemental to the CARB 2022 Scoping Plan Update. ©

Figure 1 - CA Liquid Transportation Fuel Demand - "Slow Case"

California Liquid Transportation Fuel Demand -- "Slow" Case
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Publication Number: CEC-100-2023-001-CMF.

6 2023 Statewide Fuel Demand Forecast - CA Energy Planning | California Energy Commission,
last accessed May 14, 2024 at https://www.energy.ca.gov/media/9574. And from the Scoping
Plan: 2022-sp-PATHWAY S-data-E3.xIsx (live.com). Note: We concur with CEC’s aviation fuel
assumption that it has the same demand profile as the IEPR baseline case.
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Figure 2 - “Fast” = 2023 IEPR AATES3 Case

California Liquid Transportation Fuel Demand -- "Fast" Case
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Figure 3 - "Rapid” = 2022 CARB Scoping Plan

The Draft is explicitly meant to underpin the CEC’s and CARB’s obligation under SB X1-2 to
formulate a Transportation Fuels Transition Plan encompassing California’s full range of
transportation fuels and potential future demand scenarios for each. However, this Draft presents

Western States Petroleum Association | 1415 L Street, #900, Sacramento, CA 95814 | wspa.org





WSPA Comments on CEC Draft Transportation Fuels Assessment Page 5 of 22

just one preferred scenario (i.e., varying degrees of sustained declining gasoline demand) rather
than evaluating other possible scenarios. The scenario in this Draft implicitly assumes that
everything works as planned in terms of policy implementation and required investments. That is
not a proper transportation fuels assessment that leaves the State agencies prepared to develop a
robust transition plan and strategy for the transportation sector.

An assessment evaluating the status of the value chain of all transportation fuels as described
above (and required by statute) would provide the State agencies with a range of fuel scenarios,
which would enable them to develop a more robust transition plan. There are several potential
demand pathways the various fuel supply chains could follow in the future, and not all of them
involve perfect implementation of the State’s current policies. One cannot simply assume that
gasoline demand will fall off precipitously (as do the three scenarios above), nor that the gasoline
(or for that matter, diesel or jet fuel) supply chain will smoothly adapt to the CEC and CARB’s
predicted declining market. A more robust assessment would explore several “failure points”
(e.g., meeting a significant reduction in Vehicle Miles Traveled) or places in the system that
are lacking resilience (e.g., port infrastructure or electric grid build-out), and would model
scenarios that take into account those potential failures. The only vulnerabilities that are
explored in this Draft are those related to the spot market and the vaguely defined potential for
“manipulation”, with several other key vulnerable elements left unexplored.

What is missing from the current Draft?

Crude Oil Production in California

SB X1-2 requires the first assessment to analyze the upstream (i.e., oil and gas extraction) and
refining segments of the petroleum industry.” California has historically produced a substantial
portion of the total amount of crude oil that is locally processed and refined in the State,
predominantly for consumption in California, but also to meet supply obligations in other states and
markets.

7 PRC § 25371(a)(2)
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Figure 4 - Crude Oil Produced in California by Region
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California crude oil production has declined at an average annual rate of 3.4% since 2000. The
decline rate has been accelerating and was close to 14% in the second half of 2023. The decline
in California domestic crude oil production has more to do with difficulties in obtaining permits to
drill than lack of oil reserves. As of December 2022, California held almost 1.5 billion barrels of
proved and probable crude oil reserves, which ranked it sixth among the 50 states.® The
observable decline in production is not due to resource availability or the “natural decline” in
production often cited in State reports. The actual decline in domestic oil production is due to
highly constraining policies and a permitting environment with increasing barriers to oil and gas
production. This is a more aggressive decline rate than was modeled in CARB’s 2022 Scoping
Plan Update. ® Constraints on domestic production have put substantial pressure on other parts of
the system, including pipelines that transport crude oil to key refining locations in the State.

Producers and Permitting

WSPA does not see any evidence in the Draft that information about production conditions or

constraints was sought from domestic producers of California’s crude oil. This is worrisome given
that SB X1-2 explicitly requires the State agencies to “consult with the state’s fuel producers and
refiners”'® in preparing the Transportation Fuels Transition Plan, for which this Assessment is an

8 https://www.statista.com/statistics/790790/us-oil-reserves-by-state/.

9 CARB 2022. 2022 Scoping Plan Update. pp. 101-5. While the 2022 Scoping Plan Update does
not specifically “model” future declines in oil production, it assumes that production will decline at
an average annual rate of approximately 2%, based on a UC Santa Barbara study commissioned
by the State (https://zenodo.org/records/4707966). The 2022 Scoping Plan Update also notes that
shifting domestic production volumes to marine imports may also have GHG leakage effects, and
“could require more infrastructure to store and move larger volumes of crude oil to the refineries in
state” (p. 104).

19 SB X1-2, Section 25371.3.
L
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essential foundation. Had the CEC and CARB sufficiently explored these key upstream parts of
the fuel supply chain, they would have discovered what the industry knows quite well: California
geographically has some of the largest and most accessible oil reserves in the world. California
producers simply are not permitted to get to them due to State impediments.

It is well understood on the production side of the industry that development of reserves requires a
program of continuous evaluation, investment, and development. It is almost never the case that a
substantial reserve is developed in one phase and depleted through the first initial tranche of
investment. Permits for drilling, whether for exploration or production, are an essential requirement
of a properly functioning production sector. However, in the California case, new permits for drilling
have been severely curtailed and many producers have been forced in the short term to rely on
existing investments to be economically viable. This is only a short-term adaptive solution;
extended denial of access to the resource means that operators must make hard decisions about
the economic viability of their production enterprises.

Therefore, lack of new drilling permits is forcing producers to rely predominantly on existing
permitted facilities to maintain production. To date, as of May 2024, the primary permitting agency
responsible for production-oriented permitting, CalGEM, has approved only about 300 production-
related permits.”” Compared to “normal” periods of business, this level of performance is less than
20% of what producers in California have long recognized is needed to meet the requirements of a
properly functioning permitting process required for production operations to in turn meet demand
for crude oil in the state. A proper fuels assessment would go as far upstream as necessary to
assess the availability of crude oil assets and the cost constraints on acquisition of the 1.4 million
barrels per day required to supply the State’s refinery processing demands.

" CalGEM approves more than 18 different types of permits for subsurface activities, including
injection wells, monitoring wells, testing wells, and other wells related to the overall operations of a
producer. However, only five types directly relate to production of crude oil: new drills, reworks,
sidetracks, well stimulation (fracking), and deepening. These five permit types have been stalled
out at CalGEM since the Newsom administration began giving direction to CalGEM in 2019 to limit
or halt the approval of permits for all manner of production activities, including well stimulation and
high-pressure cycling steaming. Not only has permit approval declined precipitously, but the
average time between submission and approval has increased over seven-fold in the five years
since 2019. (Source: WSPA analysis submitted to CalGEM through various regulatory processes).

Western States Petroleum Association | 1415 L Street, #900, Sacramento, CA 95814 | wspa.org
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Figure 5 - CalGEM Oil and Gas Permits 2011-2024"?

CalGEM OG Permits Issued 2011-Current By Permit Type
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Figure 5 shows the decline in production-related permits approved since 2011. Historically, the
agency has approved an average of 8,000-10,000 permits each year. Since 2019, the number of
production-related permits has dropped to insignificance. The shift from production-related
permitting to plugging and abandonment permits is dramatic, beginning with the upturn in global oil
prices in 2017-18 and the increasingly politicized focus on shutting down and shutting-in
production in California.

As a further impediment, the time that CalGEM takes to approve a production-related permit has
expanded by over seven times in a mere five years, from an average of about 12 days to more
than 185 days (see Figure 6, below). These are conditions that severely impact production in the
state and explain a great deal of the decline in crude oil volume produced domestically.

2 CalGEM WEellSTAR data; Catalyst Environmental Solutions analysis, unpub. reports.
|
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Figure 6 - Time to permit approval of oil and gas permits at CalGEM

Crude Oil Pipeline Capacities

As the Draft notes, “Kinder Morgan operates the only common carrier pipeline network within
California.”"® However, the Draft only discusses the pipelines carrying refined product. Crude oil
pipelines are a major component of California’s domestic refining supply and are not even
mentioned in the Draft.

Pipeline entities play a key role in the supply chain that is critical to moving crude oil from domestic
sources to the two regions (Los Angeles basin and San Francisco Bay Area) where domestic
crude oil supply is essential to refinery performance. Were the CEC and/or CARB to have
consulted the operators of these pipelines, they would have learned that this part of the supply
chain is running at critically low volumes.

Figure 7 shows the alignment of several critical pipelines for crude oil and indicates their current
design capacities. These design capacities were engineered with long-term production in view and
took into account the reserves and likely future demand for transportation from oil fields to
refineries dating from the 1980s onward.

13 Draft, P. 31

4 Sources: Analysis of key company and government public websites. Turner Mason & Company,
unpub. analysis.
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Figure 7 - Location, alignment and carrying capacity of key crude oil pipeline infrastructure
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Each crude oil producing area is connected to a given refining center by multiple pipelines of
various diameters (capacities). While this can be good for redundancy, in the event of an
interruption, it also creates challenges in keeping the system operational as local oil production
continues to decline. A pipeline must maintain some minimum volume so the crude oil will continue
to move. This minimum throughput volume is a function of the pipeline’s design (e.g., diameter,
length), operating conditions (e.g., pressure, temperature), geography (e.g., elevation changes),
the age of the pipeline, the regulatory environment, and the characteristics of the crude oil itself
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(e.g., gravity, viscosity). The vast majority of crude oil produced in California, and in the San
Joaquin Valley in particular, is heavy oil (high specific gravity) and therefore requires lift and
heating specifications to move the crude oil over long distances.

It is critical to understand that California’s crude oil pipeline infrastructure was designed to support
decades of growing demand, both in California and the other western states. They are also key
elements of the national security infrastructure on the west coast, supporting strategic U.S.
interests in the Pacific.

Marine Terminal Throughput Capacity

The Draft, and indeed much of the California policy direction on fuel supplies, appears to assume
that reductions in domestic crude oil production can be easily compensated for by increasing
imports of both crude oil and refined products. However, the Draft fails to adequately address
the actual throughput capacity of the marine terminals that are assumed to be required by
this substantial increase in imports, and also fails to address regulatory constraints that
CARB has imposed on tanker vessel calls at California ports starting in 2025. We further
elaborate on some of the impacts of the Ocean-Going At-Berth Regulation (At-Berth Regulation) in
greater detail below.

Further, an adequate assessment of the realities of refining crude oil in the State, along with a
proper assessment of the displacement of Ultra-Low Sulfur Diesel (ULSD) with Renewable Diesel
(RD), would clearly show that the same marine terminals that the CEC and CARB assume will
accommodate transfers of millions of barrels of refined fuel will already be busy hosting ever-
increasing volumes of imported crude oil from foreign countries.

This Draft does not present a realistic assessment of these factors, nor does it examine the critical
pinch point in the system that marine terminals represent, which could have major impacts on
supplies and prices. The CEC and CARB must assess marine terminal constraints if they are to
determine if or how additional refined fuel volume flows will be accommodated by existing marine
terminals. There are four incremental marine terminal throughput flows that should be properly
analyzed, critically including a sharp eye toward impacts of constraining policies such as the At-
Berth Regulation:

1. Additional crude oil receipts to compensate for the continued and accelerated decline of in-
state oil production.

2. ULSD export volume increases as a consequence of increasing RD use in California. This
also includes RD movements from Northern CA and other domestic and international
renewable fuels facilities into Southern CA (i.e., the Ports of Los Angeles and Long Beach).

3. Growth in biorefinery feedstock receipts to supply renewable diesel and sustainable
aviation production facilities — other than rail imports that supply biofuel feedstocks directly
to those biorefineries.

4. Changes in product flows associated with the likely closure of a refinery — such as the need
to import gasoline and other refined products to maintain contractual supply obligations if a
refiner elects to transition the facility to a fuel terminal.
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Other Marine Logistical Constraints
Vessel Traffic

The State Lands Commission (SLC) collects data on vessel movements (both barge and ship) for
each marine facility in California. The CEC and CARB can analyze these data to assess how
trends in California crude oil production and transportation fuel demand are impacting ship traffic.'®
Under its recently adopted emergency regulation,'® the CEC will now be collecting this data as
well. For example, Figure 8 below shows total vessel movements for loads (outbound) or
discharges (inbound) cargoes in the North (greater San Francisco Bay Area).

A vessel “load” occurs when petroleum products are transferred from onshore storage tanks to
compartments aboard the product tanker or barge. Some of these transfers can include multiple
types of refined products or feedstocks segregated by compartments. Loaded vessels will then
depart a marine terminal as an export (to foreign destinations or the Pacific Northwest) or
intrastate movement to another California terminal.

A vessel "discharge® occurs when a petroleum product or refinery feedstock is transferred from the
marine vessel to onshore tankage. The vessel’s cargo may have originated from outside the state,
another California marine terminal, or in some cases from a ship-to-ship transfer. Details are
contained in the SLC datasets (e.g., if the vessel is a barge or ship and whether the ship is an
international or Jones Act tanker). Since 2018, there has been a decline in the number of loads,
but the number of discharges has remained fairly constant.

Figure 8 - Northern California Loads and Discharges (Vessels per Year)
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These data can also show what materials are moving across the docks. Figure 9 shows vessel
movements in the North (i.e., San Francisco Bay Area) for crude oil, fuel oil and feedstocks, and
refined products that consist of traditional transportation fuels (gasoline, diesel. and jet fuel) and

15 California State Lands Commission and Turner Mason & Company analysis, 2024.

16 Docket No. 23-OIR-03 under Resolution No. 24-0508-07, “General Rulemaking Proceeding for
Developing Regulations, Guidelines, and Policies for Implementing SB X1-2 and SB 1322.”
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renewable fuels (renewable diesel and sustainable aviation fuel).
Figure 9 - Northern California Loads and Discharges — Crudes, Fuels and Oil Feedstocks, & Refined Products

Northern California Loads & Discharges
4,000
3,500
3,000
2,500
2,000

1,500
1,000
500

2018 2019 2020 2021 2022 2023

Vessels per Year

=]

B Crude Qil  ®mFuel Oil & Feedstocks Refined Products

Most of the recent decline in loadings seen in Figure 8 has been fuel oil ships seen in Figure 9.
What these data do not show are potential constraints to the marine logistics system. Those
constraints can come in two forms: available dock space and regulatory constraints of the At-Berth
Regulation, both of which we discuss below.

Dock space

Refineries have limited berths (some have only one) and can be limited by the length of the ship or
its draft.' The growth in containerized freight imports in the Ports of Los Angeles and Long Beach
impacts the traffic patterns within the port and creates constraints on tanker movements within the
port. All of these factors make the scheduling of ship traffic critical and increasingly more difficult
as vessel traffic grows. The CEC and CARB should analyze the capacity for energy-related vessel
traffic in ports in both the North and South in order to fully test its hypothesis that more vessels and
port capacity can be made available to replace California’s domestically produced crude oil.

¢ Regulations limiting the number of vessel calls and ships at dock.

¢ Another limitation to vessel traffic is whether the tanker originated from a domestic port,
which requires it to be a Jones Act-flagged tanker. There are only 55 of these U.S.-flagged
vessels and eight of them are dedicated to moving renewable diesel from the Gulf Coast to
California.'® The market for Jones Act ships is extremely tight, especially for spot
charters.'® Spot charter availability is critical to the CEC’s transportation fuels assessment
because it is the charter class used if ships need to be quickly contracted in the event of a

7 Draft is the distance from the waterline to the bottom or keel of the ship.

8 Survey: Jones Act rates get renewable diesel boost | Latest Market News (argusmedia.com)

9 A “spot charter” is a shipping industry term for one-off or short term duration shipping contracts. See, for
example, https://www.scorpiotankers.com/glossary /spot-charter/. Last Accessed: May 16, 2024.
|
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supply outage in California.

At-Berth Regulation

CARB’s At-Berth Regulation will impose new requirements on marine terminal operations. It
requires operators to reduce emissions from crude oil and product tankers by capturing stack
emissions or by electrification of the marine vessel discharge operations by the use of shore-
based power. Absent the ability to implement one of these options, most California tankers will be
severely limited in the number of visits they will be legally permitted to make to California ports and
marine terminals. At this time, the vast majority of the California tanker fleet, and the California
ports and terminals that serve them, are not equipped to utilize shore power. Moreover, no stack
emissions capture system has yet been developed, tested, or approved for use by tankers, and
vendors will not be ready to provide such a system for many years to come.

WSPA submitted comments to the CEC on 4/25/2024 indicating our concerns about the impacts of
implementing the new At-Berth regulations.?° In that letter, we indicated that “CEC should take
note that the California Air Resources Board’s (CARB) recent amendments to the Ocean-Going
Vessels At-Berth Regulation (At-Berth Regulation) will serve to further constrain refined products,
renewable fuels, and crude oil supply into California. By requiring petroleum tankers to use
emissions capture or shore power technology not yet developed, tested, or implemented on the
vast majority of California’s tanker fleet or tanker terminals, CARB’s At-Berth Regulation will force
many tankers to reduce visits to California ports starting in 2025 to meet the At-Berth Regulation’s
requirements. This is another example of a State policy that will further restrict the availability of
gasoline in the State of California and will limit the State’s ability to mitigate in-state shortages of
gasoline supply with marine imports. And it is another policy that will likely hurt California
consumers rather than helping them.”

Given these concerns, we would urge the CEC and CARB to consider the following issues as the
agencies seek to harmonize any future policy proposals with existing regulations that are already
in place and will have near-future impacts that may conflict or exacerbate new or proposed
policies.

* Marine terminal operators (refiners and port authorities) are unable to provide an accurate
critical-path compliance schedule for the At-Berth Regulation, due to the inadequate
number of commercially viable vendors of barge-mounted emission capture technologies
that could be potentially modified and approved for use for the California tanker fleet.

« Similarly, shore power is unavailable for the vast majority of the California tanker fleet, as
most tankers, ports, and terminals do not have appropriate shore power infrastructure for
tanker use. Even if that hurdle could be overcome, the State grid currently lacks the
electrical generation, transmission, and distribution capacity to electrify all vessels and
terminals covered by the At-Berth Regulation.

* These realities put at risk the obligated parties’ ability to comply with the At-Berth
Regulation’s deadline of January 1, 2025 for vessels visiting the Ports of Los Angeles and

20 https://ww2.arb.ca.gov/our-work/programs/ocean-going-vessels-berth-regulation; WSPA
comments may be found at https://content.govdelivery.com/accounts/CNRA/bulletins/398c8a0,
Docket 23-0OI1IP-01, Western States Petroleum Association Comments - WSPA Comments on April
11 SB X1-2 Margin Cap and Penalty
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Long Beach, and further unlikely to be able to meet the January 1, 2027 compliance
deadline for vessels visiting any other California marine terminal.

» Absent an extension of the current compliance deadline schedule, there is a risk that some
marine terminal operators will have to significantly reduce the number of product tanker
port calls to reach the exemption level of 20 per year until the required control technology is
developed and implemented.

» This complex of challenges will create yet another constraint on refineries’ marine
throughput capacity for crude oil and products.

A Potentially Critical Scenario

According to CalGEM, California’s domestic crude oil production averaged 338 Thousand Barrels
per Day (TBD) in 2023.The U.S. Energy Information Administration (EIA) estimates that production
fell to 293 TBD by February 2024. Meanwhile, California refiners processed an average of about
1,430 TBD of crude oil during 2023. Thus, in-state production in 2023 accounted for 25 percent of
California’s total crude oil feedstock needs.?' However, the recent continued decline for the month
of February 2024 means that in-state oil production represented approximately 20% of California’s
total refining needs. California in-state oil production has been declining at an overall average
annual rate of about 10% since 2015, but it is important to note that this rate of decline has been
accelerating. Measured over the last four years, the average annual drop in production has been
about 14%. No matter how the rate of decline is measured, it is still far steeper than any of the
CEC or CARB planning and strategy documents project. For example, as mentioned above, the
2022 CARB Scoping Plan Update projects that annual California domestic oil production will
decline at a gradual rate of approximately 2% per year, consistent with their demand projections.
Clearly, reality has gone beyond the modeling and must be accounted for.

This higher-than-predicted rate of decline in California oil production is challenging some pipelines
to maintain minimum flow rates. As mentioned earlier, pipelines must maintain some minimum
throughput to remain commercially and operationally viable. When a pipeline is forced to close, the
production it carried must find another pipeline, or another mode of transportation, such as rail or
truck. The alternative is to cease production altogether in the oil fields that require pipelines to
move crude oil to refineries. The Central Valley has multiple pipelines running north and south.
While each corridor has a number of trunk pipeline options and destinations, declining production
makes it difficult to keep all lines at minimum throughput. The risk of closure could be higher for
northbound lines leaving the Central Valley because these pipelines tend to have larger capacity
and must negotiate undulating terrain, with intermittent pump stations to boost flow.

The decline in California crude oil production is a challenge for California refiners as well.
California crude oil has fallen to 25% of refinery crude oil supply, down from 50% in 2000, and
62% in the 1980s. In the future, if a pipeline shuts down and a refinery cannot find an alternative
pipeline for California crude oil, it must source crude oil by another means, such as rail or ship. No
California refineries have crude oil unit train?? transfer facilities, so they must rely on marine
infrastructure to replace diminishing availability of California crude oil. Replacing California crude
oil with waterborne sources increases vessel traffic, ship channel congestion, and emissions — and

21 hitps://www.eia.gov/dnav/pet/hist/LeafHandler.ashx?n=PET&s=MCRFPCA2&f=M

22 A unit train for crude oil consists of about 100 cars containing about 70k barrels of crude oil.
e
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presents regulatory challenges, as discussed above.

Some refineries have limited access to marine facilities. If a refinery has only one berth, the
refinery must choose between bringing in crude oil, refined product blendstocks, or finished
products. They must also consider potentially exporting other products. For example, a refiner may
need to increase waterborne crude oil imports and exports of fossil-based diesel (displaced by
renewable diesel) and would face increasingly constrained marine terminal throughput with limited
dock capacity. A refinery in such a scenario would be faced with serious decisions about whether
to remain in business in California.

Depending on the size of the dock, onshore tank capacity, and pumping rates, it can take two to
three days to unload a ship. Some refiners could only receive or load 10 to 15 vessels per month
for all crude oil and refined product volumes. Based on an average refinery and average crude oil
tanker delivering to California, this would not be enough crude oil to keep the refinery viable.

If a refinery were to convert to a product terminal, it would increase vessel traffic by 3 to 5 times to
supply the market with same volume of product because clean product tankers are much smaller
than typical crude oil tankers. In other words, it takes more time, investment, and space to replace
crude oil imports with refined products.

Policy Options Presented in the Draft

WSPA appreciates that the CEC and CARB are trying to be as creative as possible in presenting
policy options to mitigate fuel supply shortages. However, we believe that only some of the policy
options presented in the Draft warrant serious further consideration, analysis, and development.
WSPA also believes that each of the viable policy options not only deserves to be developed in
detail, but that the CEC and CARB need to invest heavily in both public input and qualified industry
expertise in order to vet them thoroughly and explore the potential unintended consequences on
the fuel supply, as well as other potential effects of these policies on other sectors of the economy,
and on California’s consumers.

WSPA is aware that the CEC and CARB engaged other industry experts in developing the Draft.
WSPA has also worked extensively with many of those experts and their organizations in the past,
and we are fully aware of their capabilities. We do not believe that the current version of the Draft
reflects the full suite of the capabilities of those experts, whose known expertise spans the entirety
of the supply chain, from production to logistics, to refining, and to marketing and distribution.

For this reason, WSPA has engaged the expertise of Turner Mason & Company (TM&C) to
perform detailed analyses of several elements of the supply chain. Seeing that the Draft clearly did
not present analyses of the full range of transportation fuel supply scenarios, as we have observed
above, our work with TM&C has examined a number of areas of vulnerability and risk in the supply
chain. WSPA would be pleased to have an opportunity to engage in a meaningful collaboration
with the CEC and CARB to share our expertise, as well as the findings of our industry experts.

WSPA further encourages the CEC and CARB to workshop key options for subsectors of the
supply chain, to more completely understand the dynamics, business models, and capacities of
the supply chain in more detail than was demonstrated in the Draft. For example, should the CEC
and CARB wish to examine the effects of marine terminal complexities and limitations on imports
and exports more carefully, we would hope that the agencies would use their convening power
and resources to engage port facility managers, shippers, vessel leasing experts, and dock-to-
refinery system managers to learn from their perspectives.
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We would also encourage the CEC to convene a public hearing asking CARB to explain why it has
chosen to significantly restrict tanker visits to California ports and terminals at a time of great need
for the state, rather than considering amendments to the At-Berth Regulation to allow those visits
to occur until emissions control technology is developed and implemented throughout the tanker
fleet. Further, should the agencies wish to more fully understand the factors that go into spot
market trading decisions, perhaps the CEC would be willing to engage with actual traders to gain
some knowledge about their decision-making processes.

While we appreciate that the CEC and CARB have described 12 potential policy pathways in brief
form, with pros and cons, decisions of such gravity and consequence cannot be made based on a
few mere paragraphs and tables. Other similarly significant changes in California’s energy policies
have involved multiple studies and extensive analyses by experts that have taken months, if not
years, of meaningful deliberations and consultation to explore, develop and implement. We firmly
believe that the Transportation Fuels Assessment and the Transportation Fuels Transition Study
proposals envisioned by SB X1-2 warrant at least the same level of engagement, analysis,
development, and vetting before significant and consequential decisions are taken by State
policymakers that could hurt Californians more than help them. These are decisions that could
easily put the entire fuel supply chain at risk, not only for the State of California, but for our two
neighboring states of Nevada and Arizona, whose fuel supplies are firmly dependent on the
viability of California’s petroleum supply chain and most notably, California’s refiners.?

Finally, the CEC has the resources and authorities under the Petroleum Industry Information
Reporting Act of 1980 (PIIRA) and SB X1-2 to learn from the industry through the request for and
analysis of confidential business information. This is the kind of information that WSPA and other
entities are not allowed to either know or share, due to important antitrust protections. However,
given the level of understanding of the industry revealed through the Draft, WSPA would strongly
encourage the CEC to meet with individual companies under PIIRA protection and ask key
questions in order to learn whether many of the assumptions the CEC and CARB have apparently
based their Draft on have any substance or reality. For example, the presumption (perhaps based
on an economic theory) that refiners have much more excess capacity, either in utilization
percentages or storage, should be tested with each company rather than simply asserted as a
public conclusion without sufficient evidence. Or, as another example, that the CEC appears to
assume that refiners can be compelled to increase reserve capacities in order to mitigate supply
shortages during planned and unplanned outages of refinery operations. However, without actual
knowledge or evidence, or an analysis of the time or logistical steps this would require (including
local permitting), this assumption cannot be tested as a viable policy option.

In the following sections, we comment on the policy options presented in the Draft that we believe
warrant further development. WSPA believes that the policy options we are choosing not to
comment on simply do not have any realistic place in the array of policy choices the agencies have
before them, nor do they warrant serious further consideration or staff time. We suggest that these
ideas be moved to an appendix in the final version of the Assessment to document that they were
considered. However, we do not believe they warrant further time, energy, or resources from state
agencies.

2 According to the CEC, California’s refineries provide most of Nevada’s and nearly half of
Arizona’s transportation fuels. hitps://www.energy.ca.gov/data-reports/energy-insights/what-drives-
californias-gasoline-prices. Last accessed: May 16, 2024.
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Cost of Service (COS) Policy Option

We are addressing the COS model only because it has received so much attention by public
members at CEC workshops and during recent State Legislature oversight hearings. We have
very serious concerns about the viability of this model as it could be applied to a global multi-
commodity market, such as petroleum, which is not a natural monopoly and has not traditionally
been regulated in the United States as a utility.

A utility-based COS model for electricity and natural gas distribution is a regulatory oversight and
control structure intended to address natural monopolies that provide a single type of energy
commodity to customers in a specific geographic marketplace. Price controls and cost recovery for
operating expenses and capital improvements at a profitable return-on-investment are primary
elements of a utility model.

Such an approach does not easily lend itself to the transportation fuels market, which is neither a
natural monopoly nor a single energy commodity. Exactly how a cost-of-service model could be
applied to California refiners’ operations and the other transportation fuel value chain segments
(i.e., upstream producers and pipelines, storage providers, marine infrastructure, downstream
distribution infrastructure, wholesalers, and retailers) has not been explained in the Draft. More
concerning, the Draft does not discuss the potential benefits to consumers of a COS model, nor
does it address the potentially deleterious unintended consequences associated with an
inadequate fuel supply in that model. If the State were to continue to pursue such a policy option,
we would strongly urge the agencies to develop a report that, at minimum, addresses the following
critical questions:

e How would the California Public Utilities Commission (CPUC) regulate the prices of all
output from refiners ranging from liquified petroleum gases (butane and propane), to
refined products (gasoline, diesel, jet fuels), to other products (residual fuels, fuel oils,
lubricants, asphalt, plastics, and petroleum coke)?

e |f this policy were only intended to be applied to gasoline sold in California, how would a
cost-of-service model be applied to only a single commodity for firms producing scores of
other petroleum-based commodities? How would cost recovery be apportioned just to
California gasoline output?

¢ How would the CPUC regulate all, some, or none of the domestic and international refinery
feedstocks such as crude oil and gas oils?

¢ How would the CPUC regulate the other costs incurred by the refiners for operating
expenses and necessary capital investments for planned refinery maintenance, unplanned
outages, and compliance with myriad local state and federal regulations involving fuel
regulations and emission limits?

¢ How would the CPUC regulate the cost of marine logistical services associated with
imports, export, and intrastate movements of refinery feedstocks, refined products, and
renewable fuels? We would ask the same question about truck transport services.

o If other refined products and refinery feedstock prices are regulated, how would the CPUC
compel foreign suppliers to sell to California refiners at set price levels? Would the Federal
Energy Regulatory Commission (FERC) or the U.S. State Department have authority to set
these prices? Would the State cover the incremental costs refiners incur above the set
values for imported crude oil, other refinery feedstocks, and refined products?

e How often, under what circumstances, and by what adjudicated process would the CPUC
revise commodity prices?

[ =
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¢ How would other prices be controlled downstream of the refiners by the CPUC to ensure
that other market participants such as wholesalers and retailers would not take advantage
of set price levels by increasing their margins to end-use customers? Does that mean the
CPUC would set prices at all distribution terminal racks, and the 10,000-plus retail station
outlets?

¢ How would the CPUC'’s role at the State level interface with the Commodity Futures
Trading Commission (CFTC) role at the Federal level?

e How would a COS model for the California fuel supply chain affect contractual obligations
that refiners currently have with other states, such as Arizona and Nevada? Does this
require addressing legal issues, such as the commerce clause or other federal preemption
questions?

e How does a COS model avoid or mitigate a loss of supply due to an unplanned outage?

Policy Options WSPA Recommends for More Complete Treatment

Recognizing that the CEC and CARB have already acknowledged California’s structural fuel
supply barriers as a key element in contributing to price spikes, WSPA recommends that the
agencies invest additional energy and resources into any of the policy options that have the
potential to increase inventory and stabilize in-state fuel supplies. We would discourage the
agencies from spending further resources on the other policy options, as further development
would only increase risk and potentially exacerbate the current policy impacts that are constraining
local fuel supply. If the agencies feel obligated to keep all options open in their final Transportation
Fuels Assessment, we recommend placing the remaining options in appendices that demonstrate
that the agencies creatively considered even the most implausible options.

We do not discuss the demand-oriented policy options presented in the Draft because we feel that
these kinds of programs are already under sufficiently robust development through CARB and the
CEC, and reflect the State’s other policies designed to reduce consumer demand. We only note,
as mentioned above, that predictions or forecasts about future fuel demand in California must
account for and compare scenarios beyond the State’s preferred declining gasoline demand
scenario. We further urge the agencies to avoid unrealistic expectations that lower income
Californians will somehow be able or willing to transition to more expensive electric vehicles on the
schedule the State prefers, rather than the schedule these consumers are able to accommodate
financially.

The Draft offered brief descriptions of three inventory-related policy concepts that merit additional
analysis and public discussion: a Strategic Fuels Reserve, Minimum Inventory Levels, and E15
Blending. We address each of these briefly below.

Strategic Fuel Reserve

The CEC previously studied the concept of creating a Strategic Fuels Reserve (SFR) in 2000 and
2001, at the direction of Assembly Bill 2076.2* The purpose of the SFR concept was to reduce the
magnitude and duration of fuel price spikes in California. Given the analogous situation cited in SB

24 Assembly Bill No. 2076, Shelley, Chapter 936, Statutes of 2000, State of California, approved by
the Governor September 29, 2000. Link: http://www.leginfo.ca.gov/pub/99-00/bill/asm/ab _2051-
2100/ab_2076 bill 20000930 chaptered.pdf]
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X1-2, and the mandate to the CEC to explore all options, we recommend the agencies direct due
attention to the work previously done.

During that process in 2000, the CEC assessed the concept of a strategic fuels reserve using a
combination of consultant and internal technical staff resources. A revised consultant report was
published in July 2002.25 Over the following year, the CEC held workshops and conducted a
hearing that concluded that “...the Governor and Legislature should not proceed with the strategic
fuel reserve concept evaluated by the Commission. The Commission found that a strategic fuel
reserve could have several unintended consequences, which could limit its effectiveness as a tool
to moderate gasoline price spikes and could reduce the total supply of gasoline in the state. In
addition, the Commission has determined that investment in private storage capacity is increasing,
which reduces the need for SFR public storage.”%

The transportation fuels supply chain has continued to evolve since that initial assessment of an
SFR concept, which merits a re-examination of this potential strategy to:

¢ Quantify the State’s inventory capacity at both refinery locations and third-party facilities.
¢ |dentify changes in storage capacity and types (leased versus community storage).

e Determine throughput limitations for marine terminals that could be used as part of the
initial filling and subsequent restocking of the SFR.

o Reassess parameters of the original SFR concept to identify potential operational barriers
or limitations to address price spikes, as well as potential negative consequences on
private sector inventory holdings.

Minimum Inventory Levels

The other inventory-related policy concept identified in the Draft was related to a requirement for
refiners to prevent their gasoline and component inventories from dropping below some yet-to-be-
determined level, except under certain conditions. WSPA is concerned that such a concept could
have unintended consequences for refinery operations, and constrain refiners’ flexibility to meet
changing market or operational conditions. If the CEC and CARB intend to pursue this course, we
would urge the agencies to develop a report that would provide detailed responses to several
critical questions about this concept, such as:

¢ How would the minimum inventory level be set?
e Would there be a different level for each refinery location?

e How would minimum inventories be managed through seasonal RVP transitions where
inventory must be taken to minimum levels for tank turnover?

% California Strategic Fuels Reserve, Revised Contractor Report, California Energy Commission,
P600-02-017D, July 2002. Link: https://stillwaterassociates.com/wp-
content/uploads/2023/03/Strategic-Fuel-Reserve-Study-Stillwater-Associates-7.3.02.pdf]

% Feasibility of a Strategic Fuels Reserve, Commission Report, California Energy Commission,
P600-03-013CR, July 2003, page 2. Link:
https://web.archive.org/web/20100607193136/https://www.energy.ca.gov/reports/2003-07-31_600-
03-013.PDF]
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¢ Would minimum inventory levels be extended to include third-party terminals?

e Does setting a minimum inventory level include increasing total storage capacity in the
state for gasoline and blending components? How does the State anticipate incentivizing
investment and potentially sharing risk?

¢ What are the feasibility studies and permit timelines for constructing additional storage
capacity at refineries?

¢ If no additional storage tanks are constructed as part of this concept, do minimum inventory
level requirements constrain refinery operational flexibility by effectively increasing storage
tank “heels” and reducing “working storage capacity?”

¢ The CEC should better understand product allocations, which are essentially minimum
inventory levels set to conserve supply, for example, during hurricane events in the Gulf
Coast region.
E15 Blending

The CEC noted E15 as a production enhancement strategy to allow increase blending of ethanol
from 10% (E10) to 15% (E15) to augment existing CARBOB supply. WSPA believes that such a
change should not be mandated because it can be invoked during times of tight supply. Existing
infrastructure for ethanol, and ship and rail offload capacity exist for short-term increased blend
percentages. To allow for blending up to E15, CARB must update the Predictive Model that is
used to certify CARBOB emissions. Under current modeling assumptions, E15 blends could
potentially put the State Implementation Plan (SIP) at risk for being out of compliance.

Rail Supplies

The Draft listed a policy option concerning the capability to import transportation fuel by rail and
transload to tanker trucks at various locations throughout the State. The CEC accurately
characterized this potential policy as a strategy that could be deployed in response to a significant
emergency, such as in the aftermath of a catastrophic earthquake. However, if the State were to
develop such a capability, then transportation fuel market participants (refiners, importers, and
large marketers) might take advantage of rail transloading infrastructure to bring in additional
supplies of gasoline under certain market conditions. The agencies should conduct a detailed
assessment that would include at minimum:

¢ |dentification of existing rail transloading facilities for refined products, if any;
e Attributes required for a typical rail transloading site;

o Rail siding;

o Tanker truck access;

o Transloading equipment;

o Personnel;

o Security;

o Rail access agreements;

e Estimated range of investment required per site and rail transportation costs from specific
domestic refining centers;

¢ Minimum number of locations and basis for making that determination;
. = —ww
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¢ Timing for delivery from key points of domestic origin, compared to waterborne resupply;
and

o Potential barriers to private sector operation related to rail car availability and availability
out-of-state suppliers capable of producing CARB gasoline.

We also recommend that the agencies take care not to treat each of these options in isolation.
Rather, once an assessment and analysis for each policy option has been completed, the
agencies should examine whether market and fuel supply stability might be enhanced further by
combining viable options into a more comprehensive suite of policy solutions.

Conclusion

WSPA appreciates the opportunity to comment on the Draft Transportation Fuels Assessment. We
wish to reiterate that, while we believe this Draft is an important foundation to initiate serious public
engagement, we firmly believe it is incomplete and not ready to become the basis of a
comprehensive transportation fuels policy. Nor is it — in its current form — a sufficient foundation to
underpin the Transportation Fuels Transition Plan mandated by SB X1-2.

Should the agencies wish to correct the deficiencies in the Draft that we have identified here,
WSPA and its member companies are eagerly disposed to assist and collaborate in multiple
venues to develop the information base and policy recommendations that one would expect any
comprehensive strategic effort of this scope and gravity would require. WSPA has already
invested heavily in analytical work on multiple subsectors of the entire fuel supply chain. We would
be pleased to work with the agencies to share our information and analytical products. All of our
analyses so far have been conducted using publicly available data (much of it published by the
CEC and CARB themselves).

WSPA wishes to note that, throughout multiple hearings and workshops, CEC Commissioners
have reiterated their commitment to full, good-faith engagement with industry to ensure the most
comprehensive Transportation Fuels Assessment and Transportation Fuels Transition Study. This
commitment, as we understand it, is not just to fulfill the Commission’s specific obligations under
SB X1-2. It is to ensure that the State and its citizens have reliable access to affordable, adequate,
reliable, clean, and safe fuels from all sources for the energy needs of a thriving population and
economy. We share that commitment, and we are ready and willing to work with the Air Resources
Board and the Energy Commission to achieve those goals.

Sincerely,

(R

Catherine Reheis-Boyd
President and CEO

CC: Liane Randolph, Chair, California Air Resources Board
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Catherme H. Reheis-Boyd
President and CEO

August 29, 2024

California Energy Commission Uploaded to Docket
Docket Unit, MS-4 [Docket No. 23-SB-02]

715 P Street

Sacramento, California 95814

Preliminary WSPA Comments on Gasoline Supply Reliability Workshop [Docket #23-SB-02]

On behalf of the Western States Petroleum Association (WSPA), | am providing these initial comments
on the California Energy Commission (CEC) and the Division of Petroleum Market Oversight's (DPMO)
August 22, 2024, Senate Bill (SB) X1-2 (2023) gasoline supply reliability workshop. We are providing
preliminary comments given the Governor’s last-minute legislation (SB 950), proposed on August 27,
that would allow the State to impose binding minimum gasoline supply inventory rules on industry.

At the August 22 workshop, DPMO staff stated that, “Governor Newsom has now proposed legislation
that would give CEC this authority, and we are excited to support his proposal”! while simultaneously
acknowledging that “we are still working to understand exactly what capacity we have available here in
California.”? The CEC then made it appear that industry had somehow helped shape the concepts,
“...because industry really understands how to do this, these complex operations, and have been...
doing this for decades to be able to kind of navigate the system” and “also recognizing industry, who
are collaboratively working with us, and the ability to kind of do that.”3

This is simply not true. The proposed legislation was not made available prior to its public release on
August 27, and WSPA does not believe that industry was able to shape any such framework or the now
pending SB 950 — upon which the authority to do so would be based. Rather, WSPA has repeatedly
raised warnings that have gone unheeded. We hope the following information will help inform
policymaking discussions in the State’s attempt to micromanage California’s gasoline inventory
supplies — which is a recipe to raise everyday California fuel costs and potentially reduce fuel
supplies to Arizona and Nevada, too — all while minimizing the existing safety-first priority.

PROPOSALS COMPROMISE SAFE REFINERY TURNAROUNDS

The workshop proposal and SB 950 stray from industry’s calls fo avoid compromising refinery safety at
all costs. Labor had raised similar concerns. Instead of fixing decades of poor policies that have driven
supply down, these proposals hold industry’s safety-first turnaround planning efforts hostage. SB 950
would give unlimited authority to an agency that lacks expertise in running a refinery, advised by a
committee devoid of industry experts, to hold turnaround plans in response to price signals — not legally
binding safety and compliance needs; this endangers workers and communities. There is nothing to
prevent the CEC from interfering with any existing health and safety requirements, leaving refiners to
manage profoundly conflicting regulations.

NO EVIDENCE SHOWN THAT MORE FUEL IN INVENTORY WOULD STOP PRICE SPIKES
o California’s fuel supply chain already maintains substantial volumes of gasoline inventory. California
has not come close to emptying its gasoline supplies; the lowest gasoline inventory recorded since
2011 was still over 425 million gallons (in 2023), representing over 12-days’ worth of supply.
o Mandatory stockpiles have been investigated by the CEC and shown to come with significant
costs, which will likely and ultimately be borne by consumers.

" CEC August 22, 2024, Gasoline Supply Reliability Workshop at 46:29 mark: https://www.energy.ca.gov/event/workshop/2024-08/workshop-
gasoline-supply-reliability

2 CEC August 22, 2024, Gasoline Supply Reliability Workshop at 48:07 mark.

3 CEC August 22, 2024, Gasoline Supply Reliability Workshop at 57:34 mark.
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o Minimum inventory levels would most likely create sustained gasoline price increases due to
new tankage and working capital costs and would not reduce price spikes.
o Gasoline that could be supplied to California, Arizona, and Nevada consumers might need to be
kept off the market, creating shortages and inflating costs for drivers today.
e Removes industry and labor voices from proposed Expert Advisory Committee. Excluding
CalOSHA and any recent industry consultants means the framework lacks any real-world expert
advice and input.
o Price volatility can happen regardless of how much gasoline is in inventory. Massive
additional storage cannot correct this problem due to permitting and operational cost constraints.
What could help stabilize the imbalance is having sufficient local fuel manufacturing capacity,
connectivity to other regional markets, and fewer policy restrictions on imports.
o While having additional fuel inventories may be useful to address energy security concerns, it is
not a price-control mechanism. Inventory safeguards against the possibility of running out of fuel
until additional supplies arrive or local production resumes. The resupply market works because
higher prices attract additional gasoline supplies to balance an undersupplied market.
o Refiners may be forced to hold inventory back as they await State authorization.
o Once the CEC establishes a “Days of Supply” threshold and mechanism to release inventory,
market trading behavior may result to drive prices up in response to the lack of market liquidity.
o No analysis has been done on whether a minimum inventory requirement may actually
decrease domestic gasoline production given that available onsite storage is needed to
efficiently balance blending, testing and certification, and marketing activities.
o DPMO reference to international case studies is not representative of California’s unique fuel
market. Any examples of policy successes in other regions do not necessarily account for
California’s unique and extraordinarily complex transportation fuel market.
o California is a fuel island. This was acknowledged in the Transportation Fuels Assessment.*
= California is geographically large and topographically complex
= Neighboring state populations and economic centers are far from California’s
= There are few supply- or demand-side substitution opportunities
o California has a unique regime of environmental policies
= A minimum inventory requirement does not consider California’s storage constraints
= A minimum inventory requirement also ignores challenges with importing fuel from other
regions, due to California’s unique geography and existing policies (e.g., CARBOB blend
requirements, Ocean Going At-Berth Regulation, disproportionate Federal Jones Act harms).

o There are especially significant differences with Australia.® That nation — which depends on
imports for two-thirds of their total production demand — provided approximately $1.8 billion in
funding to keep their only two remaining refineries operational until 2027, provides funds for
refinery upgrades, and makes certain production payments.

e CEC and DPMO did not address unintended consequences of minimum inventories. Further
work must be done to determine if any such requirement is feasible in California.

o What will be the costs to consumers and other unintended consequences?

o Where is the transparency from CEC and DPMO on these economic costs?

o Neither CEC nor DPMO appear to have any certainty to confirm that mandated thresholds will
prevent price spikes in California’s market as identified in the Transportation Fuels Assessment:

“it may artificially create shortages in downstream markets”

“[it] could increase average prices for refiners to maintain additional storage”
“market equilibrium may likely emerge at a higher price level”

“potential exists for the state to be criticized for requiring refiners to withhold fuel
from the market”

4 CEC Transportation Fuels Assessment Report: https://www.energy.ca.gov/publications/2024/transportation-fuels-assessment-policy-options-
reliable-supply-affordable-and
5 See refining section at https://www.eia.gov/international/analysis/country/AUS
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o No analysis has been done on how refiners would store increased supply or be able to increase
imports under the criteria pollutant summer CARBOB blend, Ocean Going At-Berth Regulation,
and Federal Jones Act constraints.

o No consideration has been given to the likely competitive advantage provided by a minimum
inventory requirement to foreign importers over domestic refiners, or how such an advantage
could be alleviated.

o Likewise, there are other, non-refiner inventory holders in the State, yet no consideration has
been given to requiring a minimum inventory across all inventory holders in the State.

o Maintenance cannot be determined based on economic interests alone, and under no
circumstances should such interests prevail over or otherwise compromise safety or
environmental needs — needs that are more appropriately understood and addressed by
CalOSHA, industry, and labor.

It is especially concerning that important policy decisions would be made with minimal, if any,
acknowledgement and ownership about potential cost impacts to end consumers. With no economic
impact accountability — and lack of transparency at the CEC and DPMO- there is no line item to show
how this proposal could increase consumer costs. The CEC and DPMO have the means to hide costs
under refiners’ margin data and continue to blame issues on industry. California’s regulatory framework
and logistical constraints already make it the most expensive refining environment in the nation. Even
more regulation will only disincentivize investments and increase operating hurdles. This could lead to
more refinery shutdowns, supply reductions, and even higher prices. This is only compounded when
SB 950 would impose penalties of up to $1 million per day. This is not a sign of being collaborative with
the industry that produces fuel California demands. It is wholly punitive — not to mention unlawful.

Sincerely,

(Sl Tt

Catherine H. Reheis-Boyd
President and CEO
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Catherlne H. Reheis-Boyd
President and CEO

September 19, 2024

Mr. Tai Milder

Division of Petroleum Market Oversight, Director
1516 9th Street

Sacramento, CA 95814

WSPA RESPONSE TO THE DIVISION OF PETROLEUM MARKET OVERSIGHT’S (DPMO)
SEPTEMBER 13, 2024, GASOLINE MARKET UPDATE AND CONSUMER ADVISORY

Dear Director Milder,

| am writing on behalf of the Western States Petroleum Association (WSPA) to address and
correct assertions made in your September 13, 2024, letter to Governor Newsom, Assembly
Speaker Rivas, and Senate pro tempore McGuire and in follow-on media briefing statements.

First, you claim that there is more than enough gasoline to meet California’s fuel demand. But
this is false. Years of State policies have discouraged investments and decreased refining
capacity by reducing the number of in-state refineries available to produce California’s unique
gasoline blend. California had 30 refineries in the 1990’s. Today we have nine. In fact, that was
largely the purpose of these policies — to move California to different energy sources and to
discourage the production and sale of gasoline. As a result, California lacks the very
infrastructure it needs to meet ongoing gasoline demand, and it must turn to out-of-state
imports when supply is impacted by unplanned refinery outages. After the many refinery
closures over many decades, there is no additional capacity to bring online. Additional policy
burdens on the few remaining refiners would only exacerbate this situation by disincentivizing
investments in existing refineries — which could force more frequent unit shutdowns, thereby
limiting supply and driving up prices — or cause more refiners to leave the State.

Second, you state that California needs to require the industry to have more supply during the
busy driving seasons to help slow a run-up in gasoline prices. This assertion ignores two key
capacity constraints: 1) daily gasoline production by California refineries equals driver
consumption, meaning all gasoline produced is needed to supply the market, as was explained
by the California Energy Commission’s (CEC) own consultants, ICF and Stillwater Associates,
in recent workshops and hearings — that refiners already produce as much fuel as they can
reliably and safely produce; and 2) even if the gasoline was available, there is a lack of tankage
at refineries to store supply, and building new tanks is not a feasible solution given that it takes
the better part of a decade to build just one tank (at a cost in the tens of millions of dollars each)
due to California’s myriad of environmental requirements, and its well-known elongated
permitting timelines, and subsequent legal challenges. A new policy that offers no solutions to
these issues will not help Californians and would likely continue to discourage investment, which
would likely lead to less fuel production and higher prices.
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Third, you asserted that refiners have more storage capacity and simply choose to store less
gasoline in the summertime. What this fails to recognize is that refiners have more production
capacity in the wintertime given the easier-to-produce winter RVP specification and the
generally lower driving demand. It also fails to recognize that refineries have a finite amount of
gasoline tanks, which are actively used and needed in the gasoline production process. Thus,
the combination of summer RVP gasoline specifications and increased driving demand impact
supply — not refiner production or storage. What the CEC and DPMO staff have repeatedly
failed to understand is that the logistics system for California’s fuel supply system is dynamic,
constantly moving gasoline components to blend them into finished products that are required to
be certified and then sent via pipelines to terminals where they are transported to gasoline
stations to meet market demand. It is NOT a static system of expensive tanks containing
finished products waiting to enter the market.

Fourth, you sought to discredit the influence of crude oil prices on rising gasoline prices, noting
the stark price difference between California’s retail prices and the rest of the nation. But, as you
know, California faces unique supply challenges. We have previously explained that there are
many variables, in addition to global oil prices, in play. These include supply and demand of
global gasoline and blend components, which are necessary for California’s unique fuel blend
(i.e., as global inventories move, so does the cost to purchase, ship, and blend California’s
gasoline), and California’s fundamentally constrained production capacity. California’s fuel
supply chain is now structurally short and subject to short-term volatility given that California is a
“fuel island,” with resupplies from Asia taking approximately 3-4 weeks to arrive in California.

Fifth, you have stated that California refiners may seek to sell gasoline at prices far exceeding
any increase in their own input costs. However, you neglect to include the costs associated with
obtaining imports. If the California gasoline spot market value becomes decoupled from the
market value, crude oil and refined gasoline exporters may have reason to send their product
elsewhere to ensure they can cover their production costs. And if California refiners are unable
to recover their high operational costs, in this State, it may disincentivize them from investing
here and potentially shift capital to other regions.

Lastly, you advised Californians to compare fuel prices. WSPA fully supports this. As an
industry composed of private competitors, our retail members uniquely display prices on large,
street-facing signs allowing consumers to make informed choices. Similarly, consumers should
demand transparency from their representatives regarding the policies they support. The
DPMQO’s proposed policies pose risks to gasoline supply without guaranteeing stable prices. We
suggest that consumers contact their representatives to request an estimated cost per gallon of
gasoline in California, seek more information on policy proposals, including minimum inventory
bills, and inquire about regulations under consideration for amendments like the Advanced
Clean Cars Il Regulation, the Low Carbon Fuel Standard, and the Cap-and-Trade program.

I hope this information is helpful in your ongoing efforts to better understand California’s
complicated fuel supply market. Please do not hesitate to contact me for further information.

Sincerely,

(Sl

Catherine H. Reheis-Boyd
President and CEO
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Sophle Ellinghouse
Vice President, General Counsel & Corporate Secretary

March 11, 2025

California Energy Commission Uploaded to Docket 25-PIIRA-01
Docket Unit, MS-4

715 P Street

Sacramento, California 95814

RE: WSPA Comments on February 2025 AB X2-1 Pre-Rulemaking Workshop [25-PIIRA-01]

The Western States Petroleum Association (WSPA) appreciates the opportunity to comment on
the California Energy Commission’s (CEC) February 25, 2025, pre-rulemaking staff workshop
regarding a refinery resupply planning framework to implement Assembly Bill (AB) X2-1 (2024)
— specifically, towards developing rules regarding necessary refinery maintenance and
turnarounds, including the CEC’s authority to establish refinery resupply requirements, pursuant
to Public Resources Code (PRC) Section 25354.2.

We appreciate the CEC’s ongoing engagement with WSPA member companies to better
understand California’s gasoline market, particularly around planned refinery maintenance
activities and recent refinery transitions and closure impacts on the market. We welcome an
ongoing dialogue in search of practical solutions to offset lost production due to planned
maintenance. We remain concerned, however, that any attempt by the State to micromanage
refinery fuel inventories or refinery maintenance will further complicate California’s fundamental,
systemic problems, which are a result of decades of intentional State policies that actively
restrain locally produced fuel supplies while increasing local refining costs. Such issues will
likely only worsen California’s susceptibility to price volatility — especially when the few
remaining California refineries perform necessary maintenance activities required for safe,
reliable, and responsible operations.

WSPA is also concerned that any refinery resupply requirement, if not carefully crafted, could
conflict with existing statutory mandates for refiners not to withhold fuel from the market — which
would not only adversely impact the California market but would harm Arizona and Nevada
consumers if refineries are required to withhold fuel supplies for the benefit of Californians.
These types of impacts to states like Arizona and Nevada could ultimately lead to costly and
time-consuming litigation for California’s interference with interstate commerce. We therefore
urge the CEC to further analyze whether refinery resupply requirements are indeed needed —
and at what cost. Any requirement that keeps fuel from the market will require the market to
increasingly resort to foreign sources, forcing more long-duration marine imports into a market
that may not be short and creating unintended and even more expensive consequences for
consumers.

Fortunately, AB X2-1 is clear that the CEC “shall not” adopt a regulation “unless it finds that the
likely benefits to consumers from avoiding price volatility outweigh the potential costs to
consumers.” Resupply requirements that prevent the free transaction of fuel on the open market
when and where needed to satisfy demand will distort the market, further restrict available
supply, and hurt consumers. We urge the CEC to continue working with WSPA and our member
companies to reach a mutually beneficial framework that supports supplying fuel to the market
and does not compromise refinery safety while seeking to mitigate potential consumer impacts.
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ONGOING PROCEDURAL CONCERNS WITH USE OF EMERGENCY RULEMAKINGS

In addition to concerns regarding the delay in posting workshop presentation slides — which
limits the time stakeholders have to review, analyze, and opine on them — WSPA reiterates here
its ongoing concerns regarding the continued use of, and reliance upon, truncated emergency
rulemaking procedures in implementation of AB X2-1. There is no actual “emergency” as
defined by California law; the State has faced structural fuel supply issues for decades, and
these problems are entrenched and complex. Considering these rules on an emergency basis
denies both the public and stakeholders their right to due process and meaningful engagement
in an iterative process with staff. The scope and impact of this proposed regulatory framework
demands no less than a full and proper assessment by the CEC, the industry, and the public.

WSPA agrees that it is critical to ensure Californians have adequate and affordable supplies of
fuel and are protected from price volatility resulting from structural market influences. But
effectively addressing these issues will require proper consideration of refinery-specific
variables, relevant market data, and of the functioning of the industry as a whole across three
states. Given the importance and complexity of the issues involved, the CEC should not short-
change a thorough assessment which could result in workable and effective regulations, and
Californians deserve adequate time to review and comment on whatever system emerges from
that assessment.

In the future, the CEC should provide workshop materials prior to the start of the workshop. This
would provide stakeholders that will be directly impacted by proposed policies with sufficient
opportunity to assess potential impacts, inform the CEC as to whether the proposals are
consistent with existing statutory and operational requirements, and seek clarification from staff
regarding any ambiguous policies or regulatory proposals as far in advance as possible.

WSPA RESPONSE TO CEC PRESENTATION ON PROPOSED RESUPPLY FRAMEWORK

We appreciate the CEC staff’'s ongoing efforts to better understand California’s complex
transportation fuel system. However, WSPA believes that a “one size fits all” approach to setting
reporting thresholds and exemption pathways is unlikely to solve the State’s concerns regarding
market volatility for consumers. We urge the CEC to meet individually with each refiner, under
the confidentiality protections afforded by the Petroleum Industry Information Reporting Act, to
fully understand the implications of the proposed resupply framework on each refiner and to
ensure that any such framework would not cause more harm than good.

A resupply threshold can present operational challenges if set too high or too low — because this
is refinery-dependent. While we appreciate staff's belief that setting a resupply threshold
amount too low may not mitigate price volatility, WSPA also believes that setting a resupply
threshold amount too high may not mitigate price volatility either, and instead further starve the
market of needed fuel supplies. We would further question whether the CEC has the expertise
and capacity to intervene in planned refinery maintenance events that would trigger resupply
requirements.

We are also concerned about the prospect of any inconsistent application, and therefore
enforcement, under any potential exemption pathways. For example, a proposed “trigger level’
of merely 450,000 total barrels in an anticipated event is quite low (using ICF’s base case of an
8-week outage, that is only approximately 8,000 barrels per day). We would suggest
substantially increasing this amount — and reducing the reporting threshold to at least 90 days —
to avoid being overly burdensome and potentially intrusive.

Whether the CEC’s goal is to drive industry accountability for managing resupply planning or
simply to assess how such decisions are made, WSPA questions whether there may be other

Western States Petroleum Association | 1415 L Street, #900, Sacramento, CA 95814 | wspa.org





Page 3 of 4

frameworks to accomplish this. We look forward to working with the CEC to discuss alternative
options.

WSPA RESPONSE TO ICF PRESENTATION ON RESUPPLY BENEFIT COST ANALYSIS

WSPA believes that a thoughtful response would involve reviewing how ICF sourced the data
that led to the conclusions presented. A review would assist in our evaluation of ICF’s
underlying cost-benefit analysis assumptions, including assisting WSPA member companies in
assessing how ICF’s conclusions would impact refinery operators and to validate whether they
are consistent with any statutory or operational requirements and constraints.

For example, ICF assumed a conservative scenario whereby refiners would lose money (at a
25% loss) on marine imports brought in. As this is likely the case for marine cargoes, we
question what assumptions were made given increasing constraints placed upon marine imports
by the California Air Resources Board through the 2020 At-Berth Regulation amendments and
other regulations, and for refiners that may have limited access to marine terminals.
Furthermore, the assertion that a resupply plan should account for 70-90% of lost production
requires further analysis by industry experts to assess feasibility and potential real-world cost
impacts, and should be assessed against California market demand rather than refiner
production. Specifically, WSPA is concerned about the following analysis assumptions:

1. Overestimation of Consumer Benefits: The analysis may overestimate the benefits to
consumers by assuming refiners were not already utilizing resupply plans during
benchmark events. ICF assumes that an 8-week planned refinery outage event resulted in
a total gasoline production loss of 2.5 million barrels. However, the actual impact on prices
may be minimal if other factors — such as global oil prices, consumer demand, and market
dynamics — continue to play a dominant role.

2. Underestimation of Compliance Costs: The analysis might underestimate the costs
associated with compliance for refinery operators. Implementing resupply requirements,
rather than allowing refineries to implement their own resupply plans — which refiners have
been doing for decades, could necessitate uneconomic strategies to secure non-spot
market resupplies (e.g., marine imports) and additional capital to guarantee inventories.
These costs could be passed on to consumers, potentially leading to higher gasoline
prices. This is similar to the concerns we have highlighted around managing mandated
inventory levels and how that may reduce the available supply for consumers, thereby
increasing costs.

3. Lack of Flexibility and Potential Conflicts: The proposed resupply requirements may lack
the necessary flexibility to take advantage of unique operational opportunities identified
within 60 days prior to planned maintenance or economic supply opportunities identified
during the planned maintenance event. This rigidity could result in compliance difficulties
and potential conflicts with existing statutory requirements that prohibit refiners from
withholding fuel from the market. WSPA has emphasized the need for flexibility in resupply
source, quantity, and timing to minimize consumer costs and to avoid unintended
consequences.

WSPA intends to provide additional comments to the docket regarding ICF’s gasoline forecast
model pending a detailed review of their modeling assumptions.

WSPA RESPONSE TO DPMO PRESENTATION ON ECONOMIC CONSIDERATIONS
WSPA reiterates here that a thoughtful response would involve understanding the assumptions

used in the Division of Petroleum Market Oversight’s (DPMO) cost-benefit analysis. The
DPMQO’s claim that price increases are due to refinery outages has been disputed in the past;
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there are numerous underlying reasons for California’s rising gasoline prices, including the
permanent loss of refinery production, providing boutique fuel blends to an isolated fuel market,
minimum wage increases at retail stations, fluctuating crude oil prices on the global market, and
the increasing cost of compliance with California-specific regulations (e.g., the Low Carbon Fuel
Standard and the Cap-and-Trade Program).

WSPA has repeatedly raised warnings’ regarding the State’s attempt to micromanage
California’s gasoline inventory supplies and refinery maintenance events. Unfortunately, these
warnings appear to have gone unheeded and, since then, another California refinery has opted
to close. As part of prior comment letters — including regarding the DPMOQO’s past presentations —
we have repeatedly expressed concerns that California’s policies present a recipe for increased
fuel costs for the consumers of California and potentially reduced fuel supplies to California, as
well as Arizona and Nevada.

Yet the DPMO’s ongoing attribution of consumer price increases to refinery outages and “profit
spikes” for industry continues to fail to appreciate both indirect and direct pricing factors, and
also fails to explain why a refiner in a competitive free market would willingly schedule
maintenance activities during the busiest demand periods. Basic refinery operations necessitate
that tanks will always be partially used to ensure optimal and safe rates for refining operations,
as some tank applications can have upstream operational effects, necessitating a reduction in
unit rates when the tank levels are too high. In the simplest of terms, if a refiner has two similarly
sized tanks, with demand and production balanced, an operator will only have an approximately
50% utilization rate as one tank will be filling at the same rate as the other tank is emptying. As
a result, any effort to force the industry to store more product in existing storage vessels would
reduce refinery production and increase supply variability — counter to what the DPMO and CEC
are striving to achieve.

CONCLUSION

WSPA appreciates the opportunity to provide these comments on fuel supply issues of critical
importance to all California consumers — and consumers of other states dependent on
California’s refinery production — who rely on affordable and reliable sources of transportation
fuel every single day. These comments are based on WSPA'’s review of the materials and
statements at the workshop, and we reserve the right to amend these comments or add to the
docket as necessary to reflect additional materials or changes in the CEC’s decisions.

Please do not hesitate to contact me with any additional questions.
Sincerely,

5 ElhA~

Sophie Ellinghouse
Vice President, General Counsel & Corporate Secretary

" Western States Petroleum Association Comments - WSPA Comments on Gasoline Supply Reliability Workshop 9-10-2024
(Docket #23-SB-02); September 10, 2024 at: https://efiling.energy.ca.gov/Lists/DocketLog.aspx?docketnumber=23-SB-02
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Sophle Ellinghouse
Vice President, General Counsel & Corporate Secretary

March 17, 2025

California Energy Commission Uploaded to Docket 25-PIIRA-01
Docket Unit, MS-4

715 P Street

Sacramento, California 95814

RE: WSPA Comments on AB X2-1 Refinery Resupply Planning Pre-Rulemaking Workshop
[25-PIIRA-01]

The Western States Petroleum Association (WSPA) appreciates the opportunity to comment on
the California Energy Commission’s (CEC) March 5, 2025, pre-rulemaking workshop on refinery
resupply planning to implement Assembly Bill (AB) X2-1 (2024) and Senate Bill (SB) X1-2
(2023) — specifically, the refinery resupply framework and draft “express terms,”" pursuant to
Public Resources Code (PRC) Section 25354.2. WSPA acknowledges the CEC’s ongoing
dialogue with WSPA member companies to better understand planned refinery maintenance
activities, and efforts by staff to release the proposed express terms in advance of this
workshop. However — given the unusually short comment period, even in an emergency
rulemaking proceeding — WSPA recommends that materials be released at least five business
days (not calendar days) in advance to afford the public and affected industry stakeholders the
opportunity to review, assess impacts, and prepare well-informed comments in time for the
workshop.

WSPA reiterates its concerns with any State attempt to micromanage refinery fuel inventories.
The CEC has a limited knowledge of complex refinery operations, and its lack of technical
expertise leaves open great potential here for unintended consequences that can end up hurting
California consumers. If the CEC is going to insist on adopting a refinery resupply policy, any
such policy must provide maximum flexibility for refinery operators while minimizing any
potential consumer impacts associated with compliance. Indeed, AB X2-1 expressly forbids the
CEC from adopting any such regulation “unless it finds that the likely benefits to consumers
from avoiding price volatility outweigh the potential costs to consumers.” WSPA is concerned
that the CEC does not currently have the facts in front of it to legitimately support such a finding
with respect to imposing a refinery resupply requirement.

Any refinery resupply requirement, if not carefully crafted, could conflict with existing statutory
requirements in SB X1-2 for refiners not to withhold fuel from the market — such withholding can
potentially result in market distortions and undesirable price impacts due to the purposeful and
artificial reduction of immediately available supply to the market, and could violate California’s
Cartwright Act requirements. These potential adverse impacts very likely would extend to
Arizona and Nevada as well, and make it harder for those states to secure needed supplies of
fuel in the face of regulations expressly favoring Californians’ access to fuel. These types of
interstate impacts could ultimately lead to costly and time-consuming litigation for California’s
interference with interstate commerce. In short, the adoption of a “one size fits all” rule for a
complex issue such as California refinery fuel inventories has the potential to harm California

" CEC “Draft Language Refinery Resupply Plans” California Code of Regulations, Title 20, Chapter 15 Refinery Maintenance
Timing, Article 1 Refinery Maintenance Scheduling, Section 3400; dated February 28, 2025.
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consumers more than help them. Additionally, it is deeply concerning that the CEC would
impose civil penalties upon a refinery operator for either failing to perform resupply under an
approved plan, or where the CEC’s Executive Director has denied a plan despite the need for
planned or unplanned refinery maintenance when legitimate operational, safety, and/or
uncontrollable reasons exist.

WSPA continues to believe that the CEC’s analysis (as informed by consultants) is likely
overestimating the assumed consumer benefits while underestimating compliance costs. It is
wrong to assume that refiners are not already utilizing resupply plans during benchmark events,
just as it is incorrect to assume that factors such as global crude oil prices and market dynamics
may not have dominant roles to play in impacting prices. Further, implementing resupply
requirements could necessitate uneconomic strategies to secure non-spot market resupplies
and additional capital to guarantee inventories that could potentially lead to higher gasoline
prices. Not providing the necessary flexibility to take advantage of unique operational
opportunities could result in compliance difficulties and potential conflicts with existing statutory
requirements that prohibit refiners from withholding fuel from the market. WSPA previously
emphasized the need for flexibility in resupply source, quantity, and timing to minimize
consumer costs and avoid unintended consequences.

WSPA RESPONSE TO DRAFT REFINERY RESUPPLY PLANS (EXPRESS TERMS)

WSPA has identified numerous issues and concerns with the CEC’s draft refinery resupply plan
language (“Proposed Refinery Maintenance Scheduling Rule”) and offers the following
suggestions where appropriate.

§3400 - Definitions

The following proposed definition requires technical modifications:

o “Seasonal specification” [§3400(e)]. The CEC’s proposed definition is incomplete. Reid
Vapor Pressure is only one specification that changes between summertime and wintertime
blends. The California Air Resources Board (CARB) also sets a different standard for the
T50 distillation specification, and California Business and Professions Code §13440 calls for
gasoline to meet ASTM D4814, which has several specifications that differ between
seasons.

§3401 — Refinery Maintenance Scheduling
¢ Reporting threshold [§3401(b)(2)]. The CEC'’s reporting threshold to require submittal of a
“Refinery Maintenance and Turnaround Supply Plan” in §3401(b)(2) is inappropriate.

o §3401(b)(2) proposes to set a “trigger level” at “more than 450,000 barrels total” or
20,000 barrels per day for at least 21 days. Understanding that there will likely be
operational complexities should the CEC set a threshold that is either too low or too
high, as either may not mitigate price volatility, we question the appropriateness of
450,000 total barrels. We look forward to hearing from the CEC and the Division of
Petroleum Market Oversight (DPMO) regarding the basis of how a suitable volume
threshold for resupply plans was determined. WSPA cautions the CEC that there
appears to be no perfect threshold amount that would both protect consumers and not
place undue burden on refiners and the CEC.

o §3401(b) requires refiners to submit their resupply plan “at least 120 days prior” to a
qualifying planned maintenance or turnaround event. WSPA recommends that this be
changed to “not prior to 90 days” given the impracticality of assessing significant global
market changes that can happen between 30 to 120 days. An extended time horizon
would therefore offer little benefit to the CEC in its attempts to assist refiners in finding
affordable consumer resupply inventory. Further, the rule does not address the scenario
of a qualifying planned maintenance or turnaround event that occurs inside the 120-day
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(or 90-day) window. WSPA recommends these scenarios be expressly eligible for
exemption under §3402, particularly if resupply is not feasible.

e Spot market purchases [§3401(c)]. First, WSPA is perplexed by the CEC’s presumption
that refiners can predict how resupply sourcing plans would impact the California market.
The ability to do so would necessarily require participation in the spot market, which would
be precluded in §3401(c)(3). Second, restricting spot market participation in order to
resupply California’s market is likely demanding the impossible. Refiners cannot
demonstrate, or even provide evidence of impacts, prior to participation in the spot market.
WSPA strongly recommends that this subsection be modified to allow for spot market
participation to help address any perceived resupply problem. Third, WSPA questions the
practical constraints associated with removing spot market transactions as a viable resupply
option as doing so would force California’s refiners to take costly imports with timing risks.
Such an approach would likely hurt California consumers, not help them. WSPA strongly
suggests that the CEC better understand the potential impacts of dictating spot sales.

e 85% resupply [§3401(c)(1)]. The proposed rule fails to distinguish between resupply of
contract volumes versus spot volumes, which is a critical distinction. WSPA believes it is
inappropriate to require refiners to resupply spot sale volumes at 85%; spot sale resupply
should only be required if market conditions demand it, and even then, the spot sale
resupply requirement should be the minimum amount demanded by the market. Otherwise,
the rule unnecessarily burdens refiners with the business risk of bringing supplemental spot
volumes into a market that does not need additional volume.

e 1.3-barrel multiplier [§3401(c)(1)(i)]- The proposed language counting each barrel of
resupply obtained via imports to count as 1.3 barrels requires further clarification.

¢ Market availability [§3401(c)(2)]. WSPA presumes that “same rate” means product and not
price; if so, this should be appropriately clarified in the proposed regulatory text. WSPA
otherwise questions whether this proposal is authorized under SB X1-2 or AB X2-1, as the
meaning is unclear. Any price “cap” must adhere to strict procedural and analysis
requirements under both statutes, neither of which are not legally satisfied here.

¢ Penalties [§3401(e)]. WSPA has significant concerns with the CEC Executive Director’'s
proposed authority to grant or deny a Refinery Maintenance and Turnaround Supply Plan, in
whole or in part, and then assess civil penalties for a denial. The decision-making authority
is not associated with any standard; that lack of specificity, especially when associated with
a potential civil penalty, raises serious due process concerns.

¢ Reporting intervals. The industry supports transparency but believes additional reporting
will be overly burdensome for all involved. We question the CEC’s ability to manage the
number of planned versus actual resupply reports — particularly given that the proposed
language is also void of guidance in how the CEC or industry should manage the process
for what is considered substantial updates or changes needed to resupply plans.

¢ Planned exports. Refineries may need to cancel exports of non-CARBOB optimal (higher
sulfur, higher benzene) fuel blendstock to meet resupply needs during significant events.
Therefore, it is recommended that the proposed language acknowledges this necessity for
managing resupply.

§3402 - Request for Exemption

o WSPA strongly recommends that the CEC detail a well-defined and clearly understood
exemption pathway process — this would include how it would be administered and
governed in the event of any disagreement. The exemption process, as currently drafted,
gives the CEC excessive discretion in determining exemption eligibility and provides
insufficient certainty for refiners to comply with the rule.

o The CEC’s proposal does not provide necessary flexibility for refiners to source the most
readily available and affordable resupply options at the start of, or during, a planned event.
Because the proposed regulation is seemingly intended to lock resupply plans in, it would
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eliminate other opportunistic solutions that would likely benefit California consumers after
resupply plans are approved. Eliminating such flexibility is a critical concern for industry as
in-State refiners must stay economic. As the primary goal is to economically replenish lost
production, the CEC should not be dictating the method by which industry does so; rather,
the CEC should be providing an exemption pathway after work has commenced if an
extraordinary issue arises.

e The CEC’s proposal does not provide any flexibility to address material factors — which are
likely to be outside of industry’s control — but are reasonably close to meeting planned
resupply.

o WSPA questions how the CEC would propose to address any extraordinary market
conditions that may occur before a planned maintenance event. This includes any
unplanned refinery maintenance activities (including those elsewhere in the California
market), any significant and materials impacts affecting consumer demand, any geopolitical
changes that impact imports given California’s significant and growing susceptibility to the
global market, and any delays associated with over-water imports.

WSPA RESPONSE TO DPMO COMMENTS

The DPMO contends that this regulation is justified and necessary to ensure that refiners adopt
responsible resupply mechanisms. According to the DPMO, the current market lacks adequate
incentives to address supply constraints associated with essential refinery maintenance.

Refiners already implement measures to mitigate the impact of planned outages on gasoline
supply. For example, they may increase production prior to an outage, import additional
supplies, or utilize inventory reserves to maintain a stable supply during maintenance periods.
These proactive steps demonstrate that refiners are motivated to ensure product availability to
fulfill their contractual obligations or supply the market during any planned or unplanned events
involving competitors’ inability to meet California market needs. Introducing further
accountability measures may impose unnecessary regulatory burdens and increase costs to
consumers without significantly enhancing supply reliability.

The DPMO further asserts that this regulation, as written, provides sufficient flexibility to allow
refiners to remain economically viable under California market constraints. However, we remain
concerned that the DPMO and CEC should be researching methods of protecting existing
market incentives to replenish lost production without prescribing or locking in the specific
methods that are in or out of scope for replenishment.

WSPA SUPPLEMENTAL RESPONSE TO ICF RESUPPLY COST-BENEFIT ANALYSIS

WSPA still questions ICF’s cost-benefit analysis supporting the proposed regulation. It is critical
to have additional transparency and time to conduct an accurate cost-benefit analysis to ensure
the CEC has the data necessary, per AB X2-1, to decide whether regulations will impose more
harm than good for consumers. It is believed that this analysis lacks critical sensitivities, which
may underestimate costs and overestimate benefits for these proposed resupply plans or the
potential of regulating inventory. In addition to consumer costs, there are interactions between
CARB’s policies on marine emissions and regulations aimed at supply reliability that require
thorough examination.

WSPA requests detailed information regarding the assumptions in ICF’s worst-case resupply
costs, including: the percentage of imports or use of other mechanisms assumed to manage
resupply; how resupply assumes the use of imported finished fuels versus imported blending
components; whether benchmarking scenarios regarding prices accounted for the resupply
costs already incorporated and performed in past planned maintenance activities; whether
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operational slowdowns or other risks due to resupply plans were included; and whether any
analysis was conducted on how the resupply plans may conflict with current California
environmental policies for stationary and marine mobile sources.

CONCLUSION

WSPA appreciates the opportunity to provide these comments on fuel supply issues of critical
importance to all California consumers — and consumers of other states dependent on
California’s fuel supply chain — who rely on affordable and reliable sources of transportation fuel
every single day. These comments are based on WSPA's review of the materials and
statements at this and the prior February 25, 2025, workshop, and we reserve the right to
amend these comments or add to the docket as necessary to reflect additional materials or
changes in the CEC’s decisions.

Please do not hesitate to contact me with any additional questions.
Sincerely,
5 ELA~_

Sophie Ellinghouse,
Vice President, General Counsel & Corporate Secretary

Western States Petroleum Association | 1415 L Street, #900, Sacramento, CA 95814 | wspa.org





		WSPA Response to DRAFT REFINERY RESUPPLY PLANS (EXPRESS TERMS)

		WSPA Response to DPMO COMMENTS

		WSPA SUPPLEMENTAL Response to ICF RESUPPLY cost-benefit ANALYSIS




CONTRACT NO. 2024-131
BRATTLE GROUP INVENTORY REQUIREMENTS

MINIMUM GASOLINE INVENTORY REQUIREMENTS

Prepared for
Western States Petroleum Association

Prepared by
The Brattle Group

Principal Investigator
James Read

August 2024

Assignment

1.

My understanding is that the California State Legislature will be considering legislation that
would require petroleum refiners to maintain minimum inventories of gasoline. The Western
States Petroleum Association (WSPA) has asked me to describe the economics of inventory
decisions, to identify possible consequences of imposing minimum gasoline inventory
requirements, and to set out the economic analysis that would be needed to assess the costs and
potential benefits of such requirements.

The Gasoline Supply Chain

2.

It will be helpful to have the gasoline supply chain in mind as we describe the functions and
costs of petroleum inventories in the production and consumption of gasoline.

The gasoline supply chain starts with the extraction of crude oil from on or off-shore oil fields.!
Crude oil is processed and refined to produce a slate of petroleum products, one of which is

This description of the supply chain omits the exploration, discovery, and assessment of oil fields that
precedes the drilling and completion of oil wells and the extraction of crude oil.
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gasoline. Gasoline blendstocks are combined with ethanol at the “rack”, where finished
gasoline is transferred to distributors for sale to service stations and other retailers. The
production of crude oil, the refining of crude oil to produce gasoline and other petroleum
products, and the distribution and retailing of gasoline are interconnected by transportation
modes that may include marine (tanker or barge) and/or rail as well as pipeline and motor
freight (tanker truck). Crude oil and petroleum-product storage facilities and inventories are
located at various points along the supply chain.

The preceding is a functional description of the supply chain. The commercial organization of
these activities includes integrated petroleum companies that perform multiple functions as
well as independent firms that perform a single function. Some pipelines operate as common
carriers whereas others are operated solely for the benefit of the owner. Similarly, some storage
tanks are available for lease by merchant storage companies whereas others are not.

California and the other western states of Washington, Oregon, Nevada and Arizona are often
described as an “economic island” in the U.S. petroleum markets because they are not
connected via pipeline to the U.S. Gulf Coast or other major production centers in the U.S.
California is further separated from other U.S. gasoline markets in that the gasoline sold in
California must meet unique specifications—more stringent specifications than those required
in the other states. At present there are nine refineries within California that produce gasoline
blendstocks that meet California gasoline standards (CARBOB).? This number has declined by
two in the last four years with the conversions of the Marathon Martinez and Phillips 66 Rodeo
facilities to production of renewable diesel fuels. The demand for gasoline in California now
exceeds the production capacity of refineries located in California.

As a consequence of the supply-demand imbalance in California, marginal supplies of
California-specification gasoline must be imported from out-of-state refiners or from refiners
located overseas—in East Asia, for example. California is not connected via pipeline to out-of-
state refiners, so imports must be transported over the water. The increasing reliance on
remote refineries to satisfy the demand for California gasoline results in higher gasoline costs
and longer delivery lead times due to the additional layer of transportation.? It also exposes
California gasoline consumers to increased uncertainty about gasoline costs, since marine
transportation rates are very volatile and because (in the case of gasoline imported from
overseas) of the exposure to foreign exchange and other country risks. Prices in competitive

Draft Transportation Fuels Assessment, CEC, May 2024.

Marine cargoes from other states are subject to the Jones Act. Cargos from overseas take three to six
weeks to arrive in California, according to the Draft Transportation Fuels Assessment.
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markets are determined by the cost of marginal supplies, so the higher and more volatile costs
of imported gasoline imply higher and more volatile prices for California gasoline consumers.

7. An important link in the gasoline supply chain is hidden in the preceding description of the
supply chain: California port facilities. Most of the crude oil consumed by California
petroleum refiners—approximately 75 percent—is imported from out-of-state suppliers via
marine (“over the water”) transportation. Furthermore, although California refineries produce
most of the gasoline consumed in California—approximately 90 percent—California has been
importing increasing amounts of gasoline because of the aforementioned supply-demand
imbalance: in-state refiners no longer have sufficient production capacity to satisfy demand.
Thus the supply of refinery feedstock (crude oil) and increasingly the supply of gasoline
blendstocks rely on California port facilities. As a result, the supply of gasoline that meets
California specifications is also subject to physical and regulatory constraints at California
ports.

8. At the end of the gasoline supply chain are owners and operators of motor vehicles, used for
personal, commercial, industrial or other transportation purposes. Retail gasoline prices reflect
the cost of crude oil plus the costs of transportation, storage, refining, and distribution plus
several layers of federal, state, and local taxes and other levies. End users, too, hold inventories
of gasoline—in motor vehicle fuel tanks.

Inventory Economics

9. Why firms and households hold inventories. The economics literature identifies five motives
for holding inventories (also referred to as “stocks”) of commodities.* These motives are the
economic functions that inventories can serve. They are, in qualitative terms, the potential
benefits of holding inventories.

a. To enable efficient order sizes. Most commodities cannot be shipped and received
continuously—they are delivered in discrete quantities. As a result, buyers must have
sufficient storage capacity to accept agreed shipment sizes. Once in storage at the receiving
end, inventories can be drawn down as needed. Efficient inventory sizes reflect tradeoffs
between the purchase price of the commodity, the time and expense of arranging and
placing orders, the costs to build and maintain storage facilities, and the carrying costs of
commodities in inventory. For example, it is sometimes the case that the unit purchase
price of a commodity is lower for a large quantity than it is for a small quantity, providing

*+  Ruth P. Mack, Information, Expectations, and Inventory Fluctuation (New York: Columbia University
Press, 1967) is a comprehensive study of business inventories.
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an incentive to purchase more rather than less in each order. Lower frequency purchases
may save money on administrative costs too. But large order quantities require greater
storage capacity, higher average inventory levels, and longer holding periods. The efficient
inventory size reflects a tradeoff between these costs.

To support time-consuming production processes. Transforming raw materials into
products typically is a time-consuming process. Transporting raw materials and finished
or intermediate products is time consuming too. Moving products or raw materials in and
out of storage can likewise take substantial time. In-process inventory is therefore an
unavoidable aspect of many industrial businesses.

To smooth predictable variations in demand and/or supply. Many industries are
characterized by systematic temporal (for example, seasonal) variations in supply or
demand. Agriculture is one example. Most agricultural commodities entail an annual cycle
of planting, growth, and harvest, so inventories peak at the end of the harvest and decline
until the next harvest begins. Natural gas is another example. The demand for natural gas
exhibits two peaks each year, one in the winter and another in the summer, the first due
to space heating loads and the second to air conditioning loads. Gasoline is still another
example. Gasoline consumption in the U.S. peaks during the summer months.

To serve as a buffer against unexpected changes in supply and/or demand. Carrying extra
inventory over and above the amounts needed to sustain production and consumption
under normal conditions can provide insurance for the possibility of supply shortfalls or
spikes in demand. This could be an unplanned interruption of manufacturing due to severe
weather, as just one example.

To arbitrage intertemporal price spreads. 1If the forward market price of a commodity
exceeds the spot price by more than enough to cover the physical and financial carrying
costs, storage owners can earn an arbitrage profit by simultaneously buying the commodity
in the spot market, selling it in the forward market, and holding it in storage until the
forward delivery date. In the absence of a forward market for the commodity, storage
owners can buy the commodity spot and hold it in storage to act on a view that future spot
prices will increase by more than enough to offset the costs of storage.

10. Inventory holding costs. It is costly to hold commodities in inventory. Storage costs, which

include physical and financial components, can be classified as follows.

d.

Working capital: Purchasing and holding commodities in inventory requires and ties up
working capital. It therefore entails an opportunity cost of capital for the commodities
held in inventory. In most cases the cost of capital, when expressed as a rate of return
(usually a percent return per annum), is something in excess of the interest rate because





11.
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commodity prices are volatile, and thus expose inventory holders to the risk of capital gains
and losses.

b. Facility capital costs: Storage facilities can sometimes be leased from a third party, in which
case the capital investment required to build or acquire the facilities is observed as a rental
rate. In many and perhaps most cases, however, the inventory holder must make a capital
investment to build or purchase storage capacity. This capital investment can be expressed
as an equivalent rental rate using standard methods of financial analysis.

c. Operating and maintenance costs: Firms incur handling costs when they add or withdraw
stock from inventory. Firms also incur costs to maintain storage facilities.

d. Other costs: Holding inventories can entail other costs, such as insurance and, if
inventories are held for a long time, deterioration or spoilage of the stored commodity.

What determines the size of inventories? The costs of holding inventories of commodities
oppose the potential benefits of having the commodities in process or on hand. Costs and
benefits vary as a function of inventory size. Marginal costs of inventories usually increase
with inventory size and marginal benefits of inventory decline with inventory size. Inventory
sizes reflect management assessments and tradeoffs of anticipated costs and benefits.

Ambiguity in Inventory Data

12.

13.

A single storage facility can hold inventories that serve multiple business purposes. It could,
for example, hold stocks intended to smooth seasonal variations in demand as well as stocks
intended to serve as a buffer for supply shocks. In other words, more than one motive could
be at play for some inventory holders.

The economics of storage do not dictate the accounting for petroleum inventories—how
petroleum inventories are measured and reported.> In some data sources, reported petroleum
inventories include quantities that are not available for draw down to supplement current
production. The line fill in petroleum product pipelines is a good example. So are quantities

The term “inventory” is quite general, and many types of inventory are not ordinarily thought of as
such. See chapter 15 of Richard B. Chase and Nicholas ]J. Aquilano, Production and Operations
Management (Homewood, Illinois: Richard D. Irwin, Inc., 1981) for a discussion of this point. For
example, petroleum exploration and production companies hold inventories of crude oil in the ground,
but in the vernacular of the petroleum industry those are called “reserves”. In-the-ground crude oil
inventories are accounted for and reported as reserves, not inventories, under Generally Accepted
Accounting Principles.
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of petroleum products in storage tank bottoms (“tank heels”)—quantities that constitute the
minimum volume in storage tanks needed to sustain normal business operation. In short,
reported inventories are not broken out according to the business functions they are intended
to serve—how much is in process versus how much is held to enable efficient order sizes versus
how much to smooth seasonal demand variation, and so on. This—the fraction of reported
inventories that is actually available to serve as a buffer for supply disruptions—would be
important to understand if aiming to manage private-sector inventories indirectly, via
regulation.

Cost-Benefit Analysis

14. The preceding exposition identifies the costs and benefits of inventories in qualitative terms.

15.

In considering legislation to establish minimum gasoline-inventory requirements, the
California Legislature will presumably choose to follow the instructions it gave to the
California Energy Commission in SB X1-2 with regard to implementation of a maximum gross
gasoline refining margin (“MGGRM?”). That is, that California will not enact minimum-
inventory requirements unless it finds that the benefits of the requirements outweigh the costs.
What follows is a sketch of the analysis that would be needed to assess the costs and benefits
in quantitative terms.

To start, the terms of the minimum gasoline-inventory requirements would need to be
specified in enough detail that it is possible for a team of experts in economics, operations
research, and the petroleum industry to assess the costs and potential benefits:

a. What business entities would be subject to minimum gasoline inventory requirements?
Refiners only? What about other companies in the California gasoline supply chain?

b. How would the minimum gasoline inventory levels be determined for the target companies
and what measure of inventories would be used?

c. Would penalties be imposed for failure to satisfy minimum inventory requirements? If so,
how would the penalties be structured?

d. How much lead time would target companies have to build up inventories to satisfy the
minimum inventory requirements—to acquire the storage capacity and purchase the
incremental gasoline?

e. Under what conditions would target companies be allowed to draw down inventories
below the minimum levels without incurring penalties? Would drawdown conditions be
specified in terms of independently observable variables like market prices or instead
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18.
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determined by decree? Would the size of drawdowns be regulated too? What would be
the industry’s obligation to rebuild inventories following a drawdown event?

My understanding is that the goal of the inventory policy under consideration by the
Legislature is to increase the size of California gasoline inventories. It would seek to do this
not by creating a State-owned and managed petroleum reserve, but by imposing minimum
gasoline-inventory requirements on California petroleum refiners. So far as I know, the terms
of the minimum-inventory requirements have not yet been specified.

Petroleum market participants—refiners, distributors, storage companies, energy traders, and
others—evidently do not expect that investments in larger gasoline inventories would be
profitable. That is, they do not expect that the marginal benefits would exceed the marginal
costs. If they thought investments in additional inventories would be profitable, they would
expand inventories on their own initiative. Their decisions not to do so imply that requiring
refiners to hold additional gasoline inventories would impose on them net costs. On the other
hand, the fact that the California Legislature is contemplating a minimum gasoline-inventory
requirement suggests that some legislators think additional gasoline inventories would create
positive externalities—that is, net external benefits—that would offset the net private costs.
Identifying the source of these external benefits would be critical in a cost-benefit analysis of
minimum-inventory requirements.

A comprehensive cost-benefit analysis would be a major undertaking; it would require a lot of
information and entail a lot of analysis. This includes projections of the size of the incremental
inventories induced by the minimum gasoline-inventory requirement, assessment of the
availability and cost of storage sufficient to accommodate incremental inventories, estimation
of the likelihood, magnitude, and duration of possible future supply events (refinery outages,
for example), development of a gasoline supply schedule that includes gasoline imported from
out-of-state and overseas producers, development of a demand schedule for gasoline, and
projections of incremental-inventory drawdowns. It would also require a model of the
relationship between gasoline inventories and prices.

A minimum gasoline inventory requirement, if set higher than the minimum inventories that
the target companies would maintain in the ordinary course of business, would be binding in
at least some future “states of the world”. In other words, there will be at least some scenarios
in which firms subject to minimum-inventory requirements will decide to hold larger gasoline
inventories than they would absent those requirements. The likelihood of such scenarios
would depend in part on the minimum inventory levels and other terms (e.g., penalties for
non-compliance) of the minimum-inventory regulations.

Projecting the incremental inventoriesinduced by minimum gasoline inventory requirements
would be one task in a cost-benefit analysis. Incremental inventories are the additional
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quantities of gasoline that target companies would decide to hold—quantities in excess of levels
they would otherwise hold—to comply with the minimum-inventory regulations or to reduce
the likelihood of non-compliance to a level acceptable to company managers, given the
attendant penalties. It is the size of these incremental inventories that will determine the
additional working capital needed to fund larger gasoline inventories and the additional storage
capacity that the industry would need to acquire to hold larger gasoline inventories.

The purchases of gasoline (or reductions in gasoline sales) needed to build inventories in
response to minimum-inventory requirements would tend to increase market prices and
reduce gasoline consumption. Inventory build would presumably be gradual, if permitted by
the terms of the minimum-inventory regulations, in order to minimize market impact.
Nevertheless the market impact would affect all gasoline purchases, not just purchases made
to build up inventories; current gasoline consumers would pay elevated prices too. The losses
in consumer surplus associated with the incremental inventory buildup should be part of a
cost-benefit analysis of minimum-inventory requirements.

Presumably the anticipated benefits to a minimum-inventory requirement are based on the
assumption that the petroleum industry would have larger gasoline inventories on hand to
draw down in the event gasoline becomes more scarce than expected, and that in at least some
such events the industry would draw down some of the incremental inventories, thereby
supplementing supply and mitigating the price increase that would otherwise have ensued.
The external benefit of the minimum-inventory regulations in such events could be expressed
as a gain in consumer surplus due to the incremental drawdown—the additional drawdown
attributable to the availability of the incremental inventories—and the associated market
impact. The gain in consumer surplus would depend on the market price of gasoline and how
much gasoline was sold with the minimum-inventory requirements in place versus what the
market price of gasoline would have been and how much gasoline would have been sold absent
those requirements. Contingent prices and quantities would depend on the inventory level
and the size of the incremental draw down, and on the gasoline supply and demand schedules.
Like the loss in consumer surplus due to the buildup of incremental inventories, the potential
gain in consumer surplus due to potential drawdowns would be part of a cost-benefit analysis
of minimum-inventory requirements.

Note that after a scarcity event resolved, target companies would again need to make additional
purchases of gasoline to restore inventories to planning levels. Purchases of gasoline to restore
inventories, like purchases during the inventory buildup, would tend to increase market prices
and reduce gasoline consumption. The associated losses in consumer surplus should likewise
be included in a cost-benefit analysis of minimum-inventory requirements.

A cost-benefit analysis would need to consider the possibility that minimum-inventory
regulations would not work as intended. Two issues come to mind. First is the potential for
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crowding out, that is, the possibility that incremental inventories held by target companies
would be partly offset by reductions in inventories held by market participants who are not
subject to the inventory regulations, say at the distribution, retail, or end-user stages. Second,
target firms might not draw down incremental inventories when gasoline is scarce, or they
might draw down substantially less than anticipated by policy makers, perhaps because they
want to avoid a non-compliance penalty or because of uncertainty about the duration or
magnitude of supply shortfalls. Thus, in addition to projecting the size of incremental
inventories held by target companies, the cost-benefit analysis needs to anticipate how the
target companies will utilize the incremental inventories. The analysis also needs to anticipate
how market participants other than the target companies will respond to the incremental
inventories.

The cost of incremental storage capacity in both the short and longer terms would be a key
issue. In principle, the options for acquiring additional storage include (a) leasing storage from
a merchant storage company or other third party, (b) chartering an oil tanker (“floating
inventory”), and (c) building new storage facilities. If incremental inventories are small, recent
lease rates may provide an adequate indication of the associated storage costs. As to floating
storage, tanker freight rates are extremely volatile, so current spot rates are probably not a
reliable guide for purposes of this analysis. Forward rates would be a better guide but still
subject to a high degree of uncertainty. New storage facilities would take substantial time to
plan, permit, and build, so would become available only after a long lead time. The costs to
build new storage capacity would provide a basis for estimating long-term storage costs but not
short or intermediate-term storage costs.

Potential Unintended Consequences

26.

27.

Petroleum market participants evidently do not see net benefits to holding additional
inventories, otherwise they would do so on their own initiative. Therefore, even without
knowing the terms of minimum gasoline-inventory requirements and conducting a cost-
benefit analysis, we can identify some potential adverse consequences. Specifically, if
minimum-inventory regulations actually do stimulate an increase in gasoline inventories held
by target companies—then average inventories will increase, which implies that average
inventory carrying costs and the cost of producing gasoline will increase.

Possible consequences of the increase in costs associated with meeting a minimum-inventory
requirement include:

a. Shift in petroleum product mix. Since minimum inventory requirements would apply only
to sales of gasoline produced to meet California gasoline specifications, they will create an
incentive for California refiners to reduce production of CARBOB and increase production
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of gasolines and other petroleum products that are not subject to minimum inventory
requirements.

b. Decline in California refining capacity. The increase in production costs—if not offset by
shifts in the petroleum product mix—implies a reduction in refinery profitability. This
means that incentives to maintain and refurbish refineries and ancillary equipment will be
diminished to some degree. It suggests the possibility of an acceleration of retirements and
conversions to alternative uses (for example, renewable fuels production), which would
result in a decline in the in-state refining capacity capable of producing CARBOB.

c. Diminished reliability of supply. The increase in production costs due to minimum
inventory requirements also implies a possible reduction in incentives to maintain capacity,
with diminished reliability of these resources—a higher frequency of unplanned outages,
for example—a possibility.

Forecasts of product switching, the timing of refinery retirements, conversions to produce low-
carbon fuels, or other refinery redeployments would be difficult for outsiders; they would
require access to business-confidential information for the incumbent refineries, including the
amount and timing of capital expenditures required to maintain and refurbish facilities, the
options and costs to revise the mix of petroleum products, and the options and costs for
redeployment. Nevertheless, the possibilities of these outcomes ought to be considered in a
cost-benefit analysis.

Summary

29.

30.

It is unclear at this point how or whether a minimum gasoline-inventory requirement would
induce larger gasoline inventories. If we assume for sake of argument that it would, it is clear
that inventory carrying costs and thus petroleum refining costs would increase, but it is not at
all clear how or whether an increase in inventories would generate external benefits to offset
the net costs to the refining industry. We don’t know how the target companies would utilize
the assumed additional inventories, nor do we know how other market participants would
respond to additional inventories. Perhaps most important, the source of external benefits,
which would be the basis for a minimum gasoline-inventory requirement, has not been
identified.

It is possible that a minimum gasoline inventory requirement would induce the California
petroleum industry to hold larger gasoline inventories and that the incremental inventories
would yield benefits to California consumers. Much analysis would be needed reach that
conclusion with confidence, however. In the meantime, it is clear that the private returns to
investments in additional gasoline inventories do not justify the costs, as revealed by the fact
that market participants are not undertaking those inventory investments on their own
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initiative. The costs and potential benefits of additional gasoline inventories need to be thought
through and evaluated carefully before reaching the conclusion that the benefits of a minimum
gasoline-inventory requirement would outweigh the costs.
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Title 13 and Title 17, California Code of
Regulations
California Air Resources Board

5-Day Public Notice and Comment Period

Emergency Amendment and Adoption
of Vehicle Emissions Regulations

The California Air Resources Board (CARB or Board) proposes to adopt emergency vehicle
emissions regulations (the “Emergency Vehicle Emissions Regulation”) that will amend
California Code of Regulations, titles 13 and 17, and adopt new sections into California Code
of Regulations, titles 13 and 17. The amendments would confirm that, until a court resolves the
uncertainty created by the federal government’s actions, certain antecedent regulations
(displaced by Advanced Clean Cars |l and Omnibus) remain operative (as previously adopted)
with the caveat that CARB may enforce Advanced Clean Cars Il and Omnibus, to the extent
permitted by law, in the event a court of law holds invalid the resolution purporting to
disapprove those waivers. The Emergency Vehicle Emissions Regulations will become
effective upon filing with the Office of Administrative Law.

Written Comment Period and Submittal of Comments

Government Code section 11346.1(a)(2) requires that at least five working days prior to
submission of the proposed emergency rulemaking to the Office of Administrative Law (OAL),
CARB provides a notice of the proposed emergency rulemaking to every person who has filed
a request for notice of regulatory action. After submission of the proposed emergency
rulemaking to OAL, interested parties will be provided five calendar days to submit comments
on the proposed emergency regulations, as set forth in Government Code section 11349.6.

CARB intends to submit the Emergency Vehicle Emissions Regulation to OAL on September
22, 2025. The submitted action will appear on the list of “Emergency Regulations Under
Review” on OAL’s website at:
https.//oal.ca.gov/emergency_regulations/Emergency Regulations _Under_Review/.

Comments must be submitted in writing directly to OAL:

Postal mail: OAL Reference Attorney
300 Capitol Mall, Suite 1250
Sacramento, California 95814
Fax Number: (916) 323-6826

Electronic submittal: staff@oal.ca.gov

CARB requests that comments submitted via email include a carbon copy (“cc”) to
cotb@arb.ca.gov. Additionally, CARB requests but does not require that interested parties



https://oal.ca.gov/emergency_regulations/Emergency_Regulations_Under_Review/

mailto:staff@oal.ca.gov

mailto:staff@oal.ca.gov

mailto:cotb@arb.ca.gov



submit written comments reference the title of the proposal in their comments to facilitate
review.

Please note that under the California Public Records Act (Government Code section 7920.000
et seq.), your written and oral comments, attachments, and associated contact information
(e.g., your address, phone, email, etc.) become part of the public record and can be released
to the public upon request.

Finding of Emergency

On January 6, 2025, U.S. EPA published its notices of decision granting California’s requests
for Clean Air Act preemption waivers, authorizing the enforcement of the LEV IV regulations
(as part of the Advanced Clean Cars Il regulation) and the Omnibus regulation.” On June 12,
2025, President Trump signed congressional resolutions that purported to disapprove these
and one other waiver not at issue here.? California and a coalition of states promptly filed suit
to challenge these resolutions targeting three waiver actions granted to California.® That case
remains pending.

The congressional resolutions have introduced an unprecedented degree of uncertainty into
the California market for new motor vehicles. Specifically, the resolutions purported to
invalidate preemption waivers authorizing enforcement of more recently adopted (and more
stringent) vehicle emission standards, which themselves had displaced earlier-adopted
regulations (applicable to all future model years), for which preemption had also been waived.
That has left questions about which regulations apply.

Most recently, in an exhibit to a court filing on September 4, 2025, vehicle manufacturers
argued that CARB’s earlier-adopted vehicle certification requirements—for which CARB has
received separate waivers not affected by the congressional resolutions and not at issue in the
litigation described above—are invalid because those requirements became “defunct” when
the more recent, more stringent standards displaced them.* Thus, according to the vehicle
manufacturer challengers, “amending state law” would be required to revive the earlier-
adopted standards even if the displacing standards are ultimately found to be unenforceable
on account of Congress’s actions. CARB disagrees.

Nevertheless, in the event the vehicle manufacturer’s claim were to be deemed correct—that
CARB must affirmatively revive its earlier-adopted emissions requirements before it can
resume enforcement of them—then CARB must take immediate action to maintain a stable
vehicle market in the state and prevent the sale of vehicles into the state that would not be
certified to either set of standards—neither the more recent ones that are subject to the recent
congressional action nor the earlier-adopted ones that are undisputedly authorized by a federal
waiver. Otherwise, in light of these unprecedented circumstances, there may remain
questions—for the first time since CARB’s program began decades ago—as to whether any
California standard is in effect. There is therefore an emergency need to clarify the law to
confirm that, at a minimum, CARB'’s earlier-adopted standards, which have extant federal

190 Fed. Reg. 642 (Jan. 6, 2025), 90 Fed. Reg. 643 (Jan. 6, 2025).

2H.J. Res. 88 (119t Congress), H.J. Res. 89 (199t Congress).

3 State of California, et al., v. United States of America, et al., (ND Cal., case no. 3:25-cv-04966).

4 PI. Mot. For Leave to File Reply in Support of Mot. For Admin. Relief to Expedite, Daimler Truck North Am. LLC
v. CARB, Case No. 2:25-cv-02255-DC (Sep. 4, 2025), at Exh. 1, page 2 n.3.
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preemption waivers not subject to the recent congressional resolutions, are operative. This
emergency regulation thus responds to an unprecedented and unanticipated set of
circumstances: the suggestion by a regulated party that, for the first time in half a century,
CARB has no operative emissions standards to which it can certify new motor vehicles to be
sold in the State.

Every day that passes without clarity in this matter risks the health of millions of Californians,
CARB'’s ability to enforce its long-standing vehicle emissions certification program (including its
ability to ensure vehicles meet emission requirements as sold into California and over their full
useful lives), and the stability of the California vehicle market. There are currently over 27
million light-, medium-, and heavy-duty vehicles that operate on California roads, traveling an
estimated 305 billion miles annually. Each day, these vehicles emit 290 tons of nitrogen oxides
(NOx) and over 200 tons of reactive organic gases (this includes evaporative emissions, if just
exhaust emissions the number is 83 tons/day)—both of which are smog precursors—and 11.9
tons of particulate matter smaller than 2.5 microns (Fine PM or PM2.5).

To clarify and ensure that new vehicles and engines can continue to be sold in California,
despite the ongoing uncertainty created by the federal government’s actions, CARB has taken
several steps, including its proposal here to adopt the Emergency Vehicle Emissions
Regulations. The amendments proposed here would confirm that, until a court resolves the
uncertainty created by the federal government’s actions, then at a minimum certain earlier-
adopted regulations (displaced by Advanced Clean Cars Il and Omnibus) remain operative (as
previously adopted) with the caveat that CARB may enforce Advanced Clean Cars Il and
Omnibus, to the extent permitted by law, in the event a court of law holds invalid the
resolutions purporting to disapprove the waivers for those more recent regulations.

Authority and Reference

This emergency regulation is proposed under the authority granted in California Health and
Safety Code, sections 38501, 38505, 38510, 38560, 39002, 39003, 39010, 39500, 39600,
39601, 39602.5, 39614, 39658, 39667, 40000, 43000.5, 43013, 43016, 43018, 43100, 43101,
43102, 43104, 43105, 43105.5, 43106, 43154, 43200, 43200.1, 43204, 43205, 43205.5,
43210, 43211, 43212, 43214, 43600 and 43806, and Vehicle Code sections 27156 and 28114.
This action is proposed to implement, interpret, and make specific sections 38501, 38505,
38510, 38560, 38562, 38580, 39002, 39003, 39010, 39500, 39600, 39601, 39602.5, 39614,
39658, 39667, 40000, 43000, 43000.5, 43013, 43016, 43018, 43018.5, 43100, 43101, 43102,
43104, 43105, 43105.5, 43106, 43107, 43154, 43200, 43200.1, 43204, 43205, 43205.5,
43211, 43212, 43214, 43600 and 43806 of the California Health and Safety Code; and
California Vehicle Code section 28114.

Informative Digest of Proposed Action and Policy Statement
Overview (Gov. Code, § 11346.5, subd. (a)(3))

Sections Affected:

Proposed amendments to California Code of Regulations, title 13, sections: 1900, 1956.8,
1961.2, 1961.3, 1962.2, 1962.3, 1965, 1968.2, 1968.5, 1969, 1971.1, 1971.5, 1976, 1978,
2035, 2036, 2037, 2038, 2040, 2111, 2112, 2113, 2114, 2115, 2116, 2117, 2118, 2119, 2121,
2123, 2125, 2126, 2127, 2128, 2129, 2130, 2131, 2133, 2137, 2139, 2139.5, 2140, 2141,





2142, 2143, 2144, 2145, 2146, 2147, 2148, 2149, 2166, 2166.1, 2167, 2168, 2169, 2169.1,
2169.2, 2169.3, 2169.4, 2169.5, 2169.6, 2169.7, 2169.8, 2170, 2317, 2423, 2485, and 2903.

Proposed adoption of new sections 1900.0.1, 1956.8.1, 1961.2.1, 1961.3.1, 1962.2.1,
1962.3.1, 1965.0.1, 1968.2.1, 1968.5.1, 1969.0.1, 1971.1.1, 1971.5.1, 1976.0.1, 1978.0.1,
2035.0.1, 2036.0.1, 2037.0.1, 2038.0.1, 2040.0.1, 2111.0.1, 2112.0.1, 2113.0.1, 2114.0.1,
2115.0.1, 2116.0.1, 2117.0.1, 2118.0.1, 2119.0.1, 2121.0.1, 2123.0.1, 2125.0.1, 2126.0.1,
2127.0.1, 2128.0.1, 2129.0.1, 2130.0.1, 2131.0.1, 2133.0.1, 2137.0.1, 2139.0.1, 2140.0.1,
2141.0.1, 2142.0.1, 2143.0.1, 2144.0.1, 2145.0.1, 2146.0.1, 2147.0.1, 2148.0.1, 2149.0.1,
2317.0.1, 2423.0.1, 2485.0.1, 2903.0.1 in title 13 of the California Code of Regulations.

Proposed amendments to California Code of Regulations, title 17, sections 95300, 95301,
95302, 95303, 95304, 95305, 95306, 95307, 95308, 95309, 95310, 95311, 95312, 95660,
95661, 95662, 95663, and 95664.

Proposed adoption of new sections 95300.0.1, 95301.0.1, 95302.0.1, 95303.0.1, 95304.0.1,
95305.0.1, 95306.0.1, 95307.0.1, 95308.0.1, 95309.0.1, 95310.0.1, 95311.0.1, 95312.0.1,
95660.0.1, 95661.0.1, 95662.0.1, 95663.0.1, and 95664.0.1.

Documents Incorporated by Reference (Cal. Code Regs., tit. 1, § 20, subd.
(c)3)):

See APPENDIX A: Documents Incorporated by Reference.

Background and Effect of the Proposed Emergency Regulatory
Action

Existing Advanced Clean Cars and Medium- and Heavy-Duty Vehicle and
Engine Regulatory Requirements

Passenger cars and light trucks are a significant source of NOx, other smog-forming emissions
and PM2.5 in California, with over 26 million such vehicles on the road, which are estimated to
travel over 285 billion miles in 2025. Heavy-duty vehicles add approximately 1 million
additional vehicles and an additional 15+ billion miles.

California’s Low Emission Vehicle Ill (LEV IIl) regulations, adopted on January 26, 2012, and
subsequently updated, tightened light-duty and chassis-certified medium-duty vehicle criteria
pollutant standards for 2015 through 2025 and subsequent model years.> The U.S. EPA
granted California’s request for a Clean Air Act preemption waiver, authorizing enforcement of
these regulations, in 2013.¢ As part of the Advanced Clean Cars Il (ACC Il) regulations
adopted on June 9, 2022, more stringent criteria-emission standards known as Low Emission

> The LEV Il regulations were subsequently amended in 2012 (Register 2012, No. 32 and Register 2013, No. 1),
2015 (Register 2015, No. 41) and 2018 (Register 2018, No. 50).

678 Fed. Reg. 2,113 (Jan. 9, 2013)Other parts of this waiver—covering other standards than those at issue
here—were purportedly withdrawn in 2019 but reinstated in 2022.; 87 Fed. Reg. 14,332 (Mar. 14, 2022) [restoring
waiver].





Vehicle IV (LEV |V) established new requirements for 2026 and subsequent model years,
thereby displacing the LEV Il criteria pollutant regulation beginning with the 2026 model year.

California first regulated heavy-duty vehicle exhaust emissions in 1969. In 2005 and 2010,
U.S. EPA granted waivers for California’s medium- and heavy-duty engine and vehicle
regulations for diesel and Otto-cycle engine standards.” In 2017, the U.S. EPA granted
California a waiver of federal preemption for several sets of amendments to CARB’s emission
standards for medium- and heavy-duty vehicles adopted in 2011, 2008, 2007, and 2006.8 In
2016, the U.S. EPA granted California’s requests for waivers for its on-board diagnostic (OBD)
systems for light-, medium-, and heavy-duty vehicles adopted in 2013 (the OBD Il and HD
OBD regulations).’ California’s Omnibus regulations, adopted in 2020 and amended in 2023,
tightened CARB'’s criteria pollutant standards for medium- and heavy-duty vehicles.™ Omnibus
and Advanced Clean Cars encompass OBD requirements. In 2016, U.S. EPA also granted
California a waiver for its Phase 1 Greenhouse Gas emission standards adopted in 2013."

On January 6, 2025, U.S. EPA published its notices of decision granting California’s requests
for Clean Air Act preemption waivers, authorizing the enforcement of the LEV |V regulations
and amendments to OBD requirements (as part of the ACC Il regulation) and the Omnibus
regulation (including its amendments to OBD requirements).'? On June 12, 2025, President
Trump signed congressional resolutions that purported to disapprove these and one other
waiver not at issue here.™ California and a coalition of states promptly filed suit to challenge
these resolutions targeting three waiver actions granted to California.™ That case remains
pending.

The congressional resolutions have introduced an unprecedented degree of uncertainty into
the California market for new motor vehicles. Specifically, the resolutions purported to
invalidate preemption waivers authorizing enforcement of recently adopted, more stringent
vehicle emission standards that had displaced earlier standards that themselves were
applicable to all future model years and for which preemption has been waived. That has left
questions for at least some regulated parties about which regulations apply, as evinced in the
court filing by a manufacturer described above. To clarify and ensure that new vehicles and
engines can continue to be sold in California, despite the ongoing uncertainty created by the
federal government’s actions, CARB has taken several steps, including this proposed adoption
of the Emergency Vehicle Emissions Regulations.

770 Fed. Reg. 50,322 (Aug. 26, 2005); 75 Fed. Reg. 70,238 (Nov. 17, 2010).

882 Fed. Reg. 4,867 (Jan. 17, 2017).

? 81 Fed. Reg. 78,143 (Nov. 7, 2016), 81 Fed. Reg. 78,149 (Nov. 7, 2016).

19 See Register 2020, No. 4 (26-Z), and Register 2024, No. 22 (31-2).

" The Proposed Greenhouse Gas (GHG) Regulations For Medium- And Heavy-Duty Engines And Vehicles,
Optional Reduced Emission Standards For Heavy-Duty Engines, And Amendments To The Tractor-Trailer GHG
Regulation, Diesel-Fueled Commercial Motor Vehicle Idling Rule, And The Heavy-Duty Hybrid-Electric Vehicles
Certification Procedures, adopted 2014, Register 2014, No. 49; 81 Fed. Reg. 52,680 (June 9, 2016).

290 Fed. Reg. 642 (Jan. 6, 2025), 90 Fed. Reg. 643 (Jan. 6, 2025).

13 H.J. Res. 88 (119t Congress), H.J. Res. 89 (199 Congress).

14 State of California, et al., v. United States of America, et al., (ND Cal., case no. 3:25-cv-04966).
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Summary of the Proposed Regulatory Actions

CARSB is proposing its Emergency Vehicle Emissions Regulations to clarify that protective
emission standards for vehicles and engines remain operative, while ensuring manufacturers
can sell vehicles and engines into California despite the emergency the federal government
has created through unconstitutional congressional resolutions targeting certain preemption
waivers.

To ensure that new motor vehicles can continue to be sold in California, despite the ongoing
uncertainty introduced by the federal government into the State’s longstanding regulatory
program, CARB staff is proposing to amend its regulations to clarify that the criteria pollution
provisions of the LEV lll regulation (adopted as part of ACC |) and associated on-board
diagnostic requirements remain operative, with the caveat that CARB may enforce the more
recently adopted LEV IV requirements (adopted as part of ACC Il) to the extent permitted by
law, in the event a court of law holds invalid the resolution purporting to disapprove that waiver.

CARSB staff is similarly proposing to amend its medium- and heavy-duty regulations to clarify
that the provisions antecedent to Omnibus'™ remain operative, with the caveat that CARB may
enforce the Omnibus regulation, to the extent permitted by law, in the event a court of law
holds invalid the resolution purporting to disapprove that waiver.

CARB continues to accept and process certification applications for the LEV IV and Omnibus
emission standards. Hence, both sets of standards will be present in the California Code of
Regulations during this period of unprecedented uncertainty. Regulated parties may choose to
follow either the LEV IV or Omnibus standards or the antecedent LEV |ll and pre-Omnibus
provisions. Regulated parties, however, assume the risk if they choose to certify only to the
antecedent provisions, and the congressional resolutions disapproving the waivers of federal
preemption under the Clean Air Act are declared invalid.

CARB may also consider other changes to the sections affected, as listed on page 3 of this
notice, or other sections within the scope of this notice, during this rulemaking process.

Objectives and Benefits of the Proposed Regulatory Action:

The goal of the Emergency Vehicle Emissions Regulations is to clarify and ensure that new
motor vehicles can be sold in California despite the unprecedented uncertainty introduced by
the federal government into CARB's longstanding regulatory program. These amendments will
ensure that new vehicles and engines sold in California will, at a minimum, meet the emission
standards and requirements for which U.S. EPA has granted a waiver that was not targeted by
the congressional resolutions.

Environmental and Health Benefits

CARB’s Emergency Vehicle Emissions Regulations will provide clarity and ensure that, at a
minimum, the pollutant emission standards for new passenger cars, light trucks, and chassis-
certified medium-duty vehicles up to 14,000 pounds, which had become status quo starting
with the 2017 model year, remain operative. The Regulations will also clarify that the standards

> These regulations encompass provisions for OBD systems for light-, medium-, and heavy-duty engines and
vehicles, greenhouse gas emissions from medium- and heavy-duty vehicles, and related requirements in the
sections of titles 13 and 17 listed as encompassed in this proposal.
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antecedent to the Omnibus regulations also remain operative. CARB has enforced LEV Il and
pre-Omnibus standards, or stricter standards, since those standards went into effect, and thus
the proposed regulatory action has no adverse environmental or health impact.

Economic Impacts

CARB does not anticipate any cost or economic impacts from its Emergency Vehicle
Emissions Regulations because the compliance pathways available to manufacturers have
already been understood for years; and manufacturers have either already achieved or
planned to achieve one or more of the compliance pathways.

Comparable Federal Regulations:

Both California and U.S. EPA have authorities to set emissions standards for new motor
vehicles and for new motor vehicle engines. U.S. EPA’s authority is contained in Section
202(a)(1) of the Clean Air Act.

The California Legislature has placed the responsibility of controlling vehicular air pollution on
CARB, and has designated CARB as the state agency that is “charged with coordinating
efforts to attain and maintain ambient air quality standards, to conduct research into the
causes of and solution to air pollution, and to systematically attack the serious problems
caused by motor vehicles, which is the major source of air pollution in many areas of the
State.”” CARB is authorized to adopt standards, rules and regulations needed to properly
execute the powers and duties granted to and imposed on CARB by law.'® Health and Safety
Code sections 43013 and 43018 broadly authorize and require CARB to achieve the maximum
feasible and cost-effective emission reductions from motor vehicles, including the adoption and
implementation of vehicle emission standards and in-use performance standards’ and by
improving emission system durability and performance,® resulting in an expeditious reduction
of NOx emissions from diesel vehicles, “which significantly contribute to air pollution
problems.”?!

CARSB is further authorized to adopt and implement emission standards for new motor vehicles
and new motor vehicle engines that are necessary and technologically feasible.?? CARB also
has the authority to adopt test procedures and any other procedures necessary to determine
whether vehicles and engines are in compliance with the emission standards established
under Part 5 of the Health and Safety Code.?® Finally, CARB has the authority to not certify a
new motor vehicle or motor vehicle engine unless the vehicle or engine meets the emission
standards adopted by CARB pursuant to Part 5 of the HSC under test procedures adopted
pursuant to section 4310424

1642 U.S.C. § 7521.

7 Cal. Health & Saf. Code, §§ 39002, 39003.

'8 Cal. Health & Saf. Code, §§ 39600 and 39601.
1% Cal. Health & Saf. Code, §43013(a).

20 Cal. Health & Saf. Code, § 43018(c)(2)

21 Cal. Health & Saf. Code, § 43013(h).

2 Cal. Health & Saf. Code, §43101.

2 Cal. Health & Saf. Code, § 43104.

2% Cal. Health & Saf. Code, § 43102.





On January 24, 2023, U.S. EPA adopted the EPA-NOXx rule which established criteria pollutant
emissions standards and test procedures for 2027 and subsequent MY HDEs that are
comparable in stringency to the 2027 MY HD Omnibus requirements.

For 2026 model year, U.S. EPA’s Tier 3 criteria pollutant standards are similar to the LEV |II
requirements for non-methane organic gas (NMOG) plus NOx, but not as stringent for
particulate matter. On March 20, 2024, U.S. EPA adopted their Multi-Pollutant Emissions
Standards for Model Years 2027 and Later Light-Duty and Medium-Duty Vehicles Rule, that
sets new Tier 4 standards to further reduce harmful air pollutant emissions from light-duty and
medium-duty vehicles starting with model year 2027. Portions of this rule are identical to
elements of the LEV IV requirements for those model years but are more stringent once they
are fully phased in by the 2033 model year than the LEV Ill requirements would be.

On August 1, 2025, U.S. EPA published a notice of reconsideration and proposed repeal of its
greenhouse has emission standards for light-, medium-, and heavy-duty vehicles.?®

An Evaluation of Inconsistency or Incompatibility with Existing State
Regulations (Gov. Code, § 11346.5, subd. (a)(3)(D)):

During the process of developing the proposed regulatory action, CARB conducted a search of
similar regulations on this topic and concluded these regulations are neither inconsistent nor
incompatible with existing state regulations.

Other Statutory Requirements (Gov. Code, § 11346.5 subd. (a)(4))

The Emergency Vehicle Regulations proposal would clarify that certain antecedent regulations
remain operative. When these regulations were adopted, any other matters prescribed by
statute applicable to CARB or these specific regulations or class or regulations were identified.
These antecedent regulations were identified in OAL File Numbers:

e Z-00-1010-10 [Consider Requiring Certain California Light-and Medium-Duty Vehicles
to be Subject to Federal Tier 2 Exhaust Standards, and Adopting Additional Exhaust
Emission Standards for Heavy-Duty Gasoline Vehicles and Engines],

o Z-01-0828-14 [Amendments Adopting More Stringent Emission Standards for 2007 and
Subsequent Model Year New Heavy-Duty Diesel Engines],

o Z-02-0917-02 [Consider the Incorporation of Federal Exhaust Emission Standards for
2008 and Later Model-Year Heavy-Duty Gasoline Engines and the Adoption of Minor
Amendments to the Low-Emission Vehicle Regulations],

o Z-2011-1129-12 [Amendments To The California Greenhouse Gas And Criteria
Pollutant Exhaust And Evaporative Emission Standards And Test Procedures And To
The On-Board Diagnostic System Requirements For Passenger Cars, Light-Duty
Trucks, And Medium-Duty Vehicles, And To The Evaporative Emission Requirements
For Heavy-Duty Vehicles],

o Z7-2012-0626-07 [Proposed Revisions to On-Board Diagnostic System Requirements for
Heavy-Engines, Passenger Cars, Light-Duty Trucks, Medium-Duty Vehicles and
Engines],

%90 Fed. Reg. 36,288, Aug. 1, 2025.





e Z-2012-0831-01 [Proposed Amendments To The New Passenger Motor Vehicle
Greenhouse Gas Emission Standards For Model Years 2017-2025 To Permit
Compliance Based On Federal Greenhouse Gas Emissions Standards And Additional
Minor Revisions To The LEV IIl And ZEV Regulations],

e Z-2013-1015-07 [Proposed Greenhouse Gas (GHG) Regulations For Medium- And
Heavy-Duty Engines And Vehicles, Optional Reduced Emission Standards For Heavy-
Duty Engines, And Amendments To The Tractor-Trailer GHG Regulation, Diesel-Fueled
Commercial Motor Vehicle Idling Rule, And The Heavy-Duty Hybrid-Electric Vehicles
Certification Procedures],

o Z-2014-0819-06 [Proposed Amendments To The LEV lll Criteria Pollutant
Requirements For Light- And Medium-Duty Vehicles, The Hybrid Electric Vehicle Test
Procedures, And The Heavy-Duty Otto-Cycle And Heavy-Duty Diesel Test Procedures],

o Z-2018-0724-07 [Proposed Amendments to the Low-Emission Vehicle |ll Greenhouse
Gas Emission Regulation], and

e Z7-2018-0821-02 [Amendments to California Specification for Fill Pipes and Openings Of
Motor Vehicle Fuel Tanks].

Disclosure Regarding the Proposed Regulation

Fiscal Impact/Local Mandate Determination Regarding the
Proposed Action (Gov. Code, § 11346.5, subds. (a)(5)&(6)):

The determinations of the Board's Executive Officer concerning the costs or savings incurred
by public agencies and private parties and businesses in reasonable compliance with the
proposed regulatory actions are presented below.

Under Government Code sections 11346.5, subdivision (a)(5) and 11346.5, subdivision (a)(6),
the Executive Officer has determined that the proposed regulatory actions would not create
costs or savings to any State agency, would not create costs or savings in federal funding to
the State, would not create costs or mandates to any local agency or school district, whether or
not reimbursable by the State under Government Code, title 2, division 4, part 7 (commencing
with section 17500), or other nondiscretionary cost or savings to State or local agencies.

Cost to any Local Agency or School District Requiring Reimbursement under Gov. Code
section 17500 et seq.:

The Emergency Vehicle Emissions Regulations proposal is not expected to result in a cost
to any local agency or school district requiring reimbursement under Government Code
section 17500 et seq. (state-mandated costs under California Constitution Article XllI B,
section 6, i.e., “unfunded mandate”), where the proposal is clarifying that regulations that
have been in place for years remain operative, in light of the unusual circumstances here,
and manufacturers were planning to achieve, or already were achieving, compliance with
more stringent standards..

Cost or Savings for State Agencies:

The Emergency Vehicle Emissions Regulations proposal is not expected to result in a
change to fiscal impacts on state government, where the proposal is clarifying that
regulations that have been in place for years remain operative in light of the unusual
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circumstances here, and manufacturers were planning to achieve, or already achieving,
compliance with more stringent standards.

Other Non-Discretionary Costs or Savings on Local Agencies:

The Emergency Vehicle Emissions Regulations proposal is not expected to have non-
discretionary costs or savings on local agencies, where the proposal is clarifying that
regulations that have been in place for years remain operative in light of the unusual
circumstances here, and manufacturers were planning to achieve, or already achieving,
compliance with more stringent standards.

Cost or Savings in Federal Funding to the State:

The Emergency Vehicle Emissions Regulations proposal is not expected to impose any
costs or savings in federal funding to the state.

Environmental Analysis

CARB, as the lead agency under the California Environmental Quality Act (CEQA), has
reviewed the proposed Emergency Vehicle Emissions Regulation and concluded that it is
exempt pursuant to CEQA Guidelines, section 15061(b)(3). The proposed regulatory action will
provide clarity and confirm that, until a court resolves the uncertainty created by the federal
government’s actions, certain antecedent regulations (displaced by Advanced Clean Cars Il
and Omnibus) remain operative (as previously adopted) with the caveat that CARB may
enforce Advanced Clean Cars Il and Omnibus, to the extent permitted by law, in the event a
court of law holds invalid the resolutions purporting to disapprove those waivers.

CARB has also determined this proposal is exempt pursuant to CEQA Guidelines sections
15307 (actions for protection of natural resources) and 15308 (actions for protection of the
environment).

Agency Contact Persons

Inquiries concerning the substance of the proposal to make permanent CARB’s Emergency
Vehicle Emissions Regulations may be directed to the agency representative Michelle
Buffington, Ph.D., Chief, Mobile Source Control Division, California Air Resources Board, (279)
208-7982 (VOIP), Michelle.Buffington@arb.ca.gov.

Availability of Documents

Copies of the emergency rulemaking documents, including the full text of the proposed
regulatory language, in underline and strikeout format to allow for comparison with the existing
regulations, and proposed new text, may be accessed on CARB’s website listed below, on
Monday, September 15, 2025. Please contact Lindsay Garcia, Regulations Coordinator, at
Regulations@arb.ca.gov or (916) 546-2286 if you need physical copies of the documents.
Pursuant to Government Code section 11346.5, subdivision (b), upon request to the
Regulations Coordinator, physical copies would be obtained from the Public Information Office,
California Air Resources Board, 1001 | Street, Visitors and Environmental Services Center,
First Floor, Sacramento, California, 95814.
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Further, the agency representative to whom non-substantive inquiries concerning the proposed
administrative action may be directed is Lindsay Garcia, Regulations Coordinator,

(916) 546-2286. CARB staff has compiled a record for this rulemaking action, which includes
all the information upon which the proposal is based. This material is available for inspection
upon request to the contact persons.

Internet Access
This Notice and the proposed regulatory text, and all subsequent regulatory documents, when

completed, are available on CARB’s website for this rulemaking at
https.//ww2.arb.ca.gov/rulemaking/2025/emergencyvehemissions

California Air Resources Board

\Ph.D.,
Executive Officer

Date: September 15, 2025

The energy challenge facing California is real. Every Californian needs to take immediate
action to reduce energy consumption. For a list of simple ways you can reduce demand and
cut your energy costs, see CARB’s website (ww2.arb.ca.gov).
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APPENDIX A: Documents Incorporated by Reference

The Emergency Vehicle Emissions Regulations previously incorporated documents by
reference as identified in OAL File Numbers:

Z-00-1010-10 [Consider Requiring Certain California Light-and Medium-Duty Vehicles
to be Subject to Federal Tier 2 Exhaust Standards, and Adopting Additional Exhaust
Emission Standards for Heavy-Duty Gasoline Vehicles and Engines],

Z-01-0828-14 [Amendments Adopting More Stringent Emission Standards for 2007 and
Subsequent Model Year New Heavy-Duty Diesel Engines],

Z-02-0917-02 [Consider the Incorporation of Federal Exhaust Emission Standards for
2008 and Later Model-Year Heavy-Duty Gasoline Engines and the Adoption of Minor
Amendments to the Low-Emission Vehicle Regulations],

Z-2011-1129-12 [Amendments To The California Greenhouse Gas And Criteria
Pollutant Exhaust And Evaporative Emission Standards And Test Procedures And To
The On-Board Diagnostic System Requirements For Passenger Cars, Light-Duty
Trucks, And Medium-Duty Vehicles, And To The Evaporative Emission Requirements
For Heavy-Duty Vehicles],

Z-2012-0626-07 [Proposed Revisions to On-Board Diagnostic System Requirements for
Heavy-Engines, Passenger Cars, Light-Duty Trucks, Medium-Duty Vehicles and
Engines],

Z-2012-0831-01 [Proposed Amendments To The New Passenger Motor Vehicle
Greenhouse Gas Emission Standards For Model Years 2017-2025 To Permit
Compliance Based On Federal Greenhouse Gas Emissions Standards And Additional
Minor Revisions To The LEV IIl And ZEV Regulations],

Z-2013-1015-07 [Proposed Greenhouse Gas (GHG) Regulations For Medium- And
Heavy-Duty Engines And Vehicles, Optional Reduced Emission Standards For Heavy-
Duty Engines, And Amendments To The Tractor-Trailer GHG Regulation, Diesel-Fueled
Commercial Motor Vehicle Idling Rule, And The Heavy-Duty Hybrid-Electric Vehicles
Certification Procedures],

Z-2014-0819-06 [Proposed Amendments To The LEV lll Criteria Pollutant
Requirements For Light- And Medium-Duty Vehicles, The Hybrid Electric Vehicle Test
Procedures, And The Heavy-Duty Otto-Cycle And Heavy-Duty Diesel Test Procedures],
Z-2018-0724-07 [Proposed Amendments to the Low-Emission Vehicle Il Greenhouse
Gas Emission Regulation], and

Z-2018-0821-02 [Amendments to California Specification for Fill Pipes and Openings Of
Motor Vehicle Fuel Tanks].

The following documents are incorporated in the Emergency Vehicle Emissions regulatory
action by reference as specified by the following sections of emergency regulations or by the
original regulatory section in which they were adopted and are noted here for completeness.

“California 2015 And Subsequent Model Criteria Pollutant Exhaust Emission Standards
and Test Procedures And 2017 And Subsequent Model Greenhouse Gas Exhaust
Emission Standards and Test Procedures For Passenger Cars, Light-Duty Trucks, And
Medium-Duty Vehicles”, amended December 6, 2012, incorporated by reference in title
13, CCR, sections 1961.2.1, 1965.0.1, 2037.0.1, and 2038.0.1.

“California Evaporative Emission Standards and Test Procedures For 2001 And
Subsequent Model Motor Vehicles”, amended December 2012, incorporated by
reference in title 13, CCR, section 1976.0.1.
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“California Refueling Emission Standards and Test Procedures For 2001 And
Subsequent Model Motor Vehicles”, amended March 22, 2012[Insert Date of Adoption],
re-incorporated by reference to reflect new amended date in title 13, CCR, section
1978.0.1.

“California Non-Methane Organic Gas Test Procedures for 2017 And Subsequent
Model Year Vehicles”, adopted September 2015, incorporated by reference in title 13,
CCR, section 1961.2.1.

“California Test Procedures For Evaluating Substitute Fuels and New Clean Fuels In
2015 and Subsequent Years” adopted March 2012, incorporated by reference in title 13,
CCR, section 2317.0.1.

“California Exhaust Emission Standards and Test Procedures For 2018 and
Subsequent Model Zero-Emission Vehicles and Hybrid Electric Vehicles, In The
Passenger Car, Light-Duty Truck And Medium-Duty Vehicle Classes”, amended
September 3, 2015, incorporated by reference in title 13, CCR, sections 1961.2.1 and
1962.2.1.

“California Exhaust Emission Standards and Test Procedures For 2004 and
Subsequent Model Heavy-Duty Diesel-Engines and Vehicles”, amended October 21,
2014, incorporated by reference in title 13, CCR, section 1956.8.1(b).

“California Exhaust Emission Standards and Test Procedures For 2004 and
Subsequent Model Heavy-Duty Otto-Cycle Engines”, amended October 21, 2014,
incorporated by reference in title 13, CCR, section 1956.8.1(d).

“California Greenhouse Gas Exhaust Emission Standards and Test Procedures for
2014 and Subsequent Model Heavy-Duty Vehicles”, adopted October 21, 2014,
incorporated by reference in title 17, CCR, section 95663(c).

“California Interim Certification Procedures For 2004 and Subsequent Model Hybrid-
Electric and Other Hybrid Vehicles in the Urban Bus and Heavy-Duty Vehicle Classes”,
amended October 21, 2014, incorporated by reference in title 13, CCR, section
1956.8.1(b).

“California Non-Methane Organic Gas Test Procedures for 1993 Through 2016 Model
Year Vehicles”, amended September 2, 2015, incorporated by reference in title 13,
CCR, section 1956.8.1(d).

Society of Automotive Engineers (SAE) J1979 “E/E Diagnostic Test Modes,”
incorporated by reference in title 13, CCR, section 1968.2.1(c).

SAE J1939 “Recommended Practice for a Serial Control and Communications Vehicle
Network,” incorporated by reference in title 13, CCR, section 1968.2.1(c).

The evaporative emission standards and test procedures incorporated by reference in
title 13, CCR, section 1976, as referenced in title 13, CCR, section 1968.2.1(c).

The exhaust emission levels to which an engine family is certified under the averaging,
banking, and trading program incorporated by reference in title 13, CCR, section
1956.8, as referenced in title 13, CCR, section 1968.2.1(c).

The certification requirements and test procedures incorporated by reference in title 13,
CCR, section 1961(d), as referenced in title 13, CCR, section 1968.2.1(c).
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The certification exhaust emission standards and test procedures applicable to the SET
cycle incorporated by reference in title 13, CCR, section 1956.8(b) and section
1956.8(d), as referenced in title 13, CCR, section 1968.2.1(c).

“Speed Versus Time Data for California’s Unified Driving Cycle”, dated December 12,
1996, incorporated by reference in title 13, CCR, section 1968.2.1(c).

40 CFR 86, Appendix 1, section (g) “EPA US06 Driving Schedule for Light-Duty
Vehicles and Light-Duty Trucks,” amended July 13, 2005, incorporated by reference in
title 13, CCR, section 1968.2.1(c).

Air Resources Board (ARB) Manufacturers Advisory Correspondence (MAC) No. 99-06,
adopted December 20, 1999, incorporated by reference in title 13, CCR, section
1968.2.1(e)(14.1.2)(A).

SAE J1930 “Electrical/Electronic Systems Diagnostic Terms, Definitions, Abbreviations,
and Acronyms — Equivalent to ISO/TR 15031-2:April 30, 2002”, incorporated by
reference in title 13, CCR, section 1968.2.1(e)(14.1.2)(B).

SAE J1930 “Electrical/Electronic Systems Diagnostic Terms, Definitions, Abbreviations,
and Acronyms — Equivalent to ISO/TR 15031-2", October 2008, incorporated by
reference in title 13, CCR, section 1968.2.1(g)(1.1).

SAE J1962 “Diagnostic Connector — Equivalent to ISO/DIS 15031-3:December 14,
20017, April 2002, incorporated by reference in title 13, CCR, section 1968.2.1(g)(1.2).

SAE J1978 "OBD Il Scan Tool — Equivalent to ISO/DIS 15031-4:December 14, 2001",
April 2002, incorporated by reference in title 13, CCR, section 1968.2.1(g)(1.3).

SAE J1979 “E/E Diagnostic Test Modes”, May 2007, incorporated by reference in title
13, CCR, section 1968.2.1(g)(1.4).

SAE J1979-DA, “Digital Annex of E/E Diagnostic Test Modes”, October 2011,
incorporated by reference in title 13, CCR, section 1968.2.1(g)(1.4.1).

SAE J1850 “Class B Data Communications Network Interface”, May 2001, incorporated
by reference in title 13, CCR, section 1968.2.1(g)(1.5).

SAE J2012 “Diagnostic Trouble Code Definitions — Equivalent to ISO/DIS 15031-67,
December 2007, incorporated by reference in title 13, CCR, section 1968.2.1(g)(1.6).

ISO 9141-2:1994 “Road Vehicles-Diagnostic Systems-CARB Requirements for
Interchange of Digital Information”, February 1994, incorporated by reference in title 13,
CCR, section 1968.2.1(g)(1.7).

ISO 14230-4:2000 “Road Vehicles-Diagnostic Systems-KWP 2000 Requirements for
Emission-related Systems”, June 2000, incorporated by reference in title 13, CCR,
section 1968.2.1(g)(1.8).

ISO 15765-4:2005 “Road vehicles-Diagnostics on Controller Area Network (CAN) - Part
4: Requirements for emissions-related systems”, January 2005, incorporated by
reference in title 13, CCR, section 1968.2.1(g)(1.9).

SAE J1939 “Recommended Practice for a Serial Control and Communications Vehicle
Network” March 2009, incorporated by reference in title 13, CCR, section
1968.2.1(g)(1.10.1).
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SAE J1939/1 “Recommended Practice for Control and Communications Network for
On-Highway Equipment”, September 01, 2000, incorporated by reference in title 13,
CCR, section 1968.2.1(g)(1.10.2).

SAE J1939/11 “Physical Layer, 250K bits/s, Twisted Shielded Pair’, September 18,
2006, incorporated by reference in title 13, CCR, section 1968.2.1(g)(1.10.3).

SAE J1939/13 “Off-Board Diagnostic Connector”, March 11, 2004, incorporated by
reference in title 13, CCR, section 1968.2.1(g)(1.10.4).

SAE J1939/15 “Reduced Physical Layer, 250K bits/sec, UN-Shielded Twisted Pair
(UTP)”, August 21, 2008, incorporated by reference in title 13, CCR, section
1968.2.1(g)(1.10.5).

SAE J1939/21 “Data Link Layer”, December 22, 2006, incorporated by reference in title
13, CCR, section 1968.2.1(g)(1.10.6).

SAE J1939/31 “Network Layer”, April 02, 2004, incorporated by reference in title 13,
CCR, section 1968.2.1(g)(1.10.7).

SAE J1939/71 “Vehicle Application Layer (Through February 2008)”, January 20, 2009,
incorporated by reference in title 13, CCR, section 1968.2.1(g)(1.10.8).

SAE J1939/73 “Application Layer - Diagnostics”, September 08, 2006, incorporated by
reference in title 13, CCR, section 1968.2.1(g)(1.10.9).

SAE J1939/81 “Network Management”, May 08, 2003, incorporated by reference in title
13, CCR, section 1968.2.1(g)(1.10.10).

SAE J1939/84 “OBD Communications Compliance Test Cases For Heavy Duty
Components and Vehicles”, December 2008, incorporated by reference in title 13, CCR,
section 1968.2.1(g)(1.10.11).

SAE J1699-3 — “OBD Il Compliance Test Cases”, May 2006, incorporated by reference
in title 13, CCR, section 1968.2.1(g)(1.11).

SAE J2534-1 — “Recommended Practice for Pass-Thru Vehicle Programming”,
December 2004, incorporated by reference in title 13, CCR, section 1968.2.1(g)(1.12).

Attachment E: CAL ID and CVN Data of ARB Mail-Out #MSC 06-23, December 21,
2006, incorporated by reference in title 13, CCR, section 1968.2.1(g)(4.7.4).

Attachment A of ARB Mail-Out #95-20, May 22, 1995, incorporated by reference in title
13, CCR, section 1968.2.1(i)(2.2).

Attachment A: Misfire Disablement and Detection Chart of ARB Mail-Out #06-23,
December 21, 2006, incorporated by reference in title 13, CCR, section
1968.2.1(i)(2.5.1)(C).

Attachments F and G of ARB Mail-Out #MSC 06-23, December 21, 2006, incorporated
by reference in title 13, CCR, section 1968.2.1(i)(2.16).

Attachment D: Rate Based Data of ARB Mail-Out #06-23, December 21, 2006,
incorporated by reference in title 13, CCR, section 1968.2.1(j)(3.2).

Health and Safety Code section 39010 et seq., incorporated by reference in title 13,
CCR, section 1968.5.1(a)(3).
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Title 13, CCR, sections 1900(b) and 1968.2(c), incorporated by reference in title 13,
CCR, section 1968.5.1(a)(3).

EMFAC2000 “Public Meeting to Consider Approval of Revisions to the State’s On-Road
Motor Vehicle Emissions Inventory: Technical Support Document, Section 7.1,
‘Estimation of Average Mileage Accrual Rates from Smog Check Data,” May 2000,
incorporated by reference in title 13, CCR, section 1968.5.1(b)(3)(A)(iv).

SAE J1979 as incorporated by reference in title 13, CCR section 1968.2(g)(1) and
section 1968.2.1(g)(4.1).

SAE J1979 “E/E Diagnostic Test Modes,” February 2012, incorporated by reference in
title 13, CCR, section 1971.1.1(c).

The evaporative emission standards and test procedures incorporated by reference in
title 13, CCR, section 1976, as referenced in title 13, CCR, section 1971.1.1(c).

The exhaust emission levels to which an engine family is certified under the averaging,
banking, and trading program incorporated by reference in title 13, CCR, section
1956.8, as referenced in title 13, CCR, section 1971.1.1(c).

The certification exhaust emission standards and test procedures applicable to the SET
cycle incorporated by reference in title 13, CCR, section 1956.8(b) and section
1956.8(d), as referenced in title 13, CCR, section 1971.1.1(c).

SAE J1930 “Electrical/Electronic Systems Diagnostic Terms, Definitions, Abbreviations,
and Acronyms — Equivalent to ISO/TR 15031-2", October 2008, incorporated by
reference in title 13, CCR, section 1971.1.1(h)(1.1).

SAE J1930-DA “Electrical/Electronic Systems Diagnostic Terms, Definitions,
Abbreviations, and Acronyms Web Tool Spreadsheet”, March 2012, incorporated by
reference in title 13, CCR, section 1971.1.1(h)(1.1.1).

SAE J1962 “Diagnostic Connector — Equivalent to ISO/DIS 15031-3:December 14,
20017, April 2002, incorporated by reference in title 13, CCR, section 1971.1.1(h)(1.2).

SAE J1978 “OBD Il Scan Tool — Equivalent to ISO/DIS 15031-4:December 14, 2001”,
April 2002, incorporated by reference in title 13, CCR, section 1971.1.1(h)(1.3).

SAE J1979 “E/E Diagnostic Test Modes”, May 2007, incorporated by reference in title
13, CCR, section 1971.1.1(h)(1.4).

SAE J1979-DA, “Digital Annex of E/E Diagnostic Test Modes”, October 2011,
incorporated by reference in title 13, CCR, section 1971.1.1(h)(1.4.1).

SAE J2012 "Diagnostic Trouble Code Definitions — Equivalent to ISO/DIS 15031-6",
December 2007, incorporated by reference in title 13, CCR, section 1971.1.1(h)(1.5).

SAE J2012-DA “Digital Annex of Diagnostic Trouble Code Definitions and Failure Type
Byte Definitions”, July 2010, incorporated by reference in title 13, CCR, section
1971.1.1(h)(1.5.1).

ISO 15765-4 “Road Vehicles-Diagnostics Communication over Controller Area Network
(CAN) - Part 4: Requirements for emission-related systems”, February 2011,
incorporated by reference in title 13, CCR, section 1971.1.1(h)(1.6).
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SAE J1939 “Recommended Practice for a Serial Control and Communications Vehicle
Network”, April 2011, incorporated by reference in title 13, CCR, section
1971.1.1(h)(1.7.1).

SAE J1939/1 “On-Highway Equipment Control and Communication Network”, May
2011, incorporated by reference in title 13, CCR, section 1971.1.1(h)(1.7.2).

SAE J1939/11 “Physical Layer, 250K bits/s, Twisted Shielded Pair’, September 2006,
incorporated by reference in title 13, CCR, section 1971.1.1(h)(1.7.3).

SAE J1939/13 “Off-Board Diagnostic Connector”, October 2011, incorporated by
reference in title 13, CCR, section 1971.1.1(h)(1.7.4).

SAE J1939/15 “Reduced Physical Layer, 250K bits/sec, UN-Shielded Twisted Pair
(UTP)”, August 2008, incorporated by reference in title 13, CCR, section
1971.1.1(h)(1.7.5).

SAE J1939/21 “Data Link Layer”, December 2010, incorporated by reference in title 13,
CCR, section 1971.1.1(h)(1.7.6).

SAE J1939/31 “Network Layer”, May 2010, incorporated by reference in title 13, CCR,
section 1971.1.1(h)(1.7.7).

SAE J1939/71 “Vehicle Application Layer (Through May 2010)”, March 2011,
incorporated by reference in title 13, CCR, section 1971.1.1(h)(1.7.8).

SAE J1939/73 “Application Layer - Diagnostics”, February 2010, incorporated by
reference in title 13, CCR, section 1971.1.1(h)(1.7.9).

SAE J1939/81 “Network Management”, June 2011, incorporated by reference in title 13,
CCR, section 1971.1.1(h)(1.7.10).

SAE J1939/84 “OBD Communications Compliance Test Cases For Heavy Duty
Components and Vehicles”, December 2010, incorporated by reference in title 13, CCR,
section 1971.1.1(h)(1.7.11).

SAE J2403 “Medium/Heavy-Duty E/E Systems Diagnosis Nomenclature,” February
2011, incorporated by reference in title 13, CCR, section 1971.1.1(h)(1.8).

SAE J1699-3 — “OBD Il Compliance Test Cases”, December 2009, incorporated by
reference in title 13, CCR, section 1971.1.1(h)(1.9).

SAE J2534-1 — “Recommended Practice for Pass-Thru Vehicle Programming”,
December 2004, incorporated by reference in title 13, CCR, section 1971.1.1(h)(1.10).

Attachment F of ARB Mail-Out #MSC 09-22, July 7, 2009, incorporated by reference in
title 13, CCR, section 1971.1.1 (h)(4.7.6).

Attachments G and H of ARB Mail-Out #MSC 09-22, July 7, 2009, incorporated by
reference in title 13, CCR, section 1971.1.1 (j)(2.17).

Health and Safety Code section 39010 et seq., incorporated by reference in title 13,
CCR, section 1971.5.1(a)(3).

Title 13, CCR, section 1900(b) and section 1971.1(c), incorporated by reference in title
13, CCR, section 1971.5.1(a)(3).
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EMFAC2007, incorporated by reference in title 13, CCR, section 1971.5.1(b)(3)(A)(iv).

Society of Automotive Engineers J1979 (SAE J1979) or J1939 (SAE J1939) as
incorporated by reference in Cal. Code Regs., title 13, section 1971.1.1(h)(1) and
section 1971.1.1(h)(4.1).
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STATE OF CALIFORNIA

AUTHENTICATED

ELECTRONIC LEGAL MATERIAL

Assembly Bill No. 1

CHAPTER 1

An act to amend Sections 25354.2, 25364, 25367, 25371, 25372.2, and
25373 of, to add and repeal Section 25354.4 of, and to add, repeal, and add
Section 25354.6 of, the Public Resources Code, relating to energy.

[Approved by Governor October 14, 2024. Filed with Secretary
of State October 14, 2024.]

LEGISLATIVE COUNSEL’S DIGEST

AB 1, Hart. Energy: transportation fuels: inventories: turnaround and
mai ntenance.

Existing law, beginning on June 26, 2023, establishes the Independent
Consumer Fuels Advisory Committee within the State Energy Resources
Conservation and Devel opment Commission (Energy Commission) to advise
the Energy Commission and the Division of Petroleum Market Oversight,
as provided. Existing law prescribes the composition of the 8-member
committee, including 6 specified members appointed by the Governor, one
member appointed by the Speaker of the Assembly, and one member
appointed by the Senate Committee on Rules. Existing law requires one
member appointed by the Governor to represent labor. Existing law prohibits
amember of the committee from having been employed by, contracted with,
or received direct compensation from, a company that produces, refines,
distributes, tradesin, markets, or sellsany petroleum product in the preceding
12 months, except as provided. Existing law specifies that the schedul e of
meetings of the committeeis to be prescribed by the Energy Commission.

This bill would specify that the above prohibition does not exclude a
representative of a labor organization whose membership consists of, in
wholeor in part, individual s employed by acompany that produces, refines,
distributes, tradesin, markets, or sellsany petroleum product. Thebill would
require the gubernatorial appointee who represents|abor to instead represent
alabor organization with experience in refinery operations. The bill would
require the committee to meet no less than annually.

Existing law requires the Energy Commission, in consultation with the
Labor and Workforce Development Agency and labor and industry
stakeholders, to consider ways to manage necessary refinery turnarounds
and maintenance that would protect the health and safety of employees and
the public, and minimize the impacts of maintenance-related production
losses on fuel prices. Existing law authorizes the Energy Commission, by
regulation, to impose requirements governing the timing of turnaround and
mai ntenance.

This bill would expressly require those regulations to protect the health
and safety of employees, loca communities, and the public, and to include
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criteriathat are required to be met before arefinery commences aturnaround
or maintenance event, as provided.

This bill would require the Energy Commission, in consultation with the
committee, to consider the effects of refiners inventories of fuel and
feedstocks and blending components on the price of transportation fuelsin
Cdlifornia. The bill would authorize the Energy Commission, by regulation,
to develop and impose requirements for refiners operating in the state to
maintain minimum levels of inventories of refined transportation fuels
meeting California specifications, including any feedstocks and blending
components, as specified. The bill would prohibit the Energy Commission
from applying a minimum inventory requirement to a refiner in a manner
that would be met only by the construction of additional storage
infrastructure, as determined by the Energy Commission. The bill would
repeal these provisions on January 1, 2033.

This bill would impose an administrative civil penalty on a refiner or
person who fails to comply with regulations adopted pursuant to the
above-described authority and would authorize the Energy Commission to
seek any form of injunctive or remedial relief to enforce compliance with
those regulations, as provided.

Existing law requires the Energy Commission, on or before January 1,
2024, and every 3 yearsthereafter, to submit an assessment to the Governor
and the Legidature that, among other things, identifies methods to ensure
areliable supply of affordable and safe transportation fuels in California,
as provided.

Thishill, beginning with thefirst assessment submitted after the effective
date of the bill, would require that the assessment al so include an evaluation
of California’'s future petroleum product and crude oil import needs,
identification of stepsthat can be taken to ensure that marine infrastructure
and port facilitieswill be adequate to accommodate the efficient movement
of petroleum products to meet those needs, an evaluation of ways to
maximize use of existing infrastructure and minimize cumulative pollution
burdens, and an evaluation of the effects on supplies of transportation fuels
of state regulations that the Energy Commission identifies may be causing
supply constraints, or for which the Energy Commission believesaternative
compliance pathways should be considered by state agencies to mitigate
potential impacts on supply.

The people of the Sate of California do enact as follows:

SECTION 1. Section 25354.2 of the Public Resources Codeisamended
to read:

25354.2. (@) The commission, in consultation with the Labor and
Workforce Devel opment Agency and labor and industry stakeholders, shall
consider ways to manage necessary refinery turnarounds and maintenance
that would protect the health and safety of employees, local communities,
and the public, and minimize theimpact of maintenance-related production
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losses on fuel prices. The commission may, by regulation, impose
reguirements governing the timing of turnaround and maintenance devel oped
through consultations under this section.

(b) Regulations adopted under this section shall do, but not be limited
to, both of the following:

(1) Protect the health and safety of employees, local communities, and
the public.

(2) Include criteria that are required to be met before a refinery
commences a turnaround or maintenance event, including, but not limited
to, demonstrating to the satisfaction of the executive director of the
commission, through areport required by subdivision (m) of Section 25354,
that the refiner has made resupply plans or other arrangements sufficient to
ensure that the loss of production during the turnaround or maintenance
event does not adversely affect the California transportation fuels market.

(c) Thissection doesnot modify any requirements of, or standardsissued
pursuant to, Section 6311 of, or Part 7.5 (commencing with Section 7850)
of Division 5 of, the Labor Code, including the authority of employees to
perform an emergency shutdown of therefinery and necessary maintenance
work for safety.

(d) A regulation adopted, or action taken, pursuant to this section shall
not excuse an employer’s compliance with the skilled and trained workforce
and wage reguirements set forth in Section 25536.7 of the Health and Safety
Code.

SEC. 2. Section 25354.4 isadded to the Public Resources Code, to read:

25354.4. (@) The commission, in consultation with the Independent
Consumer FuelsAdvisory Committee established pursuant to Section 25373,
shall consider the effects of refiners’ inventories of fuel and feedstocks and
blending components on the price of transportation fuelsin California. The
commission may, by regulation, develop and impose reguirements for
refiners operating in the state to maintain minimum levels of inventories of
refined transportation fuels meeting California specifications, including any
feedstocks and blending components for those fuels.

(b) Regulations adopted under this section shall protect the health and
safety of employees, local communities, and the public, and shall provide
for al of the following:

(1) A process for establishing minimum inventory levels specified for
each refiner or each refining region, and for each fuel or blending component
type.

(2) A process for maximizing the use of existing storage infrastructure.

(3) A process for waiving, if appropriate, minimum inventory
requirements for a small refinery, as defined in Section 80.2 of Title 40 of
the Code of Federal Regulations, as that section read on the effective date
of the bill that added this section, if the refiner of the small refinery
demonstrates that those requirements would impose a disproportionate
economic hardship.

(4) A process for adjusting, if appropriate, minimum inventory
requirementsfor one or more refiners based on region, season, refinery size
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and storage capacity, and changes in regiona or statewide supply and
demand for refined transportation fuels meeting California specifications.

(5) Market conditions under which a refiner would be permitted or
required to draw down its inventories below an established level and
regquirementsfor the rebuilding of those drawn-down inventories, including
ametric or threshold based on market conditions that would automatically
require a refiner to draw down inventories and provide that fuel to the
market.

(c) Notwithstanding subdivision (@), the commission shall not adopt a
regulation pursuant to this section unless it finds that the likely benefits to
consumers from avoiding price volatility outweigh the potential costs to
consumers. In making that determination, the commission shall consider
all of the following factors, but no single factor shall be determinative:

(1) Whether it islikely that the minimum levels of inventories of refined
transportation fuelswill lead to greater supply in the Californiatransportation
fuels market than would exist without the minimum levels of inventories.

(2) Whether itislikely that the minimum levels of inventories of refined
transportation fuels will lead to lower average retail prices on an annual
basis than would exist without the minimum levels of inventories, and
whether it is likely that the minimum levels of inventories will reduce the
severity of retail price volatility.

(3) Whether easing of supply chain inefficiencies or constraints would
lead to greater supply in the Caifornia transportation fuels market than
requirements to establish minimum levels of inventories of refined
transportation fuels.

(4) Whether it islikely that supply gains achieved through the adoption
of the minimum levels of inventories of refined transportation fuelswill be
offset by actions of market participants not subject to these regulations and
thereby have the effect of reducing supply in the market.

(d) (1) A regulation adopted under this section shall not modify any
requirements of, or standards issued pursuant to, Section 6311 of, or Part
7.5 (commencing with Section 7850) of Division 5 of, the Labor Code,
including the authority of employees to perform an emergency shutdown
of the refinery and necessary maintenance work for safety.

(2) A regulation adopted, or action taken, pursuant to this section shall
not excuse an employer’s compliance with the skilled and trained workforce
and wage requirements set forth in Section 25536.7 of the Health and Safety
Code.

(e) In developing or amending regulations adopted under this section,
the commission may consider the use of acompliance mechanism for each
refiner that is tradable between or within each refining region for refiners
to meet the minimum inventory requirements adopted pursuant to this
section.

(f) The commission shall not apply a minimum inventory requirement
under this section to a refiner in a manner that would be met only by the
construction of additional storage infrastructure, as determined by the
commission.
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(g) Oneyear after the adoption of any regulation pursuant to this section,
and each year thereafter in which aregulation pursuant to this sectionisin
effect, the commission shall submit areport to the Legislature, in accordance
with Section 9795 of the Government Code, that includes a reeval uation of
the effectiveness of that regulation, including whether the regulation
continues to meet the cost effectiveness test described in subdivision (c),
and shall provide an update on the factors identified in subdivision ()
regarding the implemented regulation.

(h) For purposes of this section, “refining region” meansthetwo in-state
regions of concentrated refineries, where the preponderance of refining
capacity islocated in the San Francisco Bay areaand the LosAngeles area.

(i) Thissection shall remainin effect only until January 1, 2033, and as
of that date is repealed.

SEC. 3. Section 25354.6 isadded to the Public Resources Code, to read:

25354.6. (a) The commission shall notify arefiner or person who fails
to comply with the requirements of Section 25354.2 or 25354.4, or failsto
comply with the regulations adopted under those sections. If, within three
days after being initialy notified of the failure to comply, the refiner or
person continues or persistsin itsnoncompliance, the refiner or person shall
be subject to an administrative civil penalty of not less than one hundred
thousand dollars ($100,000), and not more than one million dollars
(%$1,000,000), per day for each day that the noncompliance occurs or persists.

(b) The executive director of the commission shall issue and serve a
complaint on therefiner or person, and the commission shall hold ahearing,
adopt adecision, and require payment of the penalty in accordance with the
procedures described in Section 25534.1, with the penalty to be assessed
based on each day of noncompliance following thethird day after theinitial
notification by the commission.

(c) Judicia review and enforcement of an order imposing an
administrative civil penalty under this section may be had in accordance
with the procedures described in Section 25534.2.

(d) The commission may seek any form of injunctive or remedial relief
from acourt of competent jurisdiction to enforce compliance with Sections
25354.2 and 25354.4, and regul ations adopted under those sections.

(e) Thissection shall remain in effect only until January 1, 2033, and as
of that date is repealed.

SEC. 4. Section 25354.6 isadded to the Public Resources Code, to read:

25354.6. (a) The commission shall notify arefiner or person who fails
to comply with the requirements of Section 25354.2, or failsto comply with
the regulations adopted under that section. If, within three days after being
initially notified of the failure to comply, the refiner or person continues or
persists in its noncompliance, the refiner or person shall be subject to an
administrative civil penalty of not less than one hundred thousand dollars
($100,000), and not more than one million dollars ($1,000,000), per day for
each day that the noncompliance occurs or persists.

(b) The executive director of the commission shall issue and serve a
complaint on therefiner or person, and the commission shall hold ahearing,
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adopt adecision, and require payment of the penalty in accordance with the
procedures described in Section 25534.1, with the penalty to be assessed
based on each day of noncompliancefollowing thethird day after theinitial
notification by the commission.

(c) Judicia review and enforcement of an order imposing an
administrative civil penalty under this section may be had in accordance
with the procedures described in Section 25534.2.

(d) The commission may seek any form of injunctive or remedial relief
from a court of competent jurisdiction to enforce compliance with Section
25354.2, and regulations adopted under that section.

(e) Thissection shall become operative on January 1, 2033.

SEC. 5. Section 25364 of the Public Resources Codeisamended to read:

25364. (a) A person required to present information to the commission
pursuant to Section 25354 or 25355 or a person making a request for
exemption pursuant to Section 25355.5 may request that specific information
be held in confidence. Information requested to be held in confidence shall
be presumed to be confidential.

(b) Information presented to the commission pursuant to Section 25354,
25355, or 25355.5 shall be held in confidence by the commission or
aggregated to the extent necessary to ensure confidentiality if public
disclosure of the specific information or data would result in unfair
competitive disadvantage to the person supplying the information or would
adversely affect market competition.

(¢) (1) Whenever thecommission receivesarequest to publicly disclose
unaggregated information, or otherwise proposes to publicly disclose
information submitted pursuant to Section 25354, 25355, or 25355.5, notice
of the request or proposal shall be provided to the person submitting the
information. The notice shall indicate the form in which the information is
to bereleased. Upon receipt of notice, the person submitting theinformation
shall have 10 working days in which to respond to the notice to justify the
claim of confidentiality on each specificitem of information covered by the
notice on the basis that public disclosure of the specific information would
result in unfair competitive disadvantage to the person supplying the
information or would adversely affect market competition.

(2) The commission shall consider the respondent's submittal in
determining whether to publicly disclose the information submitted to it to
which a claim of confidentiaity is made. The commission shall issue a
written decision that sets forth its reasons for making the determination
whether each item of information for which a claim of confidentiaity is
made shall remain confidential or shall be publicly disclosed.

(d) The commission shall not make public disclosure of information
submitted to it pursuant to Section 25354, 25355, or 25355.5 within 10
working days after the commission hasissued its written decision required
in this section.

(e) Information submitted to the commission pursuant to Section 25354,
25355, or 25355.5 shall not be deemed confidential if the person submitting
the information or data has made it public.
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(f) With respect to petroleum products and blendstocks reported by type
pursuant to paragraph (1) or (2) of subdivision (a) of Section 25354,
information provided pursuant to subdivision (h) or (i) of Section 25354,
and information provided under Section 25355, the commission, the State
Air Resources Board, or theAttorney General, or any employee or contractor
of those entities, shall not do any of the following:

(1) Use the information furnished under paragraph (1) or (2) of
subdivision (a) of Section 25354, under subdivision (h) or (i) of Section
25354, or under Section 25355 for any purpose other than law enforcement
or the statistical purposes for which it is supplied.

(2) Make any publication whereby the information furnished by any
particular establishment or individual under paragraph (1) or (2) of
subdivision (a) of Section 25354, under subdivision (h) or (i) of Section
25354, or under Section 25355 can be identified.

(3) Permit anyone other than commission members, the State Air
Resources Board, the Attorney General, and employees or contractors of
those entities to examine the individual reports provided under paragraph
(2) or (2) of subdivision (&) of Section 25354, under subdivision (h) or (i)
of Section 25354, or under Section 25355.

(g) Notwithstanding any other law, the commission may disclose
confidential information received pursuant to subdivision (a) of Section
25304, or Section 25354 or 25355 to the State Air Resources Board or the
Attorney General if the state board or the Attorney General agreesto keep
the information confidential. With respect to the information it receives,
the state board and the Attorney Genera shall be subject to all pertinent
provisions of this section.

(h) (1) Notwithstanding any other law, the commission shall, upon
request, timely disclose confidential information received pursuant to
subdivision (a) of Section 25304 or Section 25354 or 25355, or data provided
under a contract entered into pursuant to Section 25367 or 25373, to the
Speaker of the Assembly, the Senate Committee on Rules, the appropriate
policy committeesin the Assembly or the Senate, or staff members of each,
provided that the information shall be provided only in aggregated or
otherwise anonymized form, and each individual person receiving or having
accessto theinformation shall first agree, in writing, to keep theinformation
confidential. Any person or committee receiving information under this
subdivision shall be subject to all pertinent provisions of this section.

(2) Aggregated or otherwise anonymized information disclosed under
paragraph (1) shall be made available by the commission to the public no
more than quarterly, upon request of the Speaker of the Assembly, the Senate
Committee on Rules, or the appropriate policy committeesin the Assembly
or the Senate, under conditions as the commission may determine are
necessary to ensure that public disclosure of the specific information would
not result in unfair competitive disadvantage to the person supplying the
information or adversely affect market competition.

(i) Notwithstanding any other law, the commission may disclose
confidential information received pursuant to paragraph (1) of subdivision
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(f) of Section 25354 to the administrator for oil spill response, appointed
pursuant to Section 8670.4 of the Government Code, upon request for oil
spill planning and preparedness purposes, and to first respondersin the event
of an accident or spill. Information disclosed to the administrator or first
responders pursuant to this subdivision that has been identified as
confidential under subdivision (&) shall not be disclosed to any other entity
except pursuant to arequest in accordance with the California Public Records
Act (Division 10 (commencing with Section 7920.000) of Title 1 of the
Government Code). Upon receipt of arecords request seeking information
disclosed pursuant to this subdivision, the administrator or first responder
receiving the request shall provide the destination facility who provided the
confidential information to the commission with an opportunity to submit,
within areasonabletime, aresponse and information in support of exemption
from disclosure before making the determination whether the requested
records are exempt from disclosure. A requirement or deadline contained
inthe CaliforniaPublic RecordsAct (Division 10 (commencing with Section
7920.000) of Title 1 of the Government Code) shall not be extended or
waived as aresult of this subdivision.

(j) This section does not apply to aggregate data that are required to be
posted on the commission’s internet website pursuant to subdivision (c) of
Section 25355.

SEC. 6. Section 25367 of the Public Resources Codeisamended to read:

25367. (@) Except asotherwise provided, the adoption of, or amendment
to, regulations or orders implementing this chapter shall be considered by
the Office of Administrative Law as an emergency, and necessary for the
immediate preservation of the public peace, hedth, safety, and general
welfare. Notwithstanding any other law, the emergency regulations or orders
adopted to implement this chapter shall remain in effect for two years.
Although the commission may adopt regulations to further define terms or
prescribe reporting procedures or calculation methodologies pursuant to
this chapter, or prescribe any other method of implementing this chapter,
the provisions of this chapter are self-executing and shall not require any
implementing regulation to be effective.

(b) The commission may enter into contracts to implement this chapter,
and the contracts shall not require the review, consent, or approval of the
Department of General Services or any other state department or agency
and are not required to comply with requirements under the State Contracting
Manual or the Public Contract Code.

(c) (1) Any regulation, guideline, other standard adopted, or decision
rendered, by the commission under this chapter is not a “project” for
purposes of the Cdifornia Environmental Quality Act (Division 13
(commencing with Section 21000)). However, nothing in this section
exempts any project undertaken pursuant to a regulation, guideline, other
standard adopted, or decision rendered, pursuant to this chapter from the
California Environmental Quality Act.

(2) Thissubdivision is declarative of existing law and shall apply to all
regulations, guidelines, other standards adopted, or decisions rendered,
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under this chapter whether before or after the effective date of this
subdivision.

SEC. 7. Section 25371 of the Public Resources Codeisamended to read:

25371. (a) (1) Notwithstanding Section 10231.5 of the Government
Code, on or before January 1, 2024, and every three years thereafter, the
commission shall submit an assessment to the Legislature, in accordance
with Section 9795 of the Government Code, and to the Governor that does
all of the following:

(A) ldentifies methods to ensure areliable supply of affordable and safe
transportation fuels in California. The assessment shall include estimates
for the level of transportation fuels at the state level, and, to the extent
feasible, at regional and local levels, and individua refineries if relevant,
that should be held in reserve by refiners to prevent gasoline price spikes.
The assessment shall consider all factors causing price fluctuationsin retail
gasoline prices when recommending adeguate reserve levels. The
commission shall consider al relevant evidence from any reasonably
available source, including, but not limited to, information about imports,
by amount, source, if known, and data received by the commission pursuant
to existing laws, economic and business experts, and information from any
local, state, and federal agencies. The commission shall transmit to the
Legislature, in accordance with Section 9795 of the Government Code, any
proposals it deems appropriate for mandatory reserve levels and the terms
of aprogram to implement reserve levels.

(B) Evauates the price of transportation fuels, including branded and
unbranded retail prices, alternate formulations of gasolinewith lower carbon
impact, and other products suitable for production from refineries in
Cadlifornia. This evaluation shall consider the market demand for these
productsat 3-, 7-, 10-, and 20-year intervalsfrom the date of the assessment
and shall rely on the most recent transportation forecasting and assessment
activities conducted pursuant to Section 25304. Thiseva uation shall include
both of the following:

(i) An examination of whether branded fuel additives have any impact,
and, if so, how much, on fuel efficiency and vehicle emissions.

(ii) An assessment of the presence and availability of retail outlets,
including monitoring changesin availability of retail outletsthat contribute
toincreasing retail pricesinlocal and regional aress.

(C) Considers different levels of supply conditions and assesses the
impact of potential refinery closuresin California.

(D) Includesan analysis of theimpacts on production of refinery planned
mai ntenance, unplanned maintenance, and turnaround. The assessment shall
evaluate ways to manage necessary maintenance among the variousfacilities
that would protect the health and safety of employees and the public, and
minimize the impact of maintenance-related production losses.
Notwithstanding any other law, the Department of Industrial Relations and
Division of Occupational Safety and Health shall discloseto the commission,
upon request, any information the department and division have received
under Section 7872 of the Labor Codeto ensure all aspects of refinery safety
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areincorporated into the assessment. All information designated confidential
shall be treated as confidential by the commission.

(E) Evauatesthe utility and feasibility of alternative methodsto maintain
adequate supplies of transportation fuels, including delivery alternativesfor
fuel and components of refined fuel, such as delivery by rail, a publicly
maintained strategic fuel reserve, and other solutions beyond the activities
of refineries and petroleum market participants.

(F) Proposes solutions to mitigate any impacts described in the
assessment. The solutions shall include an assessment of the employment
impacts and the cost and cost-effectiveness of any proposal, including cost
impacts to all impacted sectors, both public and private. The assessment
shall include recommendations and alternatives.

(G) Beginning with thefirst assessment submitted after the effective date
of this subparagraph, evaluates California’s future petroleum product and
crude oil import needs and identifies steps that can be taken to ensure that
marine infrastructure and port facilities will be adequate to accommodate
the efficient movement of petroleum products to meet those needs. In
preparing the evaluation pursuant to this subparagraph, the commission
shall consult with the ports in California at which petroleum and refined
transportation fuels are imported, tanker terminal operators at California
ports, the State Lands Commission, the California Coastal Commission,
and the San Francisco Bay Conservation and Development Commission
and evaluate ways to maximize the use of existing infrastructure and
minimize cumulative pollution burdens.

(H) Beginning with thefirst assessment submitted after the effective date
of this subparagraph, evaluates the effects of state regulations on supplies
of transportation fuel sthat the commission identifies may be causing supply
congtraints, or for which the commission believes alternative compliance
pathways should be considered by state agenciesto mitigate potential impacts
on supply.

(2) The first assessment shall include the evaluation of oil and gas
extraction and refining that the State Air Resources Board outlined in the
most recent update to the scoping plan prepared pursuant to Section 38561
of the Health and Safety Code.

(b) The assessment shall be separate from the report submitted pursuant
to Section 25302 and shall be developed in apublic process. The assessment
shall be available to the public within the proceeding docket and shall be
approved by avote of the commission at its business meeting.

(c) The commission may enter into contracts to perform the assessment
required by subdivision (a) and the contracts shall not require the review,
consent, or approval of the Department of General Services or any other
state department or agency and do not need to comply with requirements
under the State Contracting Manual or the Public Contract Code.

(d) The Division of Petroleum Market Oversight shall provide input to
and otherwise support other divisions of the commission in preparation of
the assessment required by subdivision (a).
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() The Independent Consumer Fuels Advisory Committee established
pursuant to Section 25373 shall provide input to the commission in
preparation of the assessment required by subdivision (a).

SEC. 8. Section 25372.2 of the Public Resources Code is amended to
read:

25372.2. (a) Thedivision shall do al of the following:

(1) Provideindependent oversight and analysis of thetransportation fuels
marketsfor the protection of consumers by identifying market design flaws,
market power abuses, and any other manner by which market participants
act to harm competition or act contrary to the best interests of consumers
in the state.

(2) Provide guidance and recommendations to the commission relating
to the development of the assessment required by Section 25371 and the
Transportation Fuels Transition Plan described in Section 25371.3.

(3) Provide guidance and recommendations to members of the
commission, other divisions of the commission, and the California
Department of Tax and Fee Administration relating to the reports described
in Section 25355.7.

(4) Provide guidance and recommendations to the Governor, members
of the commission, and other divisions of the commission on any other
issues related to transportation fuels pricing and transportation
decarbonization in California.

(5) Report its findings and recommendations to improve market
performance at least annually to the L egislature, in accordance with Section
9795 of the Government Code, the Governor, the commission, the Attorney
General, and the California Department of Tax and Fee Administration.

(b) (1) Thedivision may subpoena witnesses, compel their attendance
and testimony, administer oaths and affirmations, take evidence, and require
by subpoena the production of any books, papers, records, or other items
material to the performance of the division’sduties or exercise of its powers,
including, but not limited to, current and historical pricing and sales data
and contracts with other petroleum industry participants.

(2) With respect to the division, the director of the division is the “head
of a department” for purposes of, and the divison may undertake
investigations in the manner described in, Article 2 (commencing with
Section 11180) of Chapter 2 of Part 1 of Division 3 of Title 2 of the
Government Code.

(c) The division may confidentially refer potential violations of law to
the Attorney General at any time.

SEC. 9. Section 25373 of the Public Resources Codeisamended to read:

25373. (@) The commission and division shall be advised by the
Independent Consumer Fuels Advisory Committee, which is hereby
established within the commission. The committee shall consist of the
following members:

(1) Six members appointed by the Governor as follows:

(A) A member who holds an academic appointment and has knowledge
of economics or business operations of the transportation fuels market.
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(B) A member representing the California petroleum fuels industry.

(C) A member representing consumers.

(D) A member representing a labor organization with experience in
refinery operations.

(E) A member with expertise in community, environmental, or
environmental justice issues.

(F) A member with expertisein antitrust law.

(2) One member appointed by the Speaker of the Assembly.

(3) One member appointed by the Senate Committee on Rules.

(b) (1) Except for the member described in subparagraph (B) of paragraph
(2) of, or subparagraph (D) of paragraph (1) of, subdivision (a), a member
of the committee shall not have been employed by, contracted with, or
received direct compensation from, a company that produces, refines,
distributes, tradesin, markets, or sellsany petroleum product in the preceding
12 months.

(2) Except for the member described in subparagraph (B) of paragraph
(1) of, or subparagraph (D) of paragraph (1) of, subdivision (a), before
accepting appointment, members of the committee shall agree, in writing,
not to be employed by, contract with, or receive direct compensation from
companies described in paragraph (1) for the 12 months following the
completion of their service on the committee.

(3) This subdivision shall not be construed to exclude a representative
of alabor organization whose membership consists of, in whole or in part,
individuals employed by acompany that produces, refines, distributes, trades
in, markets, or sells any petroleum product who otherwise meets the
requirements of this section.

(c) Each member of the committee shall receive a per diem of one
hundred dollars ($100) for each day actually spent in the discharge of official
duties, and shall be reimbursed for traveling and other expenses necessarily
incurred in the performance of official duties.

(d) Theduties, organization, and schedule of meetings of the Independent
Consumer FuelsAdvisory Committee shall be prescribed by the commission,
but shall meet no less than annually. The commission may delegate the
authority under this subdivision to the executive director of the commission.

() The Independent Consumer Fuels Advisory Committee shall have
access to aggregated or otherwise anonymized information submitted to the
commission or to the division necessary to fulfill its duties under conditions
asthe commission determines necessary to ensure that any public disclosure
of the specific information would not result in unfair competitive
disadvantage to the person supplying the information or adversely affect
market competition. The members of the committee shall also agree, in
writing, to maintain the confidentiality of all information received.

(f) The executive director of the commission shall ensure that any
confidential information shared with the members of the Independent
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Consumer FuelsAdvisory Committeeis subject to anondisclosure agreement
and is maintained in away that protects it from inadvertent disclosure.
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