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RE: WSPA Comments Regarding SB 2 Implementation Workshop [Docket #23-SB-02]

Thank you for providing an opportunity for the regulated community to comment on the
California Energy Commission’s (CEC) May 16, 2023 hybrid workshop that was dedicated to
informing the public of the proposed plan to implement Senate Bill (SB) X1-2 (2023). The
Western States Petroleum Association (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.

SB X1-2 directs state agencies to evaluate how to ensure that petroleum and alternative
transportation fuels are adequate, affordable, reliable, and equitable. Implementation will
necessarily require that transportation energy companies make significant investments to
maintain and upgrade the fuels infrastructure — upstream, midstream, and downstream. These
investments must be economically viable if we are to meet the strong fuels demand today and
for decades to come. We fully recognize that transforming the world’s third largest fuels market
will not be easy. Nor will it be easy or inexpensive to significantly upgrade and dramatically
expand California’s electric grid to accommodate the anticipated electrification of the
transportation and building sectors, especially in underserved areas. It is therefore equally
important that the state closely evaluate what investments must be made in both systems to
meet the diverse energy demands of all Californians, as well as steps that can be taken to
facilitate a more expedient permit review process to enable these necessary investments in the
ongoing energy transition.

The implementation of the voluminous new requirements in SB X1-2 and SB 1322 (2022), while
continuing to protect confidential business information, will require significant efforts from both
stakeholders and CEC alike. Coordination will be required by all involved to explain, clarify,
interpret and carry out these many new obligations, which is why we believe CEC will need to
exercise its existing statutory flexibility by prioritizing implementation efforts and phasing in
reporting and compliance obligations. Accordingly, in addition to a formal rulemaking process,
WSPA requests assurances that CEC will host additional workshops and provide ample time to
review and answer questions about any new or modified reporting forms well in advance of any
reporting deadline, which has been identified by CEC staff as June 26, 2023. Regulated entities
must have sufficient time to ensure internal protocols are in place at the CEC and within their
organization to collect and report the requisite information in a responsive, accurate, and timely
manner. The public also deserves to know the full scope of the burdens that will be placed on
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the facilities, stakeholders, and CEC in the implementation of these new laws, which will add
costs to both CEC and the regulated community.

INTRODUCTION

WSPA continues to strongly believe that a formal rulemaking process is necessary to ensure
clarity, consistency, and accuracy for both CEC staff and all regulated entities in interpreting,
implementing, and properly complying with SB X1-2 (including SB 1322). Formal rulemaking is
also necessary to help ensure that CEC can continue to protect highly confidential and
proprietary data in accordance with, among other things, federal antitrust and state reporting
laws, which remains a major concern because this valuable competitive information could be a
target for hackers or subject to leaks.

We understand that the CEC intends to work in an administrative capacity to implement the new
laws as the new Division of Petroleum Market Oversight and the new Independent Consumer
Fuels Advisory Committee are established and staffed. We strongly recommend and urge that
the CEC prioritize and narrow the scope of SB X1-2’s initial reporting requirements during this
start-up period. Doing so would help to ensure regulatory certainty and compliance for known
obligated entities now, while providing time to phase in compliance for unknown or newly
obligated entities in the future as the state hires and trains additional staff and new entities are
apprised of new reporting requirements and related rules. We strongly encourage CEC to
conduct a public stakeholder survey to identify all regulated entities involved as there could be
some that are unaware of their obligation to comply with the law in addition to the parts of the
statutes that regulated firms do not yet fully understand; this will help ensure CEC receives the
additional input necessary to effectively implement the statutes as the Legislature intended. An
adequate defendable analysis that responds to the objectives of this legislation must include
wholistic market input versus a “cherry picking” of only available information from a portion of
the market.

We welcome the opportunity to work with CEC through workshops and staff-level industry
working groups (including, especially, with respect to information technology issues) to
implement these new laws in a manner that allows for understanding and compliance while also
protecting all market-sensitive, confidential, and proprietary data and ensuring that all applicable
cybersecurity and data privacy regulations are followed.

EXPANSIVE SB X1-2 DATA COLLECTION EFFORT

WSPA does not seek to delay new data reporting requirements; as you know, our members
already gather and report a wide array of data to CEC on a regular basis. Rather, we seek to
work with CEC to ensure effective implementation and standardized reporting practices when
the new requirements go into effect. For example, CEC previously used interim data reporting
forms to initiate expanded data collection while a formal rulemaking process was underway
following the Legislature’s 2003 expansion of the Petroleum Industry Information Reporting Act
of 1980. This would be a helpful model for SB X1-2 implementation given both the incredibly
expansive nature of the new data collection, the ambiguities and open questions within the
legislation, and the numerous additional regulated entities involved who have not yet had to
comply with these first-of-their-kind reporting requirements.

The amount of data reported to CEC will dramatically increase under SB X1-2. For example, if
CEC chooses to require reporting of contracts and agreements under Section 25354,
subdivision (i)(2)(F), that could require refiners alone to report some 30,000 total contracts and
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agreements with up to approximately three million pages of documents, in addition to the
500,000 daily transactions (or 182.5 million transactions per year) required by subdivision ().
Thus, the CEC will need to work with all reporting facilities under the new laws to develop a
system to manage terabytes of new data. Both the state and obligated parties will need to
develop systems and processes for how this information is collected and shared with the CEC,
along with defining limitations and protections around how it is shared with third parties and
other agencies.

We trust CEC would agree that indiscriminate collection of copious but irrelevant information
helps no one. Imposing a vast new laundry list of mandatory reporting topics starting June 26,
without first assessing the necessity, costs and benefits of gathering certain types of
information, would cause undue burdens on reporting entities and on CEC’s own staff and
technology resources. Indeed, the stated goals of the legislation would be frustrated if CEC
ends up having to collect, store, and is required to protect vast amounts of data with little or
nothing to do with gasoline prices (e.g., propane, petrochemicals, asphalt, etc.). Accordingly, we
recommend that CEC exercise its discretionary authority to collect data based upon identified
priorities and staffing and technological constraints, while assessing what types of information
truly address the central issue of extreme gasoline price spikes. Providing further clarity around
these new reporting requirements, would prevent varied and inconsistent responses from
industry, and prevent incorrect conclusions and monumental burdens on the CEC.

We share CEC’s goal of ensuring the production and sharing of responsive, high quality and
consistent data and appreciate that the CEC shares the desire for clarity, consistency, and
accuracy in data reporting. WSPA continues to believe that a joint staff-level working group
would be helpful in determining priorities, based upon what can be more readily implemented
first. We also suggest CEC staff establish a more formalized process to ensure regular check-
ins with the regulated community — including, specifically, information technology experts — to
provide a forum for questions to be raised and clarification sought. Establishing clear and
reasonably implementable rules, guidance, forms, and instructions for the new reporting
requirements will be beneficial to both CEC and the regulated entities by offering much needed
clarity given the gaps identified to date.” “Attachment A” of WSPA’s May 11, 2023 rulemaking
petition letter provided an initial, but incomplete, list of issues and questions that we continue to
supplement based upon ongoing internal reviews.

WSPA has identified many more open issues in “Attachment A” of this comment letter. Among
these issues are impediments to compliance with various provisions of SB X1-2’s reporting
requirements. For example, regarding the 96-hour pre-import reporting requirement (Cal. Pub.
Res. Code (PRC) Section 25354(j)(2)), it will be challenging for regulated entities to provide the
information requested because purchases arrive “as delivered” and the source is not
necessarily known. Additionally, providing the status of any transportation fuel “as sold before
discharge,” in addition to the buyer’s identify for any presold product and sale price of any
presold product (PRC Section 25354(j)(5)), will be problematic because companies cannot track
fuel product by molecule and have no way to track the fuel volumes made in specific sales or
market contracts to specific tanks in specific vessels. In addition, in daily spot market
transactions, there is often a lag between the contract execution and settlement, meaning that
data reported at time of contract execution may not accurately reflect updated information about

1 See “Attachment A” in WSPA’s May 11, 2023 petition for formal rulemaking filed with CEC
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the fuel ultimately purchased. Occasional deal entry errors may occur as well. While PRC
Section 25354(1)(15) requires the reporting of the invoiced volume of each transaction, exact
volumes and pricing terms may not be known until invoiced. Daily reporting is therefore
extremely cumbersome, with multiple lags, and would therefore benefit from longer lead periods
to reconcile.

In addition, under SB X1-2’s definitional terms it is unclear if operational costs (PRC Section
25355(b)(8)) are intended to include only the costs associated with refining or also include the
distribution, marketing costs associated with bringing product to spot pipeline sales, unbranded,
branded wholesale rack and DTW sales. Like concerns with “gross gasoline refining margin,”
the term “net gasoline refining margin” may also artificially inflate the appearance of margin as it
is unclear whether all costs associated with reported sales are included in the calculations. For
example, it is unclear whether the “net gasoline refining margin” calculation includes CARB
mogas purchases, marketing expenditures, and full allocation of crude expenses (to account for
the impacts of other products), and/or if it includes or excludes market and distribution costs
outside the refinery.

Fortunately, as with other PRC statutes, the recent statutory changes provide the CEC with
helpful flexibility to exercise discretion where the term “may” is used and also explicitly provide
that CEC can determine the “form and extent” of new reporting requirements. Although much of
the data and materials outlined in the new laws may be beneficial to CEC’s analysis and
reporting to “ensure adequate gasoline supplies and prevent future extreme price spikes for
gasoline prices in California,”? other data and materials that could be required likely are not.

IMPORTANCE OF ENSURING SB X1-2 DATA SECURITY

The oil and gas industry is one of 16 federally identified critical infrastructure sectors that
provide essential services to the public. Federal agencies, including the Transportation Security
Administration (TSA), the Federal Energy Regulatory Commission, and the Cybersecurity and
Infrastructure Security Agency (CISA), are tasked with leading efforts to constantly improve
sector security, particularly as cyber threats become more prevalent. The TSA has released the
Security Directive Pipeline 2021-02, which requires companies that operate pipelines to create
cybersecurity implementation plans, incident response plans, and assessment programs.
Previous Directives also require compliance with certain cybersecurity standards developed by
the National Institute of Standards and Technology, which are designed to help protect these
sectors designated as critical. For reference, CISA has also developed best practices to assist
governmental entities to protect against cybersecurity risks including by strengthening cyber
posture through secure planning and design, proactive supply chain risk management, and
operational resilience.® Additionally, to help carry out the National Cybersecurity Strategy
released in March 2023, CISA is working to develop best practices specific to each critical
infrastructure sector. The energy sector has stepped up to accomplish this first.

Unquestionably, the illegal access, ransom and release of confidential business oil and gas
industry business data can move entire markets, negatively impact individual companies
seeking to comply with California’s new law, and dramatically affect the everyday lives of
consumers. This cannot be overstated. Federal regulatory agencies are following Federal
Information Security Management Act high requirements and are required to be assessed and

2 CEC Notice of Senate Bill 2 Implementation Workshop — May 16, 2023 agenda
https://efiling.energy.ca.gov/Lists/DocketLog.aspx?docketnumber=23-SB-02.
3 https://www.cisa.gov/resources-tools/resources/cybersecurity-best-practices-smart-cities
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comply with these requirements. There are equivalent protections and assessments for the
CEC.

Data gathering must both preserve confidential trade secret information and comply with a
panoply of applicable federal antitrust and state reporting laws and international data privacy
laws, which could impose steep fines if violated. Release of market-sensitive data not only can
harm the regulated businesses but also can give malicious actors an opportunity to engage in
market manipulation. Proper protection of information should be achieved through the
aggregation or withholding of confidential data before any public release, as well as through the
robustness and integrity of CEC’s own information technology (IT) system to guarantee the
protection of this market sensitive information.

These new reporting obligations are far from the only legal obligations that refiners must comply
with. There is a growing suite of cybersecurity directives and regulations at all levels of federal
and state government, as well as reporting laws in other states and strict limitations on the
dissemination and accessibility of sensitive data under federal antitrust law. To ensure that
California’s new reporting regime does not force companies to run afoul of their overlapping
obligations to other states and the federal government, CEC needs to ensure that its own IT
systems are properly configured and managed in order to protect confidential and proprietary
information. Tools like encryption, limitations on access, and the segmentation of data (i.e.,
storing related information in different places so as to minimize the impact of any breaches) are
essential in safeguarding sensitive information that CEC intends to collect.

As WSPA works together with CEC to inform the standards CEC will use and guarantee the
robustness of CEC’s IT system, we plan to share with CEC several specific issues and
concerns where failure to adequately protect this information from disclosure will harm regulated
industry entities, and may result in the extreme price spikes CEC seeks to avoid. Attachment B
of this comment letter, the ITSP Questionnaire, includes an industry standard list of 23
questions we request the CEC provide detailed answers to via the confidential transmittal to
WSPA that we can share with our members. This will best help WSPA member companies
assess the IT specifications and safeguards CEC will use to protect the information to be
collected under SB X1-2 commencing June 26. WSPA further requests detailed follow-on
discussions with CEC IT staff, management, and leadership to discuss these details and afford
WSPA member companies the comfort necessary in the robustness of CEC’s information
sharing infrastructure, that CEC will protect the information when shared with any other state
agency or division, and that the CEC’s possession of a vast quantity of highly confidential and
sensitive market information pertaining the world’s third largest fuels market will easily pass any
independent audit. We would also appreciate that CEC name a dedicated senior staff contact
who will be responsible and accountable for answering industry questions and addressing
concerns.

SHOULD PROFITS BE PENALIZED?

SB X1-2 included in its findings and declarations section an incorrect and unfortunate claim —
i.e., that gasoline price spikes in the fall of 2022 were “caused by refiners.” While this claim has
been raised and analyzed by California many times before, the real-world market evidence has
always refuted it and properly identified the underlying market factors of supply and demand as
driving costs. Indeed, costs often have more to do with basic retail factors than refining. Even
third-party experts have concluded that a cap on refinery margins has the potential to harm
consumers and drive prices up by aggravating California’s increasingly structural supply
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constraint issues — leading to the extreme gasoline price spikes the CEC is tasked with
preventing and mitigating.

Fortunately, the language of SB X1-2 was corrected to first require CEC to gather real-world
evidence on whether a cap on refinery margins could have unintended consequences that
would harm California consumers.

The law provides that CEC “shall not set a maximum gross gasoline refining margin or
accompanying penalty . . . unless it finds that the likely benefits to consumers outweigh
the potential costs,” considering factors such as whether action would lead to a greater
supply and demand imbalance in California’s fuels market or lead to higher pump
prices.” See PRC Section 25355.5(1).

It is therefore incumbent upon CEC that, before deciding whether to cap or penalize refining
profits, it must first evaluate the potential impacts and unintended consequences of adopting
such a cap and assess whether the actual market evidence indicates that such a cap will do
anything to help California consumers by addressing the underlying fundamental market
reasons for rising prices — i.e., ongoing market volatility due to a lack of supply in the market
accompanied by very strong demand. No analysis will be adequate and accurate unless the
CEC looks at all variables impacting the market, including land use decisions, the lack of
permitting, regulatory actions, etc. that impact fuel supplies. The CEC will not be in a position to
make a well-informed decision, supported by a meaningful and fair analysis, without confronting
and analyzing these variables.

To this point, in recent history, numerous Attorneys General have independently investigated
California’s refiners and confirmed that the refining industry has not engaged in price gouging.
The CEC’s own Integrated Energy Policy Reports (IEPR) even predicted elevated gasoline
costs to consumers dating back to 2003/2004 based on the same considerations — i.e., that fuel
prices are driven by larger market forces of supply and demand. Furthermore, both the Federal
Trade Commission and CEC investigated or conducted multiple studies of the “residual price
increase” in California’s fuels market following the 2015 Torrance refinery incident and
concluded that refinery margins were found not to be the cause.

In addition to the SB X1-2-directed considerations CEC must consider when investigating if a
maximum gross refining margin is justified, WSPA also encourages the Commission to consider
fundamental fuels market issues that directly impact gasoline prices. These issues and other
questions include how a gross refining margin would impact petroleum cost or statewide supply;
what precedent/legal authority the CEC would set for California business as a government entity
attempting to determine what income a California business should be “allowed” to earn; what an
appropriate profit (or loss) amount/percentage would be for a private company within only one
specified industry while other industries have no such limit; what specific factors CEC would
consider in even attempting to set such a level; how to determine what percentage of a refiner’s
income it would be required to pay to the state; and what financial support CEC would offer to
facilities operating at a loss (as California has already done for the electric utility industry for
power plants).

TRANSPORTATION FUELS TRANSITION STUDY
It is undisputable that the electrification transition is unlikely to be smooth or equitable for many
Californians, particularly low- and moderate-income residents and small businesses. We
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therefore encourage CEC and the California Air Resources Board (CARB) to include in the SB
X1-2-mandated Transportation Fuels Transition Plan an evaluation of fuel demand and price
scenarios that incorporate low, medium, and high fuel demand scenarios — especially given the
uncertainties raised by CARB as part of the 2022 Scoping Plan Update. This includes significant
uncertainties for permitting wait times and local ordinances that may limit or slow the rapid build-
out of utility-scale renewables, the ability to deploy renewable energy at the pace modeled,
addressing known constraints with widespread transportation electrification (including grid
readiness, affordability, and commercial availability), and the aggressive reduction of Vehicle
Miles Traveled called for in the 2022 Scoping Plan Update.

We also note that, for the purposes of CEC’s IEPR, by charter, the analyses supporting it must
explicitly address interfuel and intermarket effects to provide a more informed evaluation of
potential tradeoffs when developing energy policy across different markets and systems. The
IEPR must include an assessment and forecast of system reliability and the need for resource
additions, efficiency, and conservation. This assessment must consider all aspects of energy
industries and markets that are essential for the state economy, general welfare, public health
and safety, energy diversity, and protection of the environment.

The required fuel scenarios analysis should forecast how current and anticipated transportation
fuels infrastructure limitations have and will impact energy supply and market dynamics. The
CEC and CARB should determine what level of incremental investments will be required by the
State of California and/or expected by industry to maintain and build-out needed infrastructure
to ensure the provision of adequate, affordable, and reliable energy options for all Californians.
Minimizing such market volatility would necessarily include identifying policy changes to support
(rather than hinder) critical investments in the maintenance and build-out of infrastructure to
support both existing fuels demand and new energy needs. The CEC should also quantify the
gap between the forecasted state of current transportation energy infrastructure and the build-
out of new infrastructure across the demand forecast scenarios and its impact in terms of
potential supply shortfalls.

WSPA agrees with CARB’s recognition in the 2022 Scoping Plan Update that a complete
phaseout of oil and gas extraction and refining by 2045 is not feasible and would lead to
significant “leakage” of California businesses and accompanying GHG emissions to other
states, defeating the stated purposes of statewide climate regulation. WSPA expressed
repeated concerns with CARB’s reliance on a Zero Emission Vehicle (ZEV)-only approach in
achieving the state’s greenhouse gas (GHG) and air quality goals within the transportation
sector. As we commented during the Scoping Plan’s development and through the Advanced
Clean Trucks, Advanced Clean Cars Il, and Advanced Clean Fleets rulemakings, CARB’s
analyses failed to evaluate cost-effective air quality and GHG reduction benefits that other
technology options, such as near-zero emissions vehicles and low-carbon and renewable fuels,
could deliver. WSPA requests that the Fuels Transition Study called for in SB X1-2 analyze and
consider the benefits of utilizing alternative pathways, including using renewable and other low
carbon fuels, that can dramatically reduce transportation sector carbon emissions without simply
forcing emitting activities and associated businesses out of state, and without ZEV mandates for
achieving carbon neutrality and improving air quality in highly impacted communities.

Assembly Bill 32 (2006) requires CARB to minimize “leakage” of GHG emissions from
California’s economy. As WSPA raised in comment letters to CARB, the significant potential for
leakage of emissions due to technology forcing mandates in the 2022 Scoping Plan Update
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ignores the life cycle emissions of “zero emission” vehicles. Importantly, life cycle GHG
emissions associated with ZEVs are not zero, but include all the GHG emissions created from
mining materials for batteries to disposing of ZEVs at the end of their useful lives. The 2022
Scoping Plan Update did not assess the leakage of these life cycle emissions that would be
caused by increased mining activities, battery production, recycling, and disposal under the
proposed light-duty vehicle and medium-duty vehicle/heavy-duty vehicle ZEV mandates. It also
did not consider the life cycle emissions and other environmental impacts that would be caused
by a dramatic development of electric infrastructure, including solar panels, wind turbines, and
grid-scale battery production impacts. All of these have considerable embedded GHG emissions
and would largely be produced outside California. Further, actions to phase down California’s oil
and gas extraction and refining would cause increased production and refining of liquid fuels
outside of California from operations with higher GHG intensities. All of these unconsidered
impacts would represent emissions leakage.

Technology-neutral, performance-based standards could be an affordable alternative to ZEV
mandates and would more completely characterize the potential life cycle GHG emissions
impacts of a ZEV option versus other options. Performance-based standards also have the
significant advantage of not requiring the replacement of California’s entire transportation
infrastructure system and requiring the wholesale transformation of the electric energy
production and distribution infrastructure on an unprecedented time scale without full evaluation
of the totality of other environmental impacts. This would maintain equitable emission reductions
across the transportation sector while significantly abating the technological and economic
concerns surrounding the proposed ZEV mandates. We continue to ask CARB to fairly evaluate
a plan that allows for this alternative pathway to achieve carbon neutrality with fewer feasibility
challenges and lower costs.

SB X1-2 states in part that the Transition Plan “shall be prepared in consultation with the state’s
fuel producers and refiners” and “shall include, at a minimum, a discussion of how to ensure that
the supply of petroleum and alternative transportation fuels is affordable, reliable, equitable, and
adequate.” WSPA looks forward to working closely with the CEC, CARB, and the new Division
of Petroleum Market Oversight to inform the Transition Plan’s development — including the
analysis of multiple demand case and price scenarios. Equity must be a central part of this
study to help inform policies under the base assumption that internal combustion engine
vehicles (including hybrid vehicles) will be used and needed by Californians for decades to
come, and that fuel affordability be a guiding tenet.

TRANSPORTATION FUELS ASSESSMENT REPORT

WSPA looks forward to working with the CEC to inform its development of the first triennial
Fuels Assessment Report. The statute is clear in requiring CEC to identify methods to ensure a
reliable supply of affordable and safe transportation fuels while evaluating prices, supply and
employment conditions and potential refinery closure impacts, and the cost and cost-
effectiveness of any proposal.

In addition to the points raised above for the Transportation Fuels Transition Study, the CEC
must analyze the existing state of California’s legacy oil and gas infrastructure that is
substantially supporting our energy economy. This must be inclusive of the entire supply chain —
upstream, midstream, downstream, and retail/marketing — and should include an analysis of the
root causes of the infrastructure challenges and related supply issues. WSPA recommends that
CEC utilize CalGEM production data to assess the differential in what CARB has assumed
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(approximately 3% annual production decline in the 2022 Scoping Plan) versus what CalGEM
data has shown (approximately 10-15% decline depending on the data set used).* We also
recommend CEC evaluate regulatory barriers preventing needed maintenance activities,
policies and processes that challenge infrastructure from being repurposed, and policies and
processes preventing significant new infrastructure investments by creating long-term
uncertainties. It continues to be a pressing issue for California gasoline supply that most
refineries outside of California cannot produce fuels that meet California’s strict specifications
for gasoline.

WSPA encourages CEC to closely evaluate how existing state policies have impacted the in-
state production and refining of petroleum fuels as part of this assessment. Given that CARB’s
2022 Scoping Plan Update seeks to marry demand with supply, we believe such an evaluation
will show that the state has taken numerous steps to artificially reduce production (and therefore
constrained supply) of petroleum fuels needed by refineries to meet California’s ongoing and
high demand. California produces and refines the cleanest hydrocarbons available — under the
strictest environmental policies in the world — and any artificial constraint that reduces in-state
supply and production must be compensated for by refineries elsewhere around the world that
are outside the jurisdiction of California’s strict environmental policies.

SUMMARY

In addition to commencing the recommended formal rulemaking process, WSPA also
encourages CEC to ensure that compliance be phased in as additional information is gathered
about regulated entities, priorities are determined, staff are hired and IT resources deployed. It
is only as additional information is identified and understood that CEC will get a clear picture of
how to efficiently and effectively structure reporting and data gathering requirements. With the
multitude of outstanding issues and questions and such a short window of time before reporting
commences, a phased-in approach is truly required.

Thank you for considering our comments. We look forward to working with the CEC to provide
ongoing input to ensure regulated entities have the instructions and materials needed to
properly comply, to ensure that the data submitted is responsive and consistent across the
industry, and that the information is well-protected. Please do not hesitate to contact me at (916)
498-7752 or cathy@wspa.org with any questions, or Tanya DeRivi on my staff, who can be
reached at (916) 325-3088 or at tderivi@wspa.org.

Sincerely,

(S

cc: The Honorable David Hochschild, California Energy Commission, Chair
The Honorable Siva Gunda, California Energy Commission, Vice Chair
Shant Apekian, WSPA

4 California Department of Conservation, WellSTAR monthly production data reports, 2018-2023,
https://www.conservation.ca.gov/calgem/Online Data/Pages/Well[STAR-Data-Dashboard.aspx
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ATTACHMENT A — REVISED 5/30/2023

SB X1-2 Items Requiring Clarification Through Rulemaking

The bulleted categories and sections below describe areas of the statutes at issue that still
require additional clarity and would benefit from the rulemaking process. WSPA and its
members are still evaluating the statute for additional items that require clarification so that the
legislature’s intent for transparency and clarity can be achieved. We expect to complete that
process and convey such information to CEC prior to or during the rulemaking process.

¢ Definitional Terms

O

In Section 25354(a), the use of the word “existing” is confusing; it is unclear if it is
intended to mean changes to reporting that is occurring today.

In Section 25354(a)(1) the term “price” may not be available or able to be calculated.
The term lacks specificity in application to receipts, inventories, and exports.

In Section 25354(a)(1) the “entity receiving those exports” may not be knowable if
they are the final recipient. This is possibly infeasible for foreign exports, especially
marine cargos with multiple deliveries and marine cargos that are sold to another
entity prior to delivery to its final destination.

Section 25354(a)(1) requires refiners to report “all current inventories of refined and
unrefined petroleum products.” The term “unrefined petroleum products” is undefined
and could have multiple meanings.

In Section 25354(b), the use of the word “existing” is confusing; it is unclear if it is
intended to mean changes to reporting that is occurring today.

Section 25354(b)(6) introduces “Pipeline Operator” as a new party without defining
this term.

Section 25354(h)(2) requires refiners to report monthly on “weighted average prices
and sales volumes for residential sales, commercial and institutional sales, industrial
sales, sales through company operated retail outlets, sales to other end users, and
wholesales of No. 2 diesel fuel, No. 2 fuel oil, and any renewable fuel.” The new term
added “renewable fuel,” which is not listed on the EIA form and provides no
specificity as to the different types of renewable fuels that would be reported. Clarity
is needed to determine the feasibility of reporting these types of fuels as they are
typically blended into gasoline, and ultra-low sulfur diesel fuels.

Section 25354(i)(2)(F) may require reporting of “copies of all contracts or
agreements entered into, or amendments to contracts or agreements, with other oil
refiners, oil producers, petroleum product transporters, petroleum product marketers,
petroleum product pipeline operators, terminal operators, or any other entity that
trades in petroleum products whether or not those entities take possession of
petroleum products, as designated by the commission, during the monthly reporting
period, along with records of every transaction made under those contracts or
agreements and the prices charged for those transactions.” This section could be
widely interpreted and may result in multiple submissions of the same documents, in
addition to the questionable necessity of these contracts having to be submitted each
week.
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o Section 25354(j) uses the term “importers.” It is unclear if this means the owner of
the cargo, the importer of record prior to transfer of title at the point of discharge at
the marine terminal, the owner of the vessel, or the company that chartered the
vessel.

o Section 25354(j) states reporting must happen “at least 96 hours before the arrival.”
This 96-hour rule may impact supply of “refined products and renewable fuels” if
ships must sit out at sea waiting for the 96 hours to pass before “delivery to
California.” If 96 hours is the requirement, sometimes what is planned can be
provided — which may be different from what actually happens.

o Section 25354(j) uses the term “imports,” but it is unclear if this means imports from
foreign countries or imports from domestic resources as well (e.g., the United States
Gulf Coast and Pacific Northwest).

o Section 25354(j)(2) may be challenging to provide the information sought;
sometimes purchases are “as delivered” and the source is not necessarily known.

o Section 25354(j)(4) uses the term “landed cost,” which may not be knowable for
many imported cargoes since an importer transfers ownership at the berth and can
be on a floating basis against different benchmarks. This information may be
challenging to provide as it does not link costs to every purchase.

o Section 25354(j)(5) may be challenging to provide the information sought; as
transportation fuel is not tracked by molecules, so there is no way to apply the
volumes to specific sales or marketing contracts.

o Section 25354(l) may need to be limited to the data “if applicable,” as all of the
information required for each transaction may not apply to each such transaction.
Daily reporting of this information is expected to be extremely cumbersome, even if it
can be achieved at all. Given the complexity and size of data requested, there should
be more time allowed to collect the requested data. There is no indication that this
information is needed or will be actioned on an urgent basis, so there would be little
benefit to regulators for a slightly longer period to collect and validate the vast
amount of information requested. WSPA suggests that this requirement be changed
to a daily report that reports out three business days after each transaction given the
need for reconciliation of information, where a longer lag period would be beneficial.
Further, it is unclear how reporting would be conducted on a Saturday, Sunday,
holidays or during emergency events when resources are limited.

o Section 25354(1)(1) refers to the term “spot market.” This does not specify which
spot markets are to be included under this provision. It is unclear if this could include
the San Francisco Bay Area or Los Angeles, or Pacific Northwest, Gulf Coast,
Atlantic Coast or Midwest. There should be clarity on which spot market transactions
would need to be reported under this subsection.

o Section 25354(1)(8), (9), (11) requires the name, or nonanonymized identification, of
the broker, as well as the executing and counterparty trader for transactions.
Collection of international personal data under the General Data Protections
Regqulation (GDPR) has specific guidelines for processing data that CEC must
consider and develop transparent privacy safequards per GDPR requirements.

o Section 25354(1)(14) requires reporting of the volume of each transaction in
thousands of barrels, or other unit of measurement, if unable to be indicated in
thousands of barrels; however, this information may only be known as an estimate.
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o Section 25354(1)(15) requires reporting of the invoiced volume of each transaction in
thousands of barrels, or other unit of measurement, if unable to be indicated in
thousands of barrels; however, there may be a lag in providing this information if not
known until invoiced given a wide range of payment terms.

o Section 25354(1)(19) requires the actual title transfer date; however, this may not be
known until after the fact.

o Section 25354(1)(16) requires the “time and date” of a transaction. Spot mark
transaction published each business day by OPIS for the West Coast identify
pipeline cycles, rather than specific dates and times.

o Section 25354(1)(18) requires reporting of methods of transportation such as
pipeline, marine vessel, or truck. Spot market transactions published each business
day by OPIS for the West Coast are only for pipeline delivery.

o Section 25354(1)(19) requires reporting of “the actual title transfer date.” The actual
title transfer usually takes place upon transfer from one party to another. Since spot
pipeline transactions reported by OPIS are for future delivery, it could be infeasible to
know what date transfer will occur when reporting spot transaction each day.

o Section 25354(m) and (n) requires further clarification regarding whether this
section applies only to maintenance at producing units at a refinery and excludes
storage or pipelines inside the refinery gate.

o Section 25354(m)(1)(C) refers to “return-to-service date.” This should be properly
defined to clarify how to treat circumstances of gradual ramp-ups for processing units
to return to full service.

o Section 25354(m)(1)(E) refers to “operational capacity.” This should be further
defined to clarify either barrels per stream day or barrels per calendar day.

o Section 2535 (m)(1)(G) refers to “finished gasoline.” Decreased output of gasoline
component from process units associated with either planned or unplanned work are
not “finished gasoline” that contains ethanol at a concentration of 10% by volume.
This needs to be clarified to properly compare reported declines in process unit
output to the contractual supply obligations.

o Section 25354(m)(1)(K) refers to “noncontracted sales of gasoline.” This requires
clarification.

o Section 25354(m)(4)(A)(iv) requires “a description of the season for the unplanned
maintenance or outage.” This may not be known with 48 hours of the unplanned
outage due to restricted access to the damaged unit and/or equipment.

o Section 25354(m)(4)(A)(v) requires “a projected duration of production reduction.”
This may not be known with 48 hours of the unplanned outage due to restricted
access to the damaged unit and/or equipment.

o Section 25354(0) requires refiners to “report annually to the commission their
planned production levels and schedule for turnarounds and planned maintenance
for the following 12 months, by month and by finished product.” No clarity or direction
exists to identify the optimal submittal date each year that would be properly
sequenced to be aligned with the refinery information provided to the Division of
Industrial Relations.

o Section 23555(8) is unclear if operational costs are intended to include on the costs
associated with refining or also include the distribution, marketing costs associated
with bringing product to spot pipelines sales, unbranded, branded wholesale rack
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and DTW sales. Net margin will also artificially inflate the appearance of profits if
distribution costs outside the refinery are excluded. Furthermore, costs do not
include the purchased gas costs that may be needed to be consistent with Section
25355.5(a)(1) definition of Gross gasoline refining margin excluding state program
costs. In addition, purchase gasoline gas costs need to be included to match
corresponding revenue generated in associated spot pipeline sales, unbranded,
branded wholesale rack and DTW sales.

o Section 25355.5(1) and Section 25355(a)(2) have a definitional mismatch. The
definition of “gross gasoline refining margin” as currently defined in Section equals
the difference, expressed in dollars per barrel, between the average price of
wholesale gasoline sold by a refiner in the state and the average price of crude oil
received by the refinery. SB X1-2 does not propose changing this definition. Rather,
SB X1-2 adds a second definition, the “gross gasoline refining margin excluding state
program costs” which equals the difference, expressed in dollars per barrel, between
the average price of wholesale gasoline sold by a refiner in the state and the average
price of crude oil received and refined gasoline imported by the refinery, less state
program costs (low carbon fuel standard and cap-at-the-rack costs). The first
measure of “gross gasoline refining margin” is reported to the CEC by refineries;
while the second is calculated by the CEC monthly based on data received. It is
unclear why imported gasoline costs are part of the equation for the CEC calculation
of “gross gasoline refining margin,” but not the value as reported by the refiners.
Such a difference feels easily resolvable, but without clean-up or clarification could
lead to confusion — especially since both gross gasoline refining margins, as reported
by the refineries and the one calculated by the CEC are required pursuant to SB X1-
2 to be published on the CEC’s website within 45 days of the end of each calendar
month. Without adjusting these definitions, the two values may be inaccurately
represented as divergent.

¢ Information Technology (IT)/Security and Confidential Business Information

o Regulated entities must know if the CEC will have specific data output formatting
requirements to inform software design parameters.

o Regulated entities will need to know how soon any dedicated data reporting portal
will come live or what alternative methods will be available for reporting purposes.

o Regulated entities must know if there will be dedicated staff and/or a dedicated email
address to address questions regarding the reports to be filed.

o Will CEC have a notification process for regulated entities who do not submit
complete data and, if so, what form will that process take? A grace period should be
factored into such a process to allow for compliance.

o Is the CEC confident, and how so, in the capabilities of its IT system to handle the
market sensitive data and other reporting data to be collected under SBX1-27?

o How will the CEC ensure confidentiality of the sensitive data provided to the
Commission under SBX1-2?

o What steps will CEC take to identify and mitigate any breach of security?

o Would the CEC be willing to engage a third party to monitor and ensure stringent IT
security measures to protect data reported?
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o Regulated entities must be apprised of the technical specifications and parameters of
the IT security system, process and protocols that will be employed to protect
confidential business information prior to uploading such data into the system that is
ultimately deployed.

o Regulated entities must ensure that the IT Security System/Technology that is
implemented is implemented across all agencies that will have access to the
information.

o Regulated entities need clarity around which agencies and third parties will have
access to Confidential Business Information.

e Stakeholders

o Section 25354(b)(6) introduces new obligated reporting entities of “port operators”
and “pipeline operators,” to report their capacities for all pipelines and ports used to
transport refined gasoline. It is unclear whether port operators and pipeline operators
possess this information.

o Section 25354(i)(2)(F) may create a new obligation for “oil refiner, oil producer,
petroleum product transporter, petroleum product marketer, petroleum product
pipeline operator, and terminal operator” to report each week “copies of all contracts
or agreements entered into, or amendments to contracts or agreements, with other
oil refiners, oil producers, petroleum product transporters, petroleum product
marketers, petroleum product pipeline operators, terminal operators, or any other
entity that trades in petroleum products whether or not those entities take possession
of petroleum products, as designated by the commission, during the monthly
reporting period, along with records of every transaction made under those contracts
or agreements and the prices charged for those transactions.” It is unclear whether
all entities required to report would be able to adequately comply with reporting likely
thousands of contracts that will likely vary in length.

o Section 25354(k) introduces new reporting entities of “nonrefiners, such as
proprietary storage companies, that commercially trade in gasoline, gasoline
blending components, diesel fuel, or renewable diesel fuel not subject to contractual
supply obligations”. It is unclear who these “nonrefiners” are. The term “refiner” is
also vague as it is unclear if this means only someone who owns storage and then
would report what it holds in its storage facilities.

SB 1322 Items Requiring Clarification Through Rulemaking

The bulleted sections below describe areas of statute that still require additional clarity and

would benefit from a rulemaking process:

e First, the term “gross gasoline refining margin” is itself unclear. If the term is meant to be the
summation of Section 25355 (b)(1)-(4), then certain compliance issues must be considered.

o Alternatively, if “gross gasoline refining margin” is intended to mean something different than
the summation of Section 25355 (b)(1)-(4), refiners will need additional clarity before
attempting to quantify associated costs for Low Carbon Fuel Standard and Cap-and-Trade
programs compliance in dollars per barrel as initially requested. An agreed-upon benchmark
derived during the rulemaking could be a better approach.

e Section 25355 (b)(3) references the “quantity of wholesale gasoline sales.” If this term is not
adequately defined or is inconsistently applied, such as by some refiners including spot
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pipeline sales, the result could be the improper “double counting” of these volumes because
such volumes could be resold.

e Section 25355 (b)(1) and (2) reference both “received” crude oil volumes and “received and
intended to be refined during that month” crude oil volumes which can have different
interpretations. First, these two characterizations of crude oil volumes are not the same due
to timing differences between purchasing and processing. Second, it is unclear whether
“received” volumes include or exclude purchased crude oil that has not yet arrived at a
refinery.

o Section 25355 (b)(4) is unclear as to whether stationary refinery Cap-and-Trade obligation
costs should be included.

e |tis unclear if the margin cap will apply to a regulated company’s margins in California or a
company’s margins overall and how a company’s wholistic profit and loss statement and
financial position fits into the formula used for determining appropriate profit margins in
California.

e The formula that will be utilized to analyze the data being provided and to make the
determination that a margin cap should be imposed is unclear and lacks specificity.

Additionally, it is important to note that the components included in SB 1322 that appear to be
used to calculate a “gross gasoline refining margin” fail to accurately represent refining profits,
because they exclude significant costs incurred by refiners including, but not limited to: federal
renewable identification numbers (RIN) obligation costs, other refinery costs (e.g., electricity,
natural gas, chemicals, maintenance, hydrogen, other intermediate oil products), capital
investments, logistics costs, additive costs, and gasoline purchases. In other words, the use of
gross margin, particularly on one product line in a complex operation, artificially inflates profits,
rather than reflecting actual profit margins. This runs counter to providing the public with facts.

The list above excludes other concerns (such as regulatory compliance costs) — but is a
sampling of the multitude of SB 1322 issues that still needs clarification, which should be
addressed through a formal rulemaking. That would be the best mechanism through which all
stakeholders will have an opportunity to provide input on SB 1322 implementation. It will allow
for discussion on what new data is needed to comply with the law and which can be provided by
the parties under antitrust laws with the proper protections, and how the required data will be
used and to who it will be made available. Other considerations include avoiding any future
misunderstandings or misuse of publicly available data. We want to ensure a consistent
interpretation of SB 1322 by privately held, competing companies subject to SB 1322 that each
have different assets and market positions and by CEC staff.
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ATTACHMENT B

ITSP Risk Questionnaire for CEC

Has an information security governance framework been established, maintained and
monitored? Which industry standard information security framework is this based on (e.g.,
ISO/IEC, NIST, CIS)?

Is a review or audit of framework controls performed regularly? Please provide an example audit
report (a redacted report is acceptable).

Is a rigorous information risk analysis undertaken for each critical information system? Which
industry standard risk analysis framework is this based on (e.g., ISO/IEC, NIST, CIS)?

Is an information security review or audit of all third-party service providers performed? Please
describe the process.

Have third party penetration tests been performed? Please provide an executive summary or
report of the results (a redacted report is acceptable).

Are key information security performance indicators (such as patch status, results of risk
assessments, internal audits, and incident documentation) or metrics reported on a regular (e.g.
monthly) basis? Please provide sample information security management status report (a
redacted report is acceptable).

How long does the CEC intend to keep the data provided? Will all provided data be purged
when it is no longer needed and will companies be notified when it has been removed or shared
beyond the scope of the law requirements?

Are systems and networks which host the repository monitored continuously and IDS/IPS
systems employed to detect/prevent security events?

Do you have a Security Operations Center or alert on-call staff 24/77?

Is an approved method for identifying, maintaining and protecting Personally Identifiable
Information (PII) applied to ensure that information about individuals is used in compliance with
legal and regulatory requirements for information privacy?

What methods(s) are used to transfer data into the repository? (e.g., API, FTP, other?)

Is all data encrypted both at rest and in transit? What encryption algorithms will be used? Who
will generate and hold the encryption keys?

What restrictions will be in place to prevent downloading or copying of data to unauthorized
devices and users? Will users be able to access the information using mobile devices?

Are backups of the repository taken (or is it replicated to another repository)? Where are they
stored and how are they protected?

Western States Petroleum Association 1415 L Street, #900, Sacramento, CA 95814 (916) 498-7750 wspa.org





15.

16.

17.

18.

19.

20.

21.

22.

23.

24.

Page 17 of 17

Describe the breach notification process? Would notifications to customers in the event of a
breach be within 24 hours or less?

Is there a patch management process in place? Please provide patching timelines for 0-day,
critical, high, and medium vulnerabilities.

Do the administrators of the repository have malware prevention process in place (e.g.
antivirus)? What is the timeline for definition updates? *

Are wireless networks secured according to an industry best practice including segmentation of
guest and corporate wireless networks and encryption?

Is multi-factor authentication required for all users who will have access to the data (including
cloud administrators)? Is just-in-time privilege elevation enforced for cloud administrators? What
authentication protocols are used?

Are all user activities continuously logged, monitored, and reviewed on a regular basis? Are logs
aggregated into a centralized Security information and event management, (SIEM)?

Are secure coding best practices employed by the developers of the portal/repository? What
best practice standards are used? Are static and dynamic code tests performed on the
portal/repository?

Describe in detail how each company’s data is separated from other companies’ data. Will
separate encryption keys be used for each company’s repository?

Describe your access control policies and procedures in detail (both for reading and writing to
the repository) Is access restricted to authorized locations and users? If so, how often is the
access reviewed?

Describe in detail what controls are in place to prevent exfiltration of Company’s data from your
systems.
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California Energy Commission Submitted via email to docket@energy.ca.gov
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Docket No. 23-SB-02

715 P Street

Sacramento, California 95814

RE: WSPA Comments Regarding SB X1-2 Transportation Fuels Assessment Workshop
[Docket #23-SB-02]

Thank you for providing an opportunity to comment on the California Energy Commission’s
(CEC or Commission) August 17, 2023, workshop to inform implementation of the Senate Bill
(SB) X1-2 (2023) Transportation Fuels Assessment report to the California State Legislature.
The Western States Petroleum Association (WSPA) is a non-profit trade association
representing companies that import and export, explore, produce, refine, transport and market
petroleum, petroleum products, natural gas, renewable natural gas and renewable diesel,
hydrogen, and other energy supplies for California.

WSPA offers comments on issues presented for, or discussed during, the workshop.
Underpinning these are, first, the need to recognize that California has evolved into a “fuel
island” — the State is effectively disconnected from the national fuels market while continuing to
adopt policies that compound the issues SB X1-2 seeks to address: ensuring the adequate,
affordable, reliable, safe, and equitable supply of petroleum and alternative transportation fuel
supplies for all Californians. What follows is a more detailed explanation of this situation and,
second, comments on market-related issues; third, comments on the Lead Commissioner’s
opening remarks regarding the possible imposition of a gross margin cap and penalty; fourth,
comments on how best to frame the Transportation Fuels Assessment; and, finally, preliminary
responses to the workshop questions. Our responses to potential policy options represent an
initial commentary on what we think these could mean for California’s petroleum market based
on the limited information presented by the CEC and should not be construed as an
endorsement of any option. We look forward to providing additional information to the CEC as
implementation of SB X1-2 moves forward.

. CALIFORNIA IS AN ISOLATED FUELS MARKET

California is a “fuel island” due to decades of constraining land use and permitting decisions
paired with policies explicitly intended to reduce the State’s supply and consumption of fossil
fuels (e.g., in-State oil production bans, internal combustion engine bans) — even as these fuels
remain in high demand. Policies such as requiring a specialized CARBOB gasoline formulation,
federal Jones Act maritime requirements, and strict seasonal transition standards create even
more operational complexity, creating an extremely challenging California fuels market for in-
State, out-of-State, and international suppliers. When coupled with California’s isolated
infrastructure, there are strong disincentives for companies to make the long-term investments
necessary to maintain California’s current level of refining capacity.
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This was not always the case. California was once a domestic gasoline manufacturing hub with
abundant local production capacity to affordably supply in-State demand, as well as the demand
of adjacent states. The reduction of in-State refining capacity has happened while the State’s
own policies artificially constrain in-State production and refining to meet demand and without
having the benefit of ready access to additional domestic supplies.

California is now unable to supply all its own gasoline to meet demand and is more dependent
on the global market. The CEC’s 2005 Independent Energy Policy Report (IEPR) — a report that
is now nearly 20 years old — identified even then that, “California’s petroleum infrastructure
operates at near capacity. Breakdowns and outages at in-State refinery and pipeline facilities
quickly tighten gasoline and diesel fuel supplies and create market volatility. Since California is
not directly connected by pipeline to other domestic refining centers, in-State refiners cannot
readily procure gasoline, diesel, and other blending components when outages do occur. This
contributes to higher and more prolonged price spikes.”

While there is a domestic gasoline manufacturing hub — specifically along the Gulf of Mexico —
there are no economical means of transporting enough gasoline from the Gulf Coast to
California. Nor is there a pipeline to move gasoline from that major refining hub to the West
Coast. The other very expensive and inefficient alternative to move domestic product to
California, via marine transportation, is constrained given limits with efficiently moving very large
tankers through the Panama Canal. And it is normally economically prohibitive for new U.S.
vessels to supply California from the Gulf Coast due to federal Jones Act and Panama Canal
restrictions; California’s seaborne trade must therefore be sourced from foreign refineries,
typically in Asia, thousands of oceanic miles farther away than otherwise readily available
domestic supplies.

It now takes West Coast suppliers, on average, 30-45 days (for imports from Asia) to import
alternative fuel sources overseas following significant refinery outages. For example, global
shipping markets (e.g., availability and freight rates) continue to be dramatically disrupted
because of the Russian invasion of Ukraine. Such an unforeseen global event — the largest
European land war since World War |l — has had a significant effect on the global crude oil
commodity market; California consumers, due to the “fuel island” effect outlined here, were
especially susceptible to the resulting supply disruptions and price swings.

California’s challenging regulatory environment continues to send a strong signal to both
refining and production companies that their future in the State is very limited. The overall
expense of doing business in California — including operating, capital, and labor expenses — is
far higher than in most other states. For example, the California Air Resources Board’s (CARB)
new “At-Berth” Regulation will further limit the number of calls and/or availability of tankers that
can call on California’s ports beginning in 2025 — the very same facilities that will need to absorb
the delivery of increasing imports due to artificially constrained in-State production and refining
policies. The growing costs of California’s climate policies and programs are further
compounded by multiple layers of federal, regional, and local regulations; that add costs and do
impact a fragile, volatile, and constrained California fuels market. We are concerned, for
instance, that SB X1-2 compliance obligations appear to be discouraging finished product and
component imports into California because counterparties may be unwilling to complete the
additional requirements to comply with California’s unique new regulation — including to obtain
information that could be used to potentially cap gross revenues. Consequently, supplying
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California remains difficult, making the State further at risk of future market volatility that will only
worsen as additional restrictive State policies take effect or are approved.

All of this contributes to making California an extremely difficult State in which to operate — and,
therefore, invest. As some State agencies and legislators continue to champion the closure of
refineries, companies that own and operate these refineries could become reluctant to make
long-term investments required to operate these needed facilities because the State’s own
policies disincentivize doing so. It is therefore challenging for California’s upstream and
downstream assets to compete for investments. Disincentivizing investments in California
further constrains our fuels market.

A simple fix to California’s supply and demand imbalance is highly unlikely as a series of actions
would be needed to resolve California’s “fuel island” effect. Because of the complex nature of
these issues, we believe longer-term solutions will be challenging, but WSPA would like to work
with you to evaluate options for reliably increasing the supply of affordable fuels to California.

Il. NEED TO IMPROVE MARKET STABILITY AND ADDRESS MARKET VOLATILITY

The transportation fuels market is global and dynamic. And California’s boutique fuels market,
as described above, is fragile and more sensitive to market volatility. We agree with the CEC
that price spikes are predominantly caused by California’s geographic isolation, regulatory
bottlenecks, and refinery outages — which are made more acute by regulations and policies that
disincentivize capital investments. Indeed, the CEC had identified global supply issues, refinery
outages, and taxes and regulations as the causes of price spikes during fall 2022." That
conclusion is consistent with the CEC’s research dating back nearly 20 years.?

Multiple actions and collaborative efforts between policymakers and the industry are necessary
to resolve California’s long-standing “fuel island” effect. For each energy transition policy
implemented, policymakers should ask if the action will encourage longer term investments in
gasoline production, distribution, and retail services that Californians will still need for decades
to come. If the answer is “No,” the State should work with industry stakeholders to determine
reasonable solutions to avoid unintended consequences. Because of the complex nature of
these issues, we are willing to work with the CEC to evaluate options for increasing the supply
of fuels to California, such as:

1) Choosing policies that encourage investments in adequate, affordable, reliable,
safe and equitable transportation liquid fuel supplies. This would require clear and
consistent policies that support resource development, streamline permitting processes
for upstream and downstream facilities, support liquid fuel infrastructure development
and protect in-State refining, distribution, and retail investments.

2) Exploring what regulatory barriers can be mitigated during market volatility. This
could include utilizing waivers to allow for the early seasonal transition of CARBOB
standards or working with the Federal government to lift Jones Act requirements during
exceptional events (e.g., weather, geopolitical, etc.). Please note these actions are

' California Energy Commission, California Gas Prices, Presentation at November 23, 2022 California Energy
Commission Hearing, at 43.
2 See generally California Energy Commission, 2005 Integrated Energy Policy Report.
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levers that may help mitigate temporary supply constraints caused by such volatility,
rather than prevent market volatility.
However, some actions can make California’s gasoline market even more susceptible to
market volatility, such as:

1) Imposing a vague, arbitrary maximum gross gasoline refining margin and a
subsequent penalty. Doing so would likely have immediate harmful impacts on
gasoline prices and economic activity throughout the State. It may likely lead to more
severe gasoline shortages by disincentivizing California production (since refiners may
choose not to sell finished product in California to avoid exceeding the cap), and likely
create shortages of other fuels refiners produce — such as jet, diesel, and other
transportation fuels — as these fuels are produced as part of the same refining process
as gasoline. Because refiners cannot feasibly reduce the amount of CARBOB gasoline
produced without also reducing the production of these other fuels, a cap could reduce
those fuel supplies too. This could likely mean less available refined transportation fuel
and more market volatility for California consumers. Moreover, with less capital on hand
to maintain and modernize California’s refining infrastructure, including requirements to
meet emission reduction projects — we are concerned that this could lead to less reliable
operations and potentially reduced refinery capacity, thus exacerbating the supply
situation. In addition, if the gross gasoline refining margin is calculated, the amount must
be evaluated on an annualized average basis to account for market volatility and periods
when margins turn negative.

2) Increasing California’s susceptibility to market volatility. The State is especially
sensitive to market disruptions because of its isolated infrastructure and unique fuel
blend. As CEC has recognized, temporary changes in fuel costs result from the forces of
supply and demand — not market manipulation or price gouging. But, as we have
historically seen, the market corrects itself; as higher prices attract more fuel supply into
the State, costs naturally drop. However, a margin cap could tend to decrease the
amount of gasoline sold in California and prevent this natural correction, and thus could
increase the frequency and length of cost increases due to supply disruptions. This is
historically because price spikes tend to reduce demand and subsequently increase
supply (from imports). Eliminating the market’s natural ability to restore equilibrium could
result in widespread supply outages (which have been avoided to this point).

3) Further increasing reliance on gasoline imports. SB X1-2 would encourage
increased reliance on imported gasoline. Although California’s marine terminal
infrastructure is already near capacity today, and the ability to import additional product
into the State will likely be further reduced if refinery capacity diminishes. Furthermore,
not all marine facilities are connected to the pipeline distribution systems; gasoline
imports into California would come from overseas, not from the United States, due to the
lack of Jones Act vessels and Panama Canal constraints. Relying on overseas imports,
if they are available in sufficient quantity and quality, would likely result in higher
transportation costs and increase the length of supply shortages due to transit times. In
addition, importers will need to cover the cost of crude refining, transportation and
throughput expenses likely resulting in higher — rather than lower — costs to Californians.
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4) Not accounting for the cyclical nature of the refining industry. On average, returns
on capital employed in the refining industry are lower than the returns in many other
industries. In 2020 and 2021, California’s refiners lost billions of dollars as prices
plummeted due to the COVID pandemic. In contrast, periods with higher margin allow
refiners to make necessary maintenance and regulatory-driven investments to operate
refineries safely and reliably, to reduce emissions, and to improve efficiency. These
activities can cost hundreds of millions of dollars annually for a single refinery. However,
SB X1-2 threatens to impose a penalty on gross, rather than net margins — thereby
undercounting the cost of these investments and potentially reducing the amount of
capital available for maintenance and improvements. If that capital decreases, refineries
may not be able to operate reliably.

5) Not accounting for product availability and jobs impacts. These are other important
ramifications to consider. Refineries are not designed to make a single product from
each barrel of oil. To be efficient and functional, refineries produce a variety of different
products demanded by the market, which are determined by each crude’s content. While
a margin cap on gasoline could mean that refineries would produce less gasoline for
California to avoid penalties, this would also necessarily mean a reduction in production
of the jet and diesel fuels needed in California. Furthermore, most jobs at most California
refineries are union labor, and there are typically hundreds of additional contract workers
onsite helping to maintain a given refinery. To the extent a margin cap discourages
refining production and investment in California, it also threatens the long-term job
security of thousands of Californians.

6) Not accounting for impacts in other states. California is the main hub for oil and gas
flowing to Arizona and Nevada. Decreasing the incentive to invest in California’s oil and
gas infrastructure through a margin cap could increase long-term prices in California, as
well as in Arizona and Nevada. SB X1-2 directs the State to defray these increased
costs for California consumers, but consumers in Arizona and Nevada would be left to
bear the full cost of the policy.

lll. WSPA RESPONSE TO CEC VICE CHAIR SIVA GUNDA’S COMMENTS REGARDING
SETTING A MAXIMUM GROSS GASOLINE REFINING MARGIN

The CEC has been directed to investigate if there is a need for a maximum gross gasoline
margin and penalty. Based on years of refining experience, and decades of real-world evidence
of how California’s transportation fuels market has consistently reacted to fuel supply
constraints, WSPA believes a cap on gross margin will likely further decrease California’s
gasoline supply and increase gasoline costs due to an even tighter market. This could place an
even larger burden on Californians — especially upon those least able to afford increased costs.

WSPA is concerned that the imposition of a gross refining margin cap and penalty would likely
reduce the supply of transportation fuels for Californians as refiners could seek to stay below
knowingly incurring (and publicly reporting) a State-imposed penalty. This should be avoided
given the already constrained state of California’s fuels market. With the substantial new market
data now being collected by the CEC, we encourage the Commission to carefully consider how
a margin cap would impact the availability of an adequate, affordable, equitable, reliable, and
safe supply of needed transportation fuels for Californians as directed by SB X1-2.
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Neither the CEC nor California consumers are served by an incomplete or inaccurate picture of
the State’s petroleum market. Unfortunately, in the absence of any guiding rulemaking on the
subject to date, the collection of information so far under SBX1-2 has resulted in an inconsistent
and incomplete patchwork of information. Some information the State requested from the
industry to date is easily open to disparate interpretation, reflects data not directly relevant to the
market or consumer prices, presents an unreliable representation of industry revenue, or fails to
capture the true costs of supplying the California market. We continue to strongly encourage the
CEC to conduct the formal rulemaking necessary to solicit clarifications on what information
should be collected to best inform its decisions not only about the wisdom of a margin cap, but
also about how best to ensure equitable and affordable transportation fuel supplies for all
Californians.

Without a rulemaking to resolve data consistency issues, setting an arbitrary — and potentially
too low — maximum gross refining margin could decrease the availability of refined gasoline for
California consumption to the detriment of all Californians. Contrary to some policymakers’
belief that refiners can adjust prices to manage a margin cap, there is no straightforward formula
for how to adjust daily prices to keep them within a monthly profit cap. A SB X1-2 margin cap
regime would be extremely difficult to comply with, with refiners potentially penalized for factors
beyond their control. In addition, levers available to manage margins may be to reduce not price
but rather supply; as a result, retailers could be forced to either increase prices or run the risk of
running out of gasoline. It is also possible that, as a result of a penalty, refiners may end up
producing gasoline at a loss in some months.

It is therefore critical that CEC evaluate the potential impacts and unintended consequences of
adopting such a cap and assess whether the actual market evidence indicates that such a cap
will do anything to help California consumers. The lesson of the past 30 years in California is
that lasting consumer relief can only be achieved by addressing the underlying fundamental
market variables. Even third-party and the State’s own experts have concluded that a cap on
refinery margins has the potential to harm consumers and drive prices up by aggravating
California’s increasingly structural supply constraint issues — leading to the extreme gasoline
price spikes the CEC is tasked with preventing and mitigating. The CEC’s own Petroleum
Market Advisory Committee, in 2016, had dedicated meetings to supply issues facing the
California market and how supply constraints appeared to be getting worse. The Committee
also discussed the need to be careful with State regulations to not unnecessarily decrease
refining capacity, as well as a concern more generally to minimize unintended consequences of
any new policy mechanism.34

To the extent that the Commission is considering a maximum gross gasoline refining margin
and penalty under California Public Resources Code (PRC) section 25355.5, WSPA believes
that it either does not have adequate information to assess a cap’s impact on Californians or
may be relying on incomplete, inconsistent, and therefore likely inaccurate information. Despite
industry’s best efforts to comply, CEC’s information requests to date have been ad hoc, do not
explain how to interpret new terms introduced by SB X1-2, and have not been informed by the
CEC’s institutional experience in defining and administering specific reporting obligations. For
example, under PRC section 25355, the “[g]ross gasoline refining margin” does not accurately

3 February 8, 2016 Petroleum Market Advisory Committee (PMAC) meeting transcript (page 203)
https://www.energy.ca.gov/data-reports/planning-and-forecasting/petroleum-market-advisory-committee.
4 PMAC Final Report, November 2014 to November 2016
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reflect real-world refinery costs and profit margins, and any penalty based on it would be poorly
targeted and could have unintended consequences. These issues necessarily limit how useful
CEC'’s information requests can be. WSPA has advised the CEC that rulemaking is required to
provide guidance to industry on the types of information required; to ensure the data the agency
receives is consistent, reliable, and useful in shaping California’s energy future; and to properly
inform the Commission on the potential consequences of a maximum gross gasoline refining
margin.

SB X1-2 did not resolve the ambiguities that existed in section 25355, but rather added
additional ambiguous terms to a statute that already contained novel and open-ended reporting
requirements and terms. For example, SB X1-2 added the term “Net gasoline refining margin”
as a separate figure required to be reported, defined as “gross gasoline refining margin minus
the refinery’s operational costs.®” The statute includes a nonexclusive list of “operational costs,”
but does not suggest what other categories of costs may or may not fit the definition of or
indicate how to allocate these “operational costs” among different categories of finished
product.® Refiners make several products with the same feedstocks and crude oil — such as jet
fuel, diesel, heating oils, and the different grades and blends of gasoline (including gasoline that
meets California’s standards). Many “operational costs” — such as the costs of refinery
maintenance, employee salaries, and marketing costs — cannot be easily allocated among those
products, and the statute does not provide a consistent, accurate method for doing so. As
WSPA has previously stated, those original terms can be reasonably interpreted in multiple
ways and thus will likely not produce consistent results across refiners.

There are other issues with the statute that should be addressed before considering the
imposition of a margin cap. Even though the “net gasoline refining margin” is a better (albeit still
misleading) estimate of refinery profits, section 25355.5(b) instructs the Commission to consider
a cap based on the “gross gasoline refining margin.” In other words, while the statute reflects
legislative recognition that the “gross gasoline refining margin” is flawed and can be improved
by accounting for operational costs, it still authorizes punishment of refiners based on this less
accurate number. Any process by the Commission to determine whether to penalize refiners
under section 25355.5 must account for this discrepancy. Too low of a cap for refiners on the
“gross gasoline refining margin” could effectively mandate that a refiner take a loss to avoid a
penalty, and/or result in the penalty dipping into operational costs — or worse, determining that
these draconian market restrictions do not justify continued operation in California.

Additionally, SB X1-2 does not account for the critical differences in configuration, production,
operations, distribution, and marketing between refiners. For example, the statute treats refiners
differently based on their distribution models; i.e., refiners that sell wholesale gas to affiliated
stations may see a higher “volume-weighted average price of wholesale gasoline” than other
refiners, and thus, higher gross and net margins for reporting purposes — all simply by virtue of
their distribution model. But differences between distribution models do not accurately reflect
real-world differences in profitability of refinery operations, and it makes little sense to unfairly
penalize (or reward) refiners for distribution models formed decades before, in a statutory
regime supposedly aimed at addressing excessive profits from refining, not from distribution.
Indeed, refiners’ profits and losses shift over time and are based on a multitude of factors, many
of which are not fairly captured or mentioned in the statutory definitions.

s PRC § 25355(a)(2), (b)(9)
s Id. § 25355(a)(3)
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In the absence of CEC guidance, refiners are likely to employ different methods, resulting in
inconsistent reporting. Moreover, looking at data for an isolated period can provide an
unrepresentative and inaccurate view of refinery profitability. The Commission, in collaboration
with the industry and other stakeholders, should create a single accounting process that
addresses the full slate of products refiners make and the costs related to producing that slate.
And it should not rule on the propriety of a profit cap until it clarifies this critical informational
input.

The CEC should not move forward with any margin cap before it can fully analyze and account
for these discrepancies. The Commission will otherwise not receive fairly comparable
information necessary to fulfill its statutory mandate to determine whether a margin cap can
benefit California consumers. So far, the Commission has not determined conclusively how to
navigate these issues. WSPA asked the Commission to initiate a rulemaking regarding the
statute, as amended, because “key terms lack clarity, are contradictory, and/or may have
multiple interpretations, which could thereby render reporting inaccurate, inconsistent, and open
to misinterpretation.”” Other industry groups joined in asking the Commission for guidance too.®
The Commission did not provide clarity, and instead instructed industry participants to refer to
other regulatory definitions and “language otherwise commonly understood in the industry.”®
The Commission also denied the requests for rulemaking on June 1, claiming that SB X1-2’s
“terms . . . are clear as written, and, accordingly, may be implemented without delay.”'° For all
the reasons stated above, this is not the case.

IV. INPUT ON THE TRANSPORTATION FUELS ASSESSMENT REPORT

WSPA appreciates the opportunity to inform development of the first triennial Fuels Assessment
Report. The statute is clear in requiring the CEC to identify methods to ensure a reliable supply
of affordable and safe transportation fuels while evaluating costs, supply and employment
conditions, and potential refinery closure impacts, as well as costs and cost-effectiveness. As a
basis for the report, we recommend that the CEC use the following set of guiding questions to
frame and guide this report:

¢ How will California ensure the production and delivery of reliable and affordable
transportation fuels for all Californians that need them?

e How does California plan to address the serious and continuing structural supply constraints
for crude oil and gasoline in the world’s third largest fuels market?

e How will California continue to meet demand if refining capacity diminishes, given that few
out-of-State refineries can produce fuels that meet California’s strict specifications (and
those that can generally require more than a 30-day waterborne transit time to reach marine
terminals that are already at capacity)?

e How is California going to encourage ongoing capital and operational investments to keep
our existing transportation fuels system working as the proposed energy transition evolves?

7 Catherine H. Reheis-Boyd, Western States Petroleum Association, Petition for Formal Rulemaking—
Implementation of SBX1-2 & SB 1322 at 2, 8-9 (May 11, 2023)

8 See Elizabeth Graham & Alessandra Magnasco, California Fuels & Convenience Alliance, Petition for Formal
Rulemaking—Implementation of SB X1-2 (May 18, 2023); Michelle Orrock, bp America Inc., Petition for Formal
Rulemaking—Implementation of SB X 1-2 (May 30, 2023).

9 Letter from Drew Bohan, Executive Director, California Energy Commission, to Petroleum Industry Representatives
(May 30, 2023).

0 Order 23-0531-11, California Energy Commission (June 1, 2023)
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¢ How will the State reconcile artificially constrained in-State crude oil production (due to State
policies) that outstrips CARB’s assumed crude oil production decline rate in the 2022
Scoping Plan Update?"

¢ How do California’s policies impact fuel costs to all segments of the population under each
scenario?

WSPA recommends that — before evaluating new policies to layer on top of existing ones — the
CEC first quantify the relative impact of current regulations on California’s fuel supply. This
includes identifying infrastructure bottlenecks in our ports, pipeline systems, and elsewhere
within the supply chain to determine where there are capacity constraints. By first evaluating
these systemic issues, the CEC may then be able to identify important fixes and any unintended
consequences of policies intended to reduce the State’s fossil fuel consumption. These are
strong disincentives to make the required investments needed to maintain California’s remaining
refining capacity, which should be evaluated to assess their potential drawbacks on the fuels
market.

The CEC should also include multiple fuel demand and cost scenarios that incorporate low-,
medium-, and high-demand scenarios for ongoing fuel consumption, under multiple time
horizons, given the known transportation electrification uncertainties already identified by CARB
in the 2022 Scoping Plan Update’s uncertainty analysis.'? This will help ensure the CEC begins
with a strong base of knowledge to build from as it works through developing solutions to
address California’s daily fuel constraint.

Next, we recommend that serious attention be given to the negative impacts the imposition of a
maximum gross gasoline refining margin and a subsequent penalty could have on the market.
The prior section offered a more detailed explanation of the potential impacts and unintended
consequences of adopting such a cap and whether the actual market evidence indicates that
such a cap will do anything to help California consumers.

Equity and fuel affordability also must be a central part of the CEC’s analysis. As CARB and the
CEC itself has recognized, millions of internal combustion engine vehicles (including hybrid
vehicles) — and therefore, petroleum-based fuels — will be used and needed by Californians for
decades to come. Predicting the market is impossible, but regardless of where actual market
demand ultimately settles, there should be little disagreement that California needs to ensure
adequate fuel supply for those citizens who will continue to rely on internal combustion engine
vehicles. Not doing so could force economic harm on some of California’s most vulnerable
citizens, those who cannot afford advanced electric vehicles, and for whom gas price increases
or supply shortages can have a devastating effect. WSPA urges the CEC to not be bound only
by scenarios that “must meet” ambitious climate policies while failing to plan for scenarios that
do not anticipate material factors in California’s transportation market (e.g., lower than expected
Zero Emission Vehicle (ZEV) adoption rates, pressing affordability issues that worsen inequity
issues, energy infrastructure constraints, delays or failures, and critical mineral and other supply
chain shortages).

During the workshop, CEC staff presented multiple policy concepts for mitigating volatility in
California’s fuels market. Because California requires a boutique blend of fuel, along with

" hitps://ww2.arb.ca.gov/our-work/programs/ab-32-climate-change-scoping-plan/2022-scoping-plan-documents
12 hitps://ww2.arb.ca.gov/sites/default/files/2022-11/2022-sp-appendix-j-uncertainty-analysis.pdf
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meeting a multitude of regulatory requirements while navigating infrastructure constraints, the
State has an extraordinarily constrained market. We therefore recommend that, before
evaluating any new policies, CEC first conduct an analysis to quantify the relative impact of
current regulations on California’s fuel supply. This should further include identifying
infrastructure bottlenecks (e.g., in ports and pipeline systems) to determine capacity constraints.
By first evaluating these systemic issues, CEC may be able to identify important fixes and any
unintended consequences of policies that impact the fuels market. By first conducting analysis
of existing issues, CEC will start with a strong base of knowledge to build from as the state
works its way through the development of solutions to this long-standing problem.

We appreciate that the CEC seeks policy options towards ensuring “a reliable supply of
affordable and safe transportation fuels in California.” WSPA believes that California
policymakers must ensure that the transportation fuels sector avoids a “Diablo Canyon
moment,” as we have seen in the electricity sector. There, the State has had to make significant
policy reversals to ensure the reliable operation of California’s electric grid, following multiple
years of rolling blackouts. We have an opportunity here to avoid repeating that mistake.

As part of this assessment, the CEC should include multiple demand and cost scenarios for
ongoing fuel requirements, given the uncertainties outlined above. In WSPA’s comment
letters'®'4 to CARB in developing the 2022 Scoping Plan Update, WSPA repeatedly expressed
concerns with CARB'’s reliance on a ZEV-only approach in pursuing California’s greenhouse
gas and air quality goals within the transportation sector because it failed to evaluate more cost-
effective air quality and emissions reduction benefits that other technology options, such as
near-zero emissions vehicles and low-carbon and renewable fuels, could deliver. For example,
Ramboll’s case studies of the heavy-heavy duty truck fleet'® and the light duty automobile fleet'®
demonstrate that there are alternate pathways using renewable and other low carbon fuels that
can dramatically reduce transportation sector carbon emissions without ZEV mandates. We
request the CEC undertake this analysis and consider the benefits of utilizing these
technologies for improving air quality while providing more affordable and technically feasible
transportation fuel options — options that the State acknowledges will be needed for decades to
come.

Stillwater Associates has also studied projected fuel demand based on CARB’s work on the
Mobile Source Strategy.'” That analysis showed that, if California’s fleet changes as projected,
“the fuel projections developed by CARB show gasoline demand to be reduced by 66% and
92% below recent levels by 2035 and 2050, respectively and liquid diesel demand to be
reduced by 24% and 60% below recent levels by 2035 and 2050, respectively. By contrast, the
fuel projections developed in Stillwater’'s Scenario show gasoline demand to be reduced by 17%
and 24% below recent levels by 2035 and 2050, respectively and liquid diesel demand to

3 WSPA. 2022. Comments on the Draft 2022 Scoping Plan Update. June 24. Available at:
https://lwww.arb.ca.gov/lists/com-attach/44 16-scopingplan2022-BnEAdVQIBTdRCAZn.pdf. Accessed: June 2023.
4 WSPA. 2022. Comments on the Final 2022 Scoping Plan Update and Appendices. December 15.

5 The Ramboll HHDT study is available here: https://www.arb.ca.gov/lists/com-attach/78-sp22-kickoffws-
B2oFdgBtUnUAbwALt.pdf.

6 Ramboll. 2022. Multi-Technology Pathways To Achieve California’s Greenhouse Gas Goals:

Light-Duty Auto Case Study. Available as Attachment D at: https://www.arb.ca.gov/lists/comattach/
477-accii2022-AHcAdQBxBDZSeVc2.pdf.

7 “Possible Market Implications of California’s Efforts to Ban Internal Combustion Engines (ICE),” Stillwater
Associates LLC, December 31, 2021
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increase by 15% and 28% above recent levels by 2035 and 2050, respectively. The gasoline
demand reduction is about four times greater for CARB’s [Internal Combustion Engine] Ban
Case than Stillwater’'s Case. The diesel demand decrease for CARB’s [Internal Combustion
Engine] Ban Case is about double the increase projected by Stillwater’'s Case. These starkly
different results have dramatically different impacts on California’s fuel value chain and fuel
costs over the next thirty years, which are discussed in the rest of this section.” The CEC should
evaluate options for meeting that fuels demand scenario as part of this assessment.

The CEC must also analyze the current state of California’s existing oil and gas infrastructure
that is substantially supporting the State’s existing energy economy. This analysis must be
inclusive of the entire supply chain — upstream, midstream, downstream, and retail/marketing —
and should include an analysis of the root causes of infrastructure challenges and related
supply issues. WSPA recommends that the CEC utilize CalGEM production data to assess the
differential in what CARB has assumed (approximately 3% annual production decline in the
2022 Scoping Plan®) versus what CalGEM data has shown (approximately 10-15% decline
depending on the data set used).' We also recommend the CEC evaluate regulatory barriers
preventing needed oil and gas facility maintenance activities, policies and processes that create
long-term uncertainties in California’s oil and gas industry. It continues to be a critical issue for
California gasoline supply that most refineries outside of California cannot produce fuels that
meet California’s strict specifications.

California produces and refines hydrocarbons available under the strictest environmental
policies in the world. Thus, any artificial constraint that reduces in-State supply and production
will require that crude oil, intermediates and gasoline be procured from refineries out-of-State
and around the world — all facilities outside the jurisdiction of California’s strict environmental
policies.

We are committed to working constructively and collaboratively to try to identify the factors
driving California’s high energy costs and how this industry, and our people, can help drive
down energy costs for Californians. We must disrupt entrenched beliefs, encourage investment
in state-of-the-art lower carbon crude oil production, enhance in-State refinery capacity and
critical supply infrastructure, eliminate unnecessary burdens on businesses and, most
importantly, create a foundation of mutual respect and collaboration that allows us to work
together to help all Californians figure out what needs to be done to ensure that this critically
important — and complex — transportation fuels system works for every Californian.

V. WSPA RESPONSES TO INDUSTRY PANEL WORKSHOP QUESTIONS

“What is the leading contributor to price spike risk for transportation fuels in the State?”
As the CEC explained, price spikes are caused predominantly by California’s geographical
isolation, regulatory bottlenecks, and refinery maintenance issues — which are made more acute

by regulations and policies that disincentivize new infrastructure investments. For example, the
CEC identified global supply issues, refinery outages, and taxes and regulations as the causes

8 CARB. 2022 Scoping Plan for Achieving Carbon Neutrality, Page 103. Available at:
https://ww2.arb.ca.gov/sites/default/files/2023-04/2022-sp.pdf. Accessed: August 2023.

19 California Department of Conservation, WellSTAR monthly production data reports, 2018-2023,
https://www.conservation.ca.gov/calgem/Online_Data/Pages/WellSTAR-Data-Dashboard.aspx
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of price spikes during fall 2022.2° That conclusion is consistent with the CEC’s research going
back nearly 20 years, which shows that California’s geographic isolation and aging
infrastructure are the primary contributors to price spikes.?!

The markets are still stretched, years later. This means that resupplying California remains
difficult, leaving the State further at risk of future price spikes that will likely only worsen as more
new restrictive State policies take effect or are pending approvals. For example, CARB’s new
At-Berth regulation will limit the number of calls and/or the availability of tankers that can call on
California’s ports beginning in 2025 — the very same facilities that will need to absorb the
delivery of increasing imports due to artificially constrained in-State production and refining
policies. The growing costs of California’s climate policies and programs are only compounded
by multiple layers of federal, regional, and local regulations.

Due to these factors, and the relative inelasticity of Californians’ demand for gasoline, even
relatively small disruptions in supply can have large impacts on fuel costs. As economist R.
Preston McAfee explained to the United States Senate, “A 10% shortfall in quantity, which might
arise due to a fire in a refinery or a pipeline break, might require a 40% increase in price to clear
the market — because consumers continue to drive almost as much, and the refineries cannot
produce much more gasoline than they already do. The inelasticity of demand implies that large
price swings are normal — small supply disruptions create large price swings. The oil companies
do not create such price changes — they are primarily a consequence of factors outside the
control of the industry.”?? Similarly, the CEC concluded in 2019 that “refinery outages have an
impact on prices” but that apart from “outage-driven spikes, there has been little to no growth in
the difference between the United States and California refinery margin.”?3

Compounding these challenges is the overall expense of doing business in California;
operating, capital, and labor expenses are much more expensive in California than in most other
states.

This contributes to make California an extremely difficult State in which to operate — and,
therefore, invest. As some State agencies and legislators continue to champion the closure of
refineries, companies that own and operate those same refineries could become reluctant to
make long-term investments required to operate these needed facilities because the State’s
own policies disincentivize doing so.

WSPA reiterates here that nearly three decades of real-world experience, expert analyses,
agency inquiries and various court proceedings have yielded no evidence that California’s
refiners engage in price-gouging, or that price-gouging is the cause of market volatility.
Analyzing gas price spikes during the summer of 2022, the CEC concluded that “Refinery Cost
& Profit” added up to only 64 cents each gallon — a number that accounted for the entire cost of

20 California Energy Commission, California Gas Prices, Presentation at November 23, 2022 California Energy
Commission Hearing, at 43.

21 See generally California Energy Commission, 2005 Integrated Energy Policy Report.

22 Congressional testimony of R. Preston McAfee, Murray S. Johnson Professor of Economics and former Chair of
the Department of Economics at the University of Texas at Austin. May 2, 2002.

23 California Energy Commission, Additional Analysis on Gasoline Prices in California 1-2 (Oct. 21, 2019),
https://www.energy.ca.gov/sites/default/files/2019-11/Gas_Price Report.pdf
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the refining process and margins for refiners, meaning profits alone were much less than that.?
Purported market manipulation by refiners has been studied and investigated repeatedly by
multiple California Attorneys General, and the result has been that there is simply no evidence
that refiners manipulate the supply of fuel to cause price spikes. In 2019, the CEC categorically
concluded that alleged “market manipulation” by refiners was not the reason for California’s high
gas prices.? In addition, a federal court recently rejected a class action lawsuit alleging
manipulation of the fuel supply market.?

“How do you view the various policy options presented to help mitigate price spike risk?
Which do you see as more effective, and why? Are there other options that should be
considered?”

It is too soon to opine on the potential effectiveness of the various policy options presented —
some of which lack detail or are not readily understood — to mitigate the risks of price spikes.
But one recommendation is clear. WSPA urges State policymakers to evaluate ways to
incentivize infrastructure investments to maintain a safe, reliable, and affordable California
transportation fuels system that will be needed for decades to come. This could be done by
modifying policies and regulations that make doing business in California increasingly more
difficult — including the permitting process, the Low Carbon Fuel Standard (LCFS), and the Cap-
and-Trade program — and instead encourage and expedite projects needed to produce, refine
and deliver to market the fuels Californians demand while reducing emissions. Currently, some
California policymakers are sending a clear signal that refiners are simply not wanted in the
world’s third largest fuels market — even as Californians continue to rely heavily on the products,
fuels expertise, and extensive infrastructure that the petroleum industry provides. We encourage
the CEC to reject this invitation to remake California’s fuels market into a more emissive, more
carbon intensive, and less reliable import-only market.

Below are more detailed responses, where applicable, to the short- and long-term policy options
presented at the workshop. We would appreciate the opportunity to work with CEC staff to
better assess the policy options being considered prior to presentation of the draft
Transportation Fuels Assessment report.

Potential Short-term Policy Options

e RVP specifications — This could be done, when conditions warrant, as has been done in the
recent past; while this will not prevent or “fix” all market volatility — and it does come with an
emissions impact — the early change could be helpful to alleviate short gasoline supply
challenges. When the State sees “risk” to supply in heavy shutdown periods that coincide
with low Petroleum Administration for Defense Districts (PADD) inventory levels,
policymakers could look to partner with refiners to look for potential temporary regulatory
waivers or RVP waivers when applicable.
o Ifthis is intended to mean some type of cost pressure relief valve, to allow Federal

Reformulated Gasoline or conventional gasoline to be sold (presumably with an

24 California Energy Commission, What Drives California’s Gasoline Prices (September 2022),
https://www.energy.ca.gov/data-reports/energy-insights/what-drives-californias-gasoline-
prices#:~:text=Gasoline%20price %20changes%20in%20California,and%20significant%20unplanned%20refinery%20
outages

25 Additional Analysis on Gasoline Prices in California, CEC, October 2019
https://www.energy.ca.gov/sites/default/files/2019-11/Gas_Price_Report.pdf

26 Persian Gulf Inc., v. BP West Coast Products, et al.
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emissions offset mechanism), we encourage the CEC to examine how these gasoline
supplies could be quickly delivered to the isolated California market and what challenges
may be presented by introducing non-CARB compliant gasoline into the fuels distribution
system. The CEC would also need to evaluate how this would affect the integrity of the
CARBOB gasoline system.

e Insurance policies for imports — WSPA is unclear what this policy option means.

O

If this is intended to mean that importers of gasoline and blending components (e.qg.,
alkylate) would be provided a guaranteed landed price weeks after they depart Asia to
remove any potential risk of spot gasoline prices collapsing by the time the cargo arrives,
this would presumably incur a significant cost for the State.

Further, this concept could result in importers sending cargoes whenever the local spot
prices were sufficiently high enough to cover their costs, resulting in even more imports
that would potentially create an oversupply of gasoline.

The State would also have to ensure that there would be marine infrastructure and on-
shore tankage sufficient to handle the influx; WSPA questions the feasibility and
availability of such import capacity given existing conditions and forthcoming regulations,
including the recently adopted At-Berth Regulation, which currently does not provide a
viable long-term compliance path for tanker vessels calling on California ports and
terminals.

This concept may not prevent market volatility from occurring.

If this proposal is intended to mean that the State would “forward purchase” gasoline to
reduce import risks, a concept that had previously been presented in August 2016 to the
Petroleum Market Advisory Committee,?” the CEC would need to re-evaluate how this
gasoline would be sourced, transported, and delivered. This concept had also been
studied for the CEC in April 2003 and found that it would be “unlikely to transform the
market” and, “[y]let more problematic, all the state’s procedures for procurement and
inventory control exemplify the rigidity opposite to the flexibility needed for sophisticated
trading in forward markets.”?®

U.C. Davis academics Jeffrey Williams and Jennifer Thompson previously studied price
spikes and California’s forward market for the CEC, concluding that “the forward market
for wholesale gasoline in California proves to be sufficiently sensible to attract imports
during local refinery outages. California prices spike principally because of the time
needed to ship California-grade gasoline, about one month, which, not coincidentally, is
the time frame in the forward market.” The study revealed that “no quick fix is possible
because the state itself cannot provide a fix, and more fundamentally, because the
forward market is not broken...Our study of gasoline forward markets further revealed a
false premise behind this concern over price spikes. Many point to periods when the
price of gasoline was much higher in California than elsewhere, much higher than the
known costs of transportation, and imagined that such violations of arbitrage indicate a
failure on the part of the marketing system. The comparison of spot spatial prices rests
on the false premise that gasoline can move from far away to California within a day.
The forward market’s prices, which allow for the necessary time for shipments, have

27 “Market-based Policy Concepts Overview & Issues” CEC staff presentation to the Petroleum Market Advisory
Committee, August 16, 2016.
28 “Price Spikes and Forward Markets for Gasoline,” Jeffrey Williams and Jennifer Thompson, U.C. Davis
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accorded with arbitrage: The marketing system has been mitigating prices spikes by
attracting imports into California.”?®

e Export coordination — WSPA is also unclear what this policy option means.

o Ifthe CEC is implying an option to cease deliveries to Nevada and Arizona in response
to market volatility, it should be noted that gasoline exported to those states is not the
same quality as California’s Reformulated Gasoline. Because the California refineries
cannot feasibly make 100% CARB gasoline, any non-CARB gasoline would have to be
exported, or refiners would have to reduce crude oil processing — which would also
reduce jet and diesel supplies as well. California refiners produce enough CARB
gasoline to meet their contractual commitments (local demand) and produce the less
capital-intensive products for Arizona and Nevada. Even in times of market volatility,
gasoline would still need to be imported to Arizona and Nevada and would still likely
have to come through a California port and then be transported through the same
pipelines. The State should also examine whether a policy requiring gasoline to be
preferentially delivered in California rather than in other states would violate the
Interstate Commerce Clause of the U.S. Constitution, and what harms would occur in
our neighboring states (including increasing fuel costs).

o Feedstocks are purchased based on forecasted demands. If these export outlets are
closed off, the feedstocks are not procured and there is no quick handle to help in the
event of market volatility (e.g., backing exports into the local market quickly by sourcing
them from other out-of-State producers). There are also “demand constraints” on
industry producing more gasoline — like limitations on the ability to manage oil outside
California’s jurisdiction. If industry does not have an outlet, this could result in constraints
for the oil within California’s demand.

o Private industry is incentivized to be efficient and to minimize potential air emission
sources. This results in little capacity to produce or maintain excess fuel supplies.
Because of California’s administrative processes and approvals to obtain a permit and
build a tank, export outlets are critical to help manage the refineries reliability as
demands change for fuel.

e Short-term demand-side management — WSPA does not believe “flex alerts” would work as
intended in the fuels market, versus how they have worked in the electricity sector (i.e.,
temporary voluntary reductions in consumer demand to ease strain on the electric grid
during periods of anticipated electricity shortage). From past real-world experience,* we
know that consumers’ belief that a fuel shortage is coming (even when incorrect) often
results in “panic buying” — both to purchase and store gasoline — only exacerbating a
problem this policy option intends to solve while potentially creating or furthering
supply/demand imbalances in an already tight fuels market.

o The concept of “transit support” is also unclear and potentially could be very expensive.
It also would not prevent a price spike.

o Reducing Vehicle Miles Travelled (VMT) and increasing ZEV penetration, while certainly
longer-term policies being pursued by other State agencies, will likely do little to prevent
short-term acute periods of market volatility. In considering such policy options, WSPA
encourages the CEC to evaluate associated cost shifts; reducing VMTs by shifting

29 “Price Spikes and Forward Markets for Gasoline,” by Jeffrey Williams and Jennifer Thompson, U.C. Davis Giannini
Foundation of Agricultural Economics, CEC Publication Number 2003-04-21_600-03-007D
30 https://www.npr.org/2021/05/11/996044288/panic-drives-gas-shortages-after-colonial-pipeline-ransomware-attack
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consumers from internal combustion engine vehicles to public transit is a policy the State
already pursues but that necessitates the mass availability of affordable and safe transit
options that conveniently meet consumer expectations. Despite the aggressive VMT
reduction targets in the 2022 Scoping Plan Update, CARB’s most recent SB 150 (2017)
Progress Report has clearly indicated that VMT in California is not declining.®' Reducing
VMT is by no means a practical short-term measure on fuel demand management, due
to the various planning and infrastructure challenges identified by the SB 150 Report.
Dramatically increasing the fleet of new ZEVs on California roadways necessitates a
prohibitively massive investment by the State to rapidly incentivize and deploy affordable
ZEV options, and to conduct an extensive buildout of new charging/refueling
infrastructure statewide — all while also maintaining affordable electric rates. Even CARB
has acknowledged that the State does not currently have the electric generation capacity
to supply a massive influx of ZEVs, and will need significant buildout and upgrade of
California’s statewide electrical generation, transmission and distribution infrastructure
over the next decade to meet such electricity demand. Moreover, the State already
struggles with some of the highest electricity prices in the nation. According to the most
recent July 2023 data®? from the U.S. Bureau of Labor Statistics, Los Angeles
households paid 65.7% more for electricity (28 cents per kilowatt hour (kWh)) than the
nationwide average (16.9 cents/kWh). For the past five years, Los Angeles area
consumers paid 36.5% more for electricity than the U.S. average in the month of July. In
the Bay Area, households paid 106.5% more for electricity (34.9 cents/kWh) than the
national average — and 58.6% more for electricity in the past five years than the national
average for the month of July.3* A widespread shift to electric vehicles, as envisioned by
California’s policy leaders, would simultaneously require the delivery of a significant
amount of new affordable and reliable electricity service — something California clearly
lacks the capacity to do today. Indeed, the California State Auditor recently reported that
California’s electricity rates have increased by more than 50% during the last seven
years according to data from the California Public Utilities Commission.*

e Temporary pause on taxes and fees

o WSPA encourages the State to consider how potential amendments to the Cap-and-
Trade program and LCFS regulations to dramatically increase their stringency may
impact gasoline costs in California. WSPA is concerned that proposed amendments to
both policies could further compromise the supply reliability and affordability of critical
transportation fuels.

o Temporarily waiving taxes and/or fees may reduce consumer costs but is not likely to
reduce consumer demand, which remains highly price-inelastic in California. It also does
nothing to alleviate periods of limited fuel supply, nor does it serve to provide the funding
necessary to pay for roadway maintenance and improvements. Fiscal policy should
include fair and equitable policies that do not disadvantage specific industries or
categories of taxpayers.

31 CARB (2023). 2022 Progress Report on California’s Sustainable Communities and Climate Protection Act.
Available at: https://ww2.arb.ca.gov/sites/default/files/2023-05/2022-SB150-MainReport-FINAL-ADA.pdf. Accessed:
August 2023.

32 https://www.bls.gov/regions/west/news-release/averageenergyprices_losangeles.htm

33 hitps://www.bls.gov/regions/west/news-release/averageenergyprices_sanfrancisco.htm

34 “Electricity and Natural Gas Rates: The California Public Utilities Commission and Cal Advocates Can Better
Ensure That Rate Increases are Necessary,” August 2023 http://auditor.ca.gov/pdfs/reports/2022-115.pdf
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o Conversely, a new penalty/tax on margins would only reduce the potential capital
available to California refineries over time and make it more difficult to recover significant
capital expenditures in a reasonable amount of time to make the investment worthwhile.
Less investment may impact the ability to produce quality fuels over time, which could
further exacerbate existing supply challenges. WSPA further urges the CEC to consider
the market implications (including to supply) for a publicly-traded company to knowingly
violate a State-imposed margin cap.

Potential Long-term Policy Options

e State-run storage — The industry currently operates an extensive storage system; WSPA
recognizes that the State would likely face several challenges with implementing and
utilizing any State-run storage system in an effort to address complex inventory scenarios.

The CEC previously evaluated the feasibility of this concept in 2003 and determined that

State leaders should not proceed with a Strategic Fuel Reserve concept due to several

unintended consequences that “could limit its effectiveness as a tool to moderate gasoline

price spikes and could reduce the total supply of gasoline in the state” (e.g., displace private
inventories, thereby transferring much of the costs of maintaining private inventories to the

State without significantly dampening price volatility).%

o The CEC separately focused its attention on the complexity of the tank permitting
process. A consultant’s report noted, “The possible concerns range from overly complex
regulations, to open-ended time frames, to overlapping jurisdictions, and to barriers
raised by citizens (known as NIMBY). All of this translates into additional costs that
ultimately get passed on to the consumer.”*¢ That report concluded that, “The permitting
process in California is in general detailed and complex. The permitting process for
petroleum product storage facilities is particularly challenging for permit applicants and
permit writers. The potential benefits of streamlining the permitting process for petroleum
product storage facilities include an increase in petroleum storage capacity, which would
improve fuel supply reliability throughout the State.” They made numerous
recommendations, including: additional training and technical assistance services
(including for the California Environmental Quality Act), timelines and milestones,
independent reviews, and inter- and intra-agency coordination.

o California would also need to assume pricing risks (just as the Federal government does
for the U.S. Strategic Petroleum Reserve); decisions would need to be made of when to
buy and when to sell. The challenges will remain in obtaining permits for tanks and
maintaining product quality, emission factors, and product stability over time (as fuel
cannot simply be left in tanks for years).

o How California would establish such a program and how it could potentially reduce
private storage are key issues that would also need to be reexamined before rendering
judgment on whether this could help limit the height and duration of price spikes. Such a
program may only have a temporary effect, especially if it serves to reduce or eliminate
private storage.

o If this proposal is intended to mean minimum inventory levels, whereby the State would
require each seller to hold a certain amount of inventory, WSPA would be concerned
that this could reduce the amount of gasoline available to market participants to address
periodic supply imbalances. Minimum inventory levels may also have major drawbacks.

35 “Feasibility of a Strategic Fuel Reserve in California,” Commission Report, CEC July 2003 P600-03-013CR
36 “Permit Streamlining for Petroleum Product Storage,” Draft Consultation Report, April 2003 P600-03-006D
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As the CEC previously identified,*” limiting the draw-down level for current in-service
storage tanks will decrease working storage capacity, impeding the operational
capability of refiners and marketers. It may also reduce strategic inventories by traders
and non-refiners — a consequence of which should be evaluated by the CEC. Minimum
inventory holdings may warrant the construction of new storage tanks, though doing so
is already a difficult regulatory endeavor. Further, since reformulated gasoline tends to
be more difficult to inventory, firms will tend to avoid inventories of it and could obfuscate
the market from running storage efficiently. This may actually serve to increase market
volatility. In addition, “Boutique fuels increase the problem of storage by eliminating
pooling. By proliferating fuel types, the amount of storage needed to prevent significant
price spikes rises. Storage works like insurance: it reduces costs to be large. By dividing
the nation into many smaller, separate fuel types, we increase the costs of storage and
reduce its effectiveness.”® It would likely also not prevent market volatility.

e Increase ethanol blend requirement — WSPA understands that CARB is still in the process
of reviewing the required multimedia analysis. Amongst the factors to consider with this
potential option are that:

o While this proposed policy option could enable an expanded supply of lower-carbon
gasoline provided any issues with a “blend wall” can be addressed; once available, it
would not prevent market volatility.

o Ethanol blending supports market-based mechanisms that promote lowering the carbon
intensity (Cl) of fuels. Feedstock availability is critical to growing the supply of lower-Cl
biofuels and policies should support the co-processing of traditional and biofeedstocks;
any artificial constraint — such as instituting an arbitrary cap on biofuel-based feedstocks
in the LCFS program — would also limit ethanol blending in addition to constraining the
supply of products like renewable diesel.

o Increased ethanol blending requirements could also result in compatibility issues at retail
sites, such as for piping connections, which should be considered.

e Regional blends — WSPA is not sure if this means requiring the sale of CARB reformulated
gasoline in Arizona and Nevada, or something entirely different. The different fuel
specifications in Arizona and Nevada likely do not create market volatility, as the gasoline
delivered here is not the same California reformulated blend sold in California. In any event,
we see no evidence that Arizona and Nevada consumers would agree to pay much more for
a different gasoline specification that is otherwise not required for air quality compliance in
those states, or that those states would allow such a strategy in the first place.

e Non CARBOB blends — WSPA is also not sure what this means. If it means that non-
CARBOB gasoline should be allowed to be imported into California during market volatility, it
fails to address the insufficient capacity in the Pacific Northwest to surge imports into
California in the initial days of a market disruption. Further, there is no spare barge or Jones
Act vessel capable of moving large quantities of incremental barrels that were not previously
planned as part of another supply obligation. This proposed option would likely not prevent
or significantly mitigate market volatility. If it implies that non-CARBOB blends would be
allowed, WSPA is concerned with how this could impact the integrity of California’s gasoline

37 “Market-based Policy Concepts Overview & Issues” staff presentation to Petroleum Market Advisory Committee,
August 16, 2016
38 Congressional testimony of R. Preston McAfee, May 2, 2002.
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system; preventing contamination of tanks, valves and pipelines could be both costly and
time consuming.

e Large-scale shift to a public utility model — If this potentially means California would take
over in-State refineries, this would almost certainly constitute a substantial taking requiring
just compensation.

o

Electric and natural gas utilities are natural monopolies that compel a single operator to
avoid the deployment of multiple transmission and distribution systems into a single
home or business. The transportation fuel market is not a natural monopoly as it allows
for separately operated product distribution systems.

This would be anti-competitive and signal the State’s deliberate acceptance of market
monopolies. This is not allowed under existing State statutes and has been proposed
(and failed) in the past.

California taxpayers may not be amenable to purchasing refineries and taking on all
associated liability.

Perhaps most significantly, even this radical step would likely not prevent market
volatility. A State monopoly on petroleum refining and supply would not address the
supply and infrastructure challenges inherent to the California system, nor would it
prevent unplanned equipment failures that lead to temporary supply disruptions, nor
would it address continued demand by California consumers for petroleum fuel supply
for the decades to come. It should also be noted that price controls implemented in other
regions have failed to provide lower costs and needed energy investments.3°
Additionally, California’s insurance market may provide a cautionary tale regarding price
controls. California law requires insurers to have their proposed rates approved by the
Insurance Commissioner before they can charge policyholders. Because of rising costs,
insurers have applied to charge substantially higher rates and have generally been
denied. As a result, some larger insurers recently stated that they would stop insuring
new policyholders in California. A cost-controlled model could similarly challenge the
viability of the gasoline-refining industry in the State.

e More imports — if this potentially means adding more marine terminals, WSPA questions
whether this would be achievable given known regulatory constraints and anticipated local
opposition. As discussed above, CARB’s recent At-Berth Regulation still provides no
permanent path to compliance for petroleum tankers, and only incentivizes fewer port visits,
not more.

O

If this potentially means more rail shipments, we question whether there is sufficient rail
capacity and availability to absorb the additional supplies into California. The CEC’s
2009 IEPR recognized the constraints additional imports would place on California’s
transportation fuels system: “Reliance on foreign oil imports increasingly puts the state’s
fuel supply at risk, not only because of security and reliability concerns, but also because
the marine ports are not expanding to meet expected growth in demand...The Energy
Commission forecasts that crude oil imports will continue to increase, requiring
expansion of the existing crude oil import infrastructure. This infrastructure is critical in
ensuring a continued supply of feedstocks to enable refiners to operate their facilities
and maintain a reliable supply of fuel for California and neighboring states.” The report
continued by focusing on Southern California constraints, noting “To add further strain,

39 https://www.nbcnews.com/id/wbna12690142
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especially in Southern California, staff expects the increased imports of crude oil to
result in a greater number of marine vessels arriving in California ports, with 46 to 272
additional arrivals per year by 2030. Additional storage tank capacity beyond that
already identified as part of the Berth 408 project must be constructed to handle the
incremental imports, and it is unclear where these can be located given the competition
for land in and around the ports.”

o Whether we are describing imports from other states or overseas — or crude oll,
intermediates or finished gasoline components — California would need significant
upgrades to infrastructure and outlet logistics to manage the flexibility. This includes
increasing options for exports, more pipelines, and adding storage capacity. Pipeline
infrastructure is already at-risk given the known permitting, investment, and construction
challenges.

o As it works on the SB X1-2 Transportation Fuels Transition Plan, we urge the CEC to
consider these infrastructure limitations and how the introduction of renewables places
strain on the California supply chain. This supply chain has had decades to optimize the
supply of fossil fuels and is now being expected to react at record pace to facilitate the
introduction of renewables. Moving too quickly without the infrastructure to support new
fuel products, or lacking a reliable supply of existing fuel products, could leave California
at risk of more frequent transportation fuel supply shortages.

o Export pipeline modifications — WSPA is also unsure what this means. If it means
reversing the flow of pipelines to Arizona and Nevada, this would be infeasible.

o Rail — If this is intended to capture the development of rail transloading sites in California
by the State to enable shorter duration resupply options to refiners and marketers, it may
enable market volatility to be alleviated more rapidly compared to resupply from foreign
sources via marine vessels. This would also be beneficial to the State for emergency
planning purposes in the aftermath of a catastrophic event (e.g., an earthquake that
shuts down in-State refining capacity in either Northern or Southern California).
However, rail transport would likely require a vapor disruption unit to be able to move the
product from one tank to another, which would be quite laborious and resource
intensive.

o Jones Act — If this concept is suggesting an elimination of the Jones Act, then domestic
marine movement costs could be reduced. However, the federal Jones Act is not the
cause of California gasoline costs, nor is it within the State’s jurisdiction to repeal or
amend.

o Some State-managed imports — If this concept infers that the Department of General
Services starts purchasing fuel from foreign producers to sell to California consumers,
WSPA urges that the State consider where that fuel could be off-loaded, into whose
storage tanks, and how the fuel would get to retail locations. Again, regardless of
whether some fuel imports are managed by the State, we would not expect this step to
have any effect on the ongoing fuel supply infrastructure issues discussed above.

Other Policy Options That Should Be Considered

Permit streamlining — Additional transfer, storage and related infrastructure would be needed to
accommodate the anticipated growth of imported fuel supplies — particularly if California
continues to disincentivize and/or artificially constrain in-State production and refining — as a
replacement resource. This would include modifications to, and additions of, marine terminal
infrastructure and, potentially, rail infrastructure (for additional renewable fuels and associated
feedstocks) for gasoline and jet fuel. We would suggest that the CEC consider supporting
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streamlining and/or consolidation of the permit processes needed to get the necessary fuel
supply infrastructure in place.

The 2005 IEPR called for “improving and expanding petroleum infrastructure to meet
California’s needs in the next 20 years.” It found that “regulatory and permitting coordination
among a potpourri of local, state, and federal agencies presented a barrier to infrastructure
expansion” and recommended “initiating an effort to identify and develop permitting guidelines
for petroleum infrastructure projects, with no reduction in environmental standards.” The 2005
IEPR further recognized that regulatory challenges at the State, regional, and local government
levels delayed permitting of transportation fuel facilities. However, “[m]ost of the problems can
be addressed by 1) clearly and accurately defining the issues and 2) balancing competing
interests when designing/maintaining environmentally and technologically robust and safe
infrastructure. There is industry and agency acknowledgement that better coordination and
information transfer will facilitate permitting.”

There is industry and agency acknowledgement that better coordination and information transfer
will facilitate permitting. Amongst the recommendations to address permitting challenges from
the 2005 IEPR were: 1) identifying key responsible trustee, and cooperating agencies; 2)
providing timely CEQA/NEPA documentation consultations and comments to facilitate lead
agency decision-making that may expedite the issuance of permits; 3) partnering by agencies
and private actors during preparation of environmental documents and project permitting
processes; 4) coordinating agency review of projects and/or environmental documents to avoid
duplication of effort and expedite decisions; 5) establishing an interagency workgroup group to
inform agency staff on the policy implications of particular projects or activities; 6) establishing,
coordinating, and adhering to project timelines and milestones; 7) considering expedited agency
reviews or permit applications when appropriate and feasible; 8) considering approval and use
of master plans, rather than per-improvement requirements; 9) ensuring adequately trained staff
(including those trained with energy facility siting experience); 10) clearly identifying a “chain of
command;” and 11) creating and using clear criteria for regulatory decisions, amongst others.

Incentives for use of California-produced crude — California policies that push for setbacks and
other crude producing restrictions will limit options for local crude and result in the same
adverse impacts associated with increased importation of foreign crude and/or refined products.
For this reason, we would also recommend that the CEC consider supporting incentives for
local crude production here in California. Local production would not only avoid the emissions
associated with transport of oil and finished products, but would also continue to support good
paying blue-collar jobs in the State.

In conclusion, any proposed intervention that entails an increased regulatory burden on refiners,
importers, or other market participants will likely raise barriers to local production and refining
here in California, disincentivize investment in needed additional supply infrastructure,
discourage additional production and long-term commitment to the California markets, increase
reliance on foreign imports and the greater emissions they would cause, fail to address
Californians’ continuing demand for refined petroleum products over the next several decades,
and only worsen the existing negative constraints on transportation fuel supply that will
ultimately drive gasoline prices up, not down. This has historically been true for the LCFS and
gasoline taxes, and it would certainly be the case for any proposed penalty on gasoline margins.
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The CEC should partner with the industry to reduce regulatory barriers that keep gasoline prices
high and exacerbate natural factors that cause price spikes.

“Have other costs been particularly problematic for stable prices for retailers or
producers of fuels?”

First, it is important to note that transportation fuel prices are never “stable” in an openly
competitive market. Prices in the California transportation fuels market are influenced by a
multitude of global factors beyond the control or influence of any one business, industry, State
agency or governmental body. These factors include the global prices of crude oil, levels of
crude oil exploration and extraction, international shipping rates, the availability of international
fuel supply for importation to California, the number and intensity of competing buyers for the
same crude oil supplies and/or refined products, available refining and storage capacity in
different regions, global demand for passenger and light/heavy-duty vehicles, the costs of
refining or importing fuels meeting the California reformulated gasoline standards, pipeline
capacity, weather impacts, and foreign events/conflicts that disrupt commodity supply. Similarly,
transportation fuel costs are never “stable” due to numerous local and regional factors, including
the availability and prices of marine/rail and pipeline transport, costs of meeting applicable
regulatory requirements, applicable taxes and fees, costs and availability of labor, the capacity
and durability of fuel supply infrastructure, the degree of isolation of a market from out-of-State
markets and their capacity to quickly resupply during local supply disruptions, and individual
pricing decisions made by thousands of wholesalers and retailers on a day-to-day basis.

Wholesale fuel cost escalation typically occurs in the aftermath of significant unplanned
outages, a reflection of increased supply scarcity, providing a necessary incentive to attract
incremental supplies of costlier imports to enable the alleviation of any temporary supply
tightness. If fuel prices were set to fixed or artificially capped levels, fuel providers outside the
State may have little or no incentive to periodically send transportation fuel to California to take
advantage of favorable market prices. Under the free market model, supply and demand result
in encouraging investments for more supply and/or reduce demand by lowering consumption.
California must recognize that, if policies are implemented to simply eliminate fossil fuels in the
State as quickly as possible, investments are thereby discouraged at all levels of the
conventional fuels supply chain. We are already seeing these policies implemented by multiple
local jurisdictions across California that are adopting local ordinances?0:41:42:43.44,45.46 o
moratoriums,*” or considering similar motions,*® prohibiting the development of new gas
stations. Such measures likely only serve to force investment out of the State, thereby artificially
reducing competition.

40 https://petaluma.granicus.com/MetaViewer.php?view_id=31&clip_id=3218&meta_id=483708

41 https://napavalleyregister.com/community/calistogan/news/city-of-calistoga-approves-gas-station-
ban/article_105c83fd-3b37-51b0-a886-06248936a3d0.html#tncms-source=signup

42 https://legistarweb-production.s3.amazonaws.com/uploads/attachment/pdf/1292848/6L_Ordinance_Gas_Ban.pdf
43 https://www.jurupavalley.org/AgendaCenter/ViewFile/Agenda/_08032022-520

44 http://santa-rosa.legistar.com/gateway.aspx?M=F&|D=c127403c-d5c1-428d-9d38-04b715fff38a.docx
45 https://legistarweb-
production.s3.amazonaws.com/uploads/attachment/pdf/1619091/ord731_Gas_Station_Prohibition.pdf
46 https://www.marinij.com/2022/11/22/fairfax-bans-new-and-expanded-gas-stations/

47 https://lwww.cityofamericancanyon.org/home/showpublisheddocument?id=18832

48 https://clkrep.lacity.org/onlinedocs/2021/21-0533_mot_05-18-21.pdf
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In addition, other costs have increased too. In July 2023, consumers paid 27.2% more for
natural gas in the Los Angeles area*® and 29.7% more in the Bay Area®® than the national
average. The industry has been impacted by a multitude of costs to operate a refinery, supply
racks, and stations with long lead times for materials, higher employee costs, higher
constructions costs, etc. With the Consumer Price Index for the West consistently experiencing
double digit differences between the average for U.S. cities, these costs impact all
manufacturing as well as refiners.®!

“Are refineries expecting any new or exacerbated distribution bottlenecks for logistics
outside the refinery gates?”

e Shipping constraints at marine terminals, through the Panama Canal, and the general
availability (or unavailability) of specialized ships create logistical bottlenecks as described
above. Freight costs have also skyrocketed, creating another barrier for imports (and
resulting in high costs on the West Coast for gasoline shipped in from overseas).

o Also, as discussed above, CARB’s recent amendments to its At-Berth Regulation provide no
permanent compliance path for petroleum tankers in California due to its requirement that
tankers install emissions control equipment not yet demonstrated in practice for tankers. As
such, many petroleum tankers may be forced to limit their visits to California ports and
terminals in an attempt to comply with the amended Regulation as soon as 2025. We are
concerned that, until and unless the Regulation is further amended to provide a clear
compliance path for tankers that does not artificially limit vessel visits, it will continue to be a
barrier to marine imports of crude oil, refined transportation fuels, and renewable fuels into
California.

e Finally, as discussed above, we believe the CEC should consider measures to encourage
increased domestic production and refining, as this local and lower-cost product competes
more effectively and avoids the increased emissions associated with importing crude oil
and/or refined product.

“How do local air pollution district rules influence site operations and how are they
interacting with other state programs?”

Local air pollution control regulations can yield marginal emissions reductions at facilities, but
can also come with exorbitant cost requirements for impacted refiners, and can disincentivize or
even punish increased fuel supply into the market. These regulations can directly influence
business decisions regarding potential refinery consolidation or relocation outside California,
activities that are both counter to the State’s statutory charge to ensure “adequate and
affordable fuel supplies for California motorists and businesses.”

As noted above, refineries compete for internal capital with other refineries that a company
owns throughout the country. When an air regulation mandates a rigorous new emission
standard, even if it only produces a very tiny reduction in ambient emissions, the investment
required to bring facilities into compliance can range into the hundreds of millions of dollars for
that marginal reduction. Companies must make internal decisions on whether such massive
investments are economically feasible for their California facilities. Further, if the State expects

49 https://www.bls.gov/regions/west/news-release/averageenergyprices_losangeles.htm
50 https://www.bls.gov/regions/west/news-release/averageenergyprices_sanfrancisco.htm
51 Consumer Price Indexes Pacific Cities and U.S. City Average - July 2023 (bls.gov)
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to rely on more marine imports, doing so could be extremely difficult in Southern California if the
South Coast Air Quality Management District’s Indirect Source Rule is approved at year-end.
That rule could potentially limit the import (and export) of goods from the ports of Los Angeles
and Long Beach in an effort to address mobile source emissions — despite the fact that all port
operations-related emissions sources are currently regulated by international treaties, federal
law, State regulations, port policies, tariffs and leases.

Permitting delays at local air districts can have a negative impact for improvement projects, and
the associated emission reductions, at various facilities as well. The resulting regulatory
uncertainty can lead to reduced investments in critical infrastructure projects, hurting progress
on achieving air quality goals. This is a significant issue the State should help address.

Local air district rules also affect in-State production. Kern County’s drilling permit program
includes the highest air quality mitigation fees for drilling a new well (because mitigation requires
zero emissions). The San Joaquin Valley Air Pollution Control District’s air quality fees for
continuous operations and operational equipment also contribute to one of the highest
expenses for companies to comply with. This is in addition to the federal Environmental
Protection Agency’s Title V permit program requirements.

“Alkylate has been brought up as a primary blending component for gasoline production.
Please describe the supply chain for obtaining this material and why has it become more
valuable in recent years. Are other blending components similarly situated?”

When refineries have unplanned downtime that impacts octane balances, Alkylate can
sometimes facilitate additional blending of components into finished CARB fuels that would
otherwise need to be exported (i.e., Alkylate can quickly swell the production of gasoline).

Alkylate is a type of gasoline blending component with more desirable properties (such as low
sulfur and high octane) that enable refiners to meet stricter CARB reformulated gasoline
standards and produce sufficient volumes of premium gasoline to meet consumer demand.
Alkylate has increased in value in recent years due to such factors as: growing demand for
premium gasoline to meet increased sales of higher-performance vehicles, implementation of
the Tier 3 regulations requiring refiners to reduce gasoline sulfur content that has a tradeoff of
lower octane values for some blending components, and inadequate U.S. refining capacity to
upgrade lower-octane blending components.

Most California refiners operate alkylation units to meet most of their needs to achieve CARB
gasoline standards and produce sufficient volumes of premium gasoline. Alkylate is the
predominant type of gasoline blending component imported into the State due to its versatility
and availability in southeast Asia and India.

The “supply chain” for obtaining imports of blending components, renewable fuels, and refinery
feedstocks usually involves marine movements, except for ethanol imports via rail tank car.
Consequently, this type of chain is vulnerable to: shipping availability and rates, international
competition for more desirable components (such as alkylate), and impediments to California
marine infrastructure lease renewals and local opposition for industry attempts to expand said
infrastructure to meet changing market needs.

Western States Petroleum Association 1415 L Street, #900, Sacramento, CA 95814 (916) 835-0450 wspa.org





Page 25 of 25

SUMMARY

The comments described above are certainly not an exhaustive list of every issue WSPA
members have relating to the SB X1-2 Transportation Fuels Assessment Workshop, or
regarding the implementation of SB X1-2 generally. WSPA reserves its right to supplement
these comments as additional or different issues arise in the course of implementing SB X1-2
and in the CEC’s further consideration of whether a refining margin cap would benefit California
consumers or the California transportation fuels market. We would also reserve the right to
submit additional comments in the context of any formal rulemaking process CEC decides to
conduct as part of its consideration, and we would continue to strongly encourage a formal
rulemaking for the benefit of CEC, the stakeholder, and California consumers.

We would like to work with the State to identify ways to encourage investment in state-of-the-art
lower carbon crude oil production, enhance in-State refinery capacity and critical supply
infrastructure, eliminate unnecessary burdens on businesses and, most importantly, create a
foundation of mutual respect and collaboration that allows us to work together to help all
Californians figure out what needs to be done to ensure that this critically important and
complex transportation fuels system works for every Californian.

Thank you for considering our comments. We look forward to working with the CEC to provide
ongoing input. Please do not hesitate to contact me at (916) 835-0450 or creheis@wspa.org
with any questions, or Tanya DeRivi on my staff, who can be reached at (916) 325-3088 or at
tderivi@wspa.org.

Sincerely,

(Sl Tt

Catherine H. Reheis-Boyd
President and CEO

CC: The Honorable David Hochschild, California Energy Commission, Chair
The Honorable Siva Gunda, California Energy Commission, Vice Chair
Drew Bohan, California Energy Commission, Executive Director
Shant Apekian, WSPA
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Confidentiality Statement

The information and methodologies outlined in this presentation are proprietary and their expression in this document is
copyrighted, with all rights reserved to HSB Solomon Associates LLC (Solomon). The methodologies may not be used
without prior written permission.

Comparative Performance Analysis™ (CPA™), Performance Excellence Process™ (PEP™), Q1 Day 1™, EDC®, EII®, CWB®,
Action from Insight®, and other marks are registered and proprietary trademarks of Solomon. The absence of any indication
as such does not constitute a waiver of any and all intellectual property rights that Solomon has established.
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Key Takeaways

 California (CA) Refiners have faced growing operating cost pressures since 2000
- Personnel, maintenance, and materials costs have increased by 0.5 2 2x

* CA Refiners’ margins - gross and net - have eroded since 2000 due to crude price
and increased operating cost pressures

- Crude market pricing impacts both refining margins and, depending on market dynamics,
“pump prices” for consumers

e Crude is a global commodity and replacing CA crudes increases costs
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About the Data

* Represents a composite of California refinery data from participants in the
Solomon’s Fuels Studies*

* “Indexed” data = Composite Actuals in the study year divided by the Composite
Actuals in 2000

* “Adjusted for Inflation” = Composite Actuals in each respective study year
expressed in 2000 dollars using the US CPI data from:
- https://www.usinflationcalculator.com/inflation/consumer-price-index-and-annual-percent-
changes-from-1913-t0-2008/

* Costs for blending ethanol and renewable diesel are not included as most of this
blending is done outside the refinery gate

* The cost paid for raw materials includes delivery cost to the refinery

* The value received for products is determined as the products leave the refinery

*Worldwide Fuels Refinery Performance Analysis (Fuels Study)
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Represents a composite of California refinery data from participants in the Solomon Fuels Studies

Represents a composite of California refinery data from participants in the Solomon Fuels Studies



CA Refiners’ Gross Margin

Value of All Products Less Cost of Raw Materials
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Gross Margin Index = Gross Margin in Year/Gross Margin in 2000, adjusted for inflation
Blue Dashed line indicates preliminary 2022 value
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2020

2025

Solomoninsight.com

CA Refiners’ Gross Margin trend
(red dashed line) is flat from
2000 - 2022

Benefits in “up years” have
been offset in the "10s by
lower margins in subsequent
years

Some of the reasons “why” are
described in the following
slides
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CA Refiners’ Net Margin

Revenue Less Raw Materials’ Costs and Total Operating Expense

200 A
o ; * CARefiners’ Net Margin trend
B i (red dashed line) has declined
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@ I « In 7 of 12 studies since 2000,
z . Net Margin was less than
S 2000’s Net Margin
g * Net Margin was negative in
’ | 2020, before rebounding in
o 2022

1995 2000 2005 2010 2015 2020 2025

Net Margin = NCM Index - NCM in Year/NCM in 2000, adjusted for inflation
Blue Dashed line indicates preliminary 2022 value
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CA Refiners’ Non-Energy Operating Costs

Total Operating Costs, Excluding Energy
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Non-Energy Operating Cost Index = Non-Energy Operating Cost in Year/Non-Energy Operating Cost in 2000, adjusted for inflation
Blue Dashed line indicates preliminary 2022 value
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CA Refiners’ Maintenance Costs

Maintenance Costs, Personnel and Materials
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CA Refiners’ Personnel Costs

Total Personnel Costs
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Overall Personnel Cost Index = Personnel Cost in Year/Personnel Cost in 2000, adjusted for inflation
Blue Dashed line indicates preliminary 2022 value
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Personnel costs are also a
subset of Non-Energy
Operating Cost

Even after eliminating
inflation, refinery personnel
costs have increased by
~60% since 2000

This cost includes company
and contract personnel costs
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CA Refiners’ Energy Costs

Natural Gas and Electricity Needed to Operate Refineries

160 1 * With inflation’s impacts
excluded, energy costs are
! the one category of refinery
! operating expense that has
0 ! not increased since 2000
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* Refiners’ have invested to
improve energy efficiency
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Energy Cost Index
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a portion of the non-energy
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Energy Cost Index - Total Energy Costs in Year/Total Energy Cost in 2000, adjusted for inflation

Blue Dashed line indicates preliminary 2022 value
Proprietary
© 2023 HSB Solomon Associates LLC Solomonlnsight.com \{/\y SOLOMON 10





CA Refiners’ Costs to Produce Transportation Fuels (Costs)

Costs to Produce Gasoline, Jet & Diesel
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CA Refiners’ Inability to Recoup Increases in Costs

Net Margins vs Costs to Produce Transportation Fuels (Costs)
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300 -

]
]
200 !

,
150 - ,i

'y
Y
1!

Net Cash Margin Indices
w1
o

0 ' ' ' ' ®

.50 A
1995

2000 2005 2010 2015 2020

—Costs — Net Margin

Values are indexed to NCM and Costs to Produce Transport Fuels in 2000 and adjusted for inflation

Proprietary
© 2023 HSB Solomon Associates LLC

2025
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Refiners are often unable to recoup
the increases in their Costs

For example, margins remained low
from 2008-2014 as crude prices
were consistently high (prior slide)
The 2016 margin improvement was
linked directly with the steep crude
price decline

2020’s Net Margins were negative
despite the Costs being at ~parity
with 2000’s costs

Costs and margins rebounded in
2022
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California Crudes’ Utilization has Declined

Portion of Crudes Processed that were Produced in California
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The portion of CA crudes
processed by CA refiners
has declined from ~45% in
the early 2000’s to ~10%
in 2022

Crude quality impacts
aside, Costs will tend to
increase when importing
more crudes to replace
domestic California crude
(see next slide for
explanation)
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Imported Versus California Crudes

e Crude is a global commodity but importing crude increases costs

* For example, a California refiner may be able to source a similar-quality barrel of
crude from other parts of the world to replace San Joaquin Valley (SJV)

* While the price of crude in these other locations may be ~ the same as SJV in
California, the logistics costs are very different*

- SJV via pipeline to California refiners is ~1 USD/bbl (lowest costs & risk vs waterborne)
- Crude from the North Slope of Alaska ~5 USD/bbl

- Crude from Brazil via ship ~4-5 USD/bbl

- Crude from the Middle East via ship ~5-6 USD/bbl

* Importing replacement crudes increases inbound logistics costs and generally
increases refiners’ costs

* Based on industry general marine freight costs
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Key Takeaways

 California (CA) Refiners have faced growing operating cost pressures since 2000
- Personnel, maintenance, and materials costs have increased by 0.5 2 2x

* CA Refiners’ margins - gross and net - have eroded since 2000 due to crude price
and increased operating cost pressures

- Crude market pricing impacts both refining margins and, depending on market dynamics,
“pump prices” for consumers

e Crude is a global commodity and replacing CA crudes increases costs
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Contact Us

Todd Miner Diogo Carvalho

Managing Advisor Vice-President, Commercial, Americas

Phone +1.832.696.4641 Phone +1.949.505.2994

Email  Todd.Miner@Solomoninsight.com Email  Diogo.Carvalho@Solomonlinsight.com

<%

SOLOMON Dallas: One Lincoln Centre | Suite 1400 | 5400 LBJ Freeway | Dallas, Texas 75240
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’e WSPA

Sophle Ellinghouse
Vice President, General Counsel & Corporate Secretary

December 12, 2023

California Energy Commission Uploaded/E-mailed to docket@energy.ca.gov
Docket Unit, MS-4

Docket No. 23-OIIP-01

715 P Street

Sacramento, California 95814

RE: WSPA Comments on SB X1-2 Workshop on Maximum Gross Gasoline Refining Margin
and Penalty [Docket #23-OlIP-01]

Thank you for the opportunity to comment on the California Energy Commission’s (CEC)
November 28, 2023, workshop to “explore potentially establishing” a maximum gross gasoline
refining margin and penalty per Senate Bill (SB) X1-2 (2023). The statute is clear that the CEC
shall not set a margin cap or penalty unless it finds that the likely benefits to consumers
outweigh the potential costs to consumers and will “not lead to a greater imbalance between
supply and demand” nor “lead to higher average prices at the pump on an annual basis.”* We
urge the CEC to do its due diligence — including determining the multiple factors that have long
contributed to supply and pricing issues in California, and assessing whether a cap would
exacerbate problems for consumers, the market, and California itself. We believe it would.

The Western States Petroleum Association (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. 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.

In responding to comments made and information presented at the November 28 workshop, this
letter: (1) reiterates requirements in place to prevent disclosure of market-sensitive information
and explains why refiners did not appear individually; (2) provides historical context for the
CEC’s decisions about whether or not to impose a penalty; (3) provides an overview of a
literature review of the economic and policy impacts of regulatory intervention on fuel prices;
and (4) responds to stakeholder roundtable questions from the workshop. WSPA would be
happy to provide any further information or context that the CEC requests to answer the
important questions it faces.

ONGOING NECESSITY FOR THE CEC AND INDIVIDUAL COMPANIES TO PROTECT
COMPETITIVELY SENSITIVE INFORMATION

California law has long recognized the critical need to prevent public disclosure of business
information that is required to be reported to the State, but which could cause adverse effects to
market competition or harm to businesses if disclosed. The State Legislature strongly reaffirmed
this principle in SB X1-2, which specifically addresses the confidential treatment, aggregation, or

! Cal. Pub. Res. Code (“PRC’) § 25355.5(e)
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anonymization of information if public disclosure of that information would: 1) “result in unfair
competitive disadvantage to the person supplying the information;” or 2) “adversely affect
market competition.”> Moreover, SB X1-2 amended and further strengthened the confidentiality
provisions of California’s Petroleum Industry Information Reporting Act of 1980 (“PIIRA”) to
provide that information submitted to the CEC pursuant to SB X1-2 “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 conditions.”®

Other provisions of SB X1-2 presume the confidentiality and prohibit the public disclosure of
information regarding transportation fuel sales prices and contracts (including gasoline prices
charged by retailers by location and gasoline grade),* related “business affairs and trade
secrets” provided to the state in preparation of annual gasoline price reports,® and refineries’
maintenance and turnaround planning.® Still other provisions presume the confidentiality and
prohibit the public disclosure of matters regarding crude oil transport and require aggregation of
any such information publicly disclosed “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.”” Such information, if publicly disclosed in an unaggregated format, could be
misused by a business’ competitors to harm the business, and could lead to adverse
anticompetitive impacts in that market sector generally.

Accordingly, both Federal and State law recognize that certain information is inherently sensitive
and should be protected from public disclosure. This information includes, for example, any
price, cost, output, or strategic information that is likely to be confidential in nature and,
therefore, a competitive concern. There are also multiple safeguards in place — not only PIIRA
and the relevant provisions of SB X1-2, but also various other Federal and State antitrust and
competition rules — to protect this sensitive information and to prevent anticompetitive practices.
Release of such information could harm an individual company, a competitive market, and
ultimately, California consumers.

There is, therefore, little that an individual refiner could share about how it might react to a CEC
penalty without risking harm to market competition. Competition in the refining sector is critical
to providing high quality transportation fuels at the lowest possible prices, and each refiner has
a different strategy for how to compete. When it comes to pricing, for example, costs to acquire
crude oil, transport it, produce gasoline, and then distribute and market it throughout California
depend on the unique business circumstances of each individual company and thus are not
uniform. The respective California markets each company chooses to serve similarly have
unique facts and circumstances. This is in part why individual companies have their own
sensitivities and tendencies when competing for consumers, who have choices in this market
(unlike, for example, their regulated electric service provider — which operates as a monopoly).
This dynamic means that each refiner has a unique and competitively sensitive market strategy

2 Pub. Resources Code §§ 25354(f)(2), 25355.7(c), 25364(b), and 25372.4(a); see also id. §§ 25355(c), 25371.2, and 25372.4(c)
(requiring aggregation of data gathered or reported by the CEC); id. §§ 25354 (n)(1) and uncodified Sections 11 and 12 of SBX1-2
(declaring information submitted to the CEC exempt from the Public Records Act and Article |, Section 3 of the California
Constitution)

3 Pub. Res. Code § 25364(b). Elaborate procedures to prevent the disclosure of unaggregated information are set forth in
subsections (c) through (i).

4 Pub. Res. Code § 25355.7.

51d.

6 Pub. Res. Code § 25354(n)(1).

" Pub. Res. Code § 25354(f)(2).
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that it cannot discuss in public without some risk of anticompetitive harm. It is better for the
competitiveness of the market (and, in turn, for consumers) for industry participants to speak
through WSPA about matters that affect all refiners in common.

In addition, individual WSPA members have their own reasons to avoid discussing potentially
market-sensitive information in a public setting, including at this most recent CEC workshop.
Because release of any business confidential or trade secret information can hurt a company’s
business position and diminish any earned advantage over competitors, nearly all companies
will take pains to preserve the confidentiality of that information. That is why PIIRA provides
protection for refiners when they turn over this type of information to the CEC.

Knowledgeable about this context, the CEC understands that the release of competitively
sensitive information could damage a company if it were to be disclosed, and therefore must
provide protection as outlined in State and Federal laws. CEC Executive Director Drew Bohan
recognized this during the workshop, noting “...the industry is opaque, partly by design,
because we don’t want industry players to know what their competitors are doing, because that
could have a negative impact on prices.”®

Even broad statements that refiners might be asked to make at a public event like the
November 28 workshop could have the effect of summarizing, analyzing, and disclosing the
vast amount of confidential information that they turn over to the CEC on a daily, weekly,
monthly, and yearly basis under PIIRA, and would risk both competitive disadvantage and
harms to the market. As the CEC continues to collect an enormous amount of information from
WSPA members, any public disclosure of that information, including in summary format in
response to questions posed at public meetings such as this workshop, could result in an unfair
competitive disadvantage to the member supplying the information and to adversely affect
market competition, contrary to the mandate of SB X1-2.

Accordingly, while refiners will of course cooperate with any CEC regulatory process to the
extent doing so will not result in a competitive disadvantage or market harm, they will opt to
participate through WSPA where necessary to avoid being placed in such a position.

A HISTORICAL CONTEXT WORTH REPEATING

WSPA has written in the past to address the causes of price spikes and the history of the
refining industry in California, but this context is critical background for the CEC before it makes
any decision in this matter and is accordingly worth repeating here. In particular, WSPA
previously detailed why California has become a “fuel island,” with policies intended to reduce
the State’s supply and consumption of fossil fuels — even as these fuels remain in high
demand.® As a result, there are strong disincentives for companies to make long-term
investments necessary to maintain California’s current level of refining capacity. The State is
now — by design'%1:1213 _ ynable to supply all its own gasoline to meet consumer demand,

8 CEC Event Recording, November 28, 2023, at 09:07 mark

® Western States Petroleum Association Comments on Transportation Fuels Assessment Report Workshop filed September 11,
2023 at https://efiling.energy.ca.gov/GetDocument.aspx?tn=252218&DocumentContentld=87224

0 https://www.gov.ca.gov/2020/09/23/governor-newsom-announces-california-will-phase-out-gasoline-powered-cars-drastically-
reduce-demand-for-fossil-fuel-in-californias-fight-against-climate-change/

" AB 1279 (2022) at https://leginfo.legislature.ca.gov/faces/billNavClient.xhtmI?bill_id=202120220AB1279

2 CARB 2022 Scoping Plan Update at https://ww2.arb.ca.gov/our-work/programs/ab-32-climate-change-scoping-plan/2022-
scoping-plan-documents

3 CEC Draft 2023 Integrated Energy Policy Report at https://www.energy.ca.gov/data-reports/reports/integrated-energy-policy-
report/2023-integrated-energy-policy-report
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which in turn increases costs for California consumers due to the need to import increasing
amounts of gasoline from out-of-State and foreign markets.

Multiple CEC Integrated Energy Policy Reports (IEPR) over the past two decades predicted that
California would have an increasingly difficult time avoiding market volatility due to the
pressures of diminished local supply in the face of continued strong consumer demand. The
CEC forecasted elevated gasoline costs to consumers in the 2003/2004 |IEPR, given that fuel
prices are driven by these larger market forces of supply and demand. It continued with the
2005 IEPR, which specifically noted that, “California’s petroleum infrastructure operates at near
capacity. Breakdowns and outages at in-State refinery and pipeline facilities quickly tighten
gasoline and diesel fuel supplies and create market volatility. Since California is not directly
connected by pipeline to other domestic refining centers, in-State refiners cannot readily procure
gasoline, diesel, and other blending components when outages do occur. This contributes to
higher and more prolonged price spikes.” The 2009 IEPR further recognized the constraints
additional imports would place on California’s transportation fuels system: “Reliance on foreign
oil imports increasingly puts the state’s fuel supply at risk, not only because of security and
reliability concerns, but also because the marine ports are not expanding to meet expected
growth in demand...The Energy Commission forecasts that crude oil imports will continue to
increase, requiring expansion of the existing crude oil import infrastructure. This infrastructure is
critical in ensuring a continued supply of feedstocks to enable refiners to operate their facilities
and maintain a reliable supply of fuel for California and neighboring states.”

Given these conclusions, the CEC has made several recommendations towards improving and
expanding petroleum infrastructure and facilitating the permitting process for nearly two
decades. Unfortunately, little has been done; instead, California has actively sought to make it
more difficult to domestically source, produce, and transport gasoline to California consumers,
resulting in the need for greater and greater imports of refined transportation fuel from outside
California (and the increased emissions and climate impacts that come with forcing more
imports of refined product). The growing costs of the multitude of California’s policies and
programs are further compounded by multiple layers of Federal, regional, and local regulations;
these add costs and impact a fragile, volatile, and constrained California fuels market.

It is in this context that CEC is now asked to consider the wisdom of margin limits, price controls
and other measures that will have the effect of further limiting local supply of transportation fuels
in California, thus worsening the existing disparities between market demand and local supply
capacity.

ENERGY PRICE CONTROLS HAVE BEEN TRIED BEFORE - AND FAILED

In preparation for this workshop, and this Informational Proceeding more generally, WSPA
commissioned Catalyst Environmental Solutions (“Catalyst”) to conduct a comprehensive
literature review on price controls in energy markets. This information is relevant to the CEC’s
careful consideration of whether attempting to determine price controls at the wholesale, spot,
or retail levels would benefit or harm consumers. The Catalyst broad literature review includes
the economic and policy impacts of regulatory intervention on fuel prices both in the oil and gas
markets globally, and most specifically within the United States.
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The annotated bibliography with a brief policy analysis and summary of the literature was

previously submitted to the CEC' and contained several key findings we highlight here:

o Federal market interventions in the 1970’s and 1980’s, especially under the “Crude Oil Profit
Tax Act of 1980” (Public Law No. 96-223), were ultimately ineffective in lowering consumer
prices.

e Excise taxes aimed at capturing “excess profits” have had the opposite effect: creating
artificial constraints in supply, often resulting in higher prices for consumers.

e Price setting laws and regulations in Hawaii and elsewhere in the United States, as well as
experiments in windfall profit caps in the United Kingdom, have resulted in increases in
demand for foreign crude and refiner products. One study on Hawaii’s price cap, found that
their formula may lead to higher prices in some situations, potentially led to gas shortages,
and decreased future investment.’

¢ Retail price controls (i.e., price setting at the pump) or spot market price controls are usually
out of sync with global crude markets, resulting in hedging and other strategies that increase
consumer costs.

It is worth noting, upon reviewing the literature contained in the Catalyst report, that Federal
“price gouging” laws have previously been proposed in Congress, but have never passed. One
key concern that stymied the passage of these proposals in past Congresses has been that any
Federal regulation of energy prices could have the unintended effect of reducing competition,
promoting dependence on foreign oil, and preventing the private market from operating
efficiently. Indeed, the effect of the 1978 United States crude oil price controls was
monopolization of U.S. crude oil producers, increased dependence on imported oil, and the
subsidization of domestic consumption. The Crude Oil Windfall Profit Tax Act of 1980 was an
excise tax on oil produced domestically; it was found that such taxes increased marginal
production costs, resulting in reduced output and higher prices. The global fluctuation in crude
prices was not easily accounted for in Great Britain’s price cap formula — nor did the gas cap
lower the price of retail gasoline for consumers.

Another concern for California, should the CEC seek to impose margin limits on transportation
fuels, is that margin limits can result in the degradation of a reliable supply of gasoline.
Investment supports a diverse infrastructure needed to be resilient and manage distribution
under a variety of supply challenges due to geopolitics, weather, or unplanned maintenance.

Fortunately, SB X1-2 requires the CEC to gather real-world evidence on whether a cap on
refinery margins could have unintended consequences that would harm California consumers.
The law provides that the CEC “shall not set a maximum gross gasoline refining margin or
accompanying penalty . . . unless it finds that the likely benefits to consumers outweigh the
potential costs,” considering factors such as whether action would lead to a greater supply and
demand imbalance in California’s fuels market or lead to higher pump prices.”'® No analysis can
be adequate and accurate unless the CEC looks at all variables impacting the market, including
land use decisions, the lack of permitting, and regulatory actions. The CEC will not be in a
position to make a well-informed decision, supported by a meaningful and fair analysis, without
considering and analyzing these variables.

4 “Western States Petroleum Association Comments - literature review on Energy Price Controls” filed November 27, 2023:
https://efiling.energy.ca.gov/GetDocument.aspx?tn=253336&DocumentContentld=88551

5 See Catalyst report at Brown, M., Rewey, C., & Gagliano, T. (2003). Findings on Hawaii Gasoline Prices and Policies. Honolulu:
NCSL Energy Program. Retrieved October 2023, from
https://energy.hawaii.gov/wpcontent/uploads/2011/10/HIGasPricesPolicies_2003.pdf

6 PRC Section 25355.5(1) (emphasis added)
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WSPA RESPONSES TO STAKEHOLDER ROUNDTABLE QUESTIONS
“Do the benefits to consumers outweigh the costs?”

The CEC cannot answer this question without first evaluating the potential impacts and any
unintended consequences of adopting a gross gasoline refining margin cap. Only with this
information can CEC then assess, based on actual market evidence, whether a margin cap will
do anything to address the fundamental underlying market reasons for rising prices in California:
i.e., ongoing market volatility due to diminishing supply capacity in a market accompanied by
very strong demand. A cap that only further constricts local fuel supply capacity is no benefit to
California consumers at all.

Yet it was troubling to hear indications by some State policymakers at the workshop that
instituting a margin cap/penalty was seemingly a foregone conclusion — despite a number of
variables suggesting less-than-full consideration of all necessary information, including a mere
three months of data reported. These policymakers and some stakeholders seemed to show
little interest in actually gathering the facts, or in giving the CEC a fair chance to consider those
facts. In fact, the CEC’s ongoing information gathering efforts are happening concurrently with a
significant new CEC staffing effort, and a recently adopted and ongoing rulemaking to seek
clarification of and consistency with the reported data that would underpin such a determination.
Also, the CEC does not yet have the benefit of the yet to be released Transportation Fuels
Assessment or Transportation Fuels Transition Study, and the vast majority of members of the
Independent Consumer Fuels Advisory Committee have not even been appointed to opine on
these critical issues. Indeed, implementing a penalty before the CEC takes these steps runs
counter to what some of these same policymakers previously stated publicly: that the CEC'’s
new authority is significant in nature (as it has been touted as a first-in-the-nation regulation),
that the question itself is very complicated, that the CEC enters the process earnestly and would
seek to tour all of California’s refineries to better understand these complex issues, and that
decisions must be made thoughtfully and in a transparent manner — which requires the CEC to
be objective.

As outlined above, price caps have been tried before. They have failed, and resulted in net
harm to consumers and the transportation fuel sector. Imposing margin limits, while
simultaneously trying to lower prices and expecting the industry to comply with increasingly
stringent regulations (which cost money and resources to implement), results in conflicting and
often contradictory outcomes: i.e., a lack of incentive to continue investing in California’s energy
infrastructure, degrading service quality, a more inefficient market, supply issues coupled with a
greater dependence on foreign oil, and higher costs to comply.

In addition to the fact that margin and price limits have been demonstrated not to work, the CEC
must seriously consider the troubling precedent it would set outside the utility context by
attempting to replace market supply and demand with price setting by government fiat.

“What is the likely impact on gasoline supply?”

As discussed above, chronic structural fuel-supply obstacles that cause price volatility today

remains unaddressed in California. Some of these supply constraints at work — even prior to

instituting any first-in-the-nation regulation capping refinery margins — include the following:

1) Most refineries outside of California do not produce fuels that meet the State’s strict gasoline
specifications, leaving a very restricted set of suppliers who can supplement in-State refining
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capacity. As will be discussed in more detail later, natural geography isolates and
disconnects the West Coast from other supply centers — which adds both time and cost for
out-of-State products.

2) California has become increasingly dependent on the global crude oil market and imported
crude oils — which present efficiency and utilization challenges for in-State refineries.

3) California continues to enact and implement policies that do not promote greater availability
of transportation fuels for Californians and that discourage capital investments in new
infrastructure. WSPA previously noted that there is already an artificially expedited,
downward trend on California’s own crude oil supply. The California Air Resource Board
(CARB) assumed an approximately 3% annual production decline in the 2022 Scoping Plan
Update,'” CalGEM data has shown an approximately 10-15% decline depending on the data
set used.®

In his remarks at the workshop, Dr. Matthew Zaragoza-Watkins noted that a margin cap would
be effective only if refiners have capacity to increase production.' If refiners “don’t have an
opportunity to increase output in response to a penalty, then...prices will still be high for
transportation fuel in California.” As he observed, California’s refinery utilization is lower than
in other parts of the nation. He did not, however, include the critically important description of
why this is the case nor how refinery utilization was being defined. Without this explanation, only
a partial picture of the current situation is presented.

Understanding the reasons for lower utilization of California’s refineries is a key point.
Some of California’s remaining refineries were designed to process California crude oil. The
declining availability of California crude oil means that some in-State refiners are not able to run
as efficiently as they were designed to; where some units in a refinery will be overworked others
will be under-utilized. WSPA also notes that refinery utilization itself is a metric that can easily
be misunderstood. Capacity can change depending on the crude type. It can also change with a
reduction in hydrofiner capacity space necessary to produce renewables. To ensure
consistency in terminology and meaning, it is important to cite the data being referenced. The
federal Energy Information Administration uses data about the number and capacity of
petroleum refineries;?° this standardized data shows a lower utilization rate, though similar on
average since 2011 data in Petroleum Administration for Defense Districts (PADD) 5.2 It is
important to ensure we are collectively referencing the same terminology and data sets with a
common understanding.

a. Dwindling California Crude Oil Supply Can Lead to Some Under-utilized California
Refineries. For a variety of reasons, crude production has declined significantly in California
in recent years, as outlined above. This decline is largely due to statutory, regulatory, and
permitting issues, both for in-State oil producers and for the pipelines that deliver that oil to
refineries. Producers depend on the pipelines to deliver their product, and the pipelines
depend on sufficient crude supply to maintain their operations. Thus, limitations in one part
of the system may affect the entire supply chain. For example, the new “setback rule” (SB
1137, 2022) is expected to cause further shutdowns of in-State crude production. This may,

7 CARB. 2022 Scoping Plan for Achieving Carbon Neutrality, Page 103. Available at: https://ww2.arb.ca.gov/sites/default/files/2023-
04/2022-sp.pdf. Accessed: August 2023.

'8 California Department of Conservation, WellSTAR monthly production data reports, 2018-2023,
https://www.conservation.ca.gov/calgem/Online_Data/Pages/WellSTAR-Data-Dashboard.aspx

% See Event Recording at 50:00 mark, emphasis added, at https://www.energy.ca.gov/event/workshop/2023-11/sb-x1-2-workshop-
maximum-gross-gasoline-refining-margin-and-penalty

20 https://www.eia.gov/dnav/pet/PET_PNP_CAP1_DCU_SCA_A.htm

2! https://www.eia.gov/dnav/pet/hist/LeafHandler.ashx?n=PET&s=W_NA_YUP_R50_PER&f=W
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in turn, lead to operational challenges for some pipelines. As in-State production continues
to dwindle, and pipeline infrastructure continues to age, these issues may compound and
lead to the further loss of local supplies.

To offset the loss of local crude supplies, some California refiners increasingly rely on
imports of foreign crudes. However, the chemical composition of these foreign crude imports
is different than California’s local crudes — which some California’s refineries are designed to
run on. Because of these chemical compositional differences, it is not possible to
operate some California refineries at the same utilization rates with foreign crudes.
The chemical composition mismatch exacerbates this issue. While the refineries could be
reconfigured to optimize for processing foreign crudes, this would require significant capital
investments — at a time when the State is actively seeking to shut down the refining
industry.??> CARB specifically noted in its 2022 Scoping Plan Update that, “[a]n assessment
of ongoing progress and efforts to reduce demand for petroleum fuels and of opportunities
to phase down oil and gas extraction and refining will be included in the next Scoping Plan
update.”

The relationship between crude composition and refinery throughput rates is complex, but it
is a major factor in the underutilization of some California’s refinery assets and therefore
must be considered in the economic analysis. Because refineries have a rating that is based
on the maximum crude throughput they can physically handle (and sometime this is based
on permitted local/regional limits), when crude oil is processed with a different composition,
some portions of the refinery will be “maxed out” while other portions of the refinery will not
be. Therefore, the overall crude processing rate is less than the rated volume. When a
portion of the refinery is under-utilized, it may be able to be loaded with refinery intermediate
feedstocks. However, to do this optimally requires a flexible pipeline/waterborne delivery
system for the refinery to receive the feedstocks; and, as discussed below, infrastructure
constraints may limit availability of these feedstocks as well.

Moreover, it must be noted that California crudes have a cost advantage over crudes
imported from overseas. The delivery of crudes from around the world comes with a high
transportation cost (and, incidentally, a higher carbon footprint) relative to locally produced
crudes. Thus, artificial constraints on California crude add directly to the price Californians
pay at the pump. Any accounting for the cost of California gasoline would be incomplete
unless this factor is considered.

b. Waterborne Access and Other Logistical Asset Constraints Lead to Underutilized
Refineries. The CEC noted in March 2020 “[t]he only way for California to receive large
amounts of crude and refined products is by marine.”?® Refineries rely on waterborne vessel
and barge movements for an increasing proportion of their crude feedstock and movements
of finished products. However, access to docks is limited, due to physical limitations and
regulatory constraints and permitting issues. In some cases, the size of cargoes may be
limited due to tankage limitations adjacent to the dock — and permitting for new or expanded
tank capacity is difficult, if not impossible, to obtain in California.

2 California Air Resources Board’s 2022 Scoping Plan Update, at pages 74, 87, 100-01, 106;
https://ww2.arb.ca.gov/sites/default/files/2023-04/2022-sp.pdf

2 CEC, March 2020. Petroleum Watch: How Petroleum Products Move. https://www.energy.ca.gov/sites/default/files/2020-
03/March_2020 Petroleum_Watch.pdf
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There is increased need for additional dock access in part due to shifting feedstock and
product demand within the State. The increased demand for foreign crudes is one obvious
example. Another is the need to export diesel; it is impossible to produce gasoline at a
refinery without also producing a certain amount of diesel. However, much of the diesel
demand in the State has been displaced by renewables, so diesel exports must be
increased to maintain sufficient gasoline supplies. Limitations on dock availability may place
constraints on the ability to move materials in and out of a refinery, in turn constraining its
ability to produce at maximum rates.

A complex balancing act is required to optimize California’s refinery operations while also
accounting for limitations of the surrounding logistical assets including tank storage,
pipelines, and dock access. Under some circumstances, a refinery may be forced to operate
under otherwise suboptimum conditions due to limited availability of dock space or tank
storage. In other words, inadequate infrastructure leads to underutilized refineries.
Therefore, an analysis of refinery utilization must account for these factors. Particularly when
comparing California’s refinery utilization to that of other states, it is essential to account for
the relative inadequacy of refining logistics assets in California (versus other states), and
how that inadequacy affects the ability of California refineries to run at optimum rates.

These are significant constraints on California’s refining sector which limit its ability to increase
gasoline output. We urge the CEC to consider these constraints in its analysis, including the
concerns raised by WSPA’s Catherine Reheis-Boyd in the stakeholder roundtable discussion.
These constraints are a fundamental and well-documented reason for higher gas prices in
California, and the reason a margin cap would be ineffective (and could in fact exacerbate the
issue) in providing relief to California’s gasoline consumers. The most effective way for the State
to moderate gas prices is by addressing these concerns directly.

Resupplying California’s market has increasingly been, and remains, difficult. This will likely only
worsen as new, more restrictive State policies take effect or are pending approvals. For
example, because CARB’s new At-Berth Regulation will soon require all tankers to utilize
emissions control technology that has not yet been implemented in practice, many existing
tankers may not be able to meet the Regulation’s requirements by the first compliance deadline
of January 1, 2025. If these tankers are prohibited from calling on California ports and
terminals, the overall result will be to limit the number of calls and/or the availability of tankers
that can call on California’s ports beginning in 2025 — the very same facilities that will need to
absorb the delivery of increasing imports due to artificially constrained in-State production and
refining policies. In addition, WSPA previously shared concerns with the CEC’s other effort
under SB X1-2, to change refinery maintenance/turnaround schedules based on market
dynamics instead of existing safety standards, which could constrict fuel supply and create
serious health and safety concerns.?* These market and policy dynamics that constrain
California’s fuel supply are all already occurring — before the CEC even seeks to establish a
first-in-the-nation gross gasoline refining margin cap and penalty.

The West Coast is increasingly reliant on gasoline imports. This is especially due to planned
and unplanned refinery maintenance, an increasingly constrained infrastructure supply system,
and refinery conversions to renewable facilities. When refiners have advance awareness of a
supply disruption, they can mitigate the effects on consumers. For example, when refiners

2 Western States Petroleum Association Comments on November 3 SB X1-2 Pre-Rulemaking Workshop; filed November 21, 2023
at https://efiling.energy.ca.gov/GetDocument.aspx?tn=253283&DocumentContentld=88484
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schedule maintenance in advance, they can import finished gasolines (i.e., CARBOB) or
gasoline components (e.g., alkylate) from other refineries along the West Coast.

Finally, under the margin cap proposed in SB X1-2, the motivation for capital investments would
be further dampened. The literature cited elsewhere in this comment letter makes it clear:
imposing limits on a free-market system leads to underinvestment, which ultimately leads to
diminished supply. By design, the margin cap ensures refiners’ future profits are less than they
otherwise would be. In an environment where refiners’ future prospects are limited by fiat, there
is a diminished rationale for making the long-term investments so badly needed to maintain and
improve infrastructure and indeed the refineries themselves. The margin cap therefore creates a
risk that the supply/demand imbalance will worsen over time.

“What is the likely impact on the price at the pump?”

Passage of SB X1-2 indicates that State policy leaders are increasingly concerned about the
affordability of gasoline in California; a concern WSPA has long shared. Yet the documented
facts and expert analyses show that affordability concerns have consistently been related to the
ongoing influences of diminishing local supply capacity in the face of steady or increasing
consumer demand. The CEC’s own IEPR predicted elevated gasoline costs to consumers
dating back 20 years based on the same considerations we have outlined above — i.e., that fuel
prices are driven by larger market forces of supply and demand. Due to these factors, and the
relative inelasticity of Californians’ demand for gasoline, even relatively small disruptions in
supply can have large impacts on fuel costs for California consumers. The 2005 IEPR
specifically noted that, “California’s petroleum infrastructure operates at near capacity.
Breakdowns and outages at in-State refinery and pipeline facilities quickly tighten gasoline and
diesel fuel supplies and create market volatility. Since California is not directly connected by
pipeline to other domestic refining centers, in-State refiners cannot readily procure gasoline,
diesel, and other blending components when outages do occur. This contributes to higher and
more prolonged price spikes.” Natural geographic boundaries (i.e., the Pacific Ocean and the
Rocky Mountains) isolate the West Coast and make the import of refined petroleum products
more expensive, so disruptions in supply can have an outsized impact in California compared
with other states. But WSPA members and their refineries cannot change these geographic
realities.

Adding to the impact of California’s unique geography on gasoline prices is the fact that the
State has enacted policies in the last 20 years that have caused consumers to become
increasingly dependent on a global commodity market that WSPA members do not and cannot
control.

“What other factors should the CEC consider?”

In order to comprehensively understand supply and pricing issues for gasoline in California, the
CEC should also compare California’s market with other domestic markets — such as the Gulf
Coast — while taking into account the unique aspects of the California market, including, but not
limited to, logistical constraints and the unique regulatory environment. Gulf Coast refiners
produce gasoline in accordance with the United States Environmental Protection Agency (EPA)
standards, which protect environmental and consumer safety. But refiners can produce EPA-
compliant gasoline more efficiently and cheaply without having to comply with California’s
regulations required for CARBOB production. Additionally, this EPA-compliant gasoline is easier
to produce, easier to transport by pipeline to the rest of the United States, and has the major
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advantage of being fungible across a much larger market. The CEC should consider these

differences between the California and Gulf Coast markets as factors explaining California’s

higher gasoline prices:

1) The West Coast refineries represent 13% of U.S. refining runs while having 16% of gasoline
demand, whereas, the Gulf Coast has 55% of refining capacity with 15% of U.S. gasoline
demand.

2) The Gulf Coast has incentivized and enabled significant capital investments in its energy
infrastructure, enabling increased crude production and refining capacity, whereas,
California has disincentivized such investments.

3) The Gulf Coast markets are also home to more producing, midstream, refining, marketing,
and retail companies compared to California, which enables increased competition and
efficient, flexible markets to supply the lowest-cost gasoline to its consumers; in comparison,
California has imposed burdensome and complex legislation that has made operating
current businesses and investing in new businesses difficult for new entrants and market
participants, stifling further competition and causing unintended consequences that could
further eliminate existing businesses. Fifteen years of environmental policies explicitly
targeting the hydrocarbon industry have brought California to where it is today, as it has
devalued energy security in favor of ever more aggressive climate goals.

4) In addition, the CEC must consider the continued motivation for investment into California’s
gasoline production infrastructure. There is an investment dilemma that oil companies have
when reviewing the cracked spread, a metric used to help monitor gross refining margin
potential, from the West Coast versus the Gulf Coast. Since 2020, the 5-3-2 cracked spread
comparison between these coasts, there is no longer a West Coast premium. This shows it
is even more important for California to help define a more certain regulatory environment to
be more competitive as a place to do business as investors are looking to safeguard
investments from risk.

A comparison of fuel costs — and indeed refinery utilization rates — between these two regions is

incomplete unless all the above factors are properly accounted for.

WSPA has also submitted additional information from HSB Solomon Associates LLC for the

CEC’s consideration.® The key takeaways identified in their report:

1) That California refiners have faced growing operating cost pressures since 2000;

2) That California refiners’ margins (gross and net) have eroded since 2000 due to increasing
crude prices and increasing operating cost pressures; and

3) That, since crude is a global commaodity, replacing California crude increases costs.

WSPA previously urged? the CEC to consider fundamental fuels market issues, including: (1)
how a gross refining margin would impact petroleum cost or statewide supply; (2) what
precedent the CEC would set as a government entity attempting to determine the “allowable”
income for California businesses; (3) why the State government should determine the
“appropriate” profit (or loss) for privately-owned companies in just one industry singled out by
the government; (4) what specific factors the CEC would consider in even attempting to set
such a level; (5) how to determine what percentage of a refiner’'s income it would be required to
pay to the State; and (6) what financial support the CEC would offer to facilities operating at a
loss (as California has already done for the electric industry with respect to power plants).

% Western States Petroleum Association Comments — Solomon Report: California Refiners’ Cost and Margin Analysis, 2000-2002
filed November 27, 2023 at https://efiling.energy.ca.gov/GetDocument.aspx?tn=253316&DocumentContentld=88543

% Western States Petroleum Association Comments — WSPA Comments on SB 2 Implementation filed May 30, 2023 at
https://efiling.energy.ca.gov/GetDocument.aspx?tn=250404&DocumentContentld=85146
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We continue to be concerned that use of SB X1-2 and SB 1322 (2022) data collected to date
would be misleading. This data cannot be reasonably relied upon to establish a maximum gross
refining margin and penalty without first addressing the inconsistencies and ambiguities in the
statute itself and through the completion of a formal rulemaking, as we have previously
explained and requested.?:28.2%.30 |t js evident from the CEC’s posting of public data that there
are widely varied and inconsistent interpretations of statutory text and of informal CEC guidance
offered to date. The importance of needing accurate data was repeatedly raised during the
workshop — including by Division of Petroleum Market Oversight Director Tai Milder,3' who
proceeded to ask CEC-invited panelist Dr. Matthew Zaragoza-Watkins to expand upon “why it's
critical to have accurate data” towards setting any penalty — indicating that a “firm may leave the
market if the penalty is set at the wrong level.”® Dr. Zaragoza-Watkins’ response was,
“...fundamentally, the reason it’s important to have accurate data is because you want to
understand the incentives the firms face.”3® He later underscored that the importance around
data about costs that are necessary to support the continued operation of the refining industry
and that those costs are covered.3* It would be unfair to assess any penalty on gross margins
that fails to account for operation costs.

“Why is what the refineries report to CEC in the 1322 form different than what is reported
to the SEC? This is even more evident when you look at companies that only have
California refineries. Do diesel and jet fuel production really make a difference in net
margins?”

Just as we have noted in our prior letters, WSPA continues to strongly believe that a formal
rulemaking process is necessary to ensure clarity, consistency, and accuracy for both the CEC
staff and all regulated entities in interpreting, implementing, and properly complying with SB X1-
2 (including SB 1322). At the outset, WSPA seeks clarification as to what the CEC is referring to
by “SEC filings.” Based on comments made during the workshop, it appears that the CEC might
be referring to quarterly press releases and not materials filed with the U.S. Securities
Exchange Commission (SEC). In some quarterly press releases, one can find non-Generally
Accepted Accounting Principles (GAAP) measures, such as gross margin detail for refineries,
whereas in a SEC filing, companies generally provide a GAAP-consolidated gross margin for all
refining operations.

More broadly, some of the key distinctions between data reported in the CEC’s M1322 form and

SEC filings are that:

1) The CEC’s M1322 form calls for the calculation of something that does not exist: a gross
gasoline refining margin. It improperly focuses on one product, but that is not how refineries
operate or report data. Refineries purchase and produce slates of products. The SEC filings
include profit or margin numbers for all products — not just gasoline.

27 WSPA Petition for Formal Rulemaking Regarding SB 1322 Implementation filed January 6, 2023

2 WSPA Request for Reconsideration of WSPA Petition for SB 1322 Rulemaking and Stay of Penalties filed February 15, 2023
25 WSPA Petition for Formal Rulemaking filed May 11, 2023

30 Western States Petroleum Association Comments — Request for SB X1-2 Data Reporting Clarifications, filed June 8, 2023

31 CEC SB X1-2 Workshop on Maximum Gross Gasoline Refining Margin and Penalty, November 28, 2023, Event Recording, at
00:53:40 mark, https://energy.zoom.us/rec/play/wU2L-
vR2hfe2LL4R8FI1toxwaE5V63sjiRGIb8edbl5u3Sy9014VJIhxW3EEUI9JxoNiJbkNxU4jXVCb9G.jsolS8ulUOHN-
ued?canPlayFromShare=true&from=share_recording_detail&startTime=1701191019000&componentName=rec-
play&originRequestUrl=https%3A%2F %2Fenergy.zoom.us%2Frec%2Fshare%2F uXIrCUulYKe0C2uVD-
10A1041YQFYS_22ajzZnIWxY5GR0alA5IpVCweJZUtpCGm.ZS350DRJ1t5n6vo8%3F startTime%3D1701191019000

32 CEC Event Recording, November 28, 2023, at 00:54:02 mark

33 CEC Event Recording, November 28, 2023, at 00:54:15 mark

34 CEC Event Recording, November 28, 2023, at 01:11:52 mark
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2) SEC filings usually follow GAAP or some other appropriate accounting methodology for
calculating profit or margin, where the CEC’s M1322 form does not. Companies may apply
GAAP differently to their margin calculations. For example, some companies record
turnaround costs as expenses when incurred, which impacts margin, while others may opt to
capitalize such costs, which impact costs vs. depreciation over time.

3) SEC filings are usually based on quarterly or annual periods, where the CEC’s M1322 form
calls for monthly data.

4) The geographic, location, and/or commodity split detail might also be different for SEC
reports; for example, these could include operations outside of California in some cases,
where the CEC’s M1322 form focuses solely on California operations.

5) Each company’s segment reporting to the SEC may differ. For example, some companies
combine refining and market results in the same segment while other companies may
account for the results of these distinct businesses in separate segments.

6) In SEC reporting, companies define measures that are intended to be most comparable to
industry benchmarks, such as realized refining margin and realized marketing margin.
These measures are defined by each company and may be defined differently between
companies. The measures “gross margin,” “net margin,” and “realized margin,” for example,
may be defined differently at each company and differently from the CEC’s definitions.

It is otherwise difficult to comment on the specific sub-set of this question without being able to
review data cited and how data figures are being calculated.

“Today you saw some scoping around the max margin and the penalty and an
introduction to energy markets. How are refineries avoiding manipulating the market?
With over 5 companies producing more than 90%, how can we ensure that price fixing is
not occurring?”

The transportation fuel refining industry, like all other major industries in the United States free
market, is bound by and adheres to strict antitrust laws. Refineries do not “manipulate the
market” and do not engage in “price fixing,” and decades of real-world research have confirmed
this over and over again.

Gasoline markets are amongst the most highly scrutinized and regulated in the world.
California’s gasoline industry has been subject to multiple investigations by different Attorney
Generals. No evidence of price fixing or any anticompetitive conduct by refiners has ever been
found. Yet certain California policymakers continue to promote the false claim that high fuel
prices in California are somehow being caused by “market manipulation.”

We urge CEC to reject that false claim. With so few refiners left in California, the State should
be actively working to help keep those that are left — operating under the strictest regulatory
environment in the world — to meet our ongoing energy demands in the world’s third largest
fuels market.

Further, in April 2019, the CEC undertook a study of “the causes of the increased differential
between national and California gasoline prices” from 2015 forward. After studying the issue for
five months, the CEC released its final report on October 21, 2019. The report found that, while
refiner margins had some “short term” spikes, due primarily to refinery outages (e.g., the
extraordinary impact of the 2015 Torrance outage), refiner margins “do not account for the
sustained price elevation seen over the past five years.” The CEC explained that, except for the
short-term “outage-driven spikes, there has been little to no growth in the difference between
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the United States and California refiner margin” — i.e., that refiner margins in California are
consistent with those in the rest of the United States — such that it was “ruling out refinery price
margins as the cause of the residual price increase.”3®

Indeed, at the workshop, the CEC made clear that the “penalty” being considered as part of a
margin cap is not linked to any evidence of market manipulation whatsoever. CEC
Executive Director Drew Bohan also made clear at the workshop “that one thing that the penalty
is not meant to be [is] a punishment for conduct that is already criminal”*® (e.g., price
fixing)...and that “the penalty we're talking about today is not about illegal behavior.” He also
noted that, “We are not suggesting that as the staff of the Energy Commission today, we
don’t have clear evidence that something like [market manipulation] is happening.”’
WSPA submits that, in the absence of any evidence to substantiate fears of improper market
manipulation — the very fears that prompted consideration of a margin cap in the first place —
the CEC should decline to impose a margin cap and reject unsubstantiated claims of
manipulation as both misplaced and improper.

“The industry says that the transition is going to bring volatility to the market. How do we
protect affected communities from the downsides of this volatility and transition?”

To be clear, SB X1-2 is not the appropriate means to address an energy transition. There are
numerous other California laws, regulations, and policies in place to address various
components of an energy transition. The legislative intent of SB X1-2 was clear in including
provisions regarding data collection and monitoring requirements from across the petroleum
sector; refinery maintenance; the authority to be able to establish a refining margin cap and
penalty if certain conditions are met; establishing an Independent Consumer Fuels Advisory
Committee, an independent new oversight division, and three distinct near-term reports — on
gas prices, an assessment to identify methods to ensure a reliable supply of affordable and safe
transportation fuels in California, which will then inform a Transportation Fuels Transition Plan
with CARB. Any discussion regarding how to use a margin cap or penalty to shift away from
fossil fuels would be misplaced and improper. Director Tai Milder specifically noted at the
workshop that the CEC’s singular mandate here is “how do we protect the consumers.”38

WSPA is concerned that increasing market volatility, as noted above, will affect all Californians.
Ensuring the availability of an affordable, abundant, and reliable quantity of transportation fuels
is a central tenet of SB X1-2, and what this Commission is tasked with achieving. We have
urged the State to incorporate more robust cost containment mechanisms in California’s
policies, especially as they result in increasingly higher costs for consumers. This could include
affordability guard rails to protect low- and moderate-income Californians, supply-based guard
rails to address unforeseen implementation or manufacturing challenges, and infrastructure
guard rails to address reliability impacts (e.g., due to ongoing permitting challenges).

With regard to air quality issues and the protection of affected communities, WSPA urges the
State to better fund and support the Community Air Protection Program developed in response
to Assembly Bill (AB) 617 (2017). As a member of the AB 617 Consultation Group since the
program’s inception, WSPA is deeply committed to the protection and reduction of exposure in

3 Additional Analysis on Gasoline Prices in California, CEC, October 2019 (emphasis added)
https://www.energy.ca.gov/sites/default/files/2019-11/Gas_Price_Report.pdf

3% CEC Event Recording, November 28, 2023, at 07:55 mark (emphasis added)

37 CEC Event Recording, November 28, 2023, at 10:13 mark (emphasis added)

% CEC Event Recording, November 28, 2023, at 55:37 mark
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communities most impacted by air pollution. These communities are also likely to be vulnerable
to the unintended consequences or growing pains associated with this transition. Many of
WSPA’s members and staff live and work in affected communities and we remain committed to
finding solutions that result in real emission reductions and thriving communities; a well-funded
and robust AB 617 Program provides the framework for those efforts.

California has made tremendous progress in addressing air quality issues. The State has the
nation’s cleanest-burning gasoline, regulates increasingly stringent engine standards, has
incorporated liquid fuels under the world-recognized Cap-and-Trade program, and is soon set to
further increase the carbon intensity (Cl) targets for transportation fuels under the Low Carbon
Fuel Standard (LCFS). However, this ongoing and nation-leading pursuit of innovative policies
to reduce greenhouse gas emissions does come at a cost. For example, CARB recently noted
in its “Standardized Regulatory Impact Assessment” for the 2023 LCFS amendments,*® that the
estimated pass-through cost for gasoline to California consumers would increase from $0.12 per
gallon in 2024 to $0.47 per gallon in 2025 due to a “near-term step-down in Cl benchmark
stringency in 2025.” Next year, CARB is also expected to finalize amendments to further
strengthen the Cap-and-Trade program, anticipated to become effective on January 1, 2025.
Recent independent modeling commissioned by CARB demonstrated there that “most of the
alternative scenarios yield prices that follow the price ceiling through at least 2035” with Cap-
and-Trade program prices reaching the “price ceiling” in all four alternative scenarios by 2030.4°
(For reference, the 2023 price ceiling is $81.50;%' the auction settlement prices have increased
from $12.10 in the first auction held in 2014 to $38.73 at the 37" auction held most recently on
November 15, 2023.4?) Also on January 1, 2025, CARB’s Ocean-Going At-Berth Regulation will
newly apply to tanker vessels visiting the Ports of Los Angeles or Long Beach.*

With these (and other) compounding regulatory requirements — all of which come at a cost —
WSPA is concerned about imposing an unproven margin cap and penalty on refiners. It is
extremely hard to imagine how such a policy would make matters better for California
consumers — especially low- and middle-income consumers who can least afford and are highly
dependent on an abundant, affordable, and reliable supply of transportation fuels for their
everyday lives.

“California is the third largest gas market in the world after the United States and China.
Would refineries leave the state if a max margin was imposed, and if so, why?”

WSPA does not know how each refinery would respond, but a margin cap in any industry —
including this one — would undoubtedly make it more difficult for market participants to continue
operations and to continue to justify investment of capital in their California assets.

Stakeholders are correct to recognize that a maximum margin under SB X1-2 could have
dramatic impacts on the continued viability of California’s refining market. The gross gasoline
refining margin dramatically undercounts fuel costs and excludes operational costs altogether.

3% CARB LCFS SRIA, Table 22, at https://dof.ca.gov/wp-content/uploads/sites/352/2023/09/LCFS-SRIA-to-DOF-ADA-Compliant.pdf
40 CARB/Quebec Joint Cap-and-Trade Program Workshop, November 16, 2023, at slides 34-45, “Modeled Prices Under Different
Scenarios” at https://ww2.arb.ca.gov/sites/default/files/2023-11/nc-combinedSlides_Nov162023.pdf

41 https://ww2.arb.ca.gov/our-work/programs/cap-and-trade-program/cost-containment-information/price-ceiling-information

42 https://ww2.arb.ca.gov/our-work/programs/cap-and-trade-program/program-data/cap-and-trade-program-data-dashboard

4 CARB FAQ, revised November 8, 2023, at Page 10, https://ww2.arb.ca.gov/sites/default/files/2023-
11/Updated%20At%20Berth%20FAQ%20ADA.pdf
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That means that even if the CEC allows refiners to make a positive gross margin, it could still be
imposing a negative net margin — i.e., preventing refiners from operating at a profit, at least for
parts of the year. This could, in turn, force refiners to choose between producing gasoline at a
loss and exiting the market altogether.

Compounding this problem, a SB X1-2 penalty would force refiners to engage in a high-stakes
guessing game: refiners would be forced to try to adjust their prices in real time so that their
monthly gross refining margins would remain below any maximum imposed by the CEC. And
although refiners purchase crude oil weeks in advance of using it, they draw on different
sources of oil throughout the month based on availability, need, and chemistry — making
monthly acquisition costs impossible to reliably predict in advance (i.e., what prices will be later
in the month). This, again, places refiners in a position to choose. They can try to adjust their
prices to bring their margins below the maximum — but risk violating any CEC-imposed cap if
they guess wrong about the future of wholesale prices or acquisition costs. Or, they can set
prices so far below what is required to comply with any maximum margin that it would no longer
make economic sense to refine in California. Either option would jeopardize the transportation
fuels markets and give rise to serious constitutional concerns.

Imposing a gross gasoline refining margin would thus likely run counter to meeting the ongoing
demand of Californians for their energy needs for the foreseeable future. The CEC should
seriously consider what could happen to California’s already-volatile fuels market if another
refiner decides to leave the State, with no one willing to take their place given the ever-
increasing burden imposed upon in-State refineries, including the extremely challenging
regulatory environment they are required to operate in. It is also important to recognize that
strict regulations and eroding profit margins have already forced many refiners to shut down
their operations in, and leave, California.

We fully recognize that managing volatility in the world’s third largest fuels market will not be
easy. Nor will it be easy or inexpensive to significantly upgrade and dramatically expand
California’s electric grid to accommodate the anticipated electrification of the transportation (and
building) sectors — especially in underserved areas. It is therefore equally important that the
State closely evaluate what investments must be made in both systems to meet the diverse
energy demands of all Californians, as well as steps that can be taken to facilitate a more
expedient permit review process to enable these necessary investments. This includes ensuring
that the remaining refineries can operate safely, efficiently, and profitably to ensure their
continued in-State presence.

Imposing a gross gasoline refining margin would be counter to meeting the ongoing demand of
Californians for decades into the future.

“Is the current gasoline market structure appropriate for California with OPIS essentially
setting the spot price?”

This question rests on the disputable premise that the QOil Price Information Service (OPIS)
“sets” the spot market price. OPIS collects information about spot trades and then, using a
publicly available formula, calculates and reports a daily price assessment. WSPA does not
presume to speak on OPIS’ behalf about its price assessment, and questions about its
methodology would be more appropriately directed to OPIS itself.
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CONCLUSION

WSPA appreciates the opportunity to provide you with our comments on these issues of critical
importance not only to us, but to all California citizens who rely on affordable and reliable
sources of transportation fuel every single day. At the same time, we are concerned that — aside
from proposing a staff recommendation on the margin cap and penalty by “Late 2024” — the
CEC has not provided the public any specific timeline for further workshops, hearings or other
opportunities for public input. We believe the stakeholders and the public are always better
served with a full accounting of the anticipated timeline for debating major changes to CEC
regulations, and are provided enough time to fairly weigh and discuss the facts relevant to those
proposed changes. As stated above, the overwhelming evidence gathered by the CEC and
other independent researchers over the past few decades demonstrates that market forces, and
not illegal market manipulation, have been and continue to be responsible for chronic pressures
on fuels supply and market prices. Basic concepts of due process require CEC to allow for
sufficient time in this proceeding to properly consider that evidence.

Thank you for considering our comments. We look forward to working with the CEC to provide
ongoing input and to ensure that all market-sensitive, confidential, and proprietary data is well-
protected. Please do not hesitate to contact me at with any questions.

Sincerely,

5 ELOMA_

Sophie Ellinghouse

Vice President, General Counsel & Corporate Secretary
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Sophle Ellinghouse
Vice President, General Counsel & Corporate Secretary

April 25, 2024

California Energy Commission Uploaded to Docket
Docket Unit, MS-4

Docket No. 23-Ol1IP-01

715 P Street

Sacramento, California 95814

RE: WSPA Comments on SB X1-2 Workshop on Maximum Gross Gasoline Refining
Margin and Penalty Structure [Docket #23-OIIP-01]

Thank you for the opportunity to comment on the California Energy Commission’s (CEC) April
11, 2024, workshop, the stated purpose of which was “to explore structures for determining a
maximum gross gasoline refining margin (max margin) and penalty” per Senate Bill (SB) X1-2
(2023). The Western States Petroleum Association (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. 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.

We are increasingly concerned that a predetermined outcome has already been established’?
and encourage the CEC to first complete its due diligence and advance its understanding of the
multiple complex factors affecting California’s unique transportation fuel supply and pricing
issues before seeking to implement a novel policy that could only exacerbate an already
challenging market and lead to higher gas prices for California’s consumers. To address today’s
challenging gasoline price environment, the CEC should instead be pursuing measures to
increase local supplies and ease price pressures resulting from a constricted supply.

The CEC must fully evaluate all potential impacts and consequences of adopting a gross
gasoline refining margin cap and penalty, whether intended or unintended. The CEC cannot
simply hope or speculate that the likely benefits to consumers will outweigh the potential costs.
A cap that only further constricts the State’s fuel supply capacity will only harm California’s
consumers, not help them. We have seen this before: California has, in recent memory,
advanced novel energy pricing policies, with good intentions, only to face substantial
implementation issues — including energy supply shortages that resulted in even higher prices.

To summarize the main points of this letter:

e (California’s ongoing market volatility can be directly attributed to chronic (and compounding)
supply-side policy obstacles that artificially limits refiners’ ability to meet the State’s demand;

" Indeed, the CEC's initial Request for Information (dated April 26, 2024) stated: “[Can we include an explanation of why a penalty
might be needed? |.e. that the state has experienced more frequent price spikes and that those higher prices have boosted profits
but those higher prices have not led to increasing imports of supplies that mitigate price spikes? Or include some of the SBX 1-2
language that describes why a penalty is being contemplated?]”

2 See April 11, 2024, CEC Workshop Event Recording, Vice Chair Siva Gunda, at 00:06:59 mark: “...really move forward on making
sure the penalty lands this year...” at: https://www.energy.ca.gov/event/workshop/2024-04/workshop-sb-x1-2-maximum-gross-
gasoline-refining-margin-and-penalty
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e The CEC and its own consultants have recognized that there is no excess capacity available
across California’s refining fleet to produce more gasoline to meet California’s demand;

e Rushing to impose a first-in-the-nation margin cap and penalty only upon California’s
refiners will likely lead to less supply — not more — for the numerous reasons identified; and

e (California’s refiners would not willingly and knowingly violate State law.

In responding to the information presented and comments made at the April 11 workshop, this
letter incorporates by reference our prior comment letters®#%87 on this topic and: (1) further
explains why a margin cap and penalty would not address California’s ongoing supply
imbalance issues; (2) responds to the CEC Division of Petroleum Market Oversight’'s (DPMO)
Chief Economist’s workshop presentation; (3) responds to the Stillwater workshop presentation;
and (4) responds to the ICF workshop presentation. WSPA would be happy to provide further
information necessary to help answer important questions the CEC faces on this policy matter.

A MARGIN CAP AND PENALTY WILL NOT SOLVE CALIFORNIA’S LONG-STANDING
SUPPLY PROBLEMS

SB X1-2 expressly prohibits the CEC from adopting a margin cap and penalty if they will
potentially hurt California’s consumers more than likely help them. The law mandates that the
only way the CEC can make a factually complete and informed decision on this threshold
finding is by first evaluating actual market evidence and assessing whether a margin cap will
likely lead to an even greater imbalance between supply and demand than what we already
have today — or lead to even higher prices at the pump. The evidence collected over two
decades by third party experts, government oversight agencies, and even the State itself has
been clear about the underlying market reasons for California’s high gasoline prices: ongoing
market volatility can be traced directly back to chronic (and compounding) obstacles to
bringing supply to market despite the sustained, strong demand from California’s
consumers.?

A margin cap would address none of these foundational issues, and very likely would
exacerbate them.

We have previously explained why California — the world’s third largest fuel market — is a “fuel
island,” and the CEC’s Draft Transportation Fuels Assessment agrees.® California enforces the
most stringent gasoline emissions requirements in the nation and, as such, is dependent on
domestic refinery production or alternative supplies from global sources that meet these
stringent requirements. As the State’s own analyses recognize, transportation fuels remain in
high demand by California consumers'® and will remain in high demand for decades to come. "

3 Western States Petroleum Association Comments - on SB 2 Implementation; May 30, 2023.

4 Western States Petroleum Association Comments - on Transportation Fuels Assessment Report Workshop; September 11, 2023.
5 Western States Petroleum Association Comments - Solomon Report California Refiners' Cost and Margin Analysis, 2000-2022;
November 27, 2023.

6 Western States Petroleum Association Comments - literature review on Energy Price Controls; November 27, 2023.

" Western States Petroleum Association Comments - on Nov 28 SB X1-2 Margin Cap and Penalty Workshop; December 12, 2023.
8 See, e.g., “Distinct Factors Drive High Gasoline Prices in California: OPIS | Rigzone* (Feb. 22, 2024); “West Coast gasoline prices
have been volatile this year - U.S. Energy Information Administration (EIA)” (Dec. 2, 2022); “Petroleum Market Advisory Committee
Final Report,” Sept. 25, 2017 (found at https:/efiling.energy.ca.gov/GetDocument.aspx?tn=221306&DocumentContentld=22709);
California Attorney General Bill Lockyer, “Report on Gasoline Pricing in California,” May 2000 at:
https://oag.ca.gov/sites/all/files/agweb/pdfs/antitrust/gasstudy/gasstudy2.pdf

® CEC Draft Transportation Fuels Assessment, published on April 12, 20224, at:
https://content.govdelivery.com/accounts/CNRA/bulletins/3961f08

0 Western States Petroleum Association Comments on Transportation Fuels Assessment Report Workshop filed September 11,
2023 at: https://efiling.energy.ca.gov/GetDocument.aspx?tn=252218&DocumentContentld=87224

1 See California Air Resources Board’s 2022 Scoping Plan Update and CEC’s Integrated Energy Policy Reports (linked below).
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But State policies specifically designed to reduce in-State supply and the availability of fossil
fuels send a strong signal to companies not to make the long-term investments necessary to
maintain California’s current level of refining capacity and production.

And make no mistake — the State’s policy choices have already reduced the availability of in-
State produced gasoline to California’s citizens. As a direct result of California’s regulatory
policies,'? 131415 Marathon’s Martinez refinery and Phillip’s Rodeo refinery have stopped
producing gasoline, as both have converted to renewable fuel facilities. The CEC notes that,
with these two refinery conversions, “statewide gasoline refining capacity decreased by nearly
200 TBD [Thousands of Barrels per Day].”"¢ In fact, California is now no longer able to produce
all of its own gasoline to meet its own citizens’ demand, thereby forcing an increased reliance
on importing fuel from outside the State and country. Even the CEC acknowledges that “a
strategy to bolster the state’s imports of gasoline will be imperative to avoid potentially systemic
undersupply problems.”"” In sum, the CEC explicitly recognizes that the refinery conversions to
renewable fuels production contributed to a loss of in-State gasoline production, ultimately
causing the State to shift to more reliance on marine imports.

We have explained why there is very little supply “help” on the way from outside of California.'®
Most refineries outside of California cannot produce fuels that meet California’s strict gasoline
specifications. For the few refineries that can, getting this fuel to California’s market can be
challenging; California is neither directly connected by pipeline to domestic refining centers in
the Gulf Coast (due to the Rocky Mountains), nor easily able to import foreign sources of
gasoline into California (due to the Pacific Ocean). As the CEC has noted, “[m]arine 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.”'® The CEC also
acknowledged that “long lead times makes marine imports of refined gasoline less feasible for
meeting immediate demand when California refineries experience unplanned reductions in
capacity or have other supply shortages.”?° The more product we must import across an ocean
— into a State with limited import infrastructure — the more unnecessary costs and transportation
emissions are incurred to supply gasoline to California’s consumers.

This increasing reliance on gasoline imports exposes California’s industry and, by extension,
California’s consumers, to the uncertainties of a complex global commodities market our
members cannot control.

Penalizing California’s remaining refiners for providing much-needed gasoline to California
consumers will only exacerbate this systemic undersupply issue. As Dr. Matthew Zaragoza-
Watkins previously noted,?' a margin cap would be effective only if refiners have capacity to
increase production. If refiners do not have the capacity to increase production, “then ... prices
will still be high for transportation fuel in California.” WSPA emphatically agrees. In fact, the

12 https://www.gov.ca.gov/2020/09/23/governor-newsom-announces-california-will-phase-out-gasoline-powered-cars-drastically-
reduce-demand-for-fossil-fuel-in-californias-fight-against-climate-change/

3 AB 1279 (2022) at: https://leginfo.legislature.ca.gov/faces/billNavClient.xhtmlI?bill_id=202120220AB1279

4 CARB 2022 Scoping Plan Update at: https://ww2.arb.ca.gov/our-work/programs/ab-32-climate-change-scoping-plan/2022-
scoping-plan-documents

5 CEC Draft 2023 Integrated Energy Policy Report at: https://www.energy.ca.gov/data-reports/reports/integrated-energy-policy-
report/2023-integrated-energy-policy-report

6 CEC Draft Transportation Fuels Assessment, published on April 12, 2024.

' CEC Draft Transportation Fuels Assessment, published on April 12, 2024.

8 See WSPA Comments Regarding SB X1-2 Transportation Fuels Assessment Workshop [Docket #23-SB-02], filed Sept. 11, 2023.
9 CEC Draft Transportation Fuels Assessment, published on April 12, 2024.

20 CEC Draft Transportation Fuels Assessment, published on April 12, 2024.

2 See November 28, 2023, SB X1-2 Workshop Event Recording at 50:00 mark (emphasis added) at:
https://www.energy.ca.gov/event/workshop/2023-11/sb-x1-2-workshop-maximum-gross-gasoline-refining-margin-and-penalty
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CEC has recently acknowledged that refiners usually do not have the capacity to increase
production: “Refineries typically operate at their maximum stated capacity when possible.”?? The
CEC'’s own expert consultants in this effort agreed as well.?>2?* This inability of refiners to
increase production therefore renders a margin cap not only ineffective but costly for
Californians.

We have explained how energy price controls have been tried — and failed — before. WSPA
commissioned a broad literature review by Catalyst Environmental Solutions that included both
the economic and policy impacts of regulatory intervention on fuel prices, both in the oil and gas
markets globally and domestically.?® The literature shows that historic Federal market
interventions were ultimately ineffective in lowering consumer prices, and that efforts aimed at
capturing “excess profits” actually had the opposite effect: creating artificial supply constraints in
the face of strong demand, often (predictably) resulting in higher prices for consumers. The
literature demonstrated how such efforts may also decrease future investment,?® which could
result in the further degradation of a reliable supply of gasoline in California.

We have explained why chronic structural fuel supply obstacles create gasoline price volatility.
The CEC, through multiple Integrated Energy Policy Reports, also predicted that California
would have an increasingly difficult time avoiding market volatility due to the pressures of
diminished local supply in the face of continued strong consumer demand. These obstacles
remain unaddressed and are only compounded when the State: (1) continues to pursue policies
that shrink in-State production of transportation fuels for Californians; (2) simultaneously
discourages capital investments in California’s petroleum infrastructure; (3) proposes to
increase both the stringency and cost of compliance with existing State programs; (4) seeks to
ban the sale of internal combustion engine vehicles even with California’s significant and
ongoing electric infrastructure and pricing challenges; and (5) adopts regulations that will make
it more difficult to import transportation fuel supplies through California’s ports in the near future.
It is hard to imagine how adding a novel margin cap and penalty to this mix would do anything
but compound California’s fuel supply and pump price challenges.

We have explained that refining is a challenging, complex, and fluctuating business. The CEC’s
own data demonstrates this. WSPA has submitted information from HSB Solomon Associates
LLC?” which demonstrates that California refiners’ margins (gross and net) have eroded since
2000 due to increasing crude prices and increasing operating cost pressures, and that replacing
California’s domestic crude with imports contributes to those increasing costs. Yet the CEC
continues to discount the operating costs and net margins in favor of gross margin reporting and
publicly available data. It is apparent that now is the time for the CEC to consider how to
incentivize the remaining refiners to continue making investments in our gasoline production
infrastructure by providing a more certain regulatory environment.

We have explained that the refining industry — like all other major free market industries — is
bound by and adheres to strict antitrust laws. Refineries do not “manipulate the market” nor
engage in “price fixing.” Decades of real-world research have repeatedly confirmed this.

22 CEC Draft Transportation Fuels Assessment, published on April 12, 2024.

2 See April 11, 2024, CEC Workshop Event Recording, Dave Hackett, upon questioning, at 02:28:12 mark.

2 See April 11, 2024, CEC Workshop Event Recording, Tom O’Connor, upon questioning at 02:28:41 and 02:28:56 marks.

% “Western States Petroleum Association Comments - literature review on Energy Price Controls;” November 27, 2023:
https://efiling.energy.ca.gov/GetDocument.aspx?tn=253336&DocumentContentld=88551

% See Catalyst report at Brown, M., Rewey, C., & Gagliano, T. (2003). Findings on Hawaii Gasoline Prices and Policies. Honolulu:
NCSL Energy Program. Accessed Oct. 2023, https://energy.hawaii.gov/wpcontent/uploads/2011/10/HIGasPricesPolicies 2003.pdf
27 Western States Petroleum Association Comments — Solomon Report: California Refiners’ Cost and Margin Analysis, 2000-2002;
November 27, 2023 at https://efiling.energy.ca.gov/GetDocument.aspx?tn=253316&DocumentContentld=88543
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California’s gasoline industry is amongst the most highly scrutinized and regulated industries in
the world and has been subject to multiple investigations by different State Attorneys General.
And the results of this fact-finding are clear: no evidence of price fixing or any anticompetitive
conduct by refiners has ever been found. Even the CEC, after studying this issue for months,
found in October 2019 that, while refiner margins had some “short term” spikes, due primarily to
refinery outages (e.g., the 2015 Torrance outage), refiner margins “do not account for the
sustained price elevation seen over the past five years.” The CEC therefore “rul[ed] out refinery
price margins as the cause of the residual price increase.”?

In addition, our refiners would not willingly and knowingly violate the law. Refiners may
determine that, to avoid revenues from exceeding a margin cap and causing potential violations,
they would be required to ramp down production. If refiners respond in this way, in-State fuel
supplies would be reduced further — which, in the face of sustained strong fuel demand from
California’s consumers — is an economic recipe to create higher prices at the pump. This would
hurt, not help, Californians.

The CEC surely must recognize this. If it does not, we advise the CEC to meet individually with
every in-State refinery operator under the protections afforded by the Petroleum Industry
Information Reporting Act of 1980 and ask them: Would they continue running their refinery at
the same rate if doing so would violate a margin cap imposed by the State of California?

WSPA RESPONSE TO PRESENTATION BY DPMO CHIEF ECONOMIST DR. MORENO

Comments by both Drs. Moreno and Zaragoza-Watkins seem to rely on the ill-founded notion
that California refiners are somehow choosing to operate below capacity for the purpose of
constraining supply, raising prices, and driving higher profits. They further argue that by
imposing a penalty, refiners will then respond by raising outputs. What both economists fail to
realize is that refiners seek to run at maximum capacity to meet demand. Capacity only
becomes underutilized as a result of either unplanned interruptions or planned maintenance,
two modes of operation refiners prefer to minimize as much as possible. As a result, refiners
seek to mitigate lost capacity (and therefore, lost earnings) by performing preventive
maintenance in the most efficient way possible and to prevent unplanned outages. Simply put,
refiners lose money when their facility’s capacity is diminished by maintenance or unplanned
interruptions. And we must repeat here the remark by Dr. Zaragoza-Watkins?° that if in-State
excess capacity is not available, higher prices will persist to incentivize additional supplies from
outside the State, which bring with them higher transportation emissions and greater expense in
getting that fuel to California’s market.

WSPA emphasizes that petroleum refineries cannot safely be pushed beyond their capacity —
even when presented with the opportunity of reaping higher prices. Pushing a refinery beyond
its capacity to “just produc[e] a little bit more™*° threatens to compromise that refinery’s
maximum safe level of operation and would likely result in the very types of unplanned
maintenance events that can lead to supply constraints and gasoline price spikes — something
that the CEC wants to avoid. WSPA's refining members share this desire to avoid increasing
unplanned maintenance events.

2 Additional Analysis on Gasoline Prices in California, CEC, October 2019 (emphasis added)
https://www.energy.ca.gov/sites/default/files/2019-11/Gas_Price Report.pdf

2 See CEC November 28, 2023, Workshop Event Recording at 50:00 mark at: https://www.energy.ca.gov/event/workshop/2023-
11/sb-x1-2-workshop-maximum-gross-gasoline-refining-margin-and-penalty

30 See April 11, 2024, CEC Workshop Event Recording at 49:40 mark.
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We also recognize the State’s intention to transition to lower carbon energy sources. However,
California must also acknowledge this will be a decades-long transition, and constraining in-
State gasoline supply does not magically accelerate this transition; it only punishes Californians
who rely on those fuels every day. Rather, along with investments in lower carbon sources, the
State should encourage more private sector-led investments into new crude and gasoline
production in order to decrease the risk of supply shortfalls that lead to short-term gasoline price
volatility. Instead, as we have explained, California increasingly and deliberately constrains in-
State-produced gasoline supply in the face of robust consumer demand. This is the type of
economic paradigm that easily lends itself to the very types of problems we see today. We
would urge the CEC to reject the invitation to deliver a hollow political victory while doing
nothing to address the underlying issues for the rest of California’s citizens. Imposing a margin
cap instead of fixing supply-side issues is a recipe for disaster.

A margin cap would not increase in-State supply; indeed, it is likely to have the opposite
effect. What would increase supply is promoting policies that actually increase in-State
gasoline supply. Supporting local, in-State production would be a great step towards
increasing and then stabilizing our gasoline supply.

In terms of the penalty scheme being considered by the CEC, WSPA previously noted how a
penalty structure would be unworkable in practice, and urged®' the CEC to consider
fundamental fuels market issues, including: (1) how a gross refining margin cap would impact
petroleum cost or statewide supply; (2) what precedent the CEC would set as a government
entity attempting to determine the “allowable” income for California businesses; (3) why the
State government should determine the “appropriate” profit (or loss) for privately-owned
companies in just one industry singled out by the government; (4) what specific factors the CEC
would consider in even attempting to set such a level; (5) how to determine what percentage of
a refiner’s income it would be required to pay to the State; and (6) what financial support the
CEC would offer to facilities operating at a loss (as California has already done for the electric
industry with respect to power plants). There are few easy answers to these questions, and no
evidence that any penalty scheme proposed by the CEC would reduce price volatility and
actually help California consumers rather than hurt them.

To specifically address Dr. Moreno’s proposal, WSPA offers the following comments:

o Excess Capacity Assumption. Dr. Moreno incorrectly assumes that there is excess
California refinery capacity. She further assumes that this excess capacity is a result of
California refiners somehow limiting production to achieve an artificially high price (despite,
as noted above and below, that there is no evidence that refiners are actually limiting
production in an attempt to influence prices, and that the State has incentivized the
conversion of two in-State refineries away from gasoline refining). Based on these incorrect
assumptions, she wrongly argues that the margin cap will incentivize refiners to increase
gasoline production, thereby lowering gasoline prices.

1) Importantly, Dr. Moreno acknowledges the inevitable market implications of her
assumptions being incorrect: “If the industry does not have capacity...there is no way
that industry can respond by increasing output. Then you do have a situation where the
policy looks more like a price cap within the refining sector...If there is no capacity,
what’s going to happen is that you could potentially increase price at the retail end of the
market.”®?

31 Western States Petroleum Association Comments — WSPA Comments on SB 2 Implementation filed May 30, 2023, at
https://efiling.energy.ca.gov/GetDocument.aspx?tn=250404&DocumentContentld=85146
32 See April 11, 2024, CEC Workshop Event Recording at 57:01-58:00 mark.
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2) The critical question therefore becomes: Is there actually capacity for California’s
gasoline producers to increase production? As discussed above, even the CEC has
acknowledged that refineries have already been incentivized to utilize all possible
excess capacity in order to maximize production. As discussed below, both Mr.
O’Connor and Mr. Hackett also agree that there is no capacity to substantially increase
in-State refining production.33

3) This lack of excess capacity results in two important points: (a) Dr. Moreno’s assumption
that the margin cap will incentivize increased production is incorrect, and (b) where there
is no capacity to increase production, a margin cap will, in fact, have the effect of
reducing output at the wholesale level, resulting in increased price pressure at the retail
level. Dr. Moreno even concedes this latter point.

4) The industry has historically maintained a delicate supply/demand balance within the
State. Indeed, 90% of California’s gasoline consumption is produced in-State; though
domestic crude supply, one of the major cost components, is limited and must be
sourced from out-of-State, subject to global markets. The remaining 10% of California’s
gasoline is imported. Factors such as rising demand or operational upsets can upset
these supply/demand balances. When the market is short (i.e., characterized by low
supply), an economic signal needs to occur and be sustained long enough to encourage
supplies to flow in from other markets. Out-of-State refiners also need to tune their
operations, and overseas transportation needs to be secured for voyage times that can
take weeks (i.e., from Asian markets, this can take 30-45 days). Upon arrival, docks in
the California market can also be constrained, further delaying resupply to the market.
California’s resupply options are often limited to the costliest modes of fuel
transportation, i.e., marine vessels, which are exposed to the uncertainties of weather
and global geopolitical events. Conversely, when supply exceeds demand, inventories
will rise.

5) We must not confuse total profit and loss with marginal economics. In periods of
shortage, prices must rise to attract additional supplies from offshore, often from foreign
markets. These higher prices can set the overall market pricing.

6) Finally, the 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 gasoline and crude 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.

e Use of Gross Margins. Dr. Moreno stated that “in the real world, we rely on accounting
concepts of profitability, such as gross margins.”** WSPA has previously explained why it
would be unfair to assess any penalty on gross margins, including that:

1) Gross margins, as defined by the CEC, dramatically understates costs of goods sold and
exclude operational costs altogether, which means that even if the CEC allows refiners
to make a positive gross margin, it could still be imposing a negative net margin —i.e.,
forcing refiners to operate at a loss, at least for parts of the year. This could, in turn,

33 See April 11, 2024, CEC Workshop Event Recording at 2:28-2:30 mark.
34 See April 11, 2024, CEC Workshop Event Recording at 44:58 mark.
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force refiners to choose between producing gasoline at a loss or exiting the market

altogether.

2) A “gross gasoline refining margin” concept does not actually exist, as it improperly
focuses on one product, but that is not how refineries operate or report data (i.e.,
refineries purchase and produce slates of products).

3) Imposing a penalty based upon a gross margin would force refiners to engage in a high-
stakes guessing game; i.e., refiners would be forced to try to adjust their prices in real
time so that their monthly gross refining margins would hopefully remain below any
maximum cap imposed by the CEC — something they would, of course, not know until
after the fact. The timing of crude purchases, operational performance, and market
supply/demand dynamics make it very difficult to accurately estimate margins on a daily
or monthly basis. This, again, forces refiners to choose. They can try to adjust their
prices to bring their margins below the maximum — but risk violating any CEC-imposed
cap if they estimate wrong about the future of wholesale prices or acquisition costs. Or,
where contract formulas are not pre-established, they can set prices so far below what is
required to comply with any maximum margin that it would no longer make economic
sense to refine in California. Either option would jeopardize California’s transportation
fuels markets and give rise to serious constitutional and other legal concerns related to
the arbitrary penalization of refiners without any connection to the benefits the State
Legislature intended through enacting SB X1-2.

4) Imposing a gross margin would run counter to meeting the ongoing demand of
Californians — especially given California’s already-volatile fuels market. If another
refiner decides to leave the State, there is no guarantee that another company will be
willing to take its place.

e Excess Margin. Dr. Moreno argues that California’s refiners earn excess margins: i.e.,
margins that exceed some arbitrary and subjective “reasonable” benchmark. But no
benchmarks proposed to date fairly and accurately represent the California transportation
fuels market.

1) Comparison with Baseline Year(s). Dr. Moreno identified 2012 through 2014 as a
period establishing a “reasonable benchmark.” However, as noted above, California had
200 TBD more capacity in 2012-2014 than it does currently (i.e., roughly 20% more
capacity).3® With the conversion of the Rodeo refinery in March 2024, California can no
longer adequately supply its own gasoline and must now increasingly rely on costly
imports. Such a comparison must also account for the increased cost of doing business
in California over that time span. A simple inflation adjustment would be inadequate,
because the cost of doing business in California has outpaced inflation. The increased
costs of operating a refinery in California must all be accounted for as well.

a. Before Dr. Moreno’s presentation, the CEC staff displayed a historical “Refiner
Margin” chart, which was defined as rack price minus crude oil cost and imported
refined gasoline minus environmental costs. If Dr. Moreno is using that definition,
then it excludes operating costs, capital investments, overhead allocation, etc., which
would be an inappropriate benchmark for assessing whether refiners are making “too
much” profit.

2) Comparison with Other Geographic Locations. Dr. Moreno included Dr. Severin
Borenstein’s “Mystery Gas Surcharge” graph in her presentation and suggested a
geographic benchmark could also be used to measure “excess” margins. However, this
approach suffers from the same shortcomings as using the 2012-2014 period to
“benchmark” a profit baseline: the “US (ex-CA)” benchmark is not properly

35 CEC Draft Transportation Fuels Assessment, published on April 12, 2024.
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representative of baseline conditions in the California market. There are important

market considerations when comparing California with other geographic locations that

must be understood and accounted for before arriving at such a benchmark:

a. Ifthe CEC is going to reference a different geographical area in determining a
benchmark, it would be more appropriate to compare gasoline prices in California to
prices in “PADD 5 West Coast (ex-CA)” because both markets are isolated markets
and both markets have experienced an increasingly tight supply of petroleum
products and declining refinery capacity.

b. Because we are often asked what makes the Gulf Coast different from the West
Coast, please refer to the following:

- Gulf Coast refiners produce gasoline in accordance with U.S. Environmental
Protection Agency (EPA) standards, which protect both environmental and
consumer safety. These refiners can produce EPA-compliant gasoline more
efficiently and more cheaply without having to comply with California’s
regulations required for CARBOB production. Additionally, this EPA-compliant
gasoline is easier to produce, easier to transport by pipeline to the rest of the
United States, and has the major advantage of being fungible across a much
larger market.

- The West Coast refineries represent 13% of U.S. refining runs while having 16%
of gasoline demand, whereas, the Gulf Coast has 55% of refining capacity with
15% of U.S. gasoline demand.

- The Gulf Coast has incentivized and enabled significant capital investments in
its energy infrastructure, enabling increased crude production and refining
capacity, whereas California has disincentivized and continues to discourage
such investments. This lack of infrastructure (e.g., dock space) leads to liquidity
issues when there is a supply disruption, which is also a key factor in California
price spikes.

- The Gulf Coast markets are also home to more producing, midstream, refining,
marketing, and retail companies compared to California, which enables
increased competition and efficient, flexible markets to supply the lowest-cost
gasoline to its consumers. In comparison, California has imposed burdensome
and complex legislation that has made operating current businesses and
investing in new businesses difficult for new entrants and market participants,
stifling further competition and causing unintended consequences that could
further eliminate existing businesses. Decades of policies explicitly targeting the
hydrocarbon industry have brought California to where it is today, as it has
devalued energy security and made it more difficult for Californians to affordably
access a reliable in-State supply of transportation fuel.

- In addition, the CEC must consider the continued motivation for investment into
California’s gasoline production infrastructure. There is an investment dilemma
that oil companies have when reviewing the “crack spread,” i.e., the difference
between the purchase price of crude oil and the selling price of finished
products. Crack spread is a metric used by energy market experts to help
monitor gross refining margin potential, from the West Coast versus the Gulf
Coast. Since 2020, with the 5-3-2 crack spread comparison between these
coasts, there is no longer a West Coast premium. This shows it is even more
important for California to help define a more certain regulatory environment to
be more competitive as a place to do business, as investors are looking to
safeguard investments from risk. See Appendix A.
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- From 2000-2022, US (ex-CA) invested in refining capacity (with the Gulf
Coast’s capacity increasing 27%). In contrast, California’s refining capacity
declined 12%.3¢
- Further, the Gulf Coast is interconnected and is not a gasoline island like
California is.
¢ Turnarounds Require Detailed Planning. Refineries develop turnarounds premised upon
considerations including operational capability, regulatory compliance, asset integrity,
reliability, and risk management several years beforehand. Typically, detailed work planning,
engineering, and procurement begins years before the event to ensure sound execution and
to develop staffing plans. To further demonstrate that safety and operational sustainability
are of the utmost importance, refiners incentivize their work force to ensure minimal
downtime by implementing a bonus structure that is tied to mechanical availability and safe
operations. As refiners face real constraints and strive to maximize their operable capacity,
refinery utilization reductions usually occur due to either planned or unplanned events.

1) In a competitive marketplace with limited materials and skilled contract labor, operators
must proactively secure resources many months, and in some cases years, in advance.
Turnaround contractors are informed of planned work scopes at least a year ahead of
the outage, enabling them to obtain competent leadership and skilled workers to
efficiently execute complex tasks within a short timeframe, thereby allowing refineries to
resume normal operations promptly. Additionally, arrangements for blend stocks or
products must be made in advance, or alternative supplies must be planned to ensure
uninterrupted operation of dependent process units during planned maintenance.
Refineries collaborate with contract companies, vendors, and trading partners to secure
necessary supplies. There are critical differences between each refinery and distribution
systems, as well as safety considerations, that also drive the planning of maintenance.
Allegations suggesting coordination with other operators to manipulate the market are
baseless and unfounded.

2) Given that unplanned events pose substantial risks to process unit equipment,
personnel, and the environment, operators endeavor to minimize such occurrences.
Operators prioritize reliability aimed at maximizing the availability of operating process
units. Proactive reliability programs include operator care, quality control processes,
preventive maintenance programs (ex. vibration monitoring, visual inspections, lube oil
changes), and careful selection of the right turnaround work scope and interval.
Operators are incentivized to minimize unplanned downtime as this reduces repair costs,
emissions, and maximizes production.

¢ Need to Stabilize Gasoline Supplies. Inherent in the passage of SB X1-2, the State

Legislature sent a clear message through the rejection of the Governor’s first legislative

proposals (i.e., to immediately impose a “windfall profits” penalty) in favor of a more

thoughtful approach: i.e., that the CEC first gather real-world evidence on whether a cap on
refinery margins could have unintended consequences that would harm California
consumers. The law explicitly requires that the CEC “shall not set a maximum gross
gasoline refining margin or accompanying penalty . . . unless it finds that the likely benefits
to consumers outweigh the potential costs,” considering factors such as whether action
would lead to a greater supply and demand imbalance in California’s fuels market or lead to
higher pump prices.”®” As such, the Legislature’s expectation of the CEC is clear: evaluate
the facts, not the politics, in promoting solutions that benefit Californians rather than hurting

36 See https://www.eia.gov/dnav/pet/hist/L eafHandler.ashx?n=PET&s=8 NA 8D0 SCA 4&f=A (California) and
https://www.eia.gov/dnav/pet/hist/LeafHandler.ashx?n=PET&s=8 NA 8D0 R30 4&f=A (PADD 3 (Gulf Coast)).
37 PRC Section 25355.5(1) (emphasis added).
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them. The Commission has historically been the State’s energy planning entity, and given
the vast quantities of data now being collected about the petroleum sector, the CEC should
refocus on its original mission of evaluating how best to ensure stable energy supplies in the
State — including for gasoline.

In sum, implementing a margin cap will not solve California’s supply issues or change market
behaviors. Allowing periodic adjustment of such a maximum margin would not improve things,
but would only introduce an element of uncertainty which could severely discourage capital
investment and exacerbate future supply issues. As previously mentioned, investment decisions
are driven by a reasonable expectation of future profits. Instead, we urge the Commission to
take a proactive approach to finally resolving the State’s long-standing supply issues. By
working with in-State refiners and supporting them through the development of reliable
infrastructure, the CEC can help increase production of transportation fuels to meet California’s
increasing fuel demands, thereby attacking the root causes of market volatility and benefitting
California consumers over the long run.

WSPA RESPONSE TO PRESENTATION BY STILLWATER’S DAVE HACKETT

WSPA appreciates Mr. Hackett’s efforts to present a real-world analysis of the impact of a cap
on gross refining margins. In this and in past presentations, Mr. Hackett has described for the
CEC the complexity of the refining industry and the broader gasoline supply chain, including the
impact that public policy has had. While some of his comments about refiner responses to a
gross margin cap were speculative and do not necessarily reflect actual refiner intent, we
support his assessment of the potential market impacts a cap could have. We also agree with
his statements that he “do[es]n’t think there’s spare capacity to increase production”® and that
he believes that in-State refineries are “running as hard as they can.”*

The Margin Cap Does Not Solve California’s Undersupply Problem. Mr. Hackett stated, “I
don’t see anything within this program that would increase supply...Fundamentally this
[program] doesn’t improve logistics, it doesn’t increase refining capacity, it doesn’t provide
incentives for investment.”*® He continued, “Here we are in 2024 and we are down two
refineries, and so the going forward here is going to be rougher than it'’s been. I think that the
market is short on the order of 15% of supply. Some of that comes from the refineries in the
Pacific Northwest [via marine shipments], and the balance will come from around the world.”
WSPA agrees.*!

The Margin Cap Will Exacerbate Elevated Prices. Mr. Hackett also stated, “[If] the program is
implemented...refiners would probably leave prices up close to the maximum level...we come to
this conclusion from our experience in Hawaii...The government set a maximum gasoline price
and refiners moved their prices to as close to the maximum as they could get them.” 4> He
continued, analyzing his graph, “what this illustrates is that consumers might... be worse off with
a maximum gasoline margin...”* While WPSA does not agree with the exact mechanism of
consumer harm as outlined by Mr. Hackett, WPSA agrees that the margin cap will likely
ultimately increase retail prices (as Dr. Moreno, in fact, acknowledged as a possibility). WSPA

38 See April 11, 2024, CEC Workshop Event Recording, Dave Hackett, upon questioning, at 02:28:00 mark.
3 See April 11, 2024, CEC Workshop Event Recording, Dave Hackett, upon questioning, at 02:28:12 mark.
40 See April 11, 2024, CEC Workshop Event Recording, Dave Hackett, Stillwater Presentation at 2:10 mark.
41 See April 11, 2024, CEC Workshop Event Recording, Dave Hackett, Stillwater Presentation at 2:23 mark.
42 See April 11, 2024, CEC Workshop Event Recording, Dave Hackett, Stillwater Presentation at 1:29-1:30 mark.
43 See April 11, 2024, CEC Workshop Event Recording, Dave Hackett, Stillwater Presentation at 1:33 mark.
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also agrees that price volatility is inevitable in periods of tight supply, and that a permanent
solution to price volatility requires a permanent solution to the underlying supply issues.

To address Stillwater’s presentation, WSPA offers the following specific comments:

o Business Profitability. Mr. Hackett claimed during his presentation that gross margin
calculations are commonly used to approximate business profitability — though it is not a
comprehensive picture of refiner profitability. In fact, gross margin calculations are not
commonly used to approximate business profitability. As discussed above, crack
spreads are.

¢ Flaws with GGRM. Mr. Hackett also acknowledged that the Gross Gasoline Refining
Margin is a flawed measure. He estimated that an average of 63 cents separated the
highest from the lowest historical margins among refiners and stated that this metric is not a
“complete picture” of profitability. He also suggested that a penalty based on this measure
could have the opposite of its intended effect by increasing average prices.

e Market Manipulation. Mr. Hackett further claimed that trading patterns suggested the
possibility of market manipulation. This claim is unfounded. Mr. Hackett pointed to litigation
regarding trading activity after the 2015 Torrance refinery explosion as “evidence” of this
claim. But no refiner was named as a defendant in this litigation, which addressed only a
scattered handful of trades and which has since been resolved with no finding of
wrongdoing by the court.#* And while another group of plaintiffs did sue refiners claiming that
refiners manipulated spot prices, they found no evidence to support their claim after
extensive discovery, resulting in summary judgment against the plaintiffs.*® In short, no court
or regulator has, in recent memory, identified any evidence of market manipulation by
refiners, despite the gasoline industry being among the most closely scrutinized in the world.
WSPA strenuously objects to the suggestion that refiners engage in anticompetitive activity,
let alone that this activity is systemic.

o Refiners’ Short-Term Options. Mr. Hackett suggested that refiners may consider
numerous short-term options to avoid the penalty (e.g., closely managing rack gasoline
prices, generating other opportunities to improve margins under the cap like adding fee-
based revenue generators, buying crude at higher prices from affiliates or blend in other
components or lease a refinery tank from an affiliate; or establishing a buy-sell agreement
with another company on purchased gasoline). While not specifically addressing Mr.
Hackett’s suggestion, we have articulated our views herein on the actions our members
could be forced to take if they are penalized for their profits.

WSPA RESPONSE TO PRESENTATION BY ICF’S TOM O’CONNOR

Mr. O’'Connor presented a profit-sharing concept while also recognizing that (1) a “gross margin”
does not present a complete view of refinery profits as it does not include operating costs,
impacts from refinery performance issues, or the value of other products produced; (2) applying
a singular “gross margin” would result in significant variations (especially among California’s
refiners versus non-California refiners and other wholesale-only purchasers); (3) it is impossible
for refiners to allocate expenses to just one product; and (4) this mechanism will not create
more fuel supply for California (especially given recent refinery conversions). In addition, during

4 Joint Stipulation and Order to Stay Proceeding, California v. Vitol Inc., Case No. CGC-20584456 (S.F. Super Ct. filed May 4,
2020).
4 Persian Gulf Inc., v. BP West Coast Products, 15-cv-1749-JO-AGS, Dkt. 847 (S.D. Cal. Sept. 30, 2022).
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questioning, Mr. O’Connor agreed with Mr. Hackett that California’s “refiners are running as
hard as they can”® and “trying as hard as they can”#’ to meet California’s demand.

To address ICF’s presentation and proposal, WSPA offers the following specific comments:

o The Margin Cap Does Not Solve California’s Undersupply Problem. Mr. O’Connor
stated, “I do not believe that this mechanism is going to create more fuel for California...it's
going to take more than one regulatory action to kind of harness the [energy] transition that
we’re going to be going through over the next few years.”*® Similar to Mr. Hackett, he also
notes how significant the undersupply has become: “The closure of the Marathon Martinez
refinery in late 2020 results in a much tighter gasoline market in California, particularly as
demand increased in the 2021 post-COVID recovery period. In other words, the game has
changed. We’re not in 2013 anymore, or even 2015. There’s less production. Refiners, in
order to meet their sales demands, you know, have to import more, and that’s more
expensive. So, the Rodeo refinery closure in March [of 2024] is going to tighten the market
in Northern California significantly further.”*® WSPA agrees with Mr. O’Connor that the
margin cap does not solve California’s undersupply problem.

e Mr. O’Connor Acknowledges that He Does Not Know the Effects of His Proposed
Variation of the Margin Cap on Price and Quantity. Mr. O’Connor stated, “Obviously,
refiners are going to find ways to try to maximize their profits under this regulatory structure
and we're not quite sure how they may do it...I don’t know whether this strategy that we
proposed here is something that would possibly endure the incentive for them to continue
producing fuel and not try to shrink...or export fuel.”°

o Flaws with GGRM: Like Mr. Hackett, Mr. O’Connor pointed out a number of flaws with the
Gross Gasoline Refining Margin. First, it ignores operating costs, which he noted are higher
in California than elsewhere (in WSPA'’s view, because of burdensome regulations that
make production more costly). Second, it ignores seasonal variations in gasoline margins,
which can vary by more than 20 cents between winter and summer. Third, because refiners
have different “sales mixes” and distribution channels, applying one margin to all can create
an “unfair situation.” WSPA agrees that these factors pose a serious challenge to any CEC
effort to implement a maximum margin.

¢ Rolling Average Benchmark. Mr. O’'Connor suggested that a refinery-specific profit-
sharing concept would use an individual refiner’s history to develop a routinely updated, 10-
year rolling average benchmark.

1) While this approach does appear to address concerns that the current gross margin
calculation is not a comparable data point for each refiner, there are significant concerns
with choosing an appropriate benchmark as the market has significantly changed since
2020. A benchmark would have to be adjusted for changes to a refiner’s business
strategy (refinery rationalization), inflation, and other costs such as investments to
improve reliability or environmental emission reductions. This benchmark has potential
to unwittingly give certain refiners an advantage.

2) Even when tailored to better fit individual refineries, this model would still be dependent
on the flawed definition of Gross Gasoline Refining Margin dictated by SB X1-2.

o Disproportionate Application. Mr. O’Connor suggested that this concept does not place a
ceiling on the market while still providing an incentive to run the refineries. The downside is
that a profit cap and penalty still only impact refineries — wholesale purchasers do not suffer

46 See April 11, 2024, CEC Workshop Event Recording, Tom O’Connor, during questioning at 02:28:41 mark.
47 See April 11, 2024, CEC Workshop Event Recording, Tom O’Connor, during questioning at 02:28:56 mark.
48 See April 11, 2024, CEC Workshop Event Recording, Tom O’Connor, ICF Presentation at 2:02 mark.
49 See April 11, 2024, CEC Workshop Event Recording, Tom O’Connor, ICF Presentation at 1:43-1:44 mark.
%0 See April 11, 2024, CEC Workshop Event Recording, Tom O’Connor, ICF Presentation at 2:01 mark.
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any penalties if their profits rise while refineries’ profits are capped. He speculated that the
“rocket/feather effect” (i.e., the phenomenon of gasoline prices rising like rockets and falling
like feathers) may become more pronounced and needs to be studied separately, and he
believes that because refiners will find ways to maximize their profits, a cap and penalty
would not necessarily create an incentive to produce fuel rather than shrinking the market or
exporting fuel.

CONCLUSION

WSPA appreciates the opportunity to provide our comments on these issues of critical
importance not only to us, but to all California citizens who rely on affordable and reliable
sources of transportation fuel every single day. The overwhelming evidence gathered by the
CEC and other independent researchers over the past few decades demonstrates that market
forces, and not illegal market manipulation, have been and continue to be responsible for
chronic pressures on fuels supply and market prices. This is not an “industry” conclusion. This is
the conclusion drawn by reputable independent and government-sponsored studies we have
seen looking at California gasoline market price volatility over nearly the past quarter-century.

Not surprisingly, no participants at the recent workshop could articulate a viable economic
rationale for how a margin cap and penalty would help consumers in a supply-constrained
market, and indeed, the outside economists who presented to the CEC opined that a cap was a
flawed measure that could actually harm consumers. Even the CEC’s own economist said that a
penalty could “potentially increase price at the retail end of the market,” and DPMQO’s own
analysis of options for reforming the spot market contained no evidence or allegation of market
manipulation by the refining industry. WSPA continues to urge the CEC to prioritize facts over
politics and reject a cap and penalty that will only hurt California’s consumers rather than help
them.

Thank you for considering our comments. Please do not hesitate to contact me with any
additional questions.

Sincerely,

5 ElA

Sophie Ellinghouse
Vice President, General Counsel & Corporate Secretary
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Appendix A
Calculated 5-3-2 Crack Spreads
West Coast vs. Gulf Coast

West vs. Gulf Crack Spreads ($ per barrel) | 2011 - 2023
Calculated with Publicly Available Information
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Catherlne Reheis-Boyd
President and CEO

June 20, 2024

California Energy Commission Uploaded to Docket
Docket Unit, MS-4

Docket No. 23-SB-02

715 P Street

Sacramento, California 95814

RE: WSPA Comments on Gasoline Summer Outlook Workshop [Docket #23-SB-02]

Thank you for the opportunity to comment on the California Energy Commission (CEC) and the
Division of Petroleum Market Oversight's (DPMO) June 6, 2024, Senate Bill (SB) X1-2 (2023)
workshop “to discuss the summer outlook for gasoline supplies and factors impacting the
market.” In responding to the information presented and comments made at the workshop,
including the ongoing focus on price spikes, this letter incorporates by reference our prior
comment letters"23456 and responds to the CEC and the DPMO staff presentations. The
Western States Petroleum Association (WSPA) would be happy to provide further information
as deemed necessary. 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.

To summarize the main points of this letter:

e The DPMO has shown that economists who understand the complex dynamics of the
California gasoline market are not surprised by price increases that coincide with unplanned
and planned maintenance activities, as this is a sign of a supply market with little slack.
WSPA advises the CEC to steer clear of any good-intentioned measures to reduce price
spikes that involve restrictions on when a refinery can or cannot carry out maintenance
activities required for safety, as this may have unintended consequences, including but not
limited to, endangering the safety of workers and nearby communities.

e The CEC has started to examine the data and patterns of California’s persistent structural
fuel supply barriers that affect the State’s production capacity, restrict the amount of fuel that
can reach the market quickly, raise the cost of delivering that fuel, and thus also lead to
higher costs for California’s consumers. WSPA cautions against adopting well-meaning
solutions for price spikes, such as margin caps with penalties, that do not add “slack” back
into the supply system.

e WSPA continues to denounce false allegations that refiners are somehow gouging
California consumers, engaging in any anticompetitive activity, or are performing any kind of
“market manipulation.” No court or regulator has, in recent memory, identified any evidence
of market manipulation by refiners.

" Western States Petroleum Association Comments - on SB 2 Implementation; May 30, 2023.

2 Western States Petroleum Association Comments - on Transportation Fuels Assessment Report Workshop; September 11, 2023.
3 Western States Petroleum Association Comments - Solomon Report California Refiners' Cost and Margin Analysis, 2000-2022;
November 27, 2023.

4 Western States Petroleum Association Comments - literature review on Energy Price Controls; November 27, 2023.

5 Western States Petroleum Association Comments - on Nov 28 SB X1-2 Margin Cap and Penalty Workshop; December 12, 2023.
6 Western States Petroleum Association Comments - on April 11 SB X1-2 Margin Cap and Penalty Structure Workshop; April 25,
2024.
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We would first like to address some potential ongoing misunderstandings regarding “price
spikes,” and specifically, repeated claims from DPMO Director Tai Milder that “price spikes at
the gas pump are profit spikes for the oil industry.”” This claim is simply misleading. From a
fundamental economics perspective, it ignores the reality of all the costs associated with
operating a complex refinery in California. In fact, as the data now being provided to the CEC
shows, the volume-weighted gasoline refining margin for California refiners turned negative in
October, reflecting net losses on gasoline produced and sold. It is a fact that West Coast
refiners face lower margins, higher costs, and higher risks than their counterparts in other
regions — while also under increasing pressure to maintain a reliable and affordable supply of
gasoline for Californians despite the many structural supply obstacles we have previously
detailed.

WSPA also wants to address another source of confusion: i.e., the focus on gross vs. net
margins as a way to intentionally promote false and unsupported “price gouging” claims.?
Relying solely upon gross margin data in isolation provides little insight into actual refinery profit
and can be highly misleading in attempting to represent the true financial situation at California’s
refineries. Gross margins do not provide an accurate picture of net profit because gross
margins, by definition, exclude all business costs. But, as the CEC well knows, the cost of
running a business in California matters. Operating a business in California costs more than
operating a business in nearly every other state. Some of these costs, such as California’s very
high state taxes, are significant but relatively steady and reasonably predictable from year to
year. California’s other environmental-related fees imposed on refining are not so steady or
predictable.

Indeed, for decades California has enacted novel and increasingly ambitious environmental
programs that purposefully impose substantial fees upon industry. The State assumes these
fees will be passed along to consumers, intending for the fees to act as an intentional signal to
consumers to change their behaviors in ways desired by the State.®'® These fees can vary
significantly from year to year, and predictably increase when the State itself increases the
stringency of the underlying environmental requirements. California certainly may choose to
adopt extremely stringent environmental regulatory policies in the pursuit of aggressive energy
policies, but such policy choices necessarily have the consequence of increasing the cost of
producing the gasoline and diesel Californians rely on every day, and in some cases, making it
more difficult to supply transportation fuel to the California market. It is a simple reality that most
other states have far fewer obstacles to supplying gasoline to their consumers, and they have
notably different energy policy priorities too. The critical point is that gasoline prices reflect the
net impacts of all these realities. Gross margins do not.

Rather, what the CEC should be focused on is ensuring there is a sufficient supply in the
system to meet California’s ongoing — and strong — demand for gasoline in an affordable
manner.

7 See April 24, 2024, California State Legislature’s Senate Rules Committee confirmation hearing of DPMO Director Tai Milder at
1:03:00 mark: https://www.senate.ca.gov/media-archive

8 See April 24, 2024, California State Legislature’s Senate Rules Committee confirmation hearing of DPMO Director Tai Milder at
1:02:18 mark: https://www.senate.ca.gov/media-archive

% Legislative Analyst’s Office, “California’s Cap-and-Trade Program: Frequently Asked Questions,” October 4, 2023, at:
https://www.lao.ca.gov/Publications/Report/4811

© CARB Low Carbon Fuel Standard, Standardized Regulatory Impact Assessment, September 8, 2023, at page SRIA — 53:
https://ww2.arb.ca.gov/sites/default/files/2023-09/Icfs_sria 2023 0.pdf
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Furthermore, that California’s gasoline market is and has been cyclical for decades should not
be a surprise to anyone. The State’s own draft Transportation Fuels Assessment'" both
recognized California’s long-standing structural supply issues (that make California a “fuel
island”) and illustrated the effect of seasonal dynamics. WSPA has explained this concept
numerous times before as well.'213.1415 |ndeed, Figure 17 of the draft Assessment shows how
CARBOB storage and production at refineries from 2006 to 2022 typically diverge every
summer. Production from refineries remains elevated, but stocks draw down due to higher
consumer demand in the summer. This has been a feature of Californians’ fuel purchasing
patterns for many decades, and neither refiners nor the State can force California consumers to
purchase less transportation fuel in the summer months. The market simply dictates that
available inventory supplies must be drawn down to help meet this heightened demand.

California’s efforts to force a transition to lower carbon energy sources has also reduced
flexibility for California consumers. Despite the State’s desire to accelerate this transition, the
State has yet to find affordable gasoline alternatives for the tens of millions of vehicles driven by
California’s citizens today. Instead, the State’s efforts have focused on decreasing California’s
local in-State refining capacity. But with reductions in consumer demand not keeping up with
this policy of in-State capacity reduction, the result has been the artificial constricting of in-State
gasoline supplies below the level needed by California’s citizens, subjecting these consumers to
rising energy costs on the global crude oil market and rising energy costs associated with
meeting California’s increasingly ambitious environmental programs. The State cannot make up
for its inability to force its desired pace of consumer demand decline for liquid transportation
fuels by simply limiting local supply capacity. This does nothing to accelerate the zero emission
vehicle transition, it only punishes Californians who continue to rely upon the need for more
affordable and lower carbon fuel options.

To specifically address issues raised in the CEC and DPMO staff's presentations — including the
underlying data set utilized, WSPA would recommend that the CEC meet individually with
regulated entities under the protections afforded by the Petroleum Industry Information
Reporting Act of 1980 (PIIRA). Such discussions may help clarify certain issues for the CEC
staff, including the potential impact of excluding non-refiners from inventory details and any
associated modeling activities.

WSPA RESPONSE TO PRESENTATION BY DPMO CHIEF ECONOMIST DR. MORENO

Refinery Maintenance Activities Must Remain Focused on Safety

WSPA repeats our serious safety concerns if the CEC were to attempt to dictate or restrict the
timing of refinery turnarounds and maintenance activities based on an attempt to “time the
market” in terms of fuel prices. We continue to note that the CEC does not have any expertise in
operating complicated refining facilities, and does not have experience with the numerous long-
standing California, Federal, and industrial regulations and standards that impose requirements

" “Draft Transportation Fuels Assessment,” published on April 12, 2024, available at:
https://efiling.energy.ca.gov/Lists/DocketLog.aspx?docketnumber=23-SB-02

2 WWSPA Comments Regarding SB X1-2 Transportation Fuels Assessment Workshop [Docket #23-SB-02] filed September 11,
2023.

38 WSPA Comments on SB X1-2 Workshop on Maximum Gross Gasoline Refining Margin and Penalty [Docket #23-O1IP-01] filed
December 12, 2023.

4 WSPA Comments on SB X1-2 Workshop on Maximum Gross Gasoline Refining Margin and Penalty Structure [Docket #23-OIIP-
01] filed on April 25, 2024.

5 WSPA'’s “SB X1-2 Draft Transportation Fuels Assessment” comments filed on May 17, 2024.
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and timelines on refinery operators to perform maintenance focused on safety. The CEC has
not yet addressed significant questions raised regarding potential liability associated with
delaying maintenance mandated by safety regulations and standards, and still has not (to our
knowledge) participated in ongoing discussions before the Interagency Working Group on
Refinery Safety. We have repeatedly expressed our grave concerns that dictating when a
refinery can or cannot perform safety-mandated maintenance activities will compromise the
safety of workers and surrounding communities. If the State forces a refiner to defer otherwise
required or necessary maintenance, it could create a situation where supply shocks and price
volatility becomes even greater with unplanned upsets due to pushing refineries beyond the
State’s own mechanical integrity regulations.

Planned maintenance activities typically take years of planning and the coordination of logistics,
highly skilled laborers, specialized equipment, and inventories. Turnarounds can involve one or
more processing units, wide sections of the refining operations, or the entire shutdown of a
refinery. Process safety and mechanical integrity are key reasons that turnarounds are done at
predetermined intervals. Inspecting, replacing, and repairing units or pipelines is of the utmost
importance to ensure the safe and efficient production of transportation fuels. As we have
previously explained,'®'":'8 refinery maintenance and safety are so important that there are
multiple Federal, State and local laws and rules governing them. That the CEC would insert
itself into this carefully calculated process at any time to “time the market” based on a singular
desire to lower fuel prices is deeply concerning and highly inadvisable.

California’s Refining Capacity and Potential for Market Coordination

Dr. Moreno noted that California’s top four fuel producers control 90% of refining capacity, which
she claims presents a highly concentrated industry with “a high risk of coordination and
collusion.””® She further assumes that increasing market concentration will exacerbate price
impacts, and that constrained supply and price volatility will make the market more susceptible
to market manipulation. While we agree that it is not in the State’s interest to drive California’s
few remaining refiners out of the State and further concentrate the market, the suggestion that
California’s refiners have somehow engaged or are engaging in manipulation is unfounded and
promotes a narrative that even the State knows is false. Again, no court or regulator has, in
recent memory, identified any evidence of market manipulation by refiners,?° despite the
gasoline industry being amongst the most closely scrutinized industries in the world. WSPA
strenuously objects to the suggestion that refiners engage in anticompetitive activity, or the
spurious allegation by some that CEC is incapable of discharging its authority to monitor and
decisively address any such activity were it ever to occur. As many in the Senate Energy,
Utilities and Communications Committee oversight hearing observed,?' given the very few
refiners left in California, the State should be actively working in the best interests of all
Californians to help retain those that are left — operating under the strictest regulatory

6 WSPA Comments on General Rulemaking Proceeding for Developing Regulations, Guidelines, and Policies for Implementing SB
X1-2 and SB 1322, filed November 21, 2023.

7 WSPA Comments on March 18, 2024, SB X1-2 and SB 1322 Pre-Rulemaking Workshop, filed April 1, 2024.

8 WSPA Comments on SB X1-2 Workshop on Maximum Gross Gasoline Refining Margin and Penalty Structure filed April 25, 2024.
% See June 6, 2024, CEC Workshop Event Recording, Dr. Gigi Moreno at 00:55:52 mark available from “Gasoline Summer Outlook
Workshop — Zoom” link: https://www.energy.ca.gov/event/workshop/2024-06/rescheduled-gasoline-summer-outlook-workshop

2 See Joint Stipulation and Order to Stay Proceeding, California v. Vitol Inc., Case No. CGC-20584456 (S.F. Super Ct. filed May 4,
2020) and Persian Gulf Inc., v. BP West Coast Products, 15-cv-1749-JO-AGS, Dkt. 847 (S.D. Cal. Sept. 30, 2022).

2 See “May 7, 2024 -- Oversight Hearing -- California Energy Commission Update to the Legislature on Implementation SBX1 2
(Chapter 1, Statutes of 2023) Transportation Fuels” at: https://seuc.senate.ca.gov/content/2023-2024-informationaloversight-
hearings/2023-2024-oversightinformational-hearings
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environment in the world — in order to meet the ongoing energy demands of citizens in the
world’s third largest fuels market.

WSPA RESPONSE TO PRESENTATION BY CEC STAFF

Gasoline Inventory and CARBOB Production and Demand Trends

The CEC has astutely highlighted several chronic structural fuel supply obstacles that challenge
the State’s production capabilities, limit the amount of fuel that can get to market in a timely
manner, increase the cost of supplying that fuel, and thereby also result in ever increasing costs
being passed on to California’s consumers. Respectfully, we submit that the State has yet to
articulate a policy to directly address these obstacles. Instead, the State continues to advance
policies that do not promote greater availability of transportation fuels and discourage capital
investments in new infrastructure and incentives for more efficient internal combustion engine
vehicles. It should be no surprise, then, that several refiners have left California over the past
decade, and that the remaining California refiners continue to be disincentivized to invest in
local in-State California transportation fuel production to most directly and efficiently meet the
fuel needs of California consumers.

Indeed, the State continues to openly pursue policies that actively seek to reduce California’s
own local crude oil supplies — supplies long relied upon by the State and California’s refineries
to meet strong California consumer demand. And the data shows that these policies of reducing
local capacity have indeed resulted in reduced local crude and refined fuel production, while
coinciding with a less-than-anticipated reduction in consumer demand. For example, while the
California Air Resource Board (CARB) assumed an approximately 3% annual local in-State
crude oil production decline in its 2022 Scoping Plan Update,? CalGEM data shows that the
actual in-State production decline rate has been three to five times faster, depending on the
data set used.?® Moreover, CARB's preferred Scoping Plan scenario generously assumes a
precipitous decline in transportation sector emissions from conventional gasoline from 2021
onward,?* assuming (while conceding uncertainty) that per-capita vehicle miles travelled will be
reduced 4% below 2019 levels by 2045.%° In contrast, the CEC has extrapolated CARBOB
demand to decline only 1% from 2023 levels this year,?® while CARBOB production from
refineries would drop 5% from the 2021-2023 average given refinery conversions.?” Clearly,
CARB’s exaggerated predictions of consumer demand falloff have not come to pass, leaving it
to this agency to reassess a more realistic future path for California consumer demand and
available local supply. At some point, both the CEC and the State will need to reconcile these
differing policy priorities, assumptions, and associated ramifications for California consumers.

When California constrains its own in-State production, industry must depend more upon the
global crude oil market and imported crude oils to help meet the continuing transportation fuel
needs of California’s citizens. This raises its own market pressures and challenges. For
example, it becomes more logistically challenging to supplement diminishing in-State refining
capacity because most refineries outside of California do not produce fuels that meet
California’s strict gasoline specifications. Also, it is yet unknown whether California’s marine

22 CARB'’s 2022 Scoping Plan Update, pg. 103, at: https://ww2.arb.ca.qov/sites/default/files/2023-04/2022-sp.pdf.

2 California Department of Conservation, WellSTAR monthly production data reports, 2018-2023,
https://www.conservation.ca.gov/calgem/Online Data/Pages/WellSTAR-Data-Dashboard.aspx

2 CARB’s 2022 Scoping Plan Update, AB 32 GHG Inventory Sectors Modeling Data Spreadsheet

% CARB'’s 2022 Scoping Plan Update, Appendix J: Uncertainty Analysis at pg. 5.

2 CEC Staff Workshop Presentation on “Gasoline Summer Outlook” at slide 13, “California CARBOB Demand.”

27 CEC Staff Workshop Presentation on “Gasoline Summer Outlook” at slide 16, “CA Refinery CARBOB Production.”
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ports and terminals will have the physical capacity to accommodate these increased imports,
and as discussed below, recent amendments to CARB’s Ocean-Going At-Berth Regulation,
taking effect starting in 2025, will make it difficult for these ports and terminals to legally host
adequate tanker visits even if they do have the physical capacity to do so.

California Gasoline Marine Import Trends

WSPA has previously explained??2%30:31 why supplying California’s fuels market is so difficult. It
is true that the West Coast — particularly California — is increasingly reliant on gasoline imports.
CARB’s 2022 Scoping Plan Update acknowledged this, noting that “[i]f California’s finished fuel
demand is not met by continued refining activity in California, the state would need to import
finished fuels to meet the ongoing demand. This would likely result in a two- to five-fold increase
in the number of finished fuel ship deliveries to marine terminals.”*? This is especially true when
such imports are necessary to supplement local transportation fuel supply during both planned
and unplanned refinery maintenance events. As such, when refiners have advance awareness
of a fuel supply disruption, they can mitigate consumer impacts. For example, when refiners
schedule maintenance activities well in advance, they can also plan for bringing in more finished
gasoline imports and/or gasoline components from other refineries.

However, continuing these practices will be extremely challenging beginning in 2025 due to
aggressive new restrictions adopted by CARB that will apply to all tanker vessels calling on
California ports and terminals. CARB’s 2020 amendments to its Ocean-Going At-Berth
Regulation (17 Cal. Code Regs. §§ 93130-93130.22) will soon require all tankers either to use
shore power when transferring cargo at berth (despite the fact that the current tanker fleet is not
designed to utilize such power), or to utilize emissions control technology that has not yet been
tested, approved, or implemented in practice for tankers. As a result, many existing tankers
likely will not be able to meet the Regulation’s requirements by the first compliance deadline of
January 1, 2025. The overall result will be to limit the number of calls and/or the availability of
tankers that can legally call on California’s ports beginning in 2025 — the very same facilities that
will need to absorb the delivery of increasing imports that will be necessary due to artificially
constrained in-State production and refining policies.

That there is already rising pressure to increase fuel imports is clear. The CEC’s own
presentation demonstrates a marked increase in marine imports in the past decade: i.e., a 61%
increase in the 2021-2023 average barrels per day imported over the 2014-2019 period, and an
assumed 23% increase in 2024 from the 2021-2023 average.*® Thus, there is little dispute that
increased imports will be a critical component of meeting Californians’ fuel demand going
forward. Unfortunately, with less than six months remaining before the Ocean-Going At-Berth
Regulation amendments take effect for the major Southern California ports, we have no
guidance on how the State plans to accommodate this import trend while enforcing the strict
limitations set forth in that Regulation.

2 WSPA Comments Regarding SB X1-2 Transportation Fuels Assessment Workshop [Docket #23-SB-02] filed on Sept. 11, 2023.
2 WSPA Comments on SB X1-2 Workshop on Maximum Gross Gasoline Refining Margin and Penalty [Docket #23-OIIP-01] filed
December 12, 2023.

30 WSPA Comments on SB X1-2 Workshop on Maximum Gross Gasoline Refining Margin and Penalty Structure [Docket #23-OlIP-
01] filed April 25, 2024.

31 WSPA Comments on SB X1-2 Draft Transportation Fuels Assessment filed on May 17, 2024.

32 CARB'’s 2022 Scoping Plan Update, at pg. 107.

33 CEC Staff Workshop Presentation on “Gasoline Summer Outlook” at slides 17-19, “California Gasoline Marine Imports.”
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WSPA again notes that these significant market and policy dynamics, which will constrain
California’s fuel supply, are already in motion.

PRICE SPIKE MITIGATION STRATEGIES

The CEC’s workshop notice indicated that, amongst the topics that could be discussed, were

“price spike mitigation strategies.” WSPA recommends that the CEC evaluate the following:

¢ Stabilize In-State Gasoline Supplies. For the reasons identified above, WSPA continues
to urge the CEC to work on pathways to increase and stabilize California’s valuable fuel
supplies. This includes support for local crude oil production that can easily be delivered to
California’s refineries for refining into gasoline and other transportation fuel products.

e Do Not Impose a Margin Cap and Penalty. Inherent in the passage of SB X1-2, the State
Legislature directed the CEC that, before considering the adoption of any maximum
gasoline margin cap or penalty, it must first gather real-world evidence on whether a cap on
refinery margins could have unintended consequences that would harm California
consumers. The law explicitly requires that the CEC “shall not set a maximum gross
gasoline refining margin or accompanying penalty...unless it finds that the likely benefits to
consumers outweigh the potential costs,” considering factors such as whether action would
lead to a greater supply and demand imbalance in California’s fuels market or lead to higher
pump prices.”®* As such, the Legislature’s expectation of the CEC is clear: evaluate the
facts, not the politics, in promoting solutions that benefit Californians rather than hurting
them. Implementing a margin cap will not solve California’s supply issues or change market
behaviors. Allowing periodic adjustment of such a maximum margin would not improve
things, but would only introduce an element of uncertainty which could severely discourage
capital investment and exacerbate future supply issues. As previously mentioned,
investment decisions are driven by a reasonable expectation of future profits. Instead, we
urge the Commission to take a proactive approach to finally resolving the State’s long-
standing supply issues as previously recognized by the CEC. By working with in-State
refiners and supporting them through the development of reliable infrastructure, the CEC
can help increase production of transportation fuels to meet California’s increasing fuel
demands, thereby attacking the root causes of market volatility and benefitting California
consumers over the long run.

¢ Incentivize Ongoing Infrastructure Investments. As discussed above, it is manifestly in
the interest of all Californians to preserve and foster California’s remaining refining capacity.
Local supply of transportation fuel avoids the significant costs, market volatility, and risks
that come with reliance on fuel supplies from out-of-State and overseas. More importantly
for the environment and health, local refining and supply of transportation fuels allows the
State to avoid the impacts of additional harmful pollution and carbon emissions that would
result from having to transport most or all of California’s refined fuel supplies from
elsewhere. The CEC can take actions to minimize market volatility by identifying policy
changes to support (not hinder) critical investments in the maintenance and build-out of
necessary California infrastructure to support in-State fuel demand. Also, the CEC can help
promote more certain and streamlined local supply of transportation fuel by evaluating
barriers to local fuel supply, and by identifying and addressing regulatory obstacles that
prevent or impede needed maintenance activities and/or prevent challenging infrastructure
from being repurposed.

¢ The CEC Must Address Concerns with the Coming Restrictions on Import That Will be
Caused by the Ocean-Going At-Berth Regulation. As discussed above, WSPA strongly

3 PRC Section 25355.5(]) (emphasis added).
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urges the CEC to engage CARB in discussions about how the Ocean-Going At-Berth
Regulation amendments may be modified to avoid the imposition of harsh restrictions on
tanker visits at California ports starting in 2025. Tanker operators and ports have attempted
to address these issues with CARB in advance of the January 1, 2025, deadline, and have
pointed out that no viable tanker shore power or emissions capture technology alternative
exists today, six months before the regulatory implementation deadline. To date, CARB has
not been willing to even discuss considering regulatory relief for tankers or tanker ports or
terminals, and has been unwilling to concede that the technologies required by the
Regulation amendments will not be implementable by the California tanker fleet by January
1, 2025. If this issue is not addressed in advance of the 2025 amendments’ effective date,
tankers will be left with no other practical choice but to limit visits to California ports and
terminals, and we expect that this will only exacerbate the State’s current fuel supply
problems by limiting the State’s ability to use imports to close the supply gap.

e Support Availability of Lower-Carbon Fuels. WSPA has been actively engaged in
CARB’s pending rulemaking to strengthen the Low Carbon Fuel Standard (LCFS). WSPA
continues to support CARB’s decision not to include arbitrary caps on crop-based
feedstocks or fuels derived from crop-based feedstocks as doing so would limit proven
emissions reductions strategies that are working today. WSPA has, however, expressed
concern that accelerating programmatic benchmarks even further — while meritorious in
intent — will likely impact California’s gasoline prices. The LCFS program currently adds
approximately $0.10 per gallon® for California consumers, which can disproportionately
burden low- and moderate-income Californians. As such, WSPA has urged CARB to revise
its potential program amendments to create a more cost-effective and less burdensome
regulatory program that protects a diverse transportation energy portfolio. An aggressive
step-down in program stringency in 2025 could place upward pressure on California’s
gasoline prices.

e Support Affordability of Lower-Carbon Fuels. WSPA has also expressed concerns with
CARB'’s forthcoming amendments to the Cap-and-Trade program that are also likely to have
an impact on transportation fuel supply and costs. According to the CEC, Cap-and-Trade
adds over three times as much ($0.32 - $0.33) to the cost of California’s gasoline as LCFS
does. Proposed amendments could exacerbate existing impacts by further compromising
the supply reliability of critical transportation fuels, leading to increased energy costs and
possibly further burdening California drivers. WSPA has reiterated that programmatic
updates must be consistent with Assembly Bill (AB) 32 (2006), SB 32 (2016), and AB 398
(2017). AB 32 and SB 32 directed CARB to adopt regulations to ensure that the emissions
reductions are technologically feasible and cost-effective while minimizing leakage potential.
AB 398 included important cost containment measures and that CARB consider any
adverse business impacts. To date, analysis has failed to appropriately quantify and assess
potential consumer impacts or leakage risks under various proposed update scenarios.
Despite prior State analyses quantifying potential impacts,®-3:38 the 2024 Standardized
Regulatory Impact Assessment instead notes that, “Predicting how allowance price changes

% See the CEC’s monthly “Refiner Margin Data” at: https://www.energy.ca.gov/data-reports/energy-almanac/californias-petroleum-
market/california-oil-refinery-cost-disclosure

3% 2010 Cap-and-Trade Appendix N. Economic Analysis, see Table N-3 at
https://ww2.arb.ca.gov/sites/default/files/barcu/regact/2010/capandtrade 10/capv4appn.pdf

37 2016 Standardized Regulatory Impact Assessment (SRIA) Proposed Amendments to the Cap-and-Trade Regulation, see Table 3
at https://dof.ca.gov/wp-content/uploads/sites/352/Forecasting/Economics/Documents/ARB_Cap-and-Trade SRIA 2016 Final.pdf
3 2018 Standardized Regulatory Impact Assessment, Proposed Amendments to the California Cap on Greenhouse Gas Emissions
and Market-Based Compliance Mechanisms Regulation, June 2018, see page 42 at https://dof.ca.gov/wp-
content/uploads/sites/352/Forecasting/Economics/Documents/Cap-Trade SRIA_ARB 6-2018.pdf
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impact these complex pricing strategies and the per gallon gasoline and diesel prices paid at
the pump in the future by consumers is beyond the scope of this work.”*® An aggressive
ramp-down in the cap decline rate and industrial allowance allocations beginning in 2025
could place upward pressure on California’s gasoline prices.

CONCLUSION

We again emphasize here that imposing a margin cap and penalty will only exacerbate these
challenges and harm California’s consumers. Margin caps, by design, discourage the making of
“too much” profit, thereby discouraging the production that might result in that profit, and
inducing market scarcity. We urge the CEC to work with industry to find solutions that address
the root causes of high gasoline prices, rather than scapegoating refiners that, as the CEC’s
own expert consultants have acknowledged, are running as hard as they can to serve the needs
of this State.*® WSPA continues to request a balanced conversation with how best to manage
these opportunities for affordable, reliable, and lower carbon fuels.

WSPA appreciates the opportunity to provide our comments on these issues of critical
importance not only to us, but to all California citizens 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,

(St

Catherine Reheis-Boyd
President and CEO

3% CARB Regulation for the California Cap on Greenhouse Gas Emissions and Market-Based Compliance Mechanisms 2024
Amendments, Standardized Regulatory Impact Assessment, dated April 9, 2024, at page 54: https://dof.ca.gov/wp-
content/uploads/sites/352/2024/04/nc-Cap-and-Trade SRIA2024.pdf

40 See April 11, 2024, CEC Workshop Event Recording, Dave Hackett, upon questioning, 02:28:12 mark; Tom O’Connor, during
questioning at 02:28:41 and 02:28:56 marks: https://www.energy.ca.gov/event/workshop/2024-04/workshop-sb-x1-2-maximum-
gross-gasoline-refining-margin-and-penalty
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Catherme H. Reheis-Boyd
President and CEO

September 10, 2024

California Energy Commission Uploaded to Docket
Docket Unit, MS-4

715 P Street

Sacramento, California 95814

WSPA Comments on Gasoline Supply Reliability Workshop [Docket #23-SB-02]

Thank you for the opportunity to comment 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. In responding to the information presented and
comments made at the workshop, this letter incorporates by reference our prior comment
letters, including preliminary comments we filed on August 29, 2024.".2.34.56.7.8

To summarize the main points of this letter:

e ltis troubling that industry had no opportunity to review, analyze, or provide input on the
minimum gasoline supply inventory framework until it was presented at the workshop.
o Industry input has not been appropriately considered.
o Previous CEC studies have not been appropriately considered.
o No analysis of cost, feasibility, operability, or safety considerations was presented.
o The only data we have seen indicates that a minimum inventory would likely raise prices

for consumers — expressly against the goals of SB X1-2.

e The exclusive focus on refinery operations and storage presents an incomplete picture of
supply and distribution within California.

¢ International case studies are not representative of California’s unique fuel market. In
particular, Australia is not at all analogous with California’s fuel supply system.

e WSPA is concerned that SB 950 (2024) and Assembly Bill X2-1 (2024) was/is poorly formed
and will likely lead to unintended consequences for consumers in California, Arizona and
Nevada.

WSPA remains concerned that this workshop was framed as an opportunity to share both the
CEC and DPMO'’s support for the Governor’s legislative framework (what became SB 950), to
regulate gasoline inventory and refinery turnarounds. It is also troubling for industry to have had
no opportunity to review or understand the framework until it was presented at the workshop, all
the while the CEC and DPMO continued to frame the presentation as if there was significant
analysis and input from industry to shape the proposal and understand the associated risks.
However, without a full vetting by industry experts, the only data we have seen indicates that a
minimum inventory would likely raise prices.

" Western States Petroleum Association Comments - on SB 2 Implementation; May 30, 2023.

2 Western States Petroleum Association Comments - on Transportation Fuels Assessment Report Workshop; September 11, 2023.
3 Western States Petroleum Association Comments - Solomon Report California Refiners' Cost and Margin Analysis, 2000-2022;
November 27, 2023.

4 Western States Petroleum Association Comments - literature review on Energy Price Controls; November 27, 2023.

5 Western States Petroleum Association Comments - on Nov 28 SB X1-2 Margin Cap and Penalty Workshop; December 12, 2023.
6 Western States Petroleum Association Comments - on April 11 SB X1-2 Margin Cap and Penalty Structure Workshop; April 25,
2024.

" Western States Petroleum Association comments - on Gasoline Summer Outlook Workshop; June 20, 2024.

8 Western States Petroleum Association Comments - WSPA Preliminary Comments on Gasoline Supply Reliability Workshop
(Docket 23-SB-02); August 29, 2024
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First, WSPA strongly objects to any policy proposal that would jeopardize refinery safety by
allowing the CEC to dictate the timing of refinery turnarounds and maintenance. Both the
workshop proposal and SB 950 stray from industry’s calls to avoid compromising refinery safety
at all costs. Labor had also 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. Indeed, if passed, SB 950 would have given unlimited authority to an agency
that lacks expertise in running a refinery, advised by a committee devoid of industry experts, to
hold turnaround plans hostage 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.

Second, we must question how the CEC can legally pursue binding minimum inventory rules in
advance of any presumed legislative authority to do so. To put it simply, this is putting the
proverbial cart far before the horse.

Third, WSPA has, in fact, repeatedly raised warnings about the State’s attempt to micromanage
California’s gasoline inventory supplies that have gone unheeded. We have repeatedly
expressed concerns that doing so is a recipe to raise everyday California fuel costs and
potentially reduce fuel supplies to Arizona and Nevada — all while minimizing the existing safety-
first priority at refineries.

California’s fuel supply chain already maintains substantial volumes of gasoline inventory. As a
result, 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. Furthermore, mandatory stockpiles have been investigated by the CEC
and shown to come with significant costs — which will likely and ultimately be borne by
consumers. Minimum inventory levels would most likely create sustained gasoline price
increases due to new tankage and working capital costs and would not reduce market volatility.
This likely means that 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.

Price volatility can happen regardless of how much gasoline is in inventory. WSPA previously
explained how even a massive amount of additional storage cannot correct this problem due to
permitting and operational cost constraints. We have explained that what could help stabilize
the imbalance is having sufficient local fuel manufacturing capacity, connectivity to other
regional markets, and fewer policy restrictions on imports.

While in certain contexts having additional fuel inventories may be useful to address energy
security concerns, it is not a price-control mechanism. Inventory supplies safeguard 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 in that instance. But under the CEC/DPMO’s proposal, refiners may be
forced to hold inventory back as they await State authorization.

Fourth, WSPA has urged the State to focus on practical supply-driven solutions to meet
California’s ongoing demand for affordable gasoline per the goals of SB X1-2. We have
recommended that the State prioritize practical solutions to meaningfully help address current
and future supply constraints. Specifically, WSPA has exhorted the CEC to provide more robust,
State-led discussions to address a patchwork of local permitting and regulatory obstacles that
are already constraining the delivery of cleaner fuels — particularly for marine imports — which
will be critical for meeting Californians’ future fuel demands.
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While WSPA would need further information to specifically address some underlying proposals
presented in the CEC and DPMO staff’s presentations, we offer the following initial input to help
inform policymaking discussions in both the regulatory and legislative arenas.

WSPA RESPONSE TO DPMO STAFF PRESENTATION

California’s Storage Infrastructure

The DPMO presentation at Slide 11 refers to “west coast capacity” for storage in the course of
addressing minimum inventory in California. However, the data presented are drawn from
PADD 5, not California’s inventory numbers. The two are not the same. We also note that
DPMQO’s staff separately acknowledged that it has no understanding of the State’s actual
storage capacity — a foundational data point for the subject proposal — instead relying on
publicly-reported PADD 5 data, and stating it is “still working to understand exactly what
capacity we have available here in California.”® This is an important distinction given that
California’s storage is significantly capacity constrained given both the expense of such facilities

(including for associated pipelines) and lengthy permitting delays — if permits can even be
acquired.

The gasoline inventory data available from the CEC’s Weekly Fuels Watch (WFW)'° appears to
be an under representation of the total gasoline volumes available to the industry when
compared to the U.S. Energy Information Administration (EIA) aggregated gasoline inventory
data provided for refiners and bulk terminals published each month. Comparing weekly CEC
inventory data to selected EIA end-of-month dates for California illustrates that there has
recently been between 4 and 7 million barrels of additional gasoline supplies on hand in
California than WFW database contains. It is important to emphasize that the differences are
not attributable to the accuracy of refiner reporting, but reporting requirements for different
purposes.

Gasoline Inventories in California
Refineries and Bulk Terminals
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Figure 1 - California Total Gasoline Inventories: CEC compared with EIA data (2021-2023)

9 CEC August 22, 2024, Gasoline Supply Reliability Workshop at 48:07 mark.
10 hitps://www.energy.ca.gov/data-reports/reports/weekly-fuels-watch (last accessed 8/27/24).

Western States Petroleum Association | 1415 L Street, #900, Sacramento, CA 95814 | wspa.org



https://www.energy.ca.gov/data-reports/reports/weekly-fuels-watch



Page 4 of 16

The implications of additional gasoline volumes available at bulk terminals outside of California
refineries is best illustrated by a calculation of days-of-supply (DoS). According to the CEC,
average daily gasoline demand of 802,000 barrels per day = 1 DoS."" Based on the CEC total
gasoline inventory of 10.9 million barrels on June 30, 2023, California would have had 13.6 DoS
in total inventory. However, using the EIA gasoline inventory of 17.4 million barrels held at
refineries and bulk terminals on June 30, 2023, California would have had 21.7 DoS in total
inventory.

In the interest of transparency, it would be beneficial for the CEC to provide additional gasoline
storage data statistics for stakeholders to review before further discussion of any potential
minimum gasoline inventory requirements. Fortunately, the CEC already collects inventory
information on gasoline and other petroleum products from all terminal operators on a weekly
and monthly basis.' Although none of that aggregated gasoline inventory data has yet been
made available, the CEC should take this opportunity to provide at least a near-term historical
dataset back to January 2023 or earlier that will include a more accurate picture of gasoline
supply availability held at all California bulk terminals before adopting regulations specifying how
much gasoline California refiners should withhold from working inventory capacity.

Case Studies Presented

The DPMO presented three case studies presumably intended to illustrate the use of minimum
inventory requirements to mitigate gasoline price volatility. WSPA finds the cases presented
distracting and irrelevant, as well as inappropriate analogies to California’s gasoline supply
challenges.

Case Study 1: U.S. Strategic Petroleum Reserve (USSPR)

It is unclear why the CEC or DPMO would consider the USSPR as a useful analogue to
resolving market volatility in California’s gasoline supply markets. The USSPR was created as a
crude oil emergency reserve following the Iran oil embargo in the 1970s. The strict rules
established by the enabling statute'® requires the President of the United States to make
findings of an emergency — including catastrophic interruption of global crude oil supplies — in
which release from the USSPR would temporarily relieve shortages for U.S. refiners.

While the President did authorize the release over 340 million barrels in 20224, over a 7-month
period, in response to global crude oil market volatility following Russia’s invasion of Ukraine,
any parallel with California’s fuel market situation is vague and misleading. Moreover, this is a
government-owned storage supply — not something imposed upon industry.

Case Study 2: Northeast Gasoline Supply Reserve

Superstorm Sandy in 2012 damaged two refineries and left more than 40 fuel terminals in New
York Harbor inoperable. As a temporary measure, in June 2014, U.S. Department of Energy
(DOE) Secretary Ernest Moniz issued an order to negotiate storage contracts for gasoline in
New York and Maine creating a million-barrel reserve.® Clear rules were established by DOE
for storage capacity bidding and participation in the use of the reserve in order to mitigate
negative market effects from government purchases of fuel and ensure complete transparency.
Guardrails were established by DOE to avoid negative effects on the market as the fuel

" CEC Summer Outlook Webinar presentation, June 6, 2024 https://content.govdelivery.com/accounts/ CNRA/bulletins/3a1209d
(last accessed 8/16/2024)

2 CEC reporting requirements include obligations for terminal operators to report weekly and monthly inventory levels for all refined
products and crude oil per Petroleum Information Reporting Act (PIIRA) regulations. The relevant forms are the CEC W08 weekly
California Major Petroleum Product Storer and Terminal Weekly Report and the CEC M08 monthly California Major Petroleum
Product Storer and Terminal Monthly Report.

' Pub. L. 94-163, Dec. 22, 1975, 89 Stat. 871.

4 Why Have a Strategic Petroleum Reserve, Christopher J. Neeley, Economic Research, posted March 20, 2024.

5 As with the USSPR, the authorizing legislation was Pub. L. 94-163, Dec. 22, 1975, 89 Stat. 871. Secretary used this authorizing
legislation to issue a directive to the Office of Petroleum Reserves on June 20, 2014 to purchase gasoline reserves.
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infrastructure recovered from that disaster. The reserve was closed in 2024, as the market and
fuel infrastructure in the Northeast was deemed to be sufficiently robust with enough
redundancy to ensure resilience in the face of future disruption.

In addition, we have data as the National Petroleum Council (NPC), the federal advisory to the
Secretary of Energy, investigated these concepts and reported:

More recent studies from [Government Accountability Office] and [Department of Energy]
have conflicted about the recommendations for and against the strategic petroleum product
reserve (SPPR) concept. In summary, there is not a clear record on the desirability or the
feasibility of creating and maintaining an SPPR. The costs of procuring and storing the
initial volume of fuel are high, especially if capital costs are incurred to build new storage
facilities. Leasing of existing facilities would avoid capital costs but would result in a loss in
distribution efficiency due to tankage that would not be available to manage daily
inventories. To be effective at buffering supply disruptions, the stored volume of fuel would
need to be much greater than the amount currently stored in the NGSR. There would need
to be multiple storage locations to ensure fuel is available when and where it is needed.
There are also challenges with the number and diversity of different products that are
stored in the reserve. The reserve inventory must be actively managed to ensure that fuel
does not degrade over time. These are some of the many challenges that have been
identified with the SPPR concept.

The SPPR concept fundamentally interferes with market signals for supply, demand,
pricing, and inventory management. A preferred option over the SPPR would be to
enhance supply through increased domestic production and by increasing redundancy in
existing infrastructure. A robust fuel marketplace can address the challenges of supply
reliability more effectively than a mandated SPPR.°

Case Study 3: Australia

The DPMO staff presentation also pointed to a requirement for minimum stockholding
obligations (MSO) recently adopted in Australia that should be considered as an example for
California."" It is curious that DPMO staff are suggesting looking to the Australia MSO program
for guidance when the gasoline market conditions in Australia are so dissimilar to California.
Based on 2022 data, the differences appear significant, and not at all analogous with
California’s fuel supply system:

Policy Differences

Australia has no vehicle standards that compare to California has adopted multiple standards,

California’s stringency: including:

e This opens import availability and reduces prices |¢ The most stringent fuel specifications in the
for lower-quality feedstock world; Australia has amongst the least

e Australia has no strong vehicle technology/fueling stringent
signals to incentivize a shift to ZEVs that heavily |e Heavy-Duty Engine and Vehicle Omnibus
rely upon the electric grid Regulation

e Australia is not limited by the Jones Act nor e Zero-Emission Vehicle (ZEV) mandates, such
pending stringent emission control standards with as Advanced Clean Cars | and Il, Advanced
no viable near-term solutions, such as CARB’s Clean Trucks, and Advanced Clean Fleets
Ocean Going At-Berth Regulation e The Ocean Going At-Berth Regulation

California is also constrained by the Federal Jones
Act for marine imports; Australia is not

16 National Petroleum Council. (2023). Petroleum Market Developments. Retrieved Sept 2024 from at page 63:
npc.org/reports/Petroleum Market Developments-2023-5-16.pdf; see 5.4.5 Strategic Petroleum Product Reserve

7 Conceptual Frameworks for Resupply and Minimum Inventory Requirements, Varsha Sarveshwar, Senior Policy Advisor, Division
of Petroleum Market Oversight, August 22, 2024, slide 15.
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Refining

Petroleum refiners in Australia produced 36% of the
gasoline to meet local demand. '8

In addition, the Australian government 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 for refiners who make specific
types of transportation fuel when margins drop below
AU $7.30 a barrel (i.e. USD ~$5/barrel).'®

By contrast, California refiners produced 90% of
the gasoline to meet domestic demand.2

The State of California imposes multiple regulatory
compliance fees on industry to meet California’s
demand.

Australia’s gasoline demand is approximately 25% of
California’s; that nation depends on imports for two-
thirds of their total production demand.

Gasoline | Diesel Jet Source
(MBD) | (MBD) | (MBD)
Australia Demand 278 568 158 | Australian Petroleum Statistics, 2024
Production 103 73 26
Imports 175 495 132
California Demand 874 222 276 | CEC 2023 IEPR forecast
Production 904 281 270 | CEC Transportation Fuels Assessment 20242
Imports 77 65 34
Imports

Australian consumers depend heavily on gasoline
imports, accounting for 64 % of total supply

California gasoline imports amounted to only 10%
of statewide demand

“Stock on water” timelines to resupply Australia range
between 6-14 days from Southeast Asia??

To resupply California, it now takes West Coast
suppliers, on average, 30-45 days (for imports
from Asia) to import alternative fuel sources
overseas following significant refinery outages

Finished Product and

Fuel Specifications

Australia finished gasoline ethanol content averaged
1.1% by volume

California’s ethanol content averaged 10.5% by
volume?3

Australia does not have a specialized fuel
specification — in fact, it notably trails European and
United States fuel standards. Australia still allows
leaded gasoline, high aromatics, and high sulfur.
Such specifications likely mean that Australia’s
gasoline is cheaper and easier for refineries to
produce than California’s specifications, and
importantly, that Australia accepts product from
virtually anywhere in the world.

Most refineries outside of California do not, and
cannot, produce fuels that meet California’s strict
gasoline specifications, for which no emergency
exception exists.

California and Australia have seasonal
specifications, requiring regular turnover in
inventory.

'8 Australian Petroleum Statistics 2022, Australian Department of Climate Change, Energy, the Environment and Water. 2022 monthly
automotive gasoline refinery production and sales data. Automotive gasoline refinery production of 1,508 million liters divided by 4,220
million liters of automotive gasoline sales adjusted to 4,173 million liters to remove ethanol portion of finished gasoline.
' See refining section at https://www.eia.gov/international/analysis/country/AUS

20 Transportation Fuels Assessment, Commission Report, California

Energy Commission, Publication Number CEC-200-2024-003-

CMF, August 2024, pages 11 and 12. CARB gasoline instate refinery production of 796 thousand barrels per day (TBD) adjusted to
723 TBD to remove ethanol portion divided by statewide gasoline sales of 885 TBD adjusted to 800 TBD to remove ethanol portion of

finished gasoline demand.
21 Transportation Fuels Assessment, Commission Report, California
CMF, August 2024, pages 11 and 12.

Energy Commission, Publication Number CEC-200-2024-003-

2 “Maintaining supply security and reliability for liquid fuels in Australia” report, at page 9:

https://www.aip.com.au/sites/default/files/download-files/2017-

09/Maintaining_Supply Security and_Reliability for Liquid Fuels_in_Australia_0.pdf

2 California’s finished gasoline ethanol concentration during 2022 exceeded 10 percent by volume due to the sales of E-85 that
amounted to 103.5 million gallons during 2022 according to the California Air Resources Board’s Annual E85 Volumes data.
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Obligated Parties

Australia counts inventory across the entire supply California’s proposal would place the primary (if
chain, including refineries, bulk terminals, and other |not exclusive) burden on refineries for storage of
storage facilities Australia also counts contractually |minimum inventory

obligated product that is in port or in transit between
Australian ports.

Fuel Prices

In calendar year 2023, Australians paid USD Californians paid USD 4.88/gallon in the United
$7.18/U.S. gallon; Australians are paying the same or | States2®
more per gallon of gasoline than Californians are?*

Fuel quality and transit times are key factors given It is worth repeating that California has the most
that Australia’s imported cargo resupply transit times |stringent fuel specifications in the world, while
are 57-68% shorter than California’s Australia has one of the least stringent

The heavy reliance on imports to meet Australia’s transportation energy demand is the primary
reason that the country took steps to require sufficient inventories of gasoline and other
petroleum products to cover at least 27 days-worth of net imports, not total demand. These
requirements are intended to improve Australia’s energy security resilience, and not
intended to protect consumers and businesses from price escalation associated with
significant unplanned refinery outages.

Further, the potential minimum gasoline inventory requirement mentioned by DPMO appears
confined to gasoline inventory volumes held at refineries. The Australian MSO obligations allow
obligated parties to count inventory volumes at several points along the Australian
transportation energy supply and distribution chain (refineries, bulk terminals, and import
terminals), as well as volumes of transportation fuels contained on marine tankers already in
Australian ports or traveling between Australian ports.?®

The minimum volumes of transportation fuels held in storage is calculated by taking the
previous 12-month average of imports multiplied by the minimum number of “cover days” set by
the Commonwealth Department of Climate Change, Energy, the Environment and Water (the
DCCEEW) for each fuel type. Cover days for importers are now 27 days for gasoline, 32 days
for diesel fuel, and 27 days for jet fuel.?” The MSO obligations for refiners are based, in part, on
their anticipated conversion of crude oil and other refinery feedstocks to gasoline, diesel, and jet
fuel.

Australia’s fuel security regulations include other non-MSO programs designed to: increase
storage tank capacity for diesel fuel;?® provide payments to refiners when margins drop below a
specified lower threshold;? and capital for refinery projects to upgrade diesel fuel quality.*
Given the energy security purposes of Australia’s MSO regulations, the significant dependence
on imports to meet the nation’s transportation fuel demand, and government funding incentives
to help the industry to construct new storage infrastructure and upgrade refineries, there is little
in common with California’s fuel supply system. If it is to inform the Commission’s decision-
making on minimum inventory, much more in-depth analytical work than has been presented
would need to be done.

24 EIA data, “California All Grades All Formulations Retail Gasoline Prices (per gallon)” at
https://www.eia.gov/dnav/pet/hist/LeafHandler.ashx?n=PET&s=EMM_EPMO0 PTE SCA DPG&f=M.

% See national average retail fuel pricing data from the Australian Institute of Petroleum at https://www.aip.com.au/pricing.

% Fuel Security Act 2021, registered November 15, 2021.

27 Minimum Stockholding Obligations, Australian Commonwealth Department of Climate Change, Energy, the Environment and
Water (DCCEEW), revised as of July 1, 2024.

28 Boosting Australia's Diesel Storage Program, DCCEEW.

2 Fuel Security Services Payment (FSSP), DCCEEW.

% Refinery Upgrades Program, DCCEEW.
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WSPA RESPONSE TO CEC STAFF PRESENTATION

“Days of Supply” (DoS) Metric

The CEC’s staff presentation generally explained and promoted the use of a “days of supply”
metric in California. This was reportedly developed in discussions with CEC’s expert consultants
and is intended to represent a measure of how long California’s current gasoline and diesel
inventories would last. Unfortunately, despite our request during the intervening 10 days that
this workshop was noticed, industry was provided no advance opportunity to review any
information presented at the workshop.

Prior to instituting any new regulations on the industry, it should be incumbent upon the
regulator to afford the industry adequate time to meaningfully engage in the development
process to ensure that the data being used is indeed accurate and the framework, as a result, is
implementable. Industry must be afforded an opportunity to alert the agency of any flaws in the
underlying analysis and/or approach that must be corrected before it is applied to California’s
transportation fuels market. Not doing so would constitute a failure in the CEC’s responsibilities
as the State’s chief energy planner.

It is extremely important for legislators and the public to understand the likely unintended
consequences of using this “day of supply” metric. Once the CEC establishes a DoS threshold
and mechanism to release inventory, market trading behavior may drive prices up in response
to the lack of market liquidity, which could occur for a number of reasons. For example, if a
refiner has product on-hand sufficient to meet demand but risks going below required minimum
inventory levels, then the refiner may have to first wait for additional production and/or supply to
come in before making such sale, or otherwise risk being non-compliant. And because onsite
refinery tankage is necessary to balance existing production, blending, certification, and
marketing needs, a minimum inventory requirement that occupies such tank space may cause
delays that, in turn, force refiners to actually reduce production. In other words, this proposal
could ironically result in artificial supply shortages caused by compliance needs.

In addition, while industry makes concerted efforts to replenish their gasoline production during
planned maintenance events, there are significantly different considerations during unplanned
maintenance events. These include:
e whether refiners must or can hold supply to maintain their inventory for any upcoming
planned maintenance events;
o whether a refiner can help replenish supplies for any unplanned events in another
California region; and
e how the State’s efforts to micromanage planned maintenance events impact critical safety
considerations.
None of these issues were identified or addressed during the workshop.

Potential Impacts of Micromanaging California’s Gasoline Inventory
WSPA has identified the following potential issues in the State’s presumed attempt to
micromanage California’s gasoline inventory supplies.

First, California is a “fuel island.” WSPA agrees with the State’s conclusion of this fact in its
recently approved 2024 Transportation Fuels Assessment.3! It must be recognized that
California is geographically large and topographically complex, that neighboring state
populations and economic centers are far from California’s, and that there are few supply- or
demand-side substitution opportunities.

31 CEC Transportation Fuels Assessment Report: https://www.energy.ca.gov/publications/2024/transportation-fuels-assessment-
policy-options-reliable-supply-affordable-and.
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Second, California has a unique regime of environmental policies. Yet, a minimum inventory
requirement does not consider California’s storage constraints under such policies. A minimum
inventory requirement does not consider the storage ability constraints that are real in California,
which is a key constraint for meeting the State’s fuel needs today. A minimum inventory
requirement also ignores the challenges with importing fuel from other regions, due to
California’s unique geography and existing policies (e.g., California’s unique CARBOB fuel
blend requirement, Ocean Going At-Berth Regulation, disproportionate marine import
constraints under the Federal Jones Act).

Third, international case studies are not representative of California’s unique fuel market. As
WSPA has previously and repeatedly explained in great detail, California’s unique transportation
fuel market is extraordinarily complex. Therefore, any examples of purported policy “successes”
in other regions do not necessarily account for the many factors affecting supply and demand,
as the CEC’s 2003 report identified®? when analyzing California’s conditions. Unfortunately, it is
apparent that the CEC and DPMO have not undertaken a detailed analysis of California’s
storage and inventory challenges. There are especially significant differences with Australia, as
is outlined above. That nation — which, again, 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, makes certain
production payments, and has one of the least stringent fuel blend requirements worldwide,
thereby making it a prime import market.

Fourth, a minimum inventory requirement may have unintended consequences. Further work
must first be done to determine whether any such requirement would even be feasible in
California’s market — including whether such a requirement would avoid price volatility. The CEC
and DPMO must thoroughly analyze what the costs to consumers will be, and other unintended
consequences. Without such analysis, WSPA would otherwise question where the transparency
is from CEC and DPMO on these economic costs.

Fifth, neither the CEC nor DPMO appear to have any certainty to confirm that mandated

thresholds will prevent market volatility in California’s market as was identified in the 2024

Transportation Fuels Assessment:

¢ ‘it may artificially create shortages in downstream markets”

o “[it] could increase average prices for refiners to maintain additional storage”

o “market equilibrium may likely emerge at a higher price level”

e “potential exists for the state to be criticized for requiring refiners to withhold fuel from the
market”

Thus far, neither the CEC nor DPMO appear to have any certainty they can confirm that

mandated thresholds will prevent market volatility in California’s market. 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. No analysis has been done on how refiners would

store increased supply or be able to increase imports under the Ocean Going At-Berth

Regulation and Federal Jones Act constraints. 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. 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. Maintenance cannot be determined

based on economic interests alone, and under no circumstances should such interests prevail

32 CEC. July 2003. “Feasibility of a Strategic Fuel Reserve in California.” P600-03-013CR.
https://web.archive.org/web/20060926070356/http://www.energy.ca.gov/reports/2003-07-31_600-03-013.PDF (Last accessed Sept.
9, 2024).

Western States Petroleum Association | 1415 L Street, #900, Sacramento, CA 95814 | wspa.org



https://web.archive.org/web/20060926070356/http:/www.energy.ca.gov/reports/2003-07-31_600-03-013.PDF



Page 10 of 16

over or otherwise compromise safety or environmental needs — needs that are more
appropriately understood and addressed by CalOSHA, industry, and labor.

Finally, the CEC and DPMO have not explained potential cost impacts. 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. These
impacts are only compounded when layered upon other State policies. A new minimum
inventory requirement will certainly create incremental costs per gallon of gasoline for California
consumers — and will likely impact Nevada and Arizona consumers too. While exact costs are
difficult to estimate, a worst-case scenario regulation requiring a 13-day supply could result in
higher costs over an annual period than past market volatility. This policy would require refiners
to build inventory when it is already uneconomic to do so. Requiring refiners to increase
inventory when prices are low will come at a cost likely to be passed on to consumers.

WSPA again notes that these significant market and policy dynamics, which will constrain
California’s fuel supply, are already in motion.

TRANSPARENCY AND LEARNING FROM THE CEC’S OWN HISTORY ON STRATEGIC
FUELS RESERVE (2002-2003)

The DPMO’s workshop presentation made brief reference to significant work led by the CEC in
2002 and 2003 in response to an investigation of gasoline price volatility by California’s then
Attorney General, Bill Lockyer. The Legislature mandated through AB 2076 (2000) that “the
commission shall examine the feasibility, including possible costs and benefits to consumers
and impacts on fuel prices for the general public, of operating a strategic fuel reserve to insulate
California consumers and businesses from substantial short-term price increases arising from
refinery outages and other similar supply interruptions.”®® Over a period of two years, the CEC
convened several workshops, contracted with consultants to write extensive reports, and
published multiple CEC authored reports to meet the requirements of the statute. In its own final
report after two years of effort, the CEC set the stage with familiar words:

In the last few years, California motorists have experienced significant short-
term increases, or “spikes” in the price of gasoline. The state’s gasoline
refineries are operating at near maximum production, and when an unplanned
refinery outage occurs, especially when gasoline inventories are low, the price
of gasoline can spike. Outages drive the price higher because of the
temporary imbalance between supply and demand. The price increase
required to restore this balance can be significant due to a very low demand
response—California motorists have little alternative to gasoline use in the
short run.

WSPA has identified more than 23 separate documents that are no longer available to the
public on the CEC’s website, but which are critical to understanding the complexities and history
of proposals to establish some kind of Strategic Fuel Reserve (SFR) to mitigate price volatility in
the California fuels markets. A mandate for minimum inventory would simply be another
variation of an SFR, which was thoroughly examined in the course of fulfilling the requirements
of AB 2076 in 2002 and 2003. We include a chronology, complete with links to internet archives,
in Appendix 1. Further, for the sake of public transparency, we also submit separately to the
docket — due to file size limitations — copies of several reports and workshop presentations
published at the time that help to demonstrate the following:

33 AB 2076 (Shelley, Chapter 986, Statutes of 2000)
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1. Proposals to mitigate fuel price volatility in California have been seriously considered in the
past. The State reached conclusions that show, at least at the time, that the solutions
examined were subject to too many risks, uncertainties, and potential unintended
consequences. As a matter of public record, the CEC rejected establishment of a SFR in
2003.

2. The documentation also shows that thorough analysis of policy options takes both time and
resources, demonstrated by the depth and breadth of documentation and the more than two
full years that the public, consultants, and the CEC took to thoroughly examine the options.
This is a far more robust effort than the single page of pros and cons on the matter included
in the 2024 Transportation Fuels Assessment recently adopted by the commission.3*

3. Any serious engagement with industry to develop a Strategic Fuel Reserve — or other policy
options to stabilize fuel supplies and mitigate gasoline price volatility — requires expertise
and resources that the CEC does not currently have and is not likely to develop in the urgent
time frame implied in the Governor’s public messaging and his pressure on the Legislature
to find immediate solutions.

Finally, the CEC’s Petroleum Market Advisory Committee (PMAC) — which was formed in 2014
to advise the Commission on the transportation fuel supply system and fuels markets —
considered the potential of a SFR among several policy options through a series of meetings
from 2014 to 2017. In its September 13, 2017, meeting at which they delivered their final report
(before the Committee was dissolved by order of the CEC) — the Committee concluded that a
SFR would not be an appropriate response to the gasoline price volatility that followed the
Torrance refinery event in 2015. Again, their final report concurred with conclusions previously
reached by the CEC in 2003.3°

Therefore, in the interest of transparency and thoroughness, WSPA herein submits to the
docket a full record of the previous work conducted by the commission, including presentations
in workshops, transcripts of those workshops, reports by consultants, and reports published by
the commission itself. WSPA finds that this full record is likely to contain substantive information
useful to the public and demonstrates by example the kind of serious work that is required to
develop and establish energy policies of such gravity and consequence.

The documents — submitted in supplemental packages to the docket — are outlined in the
chronological record of the documentation in Appendix 1 (attached). To demonstrate the
breadth and scope of the work previously published by the CEC, WSPA is also submitting to the
docket the entire publicly available record of those documents in separate filings.

CONCLUSION

WSPA appreciates the opportunity to provide our comments on these issues of critical
importance not only to us, but to all California citizens — and citizens 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 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.

3 Gee, Quentin, and Aria Berliner and Alexander Wong. 2024. 2024 Transportation Fuels Assessment. California Energy
Commission. Publication Number: CEC-200-2024-003-CMF. Adopted by unanimous vote of the Commission at their regular
business meeting August 14, 2024.

3 Borenstein, Severin, Kathleen Foote, Dave Hackett, Amy Jaffe, and James Sweeney. Petroleum

Market Advisory Committee, 2017. Petroleum Market Advisory Committee Final

Report, December 2014 to November 2016. California Energy Commission.

Publication Number: CEC-200-2017-007. Available at https://www.energy.ca.gov/data-reports/planning-and-forecasting/petroleum-
market-advisory-committee. (Last accessed 8/27/2024.)
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Please do not hesitate to contact me with any additional questions.

Sincerely,

(S

Catherine H. Reheis-Boyd
President and CEO

Appendix 1:
Chronological Sequence of Documents Produced 2002-2003 by CEC Under AB 2076 (Shelley,
Chapter 936, Statutes of 2000) — RE Strategic Fuel Reserve Options for California

Attachments under separate cover submitted to the docket:
As outlined in Appendix 1, each of the documents enumerated will be submitted under separate
cover to Docket 23-SB-02.
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Appendix 1: Chronological Sequence of Documents Produced 2002-
2003 by CEC Under AB 2017 (Shelley, Chapter 936, Statutes of 2000) —
RE Strategic Fuel Reserve Options for California

Archived CEC Strategic Reserve Documents Page Website
https://web.archive.org/web/20061005153802/http://www.enerqgy.ca.gov/strategic reserve/docu
ments/

California SFR March 13, 2002 Workshop — Stillwater Draft Report

Online March 11, 2002
https://web.archive.org/web/20060926185303/http://www.energy.ca.gov/reports/2002-03-
11 600-02-004CR.PDF

File Name: 2002-03-11_600-02-004CR.pdf

115 pages

California SFR March 13, 2002 Workshop — Stillwater Presentation

Online March 13, 2002
https://web.archive.org/web/20061001041709/http://www.energy.ca.gov/strategic reserve/docu
ments/2002-03-13 STILLWATER PRES.PDF

File Name: 2002-03-13_STILLWATER_PRES.pdf

101 Slides

California SFR March 13, 2002 Workshop Transcript
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June 27, 2025
Dear Governor Newsom,

Thank you for the opportunity to respond to your April 21, 2025, letter
soliciting recommendations from our office on changes to state policy to
ensure adequate transportation fuels supply during this pivotal time in our
state’s clean energy transition. In the months since receiving your letter,
your energy team has engaged with the Petroleum Strategy Task Force,
continued deep research into global petroleum market trends, convened
roundtables and discussions with diverse stakeholders representing varied
interests, and utilized new data afforded to us by legislation enacted over
the last several years to better understand the petroleum industry.

This letter offers our strategies and recommendations to address your
request for actions to 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, even as in-state
demand for petroleum-based fuels declines over the coming decades.
These recommendations reflect the complexity of the issue, input from a
multitude of stakeholders, and a faithful synthesis of robust data and
discussions. We believe that these actions are necessary as the State
considers its next steps to further our clean energy transition.

We look forward to working with members of the Legislature, fellow state
agencies, industry, and stakeholders to implement these strategies.
Together, we will evolve California’s strategy to successfully phase out
petroleum-based fuels by 2045 while protecting communities, workers,
and consumers, and foster market conditions that support the industry’s
ability to operate safely, reliably, and successfully to meet demand
through the transition.





Executive Summary

California’s petroleum market is evolving rapidly, as California’s pioneering
climate and air quality policies, which are critical to protecting our
communities’ health, have accelerated the adoption of highly fuel-
efficient conventional vehicles and zero emission vehicles (ZEVs), leading
to a decline in demand for petroleum-based fuels. The decreasing
demand for petroleum-based fuels underscores California’s success in its
transition to a sustainable, clean energy future. But the decreasing
demand, economic factors, and volatility of the international petroleum
market also introduces uncertainty to the petroleum industry, which
impacts consumers, the workforce, and fenceline communities. That
uncertainty has only been compounded this year by actions of the
current federal administration, which have both added more shocks to
the global petroleum market and sought to undermine California’s
transition away from reliance on petroleum-based fuels.

In California, recent years have been marked by higher gasoline retail
prices, in-state petroleum refinery conversions and exits, and a growing
reliance on fuel imports to meet consumer demand. These impacts are
not isolated to California and are also being felt nationally and globally.
To address dramatic gasoline retail price spikes, you partnered with the
Legislature in 2023 and 2024 to provide the CEC with new industry and
market transparency tools to better understand the causes behind
gasoline price spikes and to develop strategies to protect consumers
during the transition to clean, alternative fuels.

Current analysis indicates a continued decline in gasoline demand; a
credible risk of rapid near-term conversions or exits of existing refineries,
which is consistent with global refinery industry consolidation; impacts to
other critical infrastructure across the upstream, midstream and
downstream segments; and safety and reliability challenges associated
with disinvestment along the petroleum value chain.

The success of California’s decarbonization strategies are tfransforming the
state's transportation sector from its early transition phase into its pivotal
and challenging “mid fransition” phase.! In this phase, demand for the

1 Grubert and Hastings-Simon (2022). Designing the mid-transition: A review of medium-
term

challenges for coordinated decarbonization in the United States. WIREs Climate Change.
https://doi.org/10.1002/wcc.768





incumbent petroleum-based fuel system, while declining, remains
substantial, as the clean, alternative fuel system continues to scale. In this
phase, investor confidence in the incumbent system is expected to falter
change due to long-term uncertainty about the trajectory and pace at
which these two systems evolve.

During this mid-transition phase, the State must simultaneously continue
supporting the rapid expansion of new clean, alternative fuels while
actively managing a gradual responsible phase-down of the incumbent
systems that millions of Californians will continue to depend upon for years
to come. Successfully managing this transition and continuing the State’s
long-standing leadership in addressing climate, air quality, health, and
environmental issues will require coordinated actions and strategic
alignment of state, regional, and local jurisdictions.

As a result of all of these factors, immediate State actions are necessary to
stabilize the near-term vulnerabilities of the entire transportation system
and implement a comprehensive strategy to support a successful
transition. Given sufficient time, the petroleum market is likely to find a new
equilibrium following the disruption of a refinery closure, but in the near
term, an abrupt loss of refining capacity and the increased need for
imported fuel to compensate is likely to create new risks for stable fuel
prices and supply. Keeping in-state and imported fuel competitive will be
an important balancing act moving forward, because if the cost of
refining fuel in state exceeds the cost of importing fuel, it could further
accelerate additional petroleum refinery exits.

Collaboratively, we must harmonize regulations and processes to
maximize market-driven solutions and continue to advance State policy
goals. By doing so, the State can ensure safe and reliable operations
through an orderly, managed transition of the petroleum sector that
safeguards California consumers, workers, communities, and the
environment.

Since receiving your April 21, 2025 letter, my office has continued its
engagement with the cross-agency Petroleum Strategy Task Force, other
relevant state and local regulators, industry, and impacted stakeholders
and communities. Drawing from this engagement and lessons learned
from energy transition challenges in other sectors nationally and
internationally, we have identified both risks to fuel supply and





opportunities to support a managed transition in the transportation sector.
Our office recommends the pursuit of three concurrent strategies:

1. Stabilize fuel supply through imports of refined fuels and maintaining
in-state refining capacity.

a. Support necessary import of refined fuel products (such as
California-specific gasoline) by addressing regulatory and
permitting issues that limit import capacity.

b. Retain in-state petroleum refining capacity where possible to
maintain resilience of the transportation fuels system.

2. Provide sufficient confidence to industry to invest in maintaining
reliable and safe infrastructure operations to meet demand.

a. Stabilize in-state crude oil production and distribution to
bolster supply for California refineries and support the
pefroleum fuels system.

b. Implement near-term statutory and regulatory changes that
improve investment confidence while advancing state policy
goals.

c. Strengthen coordination across state, regional, and local
authorities, communities, and stakeholders to inform policy
implementation.

3. Develop and execute a holistic fransportation fuels transition
strategy.

a. Implement a suite of policies and programs to ensure
environmental, public health, labor, economic, and
consumer protections for a successfully managed
fransportation fuels tfransition.

The recommendations laid out in this letter reflect the complexity of the
issue, input from a multitude of stakeholders, and a faithful synthesis of
robust data and discussions. We believe that these actions are necessary
as the State considers its next steps in the clean energy transition.





Intfroduction and Background:

Over the past two decades, California has embarked on a transformative
effort to decarbonize its economy. Through pioneering climate and air
quality policies, the state has:

e Catalyzed the development of clean energy technologies,

e Fostered new clean energy industries employing tens of thousands
of Californians,

e Decreased annual gasoline demand by more than 2 billion gallons
(13.4%) in 8 years,

e Replaced more than 2 billion gallons of fossil diesel with renewable
diesel, resulting in nearly 72% of diesel needs met by renewable
diesel,

e Increased zero emission vehicle (ZEV) adoption from an annual rate
of 7.8 percent new vehicle sales in 2020 to over 25 percent in 2024,
and

e Made significant progress in improving air quality for communities
across the state, including reducing over 77,500 tons of NOx since
2016.

As a result of the Low Carbon Fuel Standard (LCFS), the variety of
transportation fuels and consumer choices have increased including
rapid deployment of renewable diesel and zero emission infrastructure
and will reduce fuel costs for Californians per mile by 42% translating to
savings of over $20 billion in cost savings by 2045.

At every inflection point—whether driven by market changes, climate and
public health imperatives, national and global policy shifts, or
technological breakthroughs—California has enacted forward-looking
policies, regulations, and processes to continue advancing its
decarbonization goals while prioritizing affordability, safety, and reliability.

Now, as the transportation sector enters a new phase in its transition,
marked by rapid changes in the petroleum fuels system, California needs
to once again continue to evolve its strategy to ensure success. If a lack
of proactive management during this phase of the transition leads to rising
energy prices and less reliable fuel supplies, that instability could erode
support for continued decarbonization. We must take the necessary steps
to chart a path for an orderly and safe transition away from legacy





petroleum-based systems that maintains system reliability, protects
communities, workers, and consumers, and continues to advance the
state’s decarbonization frajectory.

Shifts in Petroleum Fuel Supply: A Global Issue and Californian Opportunity

California’s petroleum value chain is complex and must be considered
holistically in managing the transportation fuels transition (Figure 1). It
supplies gasoline, diesel, jet fuel and other petroleum derivatives, and
consists of intferdependent activities and infrastructure that include:

e Upstream activities related to production of crude oll,

e Mid-stream activities related to gathering, storing, processing, and
transporting petroleum products, and

e Downstream activities related to refining and distribution, marketing
and sale of refined products.

Crude oil is extracted from fields or
delivered via marine vessel to

Gasoline from refineries Gasoline is blended with ethanol
and additional imports are and loaded onto trucks at racks to

FeficEs Whicn prodics o olne delivered to pipeline hubs. be delivered to retail stations.
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Figure 1. The petroleum value chain is complex and interdependent, and
policies should consider the system holistically. Investments across the value
chain are necessary for a managed decline.

California currently imports over 75% of its crude oil to meet the demand
of in-state petroleum refineries and about 10-20% of its gasoline from out-
of-state and foreign sources, depending on refinery maintenance





activities. Gasoline imports statewide could increase to 25-35% of demand
by the summer of 2026, and up to 50% in the northern California region
after the announced anticipated refinery closures, bringing risk of supply
disruptions and price volatility. The inferdependent elements of the
petroleum-based system therefore cross state and national boundaries
and contain critical vulnerabilities tied to changes in local, state, federal,
and infernational policies, markets, and events.

A wide range of factors affecting the petroleum value chain are
accelerating the decline and consolidation of the refining industry in
many U.S. states, as well as developed economies across the globe. One
in five refineries globally risk shutdown by 20302. Across the nation,
petroleum refiners face the conjoined challenges of rising operating costs,
softening demand for some refined products, and competition from
newer, more efficient mega-refineries in other countries. Geopolitical
events and changing federal and foreign government policies are also
impacting industry decisions. Further, many national petroleum refineries,
including some in California, are well over 100 years old and require
substantial financial investments to maintain safe and reliable operations.
In recent years, these factors have driven the closure of petroleum
refineries in places as diverse as Australia, the United Kingdom, and
multiple states, including some that have been perceived as especially
profitable settings, like Texas.

As a result of such factors and as California’s policies continue to drive
down demand for petroleum-based fuels, California’s in-state petroleum
refining capacity has been declining faster than its demand for refined
petfroleum products and has been supported by increase in imports of
refined products. Future trends are uncertain: recent federal actions and
policies, including undercutting California’s clean air standards and its
impact on ZEV adoption combined with global conflicts (currently, about
30% of crude supply to California’s refineries comes from the Middle East),
are creating further uncertainty in both in-state demand for refined
gasoline and global petroleum markets. To prevent a further exacerbated
imbalance of supply and demand from harming Californians—whether
through disrupted fuel supply, insufficient facility maintenance, or ongoing
pollution threatening public health—and to maintain resilience in the

2Wood Mackenzie (2025). Global 2035 refinery closure threat update: Which assets are
most at risk of closure?. https://www.woodmac.com/news/opinion/global-refinery-
closure-outlook-2035/





system in light of ongoing uncertainty, the State must actively manage the
decline of its legacy petroleum-based systems while maintaining
affordable, reliable, safe, and equitable access to transportation fuels
statewide.

Proactively Navigating the Challenges of the Mid-Transition

California is entering a pivotal and challenging phase of decarbonization
described in scholarly work as the “*mid-tfransition,” in which the demand
for the incumbent petroleum-based system, while declining, remains
substantial, and the clean alternative fuels, continue to scale up3 (Figure
2). Over the past five years:

e Two Californian refineries, Marathon Martinez and Phillips 66 Rodeo,
have converted to producing renewable fuels —transitions that
support the State’s shift to cleaner, less carbon-intensive fuels, but
that have also reduced gasoline refining capacity in the state.

e Phillips 66 has announced its intent to close its Wilmington refinery in
the fourth quarter of 2025. Phillips 66 has committed to working with
California to maintain or increase levels of supply to meet consumer
needs, including through imports4.

e Valero has announced its intent to idle, restructure, or cease
refining operations at its Benicia refinery by the end of April 2026.

3 Grubert and Hastings-Simon (2022). Designing the mid-transition: A review of medium-
term challenges for coordinated decarbonization in the United States. WIREs Climate
Change. https://doi.org/10.1002/wcc.768

4 https://investor.phillipsé6.com/financial-information/news-releases/news-release-
details/2024/Phillips-66-provides-notice-of-its-plan-to-cease-operations-at-Los-Angeles-
area-refinery/default.aspx
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Figure 2. California has entered the mid-transition, a critical phase in which the
State must not only support the growth of new clean energy systems but also
manage the phase-out of their fossil-fueled predecessors. The CEC's 2024
Integrated Energy Policy Report (IEPR) includes two scenarios for gasoline
demand and ZEV adoption: a baseline scenario and a higher fransportation-
electrification scenario.

To ensure energy reliability and economic stability, sustained investments
in both legacy and emerging infrastructures are essential during the mid-
transition to support the totality of market needs. Sudden and
unmanaged exits of critical legacy energy infrastructure can have
significant negative impacts on energy security, local governments,
worker safety, consumer prices, public health, environmental protection,
and the communities that depend on jobs and revenue from those
industries.

To protect consumers, frontline communities, workers, the economy, and
the environment, California’s policies must simultaneously achieve two
objectives:
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1. Accelerate deployment of renewable and low-carbon
technologies to sustain decarbonization momentum.

2. Establish clear mechanisms and incentives to keep legacy
petfroleum-based assets safe, reliable, and affordable until the new
clean energy system can fully replace them.

Current analysis suggests that under today’s market and regulatory
condifions, California faces the prospect of continued reduction in in-
state petroleum refining capacity that outpaces demand decline for
pefroleum-based fuels and closures of other critical parts of the state’s
petroleum-based fuel value chain. Without a clear, state-led transition
pathway, these sudden exits create a very real risk of severe price spikes,
supply constraints, and long-term liabilities at sites. The industry is likely to
become more heavily concentrated with fewer but more powerful
incumbent firms. Given sufficient time, the petroleum market is likely to
find a new equilibrium following the disruption of a refinery closure, but in
the near term, an abrupt loss of refining capacity and the increased need
forimported fuel to compensate is likely to increase price volatility.
Keeping in-state and imported fuel competitive will be an important
balancing act moving forward, because if the state’s regulatory
paradigms lead to the cost of refining fuel in state exceeding the cost of
importing fuel, it could further accelerate additional refinery exits.

By conftrast, proactive state policy can not only prevent these potential
severe risks, but also achieve a just, least-cost fransition to clean energy,
while securing major benefits for fenceline communities, consumers,
petroleum industry workers, and the environment. It will be increasingly
important to foster a competitive market open to all. Adjusting conditions
that help steer the market in ways that align decline in California’s
petroleum-based fuel production with in-state and regional demand can
also make California’s energy systems more resilient in an increasingly
unstable national and international context.

These market adjustments must also align with California’s trailblazing
climate policies. The State's longstanding commitment to protecting air
quality, public health, and the environment, as well as recent actions to
enhance consumer protections against gasoline retail price spikes,
provide a strong foundation on which California can solve the interlocking
challenges of the mid-transition. By learning the lessons of past industrial
transitions and of refinery closures around the country and the world,

10





California can once again chart a groundbreaking policy path—this fime,
for the safe, effective, and necessary transition away from petroleum-
based fuels.

In designing policies to manage the decline of California’s petroleum fuel
system, policymakers face a set of interlocking issues that must be
addressed together to support a successful transition:

Reliability and Affordability of Supply: California faces an unusually tight
set of constraints on its access to supplies of crude oil and refined
petroleum products. Geography and the state’s long energy history both
largely limit the state to in-state production and marine imports. To
combat air pollution and meet federally required air quality standards,
California has also long used a specialized gasoline blend that is
produced by a limited number of refineries worldwide. Domestic demand
for this gasoline already outstrips in-state refineries’ cumulative capacity.
Under these supply constraints, even a single refinery outage can lead to
gasoline price increases.

Increasing marine imports of gasoline to replace lost supply especially in
the near term can be costly, slow, and constrained by bottlenecks in
import infrastructure. Imports also introduce new vulnerabilities into the
fuel supply by making the State more exposed to impacts of geopolitical
events, external markets, and regulatory changes in other jurisdictions.
Nonetheless, California is likely to become more dependent on imports of
refined fuels if the decrease in in-state refining capacity continues to
outpace declining demand and proactive planning is needed.

Safety and Reliability of Infrastructure: Petroleum refineries are high-hazard
infrastructure that require regular investment in maintenance to protect
workers and communities from accidents. Without policy intervention,
declining capital inflows could lead to deferred maintenance and
heightened dangers. Pefroleum refinery accidents can pose grave health
risks to workers and residents in the vicinity, and unplanned events impact
fuel supply and retail prices, as well as impose unanticipated costs on
petroleum refiners, potentially leading to sudden or accelerated closures.
For example, Pennsylvania’s PES Refinery closed suddenly in 2019 after a
major explosion caused by a corroded 50-year-old pipe. Releases and
spills can permanently damage entire ecosystems, with acute and
chronic public health, ecological, and economic consequences,
including potentially many hundreds of millions of dollars in remediation
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per site and long-term withdrawal of land from other beneficial uses. It is
imperative that refinery operators make necessary investments in refinery
maintenance on a timely basis throughout the transition.

Employment Security: Recent petroleum refinery conversions and exits
have revealed challenges for displaced workers in finding comparable
employment. Workers across the petroleum value chain, including crude
oil extraction, similarly face contfinued job losses and difficult hiring
conditions in a declining field. These workers' skills will remain critical for
maintaining safe and reliable fuel supplies throughout the duration of the
energy transition. Moreover, existing skilled refinery craftsmen are leaving
the state to seek similar work in other markets, reducing the experience
level of the California petroleum refinery workforce. To retain these
workers and their skills, state policy should help ensure that work remains
safe and that job transitions are meaningfully supported.

Community Impacts: Petroleum refineries and other elements of the
petroleum-based fuel system play significant roles in local economies but
also impact the health and safety of fenceline communities. Many
examples show that industrial decline can damage community safety,
health, and the environment. Because fenceline communities are often
dependent on their industrial facilities’ tax payments, payrolls, and value
chains, a single industrial closure can hollow out the local economy in
ways that are very difficult to absorb. Proactive planning and resources
will be necessary to prepare communities for a future without petroleum
industry, including refineries, and to ensure that fossil fuel-related legacies
do not cause new harm.

Smooth Transition for Successful Decarbonization: The many risks posed by
an unmanaged clean energy transition also threaten California’s
continued climate progress. If energy prices rise and fuel supplies become
less reliable during the mid-transition, support for continued
decarbonization may erode. By contrast, creating clear, transparent,
long-term plans for the phase-out of petroleum infrastructure can give the
public confidence in the frajectory of state climate policy and create
space for industry, state and local governments, and community groups
to find least-cost, least-harm solutions to tackling the clean energy
fransition.

12





Strategies and Recommendations:

Many impacted stakeholders, including representatives from industry,
labor, environmental and environmental justice organizations, and state
and local agencies continue to engage with the CEC in productively
discussing the interlocking challenges of the clean energy transition. While
not all groups align in their preferred strategies to address these
challenges, there has been shared recognition of different constituencies’
priorities and common goals. A holistic solutions framework developed
from this consultation guides this response.

The cross-agency Petroleum Strategy Task Force has additionally provided
valuable insight and recommendations for addressing these complex and
cross-jurisdictional issues. Building off these engagements, lessons learned
from transition challenges in petroleum and other sectors nationally and
internationally, and previous work including the CEC's Transportation Fuels
Assessment, the CEC has identified needs and opportunities to support
affordable, reliable, equitable, and safe fuel supply through a managed
transportation fuels transition that pursues three concurrent strategies:

1. Stabilize fuel supply through imports of refined fuels and maintaining
in-state refining capacity.

2. Provide sufficient confidence to invest in maintaining reliable and
safe infrastructure operations to meet demand.

3. Develop and execute a holistic transportation fuels transition
strategy.

Solving the challenge of transportation fuel transition will require state
policymakers to pursue solutions that achieve these three objectives
together, including near-term stabilization actions as well as long-term
holistic fransition solutions, and that advance the state’s commitment to
its overarching priorities.

Strategy 1: Maintain capacity to stabilize fuel supply

TOPLINE: The CEC thinks it is prudent to immediately stabilize in-state
supply by working to retain in-state refining capacity while demand
persists, and by supporting sufficient imports, storage, and delivery of
refined products.

PROBLEM: In-state petroleum refining capacity is declining faster than
gasoline demand and the abrupt exit of a refinery has numerous
consequences to consumers, workers, and communities. Northern
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California is already experiencing a net regional shortage in refining
capacity and is particularly vulnerable if the State fails to maintain existing
Northern California refinery operations in the near term and upgrade the
import infrastructure capabilities at Bay Area ports. Due to previously
enacted legislation, the state receives a one-year notice prior to
petroleum refinery operational changes that helps the State plan for the
decline in refining capacity. To support system resilience as in-state
refining capacity declines, the State needs to receive sufficient and fimely
volumes of marine-imported fuel.

1a: Supporting Imports of Refined Products
Background:

Crude oil, gasoline, jet fuel, and other petroleum products are imported
into California via marine oil terminals, primarily at the Ports of Long Beach
and Los Angeles and in the San Francisco Bay region that includes San
Pablo Bay and Carquinez Strait. Gasoline refining capacity in California is
already insufficient to meet demand, with the shortfall increasing during
refinery maintenance events. The shortfall must be made up through
marine imports of refined product. To keep fuel supply and prices stable,
the import process must be efficient and surge capacity must be
preserved. Investments in third-party marine oil terminals, facilities where
oil and petroleum products are stored, are key to incrementally increasing
import capacity; these terminals are not associated with one individual
refiner and can be utilized by multiple market participants, which in turn
increase market competition and protects consumers. Greater import
capacity will be necessary to maintain resilience in the system as refining
capacity in California continues to fall.

Permitting delays and investment uncertainty can be barriers to repairing,
optimizing and increasing import, storage, and delivery capacity —in
some instances, permit delays can obstruct project completion by months
or years. While the rate at which import reliance will increase is uncertain,
State action is needed in the short term to make sure California has an
adequate supply of fuel to reliably and affordably serve demand. Projects
that increase import capacity, without permitting delays, can take
anywhere from three to 24 months, with most projects such as dock
improvements or pipeline modifications taking between 12 and 18
months. Specific challenges and opportunities to increase capacity and
efficiency vary by location and facilifies.
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Recommendations:

e Support confidence for the private sector to invest in import,
storage, and delivery infrastructure through sector-wide regulatory
coordination (see Strategy 2).

e Address regulatory and permitting issues to import capacity and
efficiency, especially in regions with major refining capacity loss.

e Establish an interagency workgroup that includes the CEC, the
State Lands Commission, relevant Air Districts, local governments,
and ports to develop a plan to improve coordination, establish
clear lines of communication to prioritize critical energy
infrastructure projects, enhance early public engagement, and
identify efficiencies and reduce redundancies in permitting.

e Explore ways to increase the throughput capacity of third-party
terminals to receive and distribute gasoline and jet fuel.

1b: Prudent Retention of In-state Refining Capacity

Retaining in-state refining capacity while demand for refined fuel persists
supports the resilience of the transportation fuels system in California. It
can also maintain employment and local revenue while giving workers
and communities time to plan for the future.

The CEC is engaging with market players to explore strategies to retain
operations at existing refineries.

Strategy 2: Provide sufficient confidence to indusiry to invest in
maintaining reliable and safe operations to meet continued demand

TOPLINE: System-wide needs must be addressed in the near term to
protect consumers and fenceline communities and ensure needed
investments are made to safely meet demand while achieving climate
goals and public health protective standards.

PROBLEM: Increasing petroleum business uncertainty in California is
leading to reduced industry confidence to invest in the state as they
continually seek other, higher-return opportunities. This has prompted
company decisions to discontinue operations in California, especially
when faced with significant investment decisions (e.g. refinery
turnarounds) and uncertain future returns on those investments.
Disinvestment in fossil infrastructure with closure on the horizon poses risk to
safety and reliability. Due to the interdependencies of the petroleum
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value chain (up-, mid-, and downstream), disruptions can have
widespread consequences to the entire system (Figure 1). Additional
closures and operational challenges elsewhere in the value chain (e.g.
viability of crude oil pipelines with low throughput volumes) are likely in the
near term and inevitable in the long term.

Industry participants have identified several intersecting regulatory and
administrative issues in maintaining system-wide stability: crude oil
extraction and delivery, CEC's regulatory tools, At-Berth regulations, Cap-
and-Trade, and issues related to other regional, state and locall
authorities. CEC confinues to engage with a wide range of impacted
stakeholders and communities to discuss these issues and possible
solutions. While not all groups are unified in their preferred approach to
these challenges, there has been general recognition of the benefit of a
holistic approach and strategically aligning state and local regulation of
the petroleum system to support the achievement of state goals and
priorities.

In consultation with industry, labor, fenceline communities, and the cross-
agency Petroleum Strategy Task Force, the CEC has identified a suite of
measures to bolster confidence in the California market and ensure
reliable and safe operations during the transportation sector’s mid-
transition. These measures are organized into two tiers:

* Tier 1 — Immediate Actions: Options for near-term adoption via
administrative directives or statutory modifications.

* Tier 2 — Further Exploration: Options requiring additional analysis,
stakeholder consultation, and impact assessment before implementation.

Tier 1: Issues to Prioritize for Immediate Action
1. Stabilizing In-State Crude Oil Production and Distribution.
Background:

Crude oil production in California in recent years has dropped far faster
than demand from in-state refineries, largely because of California
Environmental Quality Act (CEQA) litigation that stalled crude oll
production permitting in Kern County. That decline in in-state crude oil
production has forced a shift toward increased foreign and Alaskan
crude oil imports. This rapid decline in crude production infroduces several
challenges that include:
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e Refinery Adaptation Challenges and Cost Pressures: Many
California refineries were engineered for the specific qualities of
local crude oil. Several refineries are not logistically well set up to
receive waterborne imported crude. Without retrofit investment,
they incur higher processing costs and reduced efficiency when
processing imported crude.

e Pipeline Throughput Decline and Infrastructure Risk: California has a
network of pipelines, primarily in Kern County, that deliver crude oll
to in-state refineries. Reduced in-state crude production has driven
several crude pipelines to shut down due to low throughput. Several
remaining crude oil pipelines now run intermittently due to low
volumes, inflating crude transportation costs.

e Exposure to Geopolitical Risks: Relying heavily on imported crude oll
ties California’s energy security to volatile foreign-policy dynamics
and geopolitical tensions.

e Economic and Fiscal Impacts: The contraction in domestic crude oil
production erodes high-wage jobs and shrinks local tax bases,
placing additional strain on oil-dependent communities and public
services.

Recognizing the interdependence between in-state crude oil production
and related critical infrastructure across the petroleum value chain, we
think it is prudent to stabilize in-state crude production to support
resilience in the petroleum system.

Recommendation:

As part of a managed transition strategy, we recommend that the State
take action to achieve targeted stabilization of crude oil production in
California to supply in-state refineries while ensuring that production is
consistent with critical health and environmental protections. Specifically,
limited production that is needed to achieve targeted stabilization should
be prioritized in existing established, and densely developed oilfields, and
outside of Health Protection Zones (HPZs) surrounding homes, schools, and
other sensitive receptors where new permitting is prohibited by law; and
production should not include methods that are prohibited by important
environmental protection laws, such as California’s ban on new offshore
oil and gas leases and California’s ban on well stimulation treatments.
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The Legislature may wish to consider, for example, statutory changes to
declare the Kern County Zoning Ordinance Second Supplemental
Environmental Impact Report (SCH20130879) in compliance with CEQA
and conclusive for purposes of its use by responsible agencies to allow the
County’s ministerial approval of oil and gas wells with the mandatory
mitigation measures identified in the ordinance. This change would allow
for a more appropriate amount of extraction in Kern County’s well-
established ol fields. While clarifying that oil extraction on those already-
disturbed lands, away from neighborhoods, is permissible, the Legislature
may also wish to expand the current limitations on new offshore oil and
gas development and codify the ban on well stimulation treatments in
statute.

Additional legislative or administrative actions could include a targeted
regulatory framework that ties crude production and permitting more
directly to demand over the transition period. The objective would be to
facilitate more timely, predictable, and legally durable permitting for
crude oil production outside of HPZs in established, densely developed
oilfields coupled with a requirement to permanently seal at least two wells
for each new well drilled — one located in that same oilfield and the other
located in an HPZ. This would facilitate a managed production decline
that aligns with and adapts to declining demand throughout the fransition
to create more certainty, maintain critical infrastructure investment, and
protect consumers, workers, and fenceline communities.

2. Regulatory Tools.
Background:

Several intersecting regulatory authorities supporting the achievement of
the State’s climate, public health, and consumer protection priorities
impact the petroleum industry. Strategic implementation of the State’s
suite of regulatory tools can support the necessary investment confidence
to retain safe and reliable industry operations and achieve policy goals.

To protect California consumers from extraordinary spikes in retail gasoline
prices, such as those during 2022 and 2023, you called for two special
sessions of the Legislature in 2023 and 2024 resulting in the passage of SB
X1-2 (Skinner, Chapter 1, Statutes of 2023 First Extraordinary Session) and
AB X2-1 (Hart, Chapter 1, Statutes of 2024 Second Extraordinary Session).
These efforts collectively:
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Expanded the CEC’s data collection authority that significantly
increased fransparency info various aspects of the petroleum
market and helped identify the key factors that contribute to fuel
price volatility;

e Created a new independent market oversight division, the Division
of Petroleum Market Oversight (DPMO), responsible for oversight,
investigations, economic analysis, and policy recommendations
regarding the transportation fuels market;

e Required development of two planning efforts 1) an assessment of
California’s transportation fuels market with potential strategies to
address price spikes, and 2) a Transportation Fuels Transition Plan
with CARB; and

e Provided CEC with new regulatory authorities to mitigate retail
gasoline price spikes and protect consumers: establishing a
maximum gross gasoline refinery margin (GGRM) and penalty,
setting minimum inventory requirements for refiners, and establishing
resupply requirements for planned refinery maintenance events.

The Legislature required that CEC engage in careful consideration of the
impacts to consumers and the petroleum sector from implementing the
new regulatory authorities. The CEC has exercised caution by focusing on
gathering the necessary information to develop a holistic view of the
petroleum value chain and establishing the best ways to protect
consumers during this transition. The CEC has exercised caution by
focusing on gathering the necessary information to develop a holistic
view of the petroleum value chain and establishing the best ways to
protect consumers during this transition.

To protect the public health of local communities near ports, CARB
adopted its at-berth regulation in 2007 to address emission reductions
from ocean-going vessels when they are docked at California ports. The
regulations were most recently amended in 2020 and of January 2025,
crude oil and petroleum product tankers at the Port of Los Angeles and
the Port of Long Beach are subject to the regulation.

The maijority of tanker industry partners are complying with the regulation
through one of two approved pathways: (a) the Innovative Concepts, an
alternative compliance approach that applies the emissions reductions
from approved projects towards vessel visits, or (b) the Remediation Fund,
used as an interim solution until their chosen primary control
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technologies—such as shore power or barge-based capture systems—are
installed. One barge-based system for tankers has received CARB
approval, with additional systems under review. Small terminals may
comply under the low-use exception or by using the Remediation Fund in
combination with barge-based systems or shore power as approvals are
finalized. While systems are undergoing approval, capture and control
companies can offer research exceptions to vessel and terminal
operators for participating in testing. Tankers will be subject to the
regulation at all ports as of January 2027.

AB 32 (Nunez, 2006) enables CARB to implement programs that are
globally recognized as cost-effective tools for reducing carbon pollution
and for generating billions in proceeds to support investment in innovative
and pollution-reducing projects. One of these tools is the Cap-and-Trade
program, which was officially launched in 2012 and carefully balances
the steady decline of greenhouse gas emissions, provides utility ratepayer
benefits through the climate credit, and provides industry credits to
mitigate for leakage. Petroleum market participants are regulated entities
under the Cap-and-Trade program.

Recommendation:

e The CEC believes that its available refinery regulatory tools should
be implemented holistically and prudently to maximize consumer
benefit and avoid unintended consequences. The CEC's analyses
have demonstrated a relationship between California’s volume of
gasoline inventory (“days of supply”) and retail prices, whereby low
inventory volumes are associated with higher retail prices. The CEC
sees value in continuing to assess, in collaboration with the industry,
how the resupply and minimum inventory strategies could be
implemented to promote market liquidity during refinery outages
and stabilize prices.

The CEC has determined that additional analytical work is necessary to
establish a maximum GGRM and to impose a penalty for exceeding it
that would protect California consumers as intended.

In order to prioritize CEC's development and implementation of the
resupply and/or minimum inventory regulatory tools, we recommend that
the CEC adopt a pause for a reasonable length of fime on implementing
a maximum GGRM and penalty.
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e We recognize that there are challenges in technological
compliance specifically for tanker vessels and that the regulation
can add unanticipated cost and operational burden. We
recommend that you request that CARB meet with each refiner
and terminal covered by the at-berth regulation and discuss current
status and barriers to implementation of all technical tools intfended
to achieve emissions reductions from tankers at berth to assess the
timelines for deployment of those emissions reductions.

e Werecommend that the Air Resources Board contfinue to work on
the regulatory process for continued implementation of the Cap-
and-Trade program, including progress towards required targets,
cost containment strategies and minimizing leakage.

Tier 2: Issues for Further Exploration
3. Local and Regional Authority.
Background:

Petroleum infrastructure is subject to various local and regional regulations
and often requires permits from a variety of local agencies.

In California, the local air districts have primary authority to regulate all
non-mobile pollution sources of air pollution, including stationary sources.
This means that local air districts are responsible for adopting regulations
to reduce emissions from stationary sources, such as refineries, and for
permitting of these sources. All districts with refineries have adopted,
implemented, and are enforcing regulations to reduce emissions from the
refineries. The regulations reflect the air quality issues in each area and
aim to address criteria pollutant emissions in order to comply with the
federally enforceable State Implementation Plan, and toxic emissions that
impact local communities. The district permits generally require facilities to
be in compliance with all applicable regulations, depending on the
district and the facility type.

Industry has asserted that the stringency, inconsistency, and compliance
costs of air quality requirements placed on refineries, along with extended
permitting timelines at air districts and other local and regional agencies,
pose uncertainty and risk to their longer-term planning. Industry also has
asserted that the potential for new local taxation, fees, and regulatory
initiatives causes significant investor uncertainty.
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Recommendation:

As noted above, we recommend the formation of an interagency
working group to address immediate coordination challenges. In addition,
we recognize the importance of working with the Legislature and local
stakeholders to address concerns. We think the Administration should
consider partnering with the Legislature to advance solutions to
strategically align regulations and permitting processes across all levels of
government that could best support achievement of State policy goals.

Strategy 3: Holistic Transition Strategy

TOPLINE: Near- and medium-term actions must be part of a holistic
transition strategy that is built on shared understanding, collaboration, and
development of policies across state agencies and stakeholders. A
managed fransition is critical for protecting Californians and will depend
on coordination and collective action.

PROBLEM: Transitioning California's transportation fuel system away from
petroleum-based fuels is providing substantial benefits to consumers,
workers, communities, and the environment, but an unmanaged transition
poses significant and acute risks to safety, health, environment, economy,
and affordability.

While concurrently addressing the previous objectives, the State should
implement policies and plans to support a successful transition, which
could include:

e |dentify and pursue necessary transition funding to support climate,
health, community, and worker priorities.

e Protect workers and communities such as through robust process
safety management regulations at refineries, which has the added
benefit of increasing reliability of the facilities.

e Support and protect California’s authority to set emission standards
and achieve climate goals.

e Further California’s ability to diversify and evolve its fransportation
sector to comply with federal and state air quality standards and
meet climate goals, such as by continuing to expand the
availability and reduce the cost of ZEVs.

e |dentify challenges, opportunities, and strategies for the future of
land affected by the transition (e.g. remediation, marketability, and
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value), such as Asset Retirement Obligations and standards for
refinery remediation and decommissioning plans.

e Evaluate whether new approaches to California’s fuel
specifications could confinue to protect public health and meet
federally required air quality standards while making the State more
resilient to disruptions during its fossil fuel fransition.

e Confinue to evaluate additional options presented in the
Transportation Fuels Assessment, e.g. product reserve and
production enhancement strategies such as E15 or Reid Vapor
Pressure (RVP) modification.

e Explore further pathways to increase resilience in the system, such
as improving connectivity between Northern and Southern
California fuel markets, e.g. through increased marine oil ferminal
capacity or repurposing of existing fossil fuel transportation
infrastructure.

e Develop strategies that can support a managed phase-out
especially during the late transition phase of the fransportation
sector, such as state management or ownership of assefts.

Conclusion

The problems laid out in this letter are complex but solvable. California has
entered a critical but challenging phase in its transition to a decarbonized
transportation sector, which is made more challenging by California’s
unique petroleum market, global changes in the refining sector and
across the petroleum value chain, and new disruptions at the federal
level. The strategies and recommendations laid out here represent our
careful, comprehensive, collaborative assessment of the petroleum
market and the future of the clean energy transition.

Thanks to your leadership and commitment and the expertise of
agencies, stakeholders, and communities, California is rising to the
challenge. Equipped with new data made available by forward-thinking
policies led by you and the Legislature in the past two years, we have a
much clearer understanding of the causes of gasoline price spikes and
the strategies needed to protect consumers and communities in the
future. We are working closely with a broad range of partners to continue
to evolve the State’s approach so that we may successfully 1) accelerate
momentum to decarbonize California’s economy, and 2) ensure that
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petroleum firms can continue to supply petroleum-based fuels while the
clean, alternative fuels continue to scale.

We are thankful for the opportunity to share this analysis with you, the
Legislature, our partners, and the public. We look forward to collaborating
with the Legislature, state and local agencies, industry partners, and
impacted stakeholders to ensure a reliable, affordable, and safe clean
energy future for all Californians.

Sincerely,

G- 5 qugedhy

Siva Gunda
Vice Chair
California Energy Commission
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"e DIVISION OF PETROLEUM
MARKET OVERSIGHT

September 16, 2025

The Honorable Gavin Newsom
Governor

1021 O Street, Suite 2000
Sacramento, CA 95814

The Honorable Mike McGuire
Senate President pro Tempore
1021 O Street, Suite 8518
Sacramento, CA 95814

The Honorable Robert Rivas
Speaker of the Assembly
1021 O Street, Suite 8330
Sacramento, CA 95814

Re: California Gasoline Market Update and Consumer Advisory
Dear Governor Newsom, President pro Tempore McGuire, and Speaker Rivas:

The Division of Petroleum Market Oversight (DPMO) is providing this California
Gasoline Market Update pursuant to its oversight function described in the
California Gas Price Gouging and Transparency Law, Senate Bill X1-2 (Skinner,
2023, Statutes of 2023-2024 First Extraordinary Session) (SBX1-2). DPMO is an
independent division of the California Energy Commission (CEC). This Market
Update provides additional transparency for consumers, policy makers, and
market participants as we look ahead through the end of 2025.

Following the PBF Energy Martinez refinery incident on February 1, retail gasoline
prices in California increased but did not spike, despite significant volatility in the
spot markets where wholesale gasoline is fraded.! High import levels of gasoline
and blending components kept prices relatively stable during the spring and
summer. Looking ahead, we expect in-state refinery production to be reduced
in the coming months, largely because of planned and unplanned
maintenance. This necessitates advance planning by market participants
(including responsibly resupplying lost production and building adequate
inventories) to keep prices stable.

1 DPMO, “Cadlifornia Gasoline Market Update and Consumer Advisory” (Feb. 14, 2025),
https://efiling.energy.ca.gov/GetDocument.aspxetn=261778&DocumentContentld=98245.
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Spring and Summer 2025 Market Conditions

On February 1, 2025, a large fire broke out at the PBF Energy refinery in Martinez,
California. The refinery halted gasoline production in the aftermath of the
incident and has since partially restarted. According to its most recent earnings
call, PBF Energy anticipates a full restart of the refinery by the end of the year.2

While retail gasoline prices increased in subsequent weeks, we did not
experience a major statewide price spike like those seen in previous years.
California retail gasoline prices peaked at an average of $4.97 in April 2025, far

lower than prices seen during the fall 2022, fall 2023, and spring 2024 price
spikes.3 See Exhibit 1.

Exhibit 1. California Retail Gasoline Prices Have Been Lower and More Stable in
2025 Than in Previous Years

Daily Retail Gasoline Prices in California and Rest of U.S., 2025$/gal
Jan. 1, 2022 - Sept. 12, 2025
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Notes: DPMO analysis of OPIS Retail Prices as of Sept. 12, 2025.

Retail price increases in spring 2025 were associated with three significant run-
ups on the Northern and Southern California spot markets, where wholesale
gasoline is fraded. The Northern California spot market saw the most price
volatility (as this is the region of the impacted Martinez refinery). According to
the Qil Price Information Service (OPIS), the Northern California spot market
peaked at $1.11 over the New York Mercantile Exchange (NYMEX) on May 8,

2 PBF Energy, 2025 Q2 Earnings Call (July 31, 2025).

3 All prices are in constant dollars 2025 based on Bureau of Labor Statistics Consumer Price Index
less Energy, Series CUSROO0O0SAOLE, https://data.bls.gov/cgi-bin/srgate. Applies to all figures.
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2025, and the Southern California spot market peaked at $0.62 over the NYMEX
on March 28, 2025. Spot market prices decreased and stabilized in June and
July.4 See Exhibit 2.

Exhibit 2. California Spot Market Experienced Three Separate Run-Ups Between
February and June 2025

2025 Average California-NYMEX Spot Price Differential, 2025$/gallon
Jan 2, 2025 - Sep 12, 2025
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Notes: DPMO analysis of spot prices from OPIS.

It appears that strong gasoline and blending component imports have played a
critical role in keeping wholesale and retail prices stable through the spring and
summer. According to CEC and U.S. Energy Information Administration (EIA)
data, California received 18 million barrels of gasoline and blending component
imports (averaging 150,000 barrels per day) between February and May 2025,
peaking at 5.7 million barrels (184,000 barrels per day) in March 2025. See Exhibit
3.

4 However, the spoft price run-ups do not account for the full unexplained difference between
retail gasoline prices in California and the rest of the U.S. after accounting for taxes, fees, and
environmental programs. This unexplained difference — often referred to as the “mystery gasoline
surcharge” — averaged $0.59 per gallon between February and May (when spot prices surged
repeatedly) but only decreased by 27 percent to $0.43 per gallon between June and July
(when spot prices dropped to just $0.13 above NYMEX — an 88 percent drop relative to the May
peak). This suggests that potential causes for elevated retail prices are also occurring
downstream of the spot market.
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Exhibit 3. California Received High Levels of Gasoline and Blending Component
Imports in Spring and Summer 2025

Monthly Imports, Thousands of Barrels per Day
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Notes: Imports data for January-June are from CEC M700 and EIA Form 814. Data for July-August
are projections from CEC EBR 700, which may underestimate imports due to incomplete
reporting. All data include imports of gasoline and blending components.

Late Summer and Fall 2025 Market Conditions

Based on multiple sources, it appears that there will be production shortfalls from
in-state refiners in the coming months because of planned and unplanned
maintenance. This is also the time of year when California has been more
vulnerable to retail gasoline price spikes.

Recent market activity suggests that gasoline market participants have
awareness of these events. According to OPIS's West Coast report, Los Angeles
spot market forward pricing above NYMEX is elevated for October and
November delivery. These reports of elevated forward pricing are corroborated
by the CEC's spot market tfransactions reports, which show similarly elevated
pricing across California’s two physical spot markets.

California’s late summer and fall 2025 gasoline import needs are consistent with
the level of imports received in previous months. West Coast gasoline and





California Gasoline Market Update and Consumer Advisory

blending component inventories are also relatively healthy.> However, price
stability will depend on market participants’ confinued advance preparation
through maintaining adequate inventories, ordering sufficient cargoes, and
avoiding reactive spot market behavior. As part of its oversight function, DPMO
will engage with individual market participants to reinforce this message.

In fall 2022 and fall 2023, spot market prices experienced extreme volatility and
unprecedented retail price spikes, necessitating an early switch to winter blend
gasoline. These extraordinary measures were not necessary in 2024, in part
because market participants maintained higher inventories, brought in more
imports, and avoided reactive spot market actions. Given these positive trends,
DPMO anticipates the gasoline specification will switch to winter blend as
normally scheduled.

Enforcement Bulletin

As DPMO has previously identified, California’s spot market is uniquely vulnerable
to potential manipulation because it can be thinly fraded and is reliant on
voluntary reporting to price reporting agencies like OPIS.¢ DPMO monitors the
spot market each trading day to detect and deter misconduct and proactively
engages with market participants to encourage responsible behavior. Market
participants that make purchases on the spot market that drive up the market
price unnecessarily (e.g., while holding long positions) will face scrutiny from
DPMO, particularly if that market participant also sells in spot-market-linked
fransactions and would profit from spot market price increases.”

Consumer Advisory

DPMO continues to encourage Californians to shop around for less expensive
gasoline, especially “unbranded” or generic gasoline. While branded gasoline
can be significantly more expensive than unbranded gasoline, DPMO is not
aware of public evidence confirming that branded gasoline outperforms

5 See EIA, "West Coast (PADD 5) Stocks,” https://www.eia.gov/dnav/pet/pet_stoc_wstk_dcu_
r50_w.htm.

6 See DPMO, “Core Options for Reforming the California Gasoline Spot Market” (Jan. 31, 2024),
https://efiling.energy.ca.gov/GetDocument.aspx2tn=254283, and "“A Seller's Market: The
Challenge of Market Concentration and Price Spikes,” Presentation before the Assembly
Petroleum and Gasoline Supply Committee (Sept. 19, 2024), https://www.assembly.ca.gov/
media/assembly-petroleum-and-gasoline-supply-committee-20240919.

7 In May 2020, the Aftorney General sued two infernational frading companies for manipulating
the California spot market during the 2015 price spike. According to the allegations, the tfrading
firms reported tfrades to OPIS thereby moving up the spot market price to inflate the value of
other contracts pegged to the OPIS-reported price. See Compilaint, The People of the State of
California v. Vitol Inc., et al.,, No. CGC-20-584456 (S.F. Super. Ct.).





California Gasoline Market Update and Consumer Advisory

unbranded or generic gasoline in California.8 Consumers can be confident in
shopping around because all gasoline sold in California must meet stringent Air
Resources Board standards, which are the strongest in the nation and require an
effective detergent or cleaning additive to protect engine performance.?

Conclusion

DPMO is committed to working with you, the CEC, the Attorney General’s
Office, and other state agencies to navigate this mid-transition phase, when it
will be critical to make the import process more efficient, eliminate bottlenecks,
and facilitate competition to protect consumers and prevent price spikes.10
Should you have any questions about this Market Update or about our market
oversight work, please contact us at DPMO@energy.ca.gov.

Sincerely,

Tai S. Milder
Director
Division of Petroleum Market Oversight

CC: Members, Senate Committee on Energy, Utilities, and Communications
Members, Assembly Committee on Utilities and Energy Members
David Hochschild, Chair, California Energy Commission
Siva Gunda, Vice Chair, California Energy Commission

8 CEC, “Additional Analysis on Gasoline Prices in California” (Oct. 21, 2019), at pp. 8-9,
https://www.energy.ca.gov/sites/default/files/2019-11/Gas_Price_Report.pdf.

? CARB, “California Reformulated Gasoline,” https://ww?2.arb.ca.gov /our-work/programs/fuels-
enforcment-program/california-reformulated-gasoline.

10 CEC Vice Chair Siva Gunda, Response to Governor Newsom (June 27, 2025),

https://www.energy.ca.gov/sites/default/files/2025-07/CEC%27s_Respone_to_Governor_
Newsom%27s_Letter_June-27-2025_ada.pdf.
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West Coast (PADD 5) Stocks of Crude Oil and Petroleum Products

EIA is continuing normal publication schedules and data collection until furth

Petroleum & Other Liquids

Weekly Stocks

(Thousand Barrels)
Area: PADD 5

~v Period: Weekly

Show Data By:

View
O Product QO Area 08/22/25 08/29/25 09/05/25 09/12/25 09/19/25 09/26/25 History
g;’ggemia' Crude Oil (Excl. Lease O 45,017 45,648 45,877 45,019 46,462 46,792 1990-2025
Commercial Crude Oil (Incl. Lease
Stock) O 1990-2016
Total Motor Gasoline O 31,554 30,214 30,367 30,043 30,048 30,290 1990-2025
Finished Motor Gasoline O 1,340 1,252 1,383 1,461 1,538 1,448 1994-2025
Reformulated O 24 23 23 22 26 22 1993-2025
Blended with Fuel Ethanol O 24 23 23 22 26 22 2004-2025
Conventional O 1,316 1,229 1,360 1,439 1,512 1,426 1994-2025
Blended with Fuel Ethanol,
Ed55 and Lower O 0 0 0 0 0 0 2004-2025
Blended with Fuel Ethanol,
Greater than Ed55 O 0 0 0 0 0 0  2010-2025
Other O 1,316 1,229 1,360 1,439 1,512 1,426 2004-2025
Motor Gasoline Blending Components O 30,214 28,963 28,984 28,582 28,511 28,842 2004-2025
RBOB O 14,532 14,496 14,315 14,176 14,375 14,195 2004-2025
RBOB for blending with Alcohol O 2004-2010
RBOB for blending with Ether O 2004-2010
CBOB O 8,053 7,164 7,035 7,025 7,059 7,124 2004-2025
GTAB Reformulated O 2004-2010
GTAB Conventional O 0 0 0 0 0 0 2004-2025
All Other O 7,629 7,303 7,634 7,381 7,077 7,524 2004-2025
Fuel Ethanol O 2,372 2,377 2,461 2,531 2,656 2,413 2010-2025
Kerosene-Type Jet Fuel O 11,438 11,268 11,294 11,725 12,352 12,407 1990-2025
Distillate Fuel Oil O 11,037 11,725 12,139 12,152 12,737 12,875 1990-2025
15 ppm Sulfur and Under O 10,218 10,894 11,253 11,079 11,534 11,680 2004-2025
> 15 ppm to 500 ppm Sulfur O 333 295 256 386 358 345 1993-2025
> 500 ppm Sulfur O 485 537 630 687 845 850 1993-2025
Residual Fuel Oil O 4,046 4,087 4,442 4,067 3,649 3,604 1990-2025
Propane, Fractionated and Ready for O 2,013 2,243 2,230 2,152 2,324 2,492 2023-2025

Sale

Click on the source key icon to learn how to download series into Excel, or to embed a chart or map on your website.

- = No Data Reported; -- = Not Applicable; NA = Not Available; W = Withheld to avoid disclosure of individual company data.

Notes: Stocks include those domestic and Customs-cleared foreign stocks held at, or in transit to, refineries and bulk terminals, and stocks in pipelines. Stocks held at
natural gas processing plants are included in "Other Qils" and in totals. All stock levels are as of the end of the period. Data may not add to total due to independent
rounding. Weekly data for RBOB with Ether, RBOB with Alcohol, and Reformulated GTAB Motor Gasoline Blending Components are discontinued as of the week ending
June 4, 2010 reporting period. Monthly data for RBOB with Ether, RBOB with Alcohol, and Reformulated GTAB Motor Gasoline Blending Components are discontinued as
of the January 2010 reporting period. Beginning with data for January 2005 total crude oil and petroleum products stocks do not include lease stocks. With the publication
of the estimates for week ending April 10, 2020, propane/propylene inventories no longer include propylene inventories held at terminals. These volumes have been
removed from the data back to the January 2, 2015 reporting period and are not included in any relevant U.S. totals, PADD sub-totals, or Total Inventory calculations. See
Definitions, Sources, and Notes link above for more information on this table.

Release Date: 10/1/2025
Next Release Date: 10/8/2025
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