Refining Capacity and Gasoline Price:  

Separating Fact from Fiction
In the wake of Hurricane Katrina, Congress is debating legislation that would relax environmental standards or permit procedures, in an effort to encourage investment in refining capacity and lower gasoline prices.  But a closer look at the facts shows that profit margins, not environmental rules, are the primary factor in determining whether refiners expand.  High gasoline prices have raised profit margins to record levels over the past two years, and refiners have responded with major investments to increase their capacity to produce motor fuels.  In short, there is no basis for weakening the Clean Air Act and increasing pollution to encourage refiners to take advantage of the most favorable market conditions for expansion that we have seen in decades.    
Market Forces Determine the Supply and Price of Gasoline, 

Not Environmental Rules.
Red Cavaney, testifying before Representative Barton’s House Subcommittee in July of 2004 insisted: “We have not said that environmental costs are responsible for the higher prices.”

According to Valero’s senior vice-president, it was, “the poor margins that had the biggest impact, not the environmental rules.”

The Department of Energy expects refining costs to stay constant, even after new clean fuel standards take effect, according to its 2005 Annual Energy Outlook:

“Refining costs for gasoline and diesel fuel are expected to remain about the same, despite rising demand and new federal requirements for low sulfur gasoline (‘04 to ‘07) and ultra-low sulfur diesel fuel (‘06 to ‘10).”
 

Until the mid 1990s, refiners argued that capacity had to be reduced to increase profit margins.  A senior energy analyst warned an industry audience at an API convention in the fall of 1995 that:

“…if the U.S. petroleum industry doesn’t reduce its refining capacity, it will never see any substantial increase in refining margins.”
  

Refineries increased the rate of expansion as profits reached record levels.
 For Economic Reasons, Refiners Have Increased Capacity at Existing Refineries Rather than Build New Ones
Only one permit application for a new refinery has been filed in the last twenty-five years.  But EPA’s June 13, 2002 report to the President on New Source Review found that NSR regulations had “not significantly impeded investment in new power plants or refineries.” 
  Instead, refiners have chosen to meet demand by expanding existing facilities.

Refiners have added 1.4 million barrels per day of crude processing capacity at existing plants, which is equivalent to adding twelve new refineries.  Motor gasoline production has increased 13% over the same period (from 7.2 million to 8.2 million barrels per day, or bpd).
  
Exxon Mobil recently claimed that it adds 200,000 to 300,000 barrels per day of additional capacity every three years at its existing refineries.

Refiners have announced or just completed numerous expansion projects

· At the end of 2003, Valero completed an expansion of its Texas City refinery, boosting capacity from 165,000 bpd to 243,000 bpd.

· Citgo added more than 105,000 bpd to its crude processing capacity at its Lake Charles (LA) refinery in April of this year.
  (So far, the company has reported only minor damage at its Lake Charles refinery from Hurricane Rita). 
· Marathon Ashland will increase crude processing capacity from 74,000 bpd to 100,000 bpd by the end of this year at its Detroit refinery.

· Marathon Ashland will also increase its refinery's crude throughput capacity by 180,000 bpd to 425,000 bpd in Garyville, LA.
 

· Valero’s Port Arthur, TX facility is in the middle of an expansion that is expected to boost capacity by 75,000 bpd.

· Chevron received permits in June of this year to increase production 25% at its Pascagoula (MS) refinery by about 75,000 bpd.

· Suncor expects to complete expansion of its Denver refinery in 2006, integrating 10,000 to 15,000 bpd of crude from oil sands into the process.

· Flint Hill Resources has announced plans to increase crude oil processing by 50,000 barrels per day at its Minnesota refinery by the summer of 2007.

· At least three Montana refineries are investing in coker projects to expand capacity.

· Tesoro Refining is adding a coker to boost output at its Anacortes refinery.

· Even smaller refineries are announcing expansion plans.  Frontier Oil secured permits to add 6,000 bpd of new capacity to its Cheyenne refinery in Wyoming, while United Refinery is permitted to increase capacity by 5,000 bpd at its Warren (PA) refinery.

Refiners Enjoying Record Profit Margins are Not Hurricane “Victims” – Katrina Relief Ought to Be Reserved for Those Who Really Need It.

As the Washington Post reported on September 25, refiners are earning almost a dollar a gallon for gasoline today, almost three times the amount they earned a year ago.
  

Refinery profits have doubled since Katrina, according to Bloomberg news.  Valero, the nation’s largest refiner, announced a stock split on a 2 for 1 basis on September 15, two weeks after the hurricane.  The company has claimed eight successive quarters of successive earnings.

Hurricanes and floods haven’t tempered Valero’s bullish outlook, as the company announced in September that, “Structural changes have created a strong refining environment for 2005, 2006 and beyond…  Forward markets reflect expectation for better product margins in ‘06 than ‘05.”

Since 2001, the top five oil companies in the United States have recorded profits of $254 billion
:

ExxonMobil: 


$89 billion
Shell: 



$60.7 billion
BP: 




$53 billion
ChevronTexaco: 


$31 billion
Conoco Phillips: 


$20 billion
Since June of 2005, three oil companies have announced two for one stock splits.

Conoco Phillips
 June 1, 2005
Sunoco

July 7, 2005

Valero

September 15, 2005

Tesoro’s stock price has tripled in the last year.  Sunoco claimed “record earnings” in its 2004 annual report to stockholders.  Citgo paid out a $400 million dividend to its shareholders earlier this year.  Reports by these and other refiners acknowledge the record margins that refiners have enjoyed over the past two years, as oil and gas prices have increased.

Refinery Expansions Do Not Create Long-Term Employment Opportunities for Americans.
From 1997 to 2004, refining capacity in the US climbed 6.63%.  However, at the same time that oil refineries were expanding, they were also cutting, not adding, jobs.  The number of employees actually employed at refineries between 1997 and 2004 decreased by 27.9%.

In 1997, the oil refining industry employed 95,979 Americans.  By 2004, despite the industry’s expansion and increase in profits, the industry only employed 69,168 Americans.

Eliminating Pollution Control Standards and Short-Cutting Permitting is Unfair to Communities Already Overwhelmed with Pollution from Refineries.
Oil spilled in Louisiana during Katrina’s aftermath has matched the total amount released during the Exxon-Valdez accident.  Refinery communities need help with cleanup, not weaker federal laws that compound the risks they already face.
· Over 57 percent of whites, 65 percent of African Americans, and 80 percent of Hispanics live in 437 counties with substandard air quality. In the heavily populated Los Angeles air basin, over 71 percent of African Americans and 50 percent of Latinos live in areas with the most polluted air, compared to 34 percent of whites.

· “Data shows that African Americans and Hispanics suffer from some of the highest rates of environmentally triggered diseases, including asthma.  Further, these same communities have the highest rates of health uninsurance, making it more difficult for them to treat and overcome these ailments.”
  Marcela Urrutia, Senior Health Policy Analyst.  National Council of La Raza—the largest national constituency based Hispanic civil rights organization in the country.
· In 2002, more than 207,000 children went to schools within a two-mile radius of a chemical plant or a refinery in Texas.  In one year, 139 industrial facilities near Texas schools exposed children to 43.4 million pounds of toxic pollutants.

· Air pollution costs Americans $10 to $200 billion a year. Asthma and air pollution are linked. Asthma alone cost Americans over $14.5 billion in 2000. Asthma accounts for more than 10 million lost school days, 1.2 million emergency room visits, 15 million outpatient visits, and over 500,000 hospitalizations each year. African Americans and Latino are almost three times more likely than whites to die from asthma. The hospitalization rate for African Americans and Latinos is 3 to 4 times the rate for whites.
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