A copy of Senator Daschle's letter to Red Cavaney, the President and CEO of the American Petroleum Institute, follows.

 

 

May 26, 2004
 

Mr. Red Cavaney
President and CEO
American Petroleum Institute
1220 L Street
Washington, DC 20005
 

Dear Red:
 

Thank you for your May 20, 2004 letter outlining the American Petroleum Institute=s perspective on the high gasoline prices that United States consumers are facing.  I enjoyed working with you on the development of the fuels section of the energy bill and appreciate this opportunity to engage in a dialogue regarding national energy policy.
 

I appreciate that factors such as higher international crude oil prices, tight gasoline markets and market uncertainty caused by instability in oil rich nations are largely outside your industry=s control.  I am a bit surprised, however, by how quickly you dismiss the value of pursuing short-term initiatives that might impact gasoline prices now in favor of an exclusive focus on Amitigating future fuels volatility@ to Ahelp ensure reliable availability of energy over the long run.@  To me, these goals are not mutually exclusive.  
 

I also am struck by the priority you now evidently place on providing the manufacturers of MTBE legal immunity in cases where their product has contaminated groundwater.  I fail to see how insisting on this special protection for a few companies contributes to your stated goal of encouraging Amore supply diversity of both crude oil and natural gas and the removal of barriers to greater domestic energy production and increased energy efficiency.@
 

Further, I suspect your rejection of any short-term responses to rising gas prices, your defense of oil company profits, and your willingness to transfer the cost of cleaning up MTBE contamination to local taxpayers will garner little sympathy from the American consumer.  I know it will not be well received by motorists in my state who must drive considerable distances to get to work, visit a doctor, or deliver their children to school.  
 

I agree we must get to work now on viable long-term solutions that will increase domestic supply and eliminate the complicated boutique fuels in the market today, but I don=t think it is acceptable to ignore initiatives that will help curb rising prices in the near term.  I have been urging the President to take actions that would help stem the rise in gasoline prices, including using his relationships with foreign leaders to encourage them to increase production and suspending the diversion of oil from the marketplace to the Strategic Petroleum Reserve.
 

As you indicated in your letter, the cost of crude oil is responsible for nearly one dollar of every gallon of gasoline sold to consumers.  While I have no disagreement with Energy Secretary Spencer Abraham's proclamation that, AThe United States is not going to go around the world begging for oil,@ I don=t see why President Bush is not willing to take his own advice when, on more than one occasion in the fall of 2000 as a candidate for president, he proclaimed, AWhat I think President [Clinton] ought to do is he ought to get on the phone with the OPEC cartel and say, >We expect you to open the spigots.=@ 
 

In addition, I disagree with your analysis of the President=s decision not to interrupt contributions to the Strategic Petroleum Reserve.  Releases from the Strategic Petroleum Reserve have helped reduce prices in the past.  On September 22, 2000, with crude oil prices at $37 per barrel, President Clinton released 30 million barrels from the SPR.  Within a few days of the announcement of the release, crude oil prices had fallen by $6 per barrel.  Within a week, wholesale home heating oil prices fell by 10 cents per gallon.  Within two weeks, wholesale gasoline prices had fallen by 14 cents per gallon.  The price stayed down nearly three weeks, and rose only after a wave of violence hit the Middle East.  Simply put, it is illogical to be taking oil out of the marketplace when gasoline prices are so high.  If anything, we should be doing just the opposite.
 

Beyond the empirical evidence, leading experts agree that the President=s policies with regard to the Strategic Petroleum Reserve are having a harmful effect on gasoline prices.  Last September, when oil prices were at $29 per barrel, Bill Greehey, Chief Executive Officer of Valero Energy, the largest independent refiner in the U.S., complained that the Administration=s Strategic Petroleum Reserve policy was diverting oil from the marketplace:  AIf that was going into inventory, instead of the reserve, you would not be having $29 oil, you'd be having $25 oil.  So, I think they've completely mismanaged the strategic reserve.@  Energy Economist Philip Verleger estimates that the Administration=s policies have added $8 to $10 to the price of a barrel of oil.  If filing the reserve was harmful at $29 per barrel, it surely is harmful today, with oil near $40 per barrel. 
 

Finally, it is noteworthy that none of the proposals currently on the table other than the RFS offers any near or mid-term increase in finished gasoline supplies.  Given this fact and the six-month impasse that has developed in consideration of comprehensive energy legislation, I think it is time to separate out the fuels section of the energy bill and pass it on its own.  
 

In your letter, you concede that U.S. refiners will not appreciably expand their domestic refining capacity.  To quote the API fact sheet on gasoline prices, "U.S. refineries have been operating at very high capacity utilization rates. . . and they are producing record volumes of gasoline.  On top of surging gasoline demand, the domestic refining industry faces a series of new challenges. . . [that] make it more difficult for refiners to increase refinery capacity.@  Thus, even if crude oil supplies were to increase, gasoline prices at the pump could still remain under pressure if imported oil and finished gasoline were in short supply or higher-priced.
 

One of the best near-, mid-, and long-term Arelief values@ for the problem of refining capacity is the increased use of domestically produced ethanol.  Ethanol not only directly replaces gasoline volume, it increases gasoline octane, thus enabling refiners to Aturn down@ their high severity reformers that are used to produce high-octane materials.  Simply stated, the use of ethanol extends the ability of U.S. refiners to produce the finished gasoline demanded by motorists.  For example, an Energy Department analysis reports that in April 2004 imports of finished gasoline were 100,000 barrels per day lower than a year ago.  The RFS would put an immediate dent in that shortfall.
 

The fuels section of the energy bill, which you were instrumental in crafting, would, through the renewable fuels standard, result in more than 500,000 barrels per day of high-octane, already-refined ethanol for blending with gasoline and save the United States $4 billion in imported oil each year.  It would also eliminate the oxygen standard, giving oil companies the additional flexibility they want, and reduce the number of boutique fuels that must be blended today.  These changes would go a long way toward addressing the regulatory challenges you cite in your letter. 
 

Red, I agree that we must work toward long-term energy solutions.  That is why I voted for the comprehensive energy bill when it passed the Senate last June, for the conference report on HR 6 last November, and for the Domenici amendment last month.  Enactment of the RFS contained in the pending energy bill would double the use of renewable fuels over the next ten years.  The financial incentives in the Domenici amendment would encourage the construction of the Alaska natural gas pipeline, and the increased incentives for production of oil and gas at home and the adoption of electricity reliability standards would extend domestic energy supply.  

 

I regret that this energy bill doesn't contain other initiatives I support that would help with our long-term energy supply picture, including increased automobile fuel efficiency standards, the electricity portfolio standard, and a concrete timetable for the production of hydrogen fuel.  But I accept that there is not majority support for these initiatives in this Congress.

 

Your letter urges Congress Ato pass the comprehensive energy bill conference report to H.R. 6, with a reduced price tag.@  That report, as you well know, contains language added in conference that would grant the manufacturers of MTBE legal immunity for cases where their product has contaminated groundwater. 

 

I can appreciate that your members want this legal protection.  But it has been demonstrated that the MTBE provision does not enjoy majority support.  The conference report that contained this provision, for which I voted, was defeated in a bipartisan vote last November.  Now, the comprehensive energy legislation you support is being held hostage to the special-interest MTBE liability provision.
 

Representative Joe Barton (R-TX), Chairman of the House Energy Committee, highlighted that dilemma when he declared that, "If the price of the energy bill is no safe harbor [for MTBE], then there won't be a bill [Environment and Energy Daily, 3/05/04]."  And, the Houston Chronicle reported on May 21, 2004 that Representative Tom Delay (R-TX) forcefully rejected suggestions by the administration and some congressional Republicans to remove the provision granting legal protections to makers of the gasoline MTBE in order to move the energy bill. 
 

MTBE has caused $29 billion in contamination in 43 states, leaving many communities without potable water.  The language that the House Republican leadership is insisting on would force local taxpayers to pick up these cleanup costs.  Now you, too, seem to be saying that we should not put in place long-term solutions for gasoline consumers unless it comes with immunity from liability for oil companies.  
 

This position is especially troubling when we now know that large oil companies are reaping record profits as a result of the volatility in the gasoline market, while consumers are struggling with higher prices at the pump.  A fact that might interest consumers that you neglect to point out in your letter is that comparing the first quarter of last year to the first quarter of this year, the ABig Four@ oil companies have seen an average increase in their U.S. refining and marketing earnings of 157 percent.  Chevron-Texaco has seen a 294 percent increase.  BP has seen a 165 percent increase.  Exxon Mobil has seen a 125 percent increase.  And Conoco-Phillips has seen a 44 percent increase.  These numbers remove any doubt that the big oil companies are profiting enormously from the higher gas prices being paid by consumers.  It is little wonder that they don't seem particularly interested in addressing the short-term gasoline price picture.
 

I have appreciated our working relationship as well as your support for the Renewable Fuels Standard and needed reforms in the gasoline marketplace.  I am hopeful, therefore, that you will reassess your current position on energy policy, help me convince the Bush Administration to provide short-term relief to skyrocketing gasoline prices, and support separating the RFS from the stalled energy bill so it can be implemented immediately.  The credibility of API would lend a significant boost to our efforts to moderate rising gasoline prices now and improve our longer-term energy supply picture.
 

 

Sincerely,

 

Tom Daschle

United States Senate

 

