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California’s Petroleum Market
Recent Issues & Challenges

Price Spikes
in California have occurred in 3 of the last 5
years.

Lack of transparency

in the California transportation fuels market.

No market incentive to
mitigate price spikes

Industry agrees future spikes are inevitable
Industry does not disagree that price spikes
yield large profits

Industry has no strategy to protect
consumers

Less Gasoline Supply

as more refineries convert their production to
renewable fuels.

Decreasing competition inthe

refining sector leads to higher prices.

Reduced refinery production

including closures, conversions, and
maintenance events create price spike
conditions as we transition away from petroleum
fuels.
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Average Retail Gasoline Price ($/gallon)
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California vs. U.S. Retail Gasoline Prices

California vs. U.S. Average Retail Gasoline Price (2019-Current)
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2k Breakdown of CA Retail Prices

California Gasoline Price Breakdown and Margins
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CEC analysis of EIA data.



California’'s Petroleum Market
Retail Gasoline Dynamics
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Senate Bill (SB) X1-2
Overview & Implementation Status



SB X1-2 - Requirements Overview
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>,
ek,
Refinery Maintenance
Monitoring

PN

Market Oversight
Analysis

$ iye§

Refining Margin
Establishment and
Penalty Determination
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Transportation Fuels
Assessment
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Fuels Transition Plan
(w/ CARB)
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2023

June 2023

August 2023
—® Tai Milder appointed
Director of DPMO

SB X1-2 in effect;
Data submission

portal launched

2024

November 2023
CEC opens SB X1-2
Rulemaking and
begins discussion on
the Max Margin and
Penalty

SB X1-2 - Timeline

January 2024

DPMO spot
market reform
letter.

March 2024
Request for
Information
—® regarding the
Max Margin and
Penalty
Released

May 2024
Transition Plan
Kick-Off; Summer
Petroleum Market
Outlook
Workshop

February 2024 April 2024

Revised spot 2nd Max Margin and
market data Penalty workshop;
collection Draft Transportation
regulations Fuels Assessment
adopted. Published



Data Collection & Monitoring

Requirements

Collect new data from
petroleum industry.

Analyze data to understand:

* Refiner max margin + penalty
« Market manipulation
Minimum inventory/resupply

Increase transparency
through reporting.

Progress

Nine new data streams

Spot market, marine imports, refinery
maintenance, refiner margins, etc.

9,600 data submissions
processed and analyzed.

Refiner Margins (monthly) and
Gasoline Price Breakdown
(weekly) webpages



Refinery Maintenance Monitoring

Requirements

Collect data on refinery

maintenance and turnarounds:
Timing and output reduction
Supplemental capacity

Consult with Department of
Industrial Relations

Develop process for CEC
approval of maintenance
(May 13 Workshop)

Progress

Ongoing assessment of planned
and unplanned maintenance
reports to quantify impact on
gasoline supply.

Recurring meetings to discuss
managing refinery turnarounds
and safety.

Next steps: Enhance data collection
through rulemaking process.
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Refining Margin Establishment and

Penalty Determination

Penalty Framing Options

Structural « Lead to high prices at the pump

Inefficiencies « Penalty as a tool to reduce
impact on customers

» Deliberate exploitation of

Exploitation of
ploitatio structural inefficiencies

Str.uc.:tura_l * Penalty as a deterrent or
Inefficiencies incentive to increase supply
Other Issues « Benefits to consumers?

* Ensuring supply?
* Protecting low-income
consumers?

Progress

Analysis of past margins
Fuel demand scenarios and
assessment framework

2023 Milestones
OIIP and November 28
workshop

2024 Milestones

RFI released and closed May 3;
April 11 workshop

Workshop June 11

Margin & penalty frameworks

11



Market Oversight Analysis

Requirements

Creation of the Division of
Petroleum Market Oversight
(DPMO)

Monitor and analyze spot
trading activity for market
manipulation.

Produce joint report with
CDTFA on gas prices and
Impact on state revenues.

Progress

Completed August 2023 with
additional hiring in process

Daily monitoring ongoing; DPMO
letter in response to the Governor
released September

Report released May 3, 2024.

12



Division of Petroleum Market Oversight
Introduction
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The SBX 1-2 Mandate:
Protect Consumers

DIVISION OF PETROLEUM
MARKET OVERSIGHT

Our mission flows from the statute itself:

“Provide independent oversight and analysis of the transportation fuels markets
for the protection of consumers by identifying[]

1] market design flaws,

2] market power abuses, and

3] any other manner by which market participants act to harm
competition or act contrary to the best interests of consumers in the state.”

Cal. Pub. Resources Code § 25372.2
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Observations, Findings & Takeaways



Oil Industry Profits Spike During Price Spikes

*All dollar figures in 2023 dollars per gallon
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Sources: California Energy Commission, California Gasoline Price Breakdown and Margins (Form 1322), https://www.energy.ca.gov/estimated-gasoline-price-breakdown-and-margins. Discount factor from Bureau of
Labor Statistics, U.S. Core CPI, https://data.bls.gov/.
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DIVISION OF PETROLEUM
MARKET OVERSIGHT

Margin Spikes Coincide with Price Spikes

Recent Price Spikes and Refining Margin Spikes (2021-2024)
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DIVISION OF PETROLEUM
MARKET OVERSIGHT

January 31, 2024

The Honorable Gavin Newsom
Govermor

10210 Street, Suite 2000
Sacramento. CA 95814

Re: Core Opfions for Reforming the California Gasoline Spot Market
Dear Govemor Newsom:

On Seplember 22, 2023, the Division of Petroleum Market Oversight
["DPMO") provided an interim update pursuant to its independent market
oversight function desciibed in Public Resources Code, section

25372 2(a)(1)." When we provided the interim update, California was
experiencing a price spike on the gasoline spot market and at the retail
level that was not explained by the supply-and-demand fundamentals. In
that update, DPMO identified several “market flaws thaf make the
Cualifornia gasoline prices vulnerable to price spikes, including:

- Spot market volafility and its oufsized impacts on prices.
- Lack of spot market liquidity.

- Inadequate inventories of gasoline and blend stocks.

- Refinery undersupply during maintenance.”

By letter dated September 27, 2023, the Govemor directed DPMO to
provide “initial proposals for reforming the spot market in California to
protect Californians from the market-distorfing behavior between refiners
and traders that the curent structure of that market may allow."2

What Is the “Spot Market"?

Crly a fraction of all the cleaner-burning CARBOB® gasoline consumed in
Califomnia every day is traded on the spot market, but it plays an
important role in setting prices across the state. The spot market can be a
first trading stop as gasoline flows from refineries. cargo ships. and

| DPMO’s Interim Update on Califomia's Gasoline Market, September 22, 2023,

2 Govemer Newsom's Seplember 27, 2023, Letter to the California Air Resources Board
and Energy Commission, af p 2.

3 CARBOB is an acronym that stands for *California reformulated blendstock for
axygenate blending.”

DIVISION OF PETROLEUM
MARKET OVERSIGHT

Sept. 2023 Interim Update on California’s Gasoline Market to Governor
Newsom and the Legislature:

= Spot market volatility and outsized impacts on prices.
» Lack of spot market liquidity.

» |nadequate inventories of gasoline and blend stocks.
= Refinery undersupply during maintenance.

Jan. 2024 Core Options for Reforming the California Spot Market
Response to Letter from Governor Newsom:

» Publishing a California spot market price report.
» Imposing minimum inventory and resupply requirements for refiners.
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CALIFORNIA DEPARTMENT OF
TAX AND FEE ADMINISTRATION
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TAX AND FEE ADMINISTRATION
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CALIFORNIA DEPARTMENT OF
TAX AND FEE ADMINISTRATION

California Retail Gasoline Market Share, 2010-2022
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CALIFORNIA DEPARTMENT OF
TAX AND FEE ADMINISTRATION

California Annual Average Retail Margin by Brand (2012-2023, Nominal)
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Retail Gasoline Price & Margin

Branded

CHEVRON SHELL 7 ARCO UNBRANDED HYPERMART
Year Retail Retail Retail Retail Retail e
Retail | Retail | Margin |Retail | Retail | Margin |Retail | Retail | Margin |Retail| Retail | Margin |Retail | Retail | Margin |Retail| Retail Margin as

Price [Margin| as%of | Price [Margin| as%of | Price (Margin| as%of | Price |[Margin| as%of | Price |Margin| as%of | Price | Margin % of P
Price Price Price Price Price 0 0T Frice

2013 | $4.06| 030 | 74% [S4041 9028 | 7% [ S4.04]5027 | 6.7% [93.87] S0.01 | 3% [9392]9023 | 6% |$3.84] $0.13 | 3%
2014193931 9037 | 94% [9391] 9035 9% 9390 %033 | 8.5% [93.69] 5004 | 4% | 837713032 8% [93.68] 50.21 | 6%
2015 | $3.40 | S048 | 141% [$3.38] 9046 | 14% | 9338 047 | 13.9% [$315]80.23 | 7% [ 831915042 | 13% |S311] 8027 | 9%
2016 | $2.98 | S0.54 | 181% [$2.95( S0.51 | 17% [ 5293 | S0.50 | 17.1% |$2.67] 8023 | 9% | S274 1 S041 | 15% |%261( 80.27 | 10%
20179326 | 5055 | 16.9% |93.25] $0.52 | 16% | $3.21] S0.49 | 153% |S2.941 8021 | 7% | 93.03 | S0.41 | 14% [$2.89] %0.26 | 9%
2018 | $3.82 | S0.60 | 15.7% [$3.81] 90.56 | 15% | $3.76 | $0.53 | 14.1% [$3.50] $0.25 | 7% [ 93.57 ] 5045 | 13% |%3.45] %029 | 8%
2019 | $4.00 | $0.70 | 17.5% [$398 | 80.67 | 17% | $3.91 | $0.62 | 159% |$3.67] %035 | 10% [93.75] 9053 | 14% |$3.60| $0.37 | 10%
2020 | $3.50 | S0.81 | 23.1% [ 33481 9076 | 22% | 9338 5070 | 20.7% | $3.11] 043 | 14% | 8317 | 5061 | 19% |$3.02( S043 | 14%
2021 | S4.511 9076 | 16.8% [ $4.481 90.69 | 15% | 9439 50.63 | 144% |$412] %038 | 9% | $410 | S0.52 | 13% |S4.04] $033 | 8%
2022 16587 1 §107 1 182% 195841 §100 [ 17% 1657116090 | 158% 165481 S067 1 120 1654516070 [ 13% 15281 $0.45 9%

2023|9513 1 5096 | 18.7% | $5.00 | S0.91 | 18% | $4.95| S0.81 | 16.4% |4.68] 0.58 | 12% | S4.65] 90.66 | 14% |S4.52] S042 | 9%

Source: Analysis of OPIS data done by CEC’s Transportation Fuels Data and Analysis Unit, CDTFA calculated retail margins as percent of I ‘
price
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Areas For Further Study

» The volume of imported gasoline and the impact of those imports on market prices.

* The interplay between volatility, driven largely by the spot market, and high retail margins.
» How shifts in pricing strategies for brands may be impacting the broader market.

* The impact of additional local stations on consumer prices.

* The widespread use of new pricing software systems and their impact on prices.

» Retail outlet ownership concentration statewide and in local markets.

* How the strength of California's dealer tank wagon market may impact the high premiums charged
for branded gasoline.



California Gas Price

2023 AVG

CEC analysis of EIA data.

RETAIL MARGIN

Spot Prices Influence Prices at the Pump

Retail prices rise and fall with the wholesale price of
gasoline (up like a rocket, down like a feather).

Refiner margins are linked to the spot market price,
which as we’ve seen is based on California supply
conditions.

TAXES AND FEES

CRUDE OIL

Percentage-wise, taxes and fees have remained the
same.

Percentage-wise, environmental programs costs have
remained the same.

Crude oil price is indexed internationally and is set
outside of conditions in California.



Spot Prices of Refined Gasoline,
Refinery Margins & Retail Prices

California Retail, Spot Price, and Refiner Margin (2019-Current)
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Immediate Actions for Summer 2024

Increasing Transparency

 Data collection and new regulations
« CEC-styled spot market report

Collaborating with industry on solutions

 Voluntarily increase supplies
 Voluntarily offset planned maintenance supply reductions



Transportation Fuels Assessment

Policy Options

F@ Storage

Highly
Complex

@ Fuel Blends

—\ Imports

o

rj =1 Demand
«=” = Strategies

~—F

State-supported storage
Storage requirements

Fuel Blends: 15% Ethanol
Regional Blends
Non-CARBOB Blends

Gas Price Stabilization Fund
Public utility model
State ownership

Resupply Compensation
Railcar Replenishment
State-managed imports

Enhanced ZEV Access
VMT Reduction Strategies
Fuel Conservation

Progress

Workshop May 16

Fuel demand scenarios and
assessment framework

Workshop August 17

Confirm demand scenarios, price
spike policy and mitigation options

Draft report published
Public workshop on May 3

30



Fuels Transition Plan (w/ CARB)

Requirements

CEC and CARB must develop
and submit a Transportation
Fuels Transition Plan by end of
2024.

Progress

Host Joint-Agency

Kick-Off Workshop
May 3, 2024

Meet with working group

members to discuss the plan
Ongoing throughout 2024

Submit plan (w/ CARB)
Due December 31, 2024

31



Next Steps and Timing

y ' Data Collection & CEC Wi i i
— will continue to publish monthly updates.
— I:l Monitoring
N @"l Market Manipulation CECkptIaj\[nsdto rfles§e a daily {eport detailintg irp:ot
| Analysis m:;k:t rades to bring more transparency to the
/il Transportation Fuels Publish final assessment in Q2 2024.
_ Assessment Submit to legislature Q3 2024.
o Refinery Maintenance Flag periods of significant drops in production due to maintenance.
s Monitoring Pursue guidelines to recommend deferrals.
$ 2> Refining Margin Establishmen Analyze historical data to inform establishment of a margin.
"IA' and Penalty Determination Solicit thought leadership on margin/penalty analysis and frameworks.
Fuels Transition Plan Work with CARB to hold severall working group_meetings with a
(w/ CARB) broad range of stakeholder to discuss the transition away from

petroleum-based transportation fuels.
32



Siva Gunda

a”m ) 7 Vice Chair
California Energy Commission
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Nicolas Maduros

Director

California Department of Tax and
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BOB - Blendstock for Oxygenate Blending
CARB - California Air Resources Board

CARBOB - California Reformulated Blendstock
for Oxygenate Blending

CDTFA - California Department of Tax and Fee
Administration

CEC - California Energy Commission

DMV — Department of Motor Vehicles

DPMO - Division of Petroleum Market Oversight
EAD - Energy Assessments Division

ICE — Internal Combustion Engine

Acronyms, Initialisms, and Notes

IEPR - Integrated Energy Policy Report

TBD - Thousand Barrels per Day

TDM - Transportation Demand Management
VMT - Vehicle Miles Traveled

ZEV — Zero-Emission Vehicle

34



California’s Fuel Flows

Gasoline 61

Marine Exports
Gasoline 16

T |
- Re

_ Crude Oil
[ He| | CARB Gasoline

e

Marine/Rail Imports

Crude OiIl 1,074
Gasoline 77

SR

(Amounts shown in thousands of barrels)

Non-CARB Gasoline

In-State Production

373
796
108

Gasoline

53

89
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