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On September 23, 1999, Idaho Attorney General Alan G. Lance appointed an advisory

committee to study the high gasoline prices that persisted in the State of Idaho

throughout the summer months. The charge of the Committee was to determine the

cause of the high prices and to make recommendations as to what actions might be

effective to remedy them.  Committee members included Jim Jones, a Boise lawyer and

former Attorney General, Dave Carlson, Executive Director of AAA Oregon-Idaho, Nora

Carpenter, Executive Director of the Better Business Bureau, Dave Bivens, a

Commissioner of the Ada County Highway District, Rick Waitley of the Food Producers

of Idaho, Dr. Greg Nelson of the Idaho Farm Bureau, Brent Kerbs, a gasoline distributor

from Burley, and T. Erik Oaas, former Micron Electronics CFO and private citizen

representative. The Attorney General's office was represented by Brett DeLange, lead

Deputy Attorney General for Consumer Affairs.

The Committee met on October 6, October 26, November 8, November 29, and

December 15 to consider information solicited and obtained from a variety of sources.

The Committee received substantial input from Chevron, as well as input from Sinclair

and TOSCO. Other oil companies provided limited input. The Committee received and

considered input from private citizens as well as from sources pursued by individual

Committee members.



The Committee members were not compensated, having agreed to contribute their

time. The information upon which the findings and recommendations of the Committee

are based is certainly not comprehensive in light of the volunteer nature of the

Committee and the limited, budgetary resources involved. However, the findings and

recommendations are based on solid information and do not extend beyond what can

be supported by the available evidence and reasonable inferences based on the

evidence.

FINDINGS OF THE COMMITTEE

1. Gasoline Prices-Retail.  Commencing in March of 1999, Idaho

experienced a sustained period of gasoline and diesel prices that were on average

higher than almost any other geographic location in the country. This occurred both with

regard to rack prices (prices paid to suppliers/refiners by distributors/wholesalers) and

retail prices. The prices for locations supplied by the Salt Lake refiners were generally

slightly higher than those locations in northern Idaho supplied by Washington and

Montana refiners. Idaho consumers do not have to be reminded that pump prices

remained around $1.49/gallon for much of the summer and early fall. During the three-

month period from September through November of 1999, Idahoans paid the highest

self-serve prices for unleaded regular "in the continental United States, as shown in the

chart below. The Idaho average price was 21.5 cents above the national average.



2. Gasoline Prices -- Wholesale. The rack or wholesale prices of gasoline

and diesel supplied to Idaho also began their sustained climb in March of 1999 and

remained at high levels throughout the summer and early fall. The average wholesale

price in Boise during the early part of February was around 48 cents per gallon for

regular unleaded, doubling to around 96 cents per gallon in early September. A chart

showing the weekly rack price for gasoline in selected Idaho markets, as well as

selected regional markets, is attached as Exhibit 1. A chart showing the same data for

diesel is attached as Exhibit 2. The prices charged by the suppliers/refiners at the

various terminals serving Idaho are generally within a few cents of each other at each



location. A pricing sheet, showing the prices charged by the various "competitors" at the

Boise, Spokane, and Pocatello terminals for August 30, 1999, is attached as Exhibit 3.

[Exhibit 3 has not been reproduced on this web site due to proprietary information and copyright

concerns.  But to illustrate the Advisory Committee’s conclusion that supplier/refiner prices at

terminal locations “are generally within a few cents of each other” at each location, the

underlying data in Exhibit 3 showed the following wholesale low-high price ranges and price

averages for regular unleaded gasoline, exclusive of taxes and discounts, for August 30 1999,

at terminals in Boise, Spokane and Pocatello:  Boise,  94 cents to 96 cents per gallon and an

average of 95.3 cents; Spokane, 85 cents to 88.1 cents per gallon and an average of 86.7 cents;

 and Pocatello, 93.25 cents to 96.1 cents per gallon and an average of 95.13 cents.]

 

3. Recent Price Relief.  Idaho generally experiences a substantial lowering

of gasoline prices after the peak summer months when tourist travel declines and

farming operations cease. Such price relief did not occur in 1999. Rather, prices stayed

high into the early fall even though the demand for gasoline moderated. In recent weeks

the rack/wholesale price has declined by about 15 cents per gallon from the summer

highs. This decline has been reflected by retail prices in some areas but not in others.

4. Dealer Margins. Margins for wholesalers and retailers in Idaho were not

out of line during the spring, summer and early fall. With the high rack prices,

wholesaler and retailers had little leeway to add a significant margin. There did not

appear to be a great deal of profitability at wholesale or retail during most of the year.

With lessening in the rack prices in the last several weeks, some dealers have

maintained higher prices to make up profits or recoup losses, while others have passed

on their reduced costs to consumers. With the disparity of prices from community to

community and within communities, there is not an appearance of price-fixing at the

retail level at this time. Some retailers are charging what the market will bear, while

others are giving consumers a break.



          5.       Crude Oil Costs.    A substantial component of the doubling in the rack
 

prices charges by the suppliers/refiners appears to be the increased crude oil price. 

Although the supply of crude oil that is refined for Idaho usage does not generally come

from OPEC countries, domestic producers of crude oil take advantage of the OPEC-

driven price increases and share in the increased profitability with respect to their crude

oil stocks. According to one oil company witness, Idaho is held hostage to the higher

crude oil price from Intermountain sources. Because of their isolated location, Salt Lake

refineries are not the recipients of cheaper crude oil from Gulf Coast sources. The

increase in crude oil prices, however, does not account for the doubling of the rack price

since March. Substantial increases also occurred with regard to the refiner's prices. It is

interesting to note that crude oil prices have increased to a year high in recent weeks, at

the same time that the prices charged to wholesalers by suppliers/refiners have

decreased, which appears to verify the inflated level of the refiners' summer margins.

6. Supplier's/Refiner's Prices. The refiners' cost and margin (exclusive of

crude oil costs) more than doubled during the course of the year. This includes the cost

of refining the crude oil into finished products, as well as the refiners' profits. Although

the Committee made repeated attempts to obtain information as to the extent of the

refiners' margin increases, the pat response was that the refiners had no means of

determining their costs related to production of gasoline and therefore could not

determine their profit margin. Thus, the costs and margin are rolled into one figure in the

available data. The average of this component for 1999 was significantly higher than the

1998 average. Data from other states indicates that this component generally increases

when demand is high because the refiners are inclined, like others, to charge what the

traffic will bear. With five refiners in Salt Lake City and two Sinclair refineries in



Wyoming providing finished product to the Salt Lake market, there are seven refineries

that contribute to the supply in the Salt Lake area and up through the Chevron pipeline

into Southern Idaho. The rack prices charged by the refiners are generally within a few

cents of one another at each terminal. The prices appear to move in tandem. Exhibit 4

compares the Spokane rack price for regular unleaded with the cost of crude oil. The

chart assumes that costs of transportation (which are an unknown) remained relatively

stable and, if so, the chart demonstrates the substantial increase in the refiners' cost

and margin from a low of about 15 cents per gallon at the end of February to a high of

almost 40 cents per gallon during early August. Exhibit 5 shows the various components

going into the price of a gallon of gasoline sold in the Boise market from January of

1998 to September of 1999. The vertical bars show federal and state taxes, which

remained constant at 44.3 cents per gallon during the entire period. The chart shows

the crude oil cost per gallon going from 31.2 cents in January of 1999 to 56.6 cents in

September. The refiners' cost and margin increased from 13.1 cents per gallon in

January to a high of 38.6 cents per gallon in August. Does it cost more than triple the

amount to refine a barrel of oil in August than it does in January7 It is not likely.

7. Idaho's Location. Idaho suffers from geographic isolation. There is only

one pipeline that supplies the southern part of the state -- the Chevron pipeline out of

Salt Lake City. Exhibit 6 demonstrates the large number of pipelines in the east where

the prices are much lower, and the few pipelines in the west where prices are high. Oil

company representatives state that the Chevron pipeline operates at capacity

(approximately 32,000 barrels per day) during much of the year, particularly during the

summer peak season. Generally, transportation by truck or other means is not feasible



from a cost standpoint, although from time to time there is such a disparity between the

rack price in Boise and out-of-state racks that a jobber can obtain cheaper product by

trucking it in. The northern Idaho supply benefits from more available supply but with

problems encountered from the closure of the Yellowstone pipeline from the Billings

refineries in Montana, the supply has suffered restrictions and higher prices. Exhibit 7

demonstrates the pipelines serving Spokane and Northern Idaho.

8. Taxes. As mentioned above, taxes play a significant part in the pump

price of gasoline. The federal tax on gasoline is 18.3 cents per gallon. Up until October

1, 1999, Idaho charged an additional 26 cents per gallon. As of October 1, 1999, the

state suspended the 1 cent per gallon Petroleum Products Transfer Fee, reducing the

state tax to 25 cents per gallon. Exhibit 8 shows the tax rates of the various states. With

its current 25 cent tax, Idaho would be in seventh place (between West Virginia and

Utah). Product provided to Idaho through the State of Washington is subject to

Washington's Hazardous Substance Tax of 0.7% of the wholesale value of the product.

There is no mechanism for obtaining a refund or rebate of that tax so Idaho consumers

have no choice but to pay this additional amount at the pump.

9. Industry Mergers and Acquisitions. Increased concentration of the oil

industry at the local, regional, and national levels appears to have lessened competition

both at the supplier and retail levels. For example, the Federal Trade Commission

recently indicated that it was planning to approve a merger between Exxon and Mobil to

create one of the world's largest energy companies. Such mergers and acquisitions,



which are becoming commonplace at the national level and which are also occurring at

the regional and local level, appear to be having substantial anti-competitive-effects.

The fewer competitors selling a product, the less likely that competitive pressures will

keep consumer prices in check. For example, one of the previous competitors in the

Southern Idaho area, Circle K, has been acquired by another company. Circle K often

priced its product below other competitors in the marketplace, thereby producing

substantial benefits to consumers. Attached as Exhibits 10 and 11 are charts prepared

with data gathered by AAA Idaho in its fuel gauge surveys. These are not intended to be

scientific charts but are essentially based on surveys made of selected retail outlets in

the Boise area for the purpose of demonstrating the general effect of Circle K's pricing

practices in the marketplace. With the acquisition of this competitor, there may not be as

much price competition in the future. Any proposed mergers or acquisitions should be

carefully scrutinized to determine the potential effects on competition.

RECOMMENDATIONS

A. Investigation of the Salt Lake Refiners. There are enough indications of

possible price fixing by the Salt Lake suppliers/refiners that it would be worthwhile to

conduct an in-depth investigation. It is recommended that the Attorney General call

upon the Justice Department and/or Federal Trade Commission to conduct an

investigation of the rack pricing practices of Salt Lake City suppliers to determine

whether tandem pricing is based solely on independent pricing decisions or whether

collusion may be involved. With the number of refineries contributing to the supply, the



sustained high prices, and the almost identical movement of prices charged by

suppliers, collusion can't be ruled out. One thing that is certain is that the oil companies

have been making very substantial profits. As indicated in the newspaper article

attached as Exhibit 12, Exxon, Chevron and ARCO have done extremely well this year.

It may be that the high prices are just the result of price gouging, as opposed to

collusion, but in either event it is not to the credit of the oil companies to take advantage

of Idaho consumers. The cartoon attached as Exhibit 13 makes the point as to the effect

of these pricing practices on consumers.

B. Review State Laws. We would recommend that the State review and

update its anti-trust laws. This would include granting the Attorney General investigative

powers such as are available under the Idaho Consumer Protection Act. At present, the

Attorney General does not have the ability to make investigative demands on persons

or entities suspected of price fixing or other anti-trust violations. Consideration should

also be given to allowing the Attorney General to use the grand jury procedure for

calling witnesses and developing evidence. Without more effective evidence gathering

procedures, it is difficult, if not impossible, to make a case. In addition, the Legislature

should consider funding the Attorney General's office for anti-trust capability. This does

not currently exist. The anti-trust person or persons could monitor and act upon

proposed mergers and acquisitions that may affect consumers in Idaho. Also, an anti-

trust person would be in a position to cooperate with other states in facilitating the

investigation of potential price fixing, such as could be found to exist in the Salt Lake

market.



C. More Merger Scrutiny. The State of Idaho should join with other western

states in urging the Federal Trade Commission and Justice Department to give more

careful scrutiny to all pending or future oil company mergers and acquisitions, The

federal authorities need to do a better job of evaluating the negative consequences to

this region as a result of the lessening of competition from mergers and acquisitions.

D. Support Efforts to Increase the Supply. The State of Idaho should

support efforts to increase pipeline capacity into the State of Idaho, as well as increased

capacity for the transport of crude oil to refineries that supply finished product to Idaho.

It isn't hard to see from Exhibit 6, that Idaho is underserved with pipeline capacity. As

indicated in Exhibit 7, the northern part of the state fares somewhat better, but there are

still supply problems. Measures to increase the pipeline capacity are essential. This

would include:

1. Support of the Aspen Products Pipeline proposed by a joint venture of

Williams and Equilon (Texaco and Shell), which would give the Salt Lake area

and Southern Idaho access to low-cost Gulf Coast gasoline. See, Exhibits 14 and

15. This has the potential for providing the market an additional 40,000 - 42,000

barrels per day of refined petroleum products. It is reported that Sinclair has been

opposing this project, partly because it has its own project, the Pioneer pipeline

which would increase the flow of its products from its Sinclair, Wyoming, refinery

to Central Utah. While the Sinclair project would have some benefits, they simply

could not match those of the Aspen project. Sinclair and other oil companies



should call a halt to efforts to hinder the Aspen project because it appears that

both projects are worth pursuing for the benefit of area consumers.

2. Support of Chevron's tentative plans to reverse the flow of the Chevron

pipeline between Boise and Pasco. This year approximately 6,000 barrels per

day of gasoline were shipped west beyond Boise through the Chevron pipeline. If

the pipeline were reversed from Pasco, this 6,000 barrels per day would

theoretically be available in Boise, as well as a pipeline capacity of 12,000

barrels per days from Pasco. This could increase the available supply by around

50%.

3. Support proposals similar to the cross-Cascade pipeline proposal from the

west coast to Pasco (which has been shelved) or increased barge traffic to

Pasco to increase supplies to northern Idaho (and southern Idaho in the event of

a reversal of the flow in the Chevron pipeline).

E. Washington Tax. The Legislature and State Tax Commission should

consider a means of eliminating or getting Idaho wholesalers a refund of the .7%

Washington State Hazardous Substance Waste Tax on gasoline that is sold in Idaho.
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