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SUBJECT:  Concems with Chapter 8 of NEPD Report -

_ Based on our review of the most recent drafis of the natmnal energy polxcy repm’c chapters, we
« bcontmue to have concerns that I’ feel ave slgm.ﬁcam enough to warrant bringing to your attention.’
Our concern is with the langyage and tone in Chapter 8, "Tncreased Production of U.S, Energy

Resources."

"EPA has provided comments regarding the language on oil refinerics and fuel infrastrcture and
supply issues in past rounds of the document review process, but pur concerns have not been
addressed. In the Jatest draft, new language has been added which is even more problematlc
Costs of compliance with environmental requirements are overstated, several inaccurate:

. statements and opinions are presented as factual, and no citations are provided for many of these
statements. We are very concerned that this language is inaccurate and inappropriately implicates
environmental progrars ay a msajor cause of supply constraints in'the United States’ refining
capaeity. Such a conclusion, in our opinion, is overly simplistic and not supported by the facts.

We have submitted altainanve language for the section on infrastructure in the oil industry,
which is attached.- We believe that this language provides a more accurate and balanced pwmrc

of the U.S. refining and dwtnbutzon infrastructure.

Specific cxamplos of our kr:y goncerns include:

Statemenzs regarding refining capacity are oversimp[y‘?ed and mzsleadmg. and create the fal.se
impression that environmenial regulations are the major cause of supply constraints.

According to EIA statistics, overcapacity existed from 1978 until 1993. This led to low
return on investment and therefore. no financial incentive to invest in new refinenigs.
Since 1978 refining capacity increased significantly at existing refincries to keep pace
with demand. Data fram the Oil and Gas Journal shows that from 1989 to 1999 domestic
refining capacity increased 15% from efficiency improvements at existing refineries.
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The bottom line is that the refining industry chose to increase output by utilizing under-
used potential and by investing in more efficient technologies at existing facilities. In
addition, since the mid-1990's, as facilities approached maximum output, it has become
more profitable to import finished product rather than to build new refineries in the U.S,
To draw the conclusion that environmental requirements are a primary cause of this trend

is, to our knowledge, not supported by any study.

Estimates of the capital cos{ r eqwred 1o comply with environmental regulations are oversiated,
and are not cited.

A 1997 EIA publication, “The Impact of Environmental Compliance Costs on U.S.
Refining Profitability™ found that “although pollution abatement requirements reduced

the rate of return to refining/marketing assets, these reguitements appear to account for
only a small part of the steep decline in the rate of return to U.S. refining/marketing

operations in the 1990's.” The report further notes that “pollution operating costs have
been ond continue to be a small part of the overall operating costs.”

The document states thar Tier 2 gasoline and diesel rules will vequire additional capital
investments of $8 billion for gasolme and more than that for diesel. These numbers are

’ znaccurale

The correct data for ¢apital investments is $4.5 Billion for Tier 2, and $5.3 Billion for
Diesel, and these cosgs are spread over 9 years (per EPA’s Regulatory Impact Analyses
and Surmmaries and Analyses of Coraments for these two rules). In addition, to fully put
these rules into perspective, some discussion should be added regarding the substantial
public health beneﬁts that result from the production of c!emer—bmnmg fuels.

Several misleadmg statements are made regarding new and patennal regulatory actions.

For eximple, the docyment states that significant capital costs wdl likely be required 1o -
comply with a new driveability index, and with new toxics rules. In fact, EPA has no
plans to set a standard for a driveability index, and the new toxics rule will require no

new capital costs.

There is no evidence or documentation to Support the effect of the transport of ultra-low sulfur
diesel on delivery i‘r{fra:rructure elaimed in the document. .

EPA believes that with relatively minor changes and assoclated costs, ths, cx.zstmg
distribution system will be capable of adequately managing sulfur contamination during
the transportation of 13 ppi sulfur diesel fiiel, very similar to the way the distribution
system optimized handling of 500 ppm sulfur diesel fuel in 1993, In addition, out-of-spec
hiphway diesel fuel that does occur will be blended back into compliance at the terminal,
as is done today, or will be put into the off-highway diesel pool. It will not be shipped

back to refinerics for reprocessing at substantial cost.




The siatements regarding “boutique " fuel formulations and transmix fuels are inaccurale and

misleading.

The draft language cites 50 unique fuel formulations. EPA disagrees with that figure. In
addition to the federal requircments (conventional gas and RFG) there are 12 areas with
Statc-run, summer-only low RVP programs and 11 areas with State-run winter-only oxy
programs that are required by the Clean Air Act. (Many of the fuel formulations for these
programs in each season are similar or identical.) States most often develop their clean
fuels programs in couperation with refiners who supply that area. EPA, when given

-authority, has set national fue] requiremeunts.

EPA helieves its Tier 2 and diesel rule will not result in any increased volume of transmix
compared 1o today’s jevels. In addition, the interface (transmix) between diesel and
‘sasoline that oceurs today is sent back to the refinery and distilled into separate mixtures
of gasoline and diese|. Those processes will not change. :

Statements regarding coal ganerated electricity create the false impression that environmental
regularions are the sole cause of the dacreasé in investment in new coal generalion. i

The section of Chapter 8 that deals with coal generated electricity 1s also more
problematic than earlier versions. We are concerned that it gives the impression that
environmental regulations alone aye responsible for halting investment in new coal
generation, when in fact it is but one of a number of factors. The section also does not
recognize the important role that environmental requirements play in allowing coal to be

pumed while protecting public health.

We beljeva it is critical that chapter 8 of the Energy Policy document be edited to ,addrc,ss'- these
issues:. Attached please find more detailed edits to chapter 8 that address our concetns. Please

contact me if you would like to discuss these issues further.




