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(1)

KEEPING THE FUEL FLOWING FROM THE
GULF: ARE WE PREPARED FOR THE HURRI-
CANE SEASON?

WEDNESDAY, JUNE 7, 2006

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON ENERGY AND RESOURCES,

COMMITTEE ON GOVERNMENT REFORM,
Washington, DC.

The subcommittee met, pursuant to notice, at 2 p.m., in room
2203, Rayburn House Office Building, Hon. Darrell E. Issa (chair-
man of the subcommittee) presiding.

Present: Representatives Issa and Watson.
Staff present: Larry Brady, staff director; Lori Gavaghan, legisla-

tive clerk; Tom Alexander, counsel; Dave Solan, Ph.D. and Ray
Robbins, professional staff medmber; Richard Butcher, minority
professional staff member; and Jean Gosa, minority assistant clerk.

Mr. ISSA. The subcommittee will come to order, a presumed
quorum being present.

Last year’s Hurricanes Katrina and Rita provided the govern-
ment and energy industry with a painful education. Emergency
communication systems were rendered inoperable. The electric
power on which refineries and pipelines depend was unavailable for
much longer than the baseline scenarios had predicted.

We were also made acutely aware that, although we have a stra-
tegic petroleum reserve of crude oil, we do not have a strategic re-
serve of refined fuels such as gasoline and diesel.

I remind everyone that, following Hurricane Katrina, I intro-
duced a bill, H.R. 4043, to have the National Academy of Science
study the feasibility of creating a strategic gasoline reserve.

The lessons of 2005 go far beyond a wake-up call. Not only
should we expect the unexpected, but we should be prepared for
the unimaginable. Anything less could be catastrophic.

Besides the extraordinary and tragic loss of human life of two
100-year storms in the same season, we are left with almost $3-
per-gallon average gasoline prices entering the 2006 hurricane sea-
son. The production of petroleum and natural gas in the Gulf of
Mexico is just now getting back close to normal levels. Petroleum
refining capacity was already stretched to the limit before the 2005
hurricanes.

The importance of the Gulf to the United States cannot be over-
stated.

It is the energy breadbasket for our Nation.
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For the 2006 hurricane season—and I do not want to preempt
the testimony—but NOAA forecasts that we will have above-aver-
age activity.

One noted forecaster has calculated that there is almost a 40-per-
cent chance of the area of Florida or the Florida panhandle, into
Brownsville, TX, being hit by a category three, four, or five hurri-
cane in 2006, and I am sure we will hear much more detail as the
witnesses begin.

Bearing this in mind, it is critical that we assess government and
industry’s preparedness efforts to keep the critical fuels flowing
from the Gulf of Mexico to the rest of the country. Spiking fuel
prices are a grave concern, but even higher prices pale in compari-
son to the consequence of widespread fuel shortages. During the
crisis after Hurricane Katrina, parts of the country were within
hours of running short of critical fuels. It was only through the in-
genuity and determination of government and industry personnel
that the fuel crisis was averted and the U.S. economy did not grind
to a halt.

Much was learned from the events of last year. It is imperative
that the lessons learned be applied in a systematic manner.

Government and energy industry must closely coordinate their
preparedness in response efforts.

In short, are the Federal Government and industries prepared to
keep the fuel flowing from the Gulf of Mexico this hurricane sea-
son? The answer to this question must be affirmative, and it must
be answered in actions, not only words.

Today, we have experts from government, industry, and the mar-
ketplace to help answer this over-arching question.

For our first panel of witnesses, we are privileged to have Gen-
eral David Johnson, director of the National Weather Service; Ad-
miral Thomas Barrett, recently sworn in as Administrator of Pipe-
line & Hazardous Material Safety Administration, Department of
Transportation—congratulations, Admiral—and once again, we are
joined by the Honorable Guy Caruso, Administrator of the Energy
Information Administration.

[The prepared statement of Hon. Darrell E. Issa follows:]
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Mr. ISSA. I look forward to hearing from our distinguished panel
today. When our ranking member is able to join us, we will un-
doubtedly pause, if she would like, for her opening remarks. Since
we have no other requests for opening statements, I would ask that
each of the witnesses stand, along with anyone who is going to pro-
vide information, to take the oath, as is required by this committee.

[Witnesses sworn.]
Mr. ISSA. Let the record show that three witnesses and four in

the back row have all been sworn.
Before we begin, I would like to thank all who have attended.
This is a real showing of the level of interest to have this com-

mittee room filled to the brim when, often, subcommittee hearings
are echo chambers. I think that speaks well of the gravity of what
we are going to hear today. With that, I would like to begin with
Gen. Johnson.

STATEMENT OF GENERAL DAVID L. JOHNSON, DIRECTOR, NA-
TIONAL WEATHER SERVICE, NOAA; ADMIRAL THOMAS BAR-
RETT, ADMINISTRATOR, PIPELINE & HAZARDOUS MATE-
RIALS SAFETY ADMINISTRATION, DEPARTMENT OF TRANS-
PORTATION; AND GUY CARUSO, ADMINISTRATOR, ENERGY
INFORMATION ADMINISTRATION

STATEMENT OF DAVID L. JOHNSON

General JOHNSON. Good afternoon, Mr. Chairman and members
of the committee.

I am General David Johnson, Assistant Administrator for Weath-
er Services and the director of the National Weather Service at the
National Oceanic and Atmospheric Administration [NOAA], in the
Department of Commerce. Thank you for inviting me here today to
discuss the outlook for the 2006 Atlantic hurricane season.

Last year’s hurricane season set records for the numbers of hur-
ricanes and tropical storms. However, whether you are predicting
an above-average hurricane season like this year or even a below-
normal season, such as in 1992, the crucial message is the same:
prepare, prepare, prepare. It only takes one powerful hurricane like
Andrew or Katrina to expose our vulnerabilities.

First, let me express my sincere gratitude to the members of
your committee. Your continued support of NOAA and our hurri-
cane program enables us to make the best forecast possible in order
to help protect lives, property and livelihoods.

There is a great interest among the media and public in the re-
search community about the upcoming hurricane season. People
want to know how many hurricanes there will be and the chances
of one hitting their area. This attention generates needed aware-
ness about the potential effects of hurricanes and helps ensure peo-
ple take the right actions at the right time.

The official hurricane season began just a week ago, on June 1st,
and runs officially through November 30th. The average peak ac-
tivity occurs with the warmest water temperatures from the middle
of August to the end of October. NOAA’s official prediction for the
2006 Atlantic hurricane season is for 13 to 16 named tropical
storms, with 8 to 10 of those storms becoming hurricanes. Of those,
we predict four to six will be major hurricanes, or what we call a
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category three or higher, packing winds over 110 miles per hour.
It is these category three storms that are the ones likely to cause
the most extensive damage.

This hurricane season, we are predicting an 80-percent likelihood
of an above-average number of storms in the Atlantic basin, and
that is the highest probability we have ever predicted in a May out-
look.

This high degree of confidence in our seasonal forecast comes
from many favorable conditions, including warmer sea surface tem-
peratures in the Atlantic basin, combined with a lower wind shear,
low surface pressures, and an African easterly jet stream.

Many believe these favorable conditions, which started coming
together around 1995, are part of the multi-decadal climate pattern
which peaked in the 1950’s and 1960’s.

This multi-decadal signal could keep us in an active period for
major hurricanes for another 10 to 20 years or more.

One question that is raised frequently is the role of climate
change and how that affects hurricane frequency and intensity, and
this issue is important to NOAA. Our meteorologists and research
scientists are actively engaged in ongoing research to better under-
stand how this climate variability and change may impact hurri-
cane frequency and intensity.

Steering patterns for major hurricane landfalls can sometimes
persist over years. During the 1940’s, many major hurricanes hit
Florida. During the 1950’s, the focus of land-falling hurricanes
shifted to the U.S. east coast, and during the 1960’s, the central
and west Gulf States were again hit by hurricanes. This pattern
might lead one to assume that, given the recent major hurricanes
in 2004 and 2005, Florida and the Gulf coast are likely targets
again this season. However, in each of those decades, there were
exceptions, with some hurricanes impacting other areas of the
coast.

While it is possible to observe these trends and make generaliza-
tions, it is important to understand that, in any given year in the
Atlantic, a hurricane can impact any part of the U.S. coastline from
Texas up to Maine, and it only takes one hurricane over a given
community to make a bad year.

In 1983, there was only one land-falling hurricane in the United
States, but it was category three Alicia that hit the Houston and
Galveston area, and in 1992, we only had one hurricane make
landfall in the United States, but that was category five Hurricane
Andrew, which hit southern Miami and Dade County, FL.

The message from NOAA’s National Weather Service is very con-
sistent.

We want every business, every family, every individual, and
every community or industry that operates on or near the coast to
have a hurricane preparedness plan and have it in place at the
start of the hurricane season.

I must emphasize that any city or community along the coast can
be devastated by a hurricane and that a hurricane is not just a
coastal event. The strong winds, heavy rains, flooding, and torna-
dos from weakening tropical systems can spread well inland.

The damage created can hinder recovery or continued evacuation
efforts, and lead to increased loss of life and property.
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While NOAA has made great strides in the accuracy of our hurri-
cane track forecasts, much more work needs to be done, especially
on intensity forecasts, and we have been very honest about that.

NOAA has asked outside experts to review our research and our
programs to improve our forecast intensity capabilities, and NOAA
also continues to test new products and models to improve our
overall hurricane forecast.

We do intend to introduce a new hurricane modeling system
called the Hurricane Weather Research and Forecasting Model, de-
veloped by the National Center for Environmental Prediction. We
appreciate the Congress’ support of this effort and its overall sup-
port for the satellites, the aircraft, the buoys, and most importantly
for the people who make these critical forecasts possible.

While NOAA will continue to do its best to provide accurate fore-
casts with as much warning as possible, it is my hope that each
family, each business, and each community on or near the coast
will develop and be able to execute a hurricane preparedness plan.
We must all be ready to protect lives and property from the power
of hurricanes.

I thank you for your time today, sir, and look forward to the
questions.

[The prepared statement of General Johnson follows:]
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Mr. ISSA. Thank you, General, and without objection, all of the
witnesses’ written and oral testimony will be in the record, and
without objection, we will also leave the record open for 5 days for
additional inclusions or answers that come from today’s panel.

Admiral Barrett.

STATEMENT OF THOMAS BARRETT

Admiral BARRETT. Good afternoon, Mr. Chairman. Thank you for
your leadership in scheduling this hearing and on this issue, and
the invitation to appear and discuss PHMSA’s response to last
year’s hurricanes and our preparedness for this year.

Secretary Mineta is keenly focused on the Department of Trans-
portation’s crisis response responsibilities, as I am for Pipeline and
Hazardous Materials Safety Administration. In my view, PHMSA
personnel and the pipeline industry did a terrific job last year,
under very difficult conditions, to keep fuel flowing from the Gulf
following the storms. Lessons learned from that experience have
helped us prepare for the current season.

Secretary Mineta and PHMSA both understand the role our pipe-
line transportation systems play in the national energy supply, and
the risk of fuel shortages from mid-Atlantic States that could
followupon a major storm.

When Katrina and Rita hit last year, PHMSA moved quickly and
aggressively to help industry return transmission lines to full serv-
ice.

As you may be aware, the hurricanes did not do extensive dam-
age to the underground transmission pipelines, and historically,
above-ground pipeline facilities have performed well during hurri-
canes. However, the storms did cause extensive damage to the elec-
tric power transmission network that pump stations rely on for
power, and restoring power to those major pumps rapidly emerged
as the critical issue.

Immediately after landfall of Katrina, PHMSA personnel sur-
veyed damage and monitored pipeline service restoration activities
throughout Louisiana, Mississippi, Alabama, and Texas.

Through contacts with pipeline operator and their customers,
PHMSA was able to forecast fuel shortages throughout the south-
east and mid-Atlantic within 48 hours of landfall. If you will look
at the first chart, you can see the storm track up through central
Mississippi would have affected a number of major pump stations
on both Plantation and Colonial lines, which are major feedings to
the northeast.

PHMSA personnel from headquarters were dispatched by Sec-
retary Mineta to provide onsite coordination with local emergency
response centers. They worked with the FAA to facilitate emer-
gency fly overs for damage assessments and with the Federal
Motor Carrier Safety and Federal Highway Administrations to ob-
tain police escorts and waivers of hours for service and weight re-
strictions to safely and rapidly move 19 large generators from
around the country, as far away as Washington State, to restore
pumping capability.

Dedicated PHMSA personnel traveled to remote storm-damaged
areas to help industry personnel assure manual pipeline startups
were safe. PHMSA issued special permits to Mississippi, Alabama,

VerDate 11-MAY-2000 12:08 Apr 11, 2007 Jkt 000000 PO 00000 Frm 00025 Fmt 6633 Sfmt 6633 C:\DOCS\33118.TXT HGOVREF1 PsN: HGOVREF1



22

Louisiana, Florida, and later, Texas, for Rita, to accommodate
emergency transportation, and rescue and relief materials, and fa-
cilitate removal of debris.

The bottom line is potential fuel shortages that could have had
major impacts up to the mid-Atlanta were averted by rapid re-
sponse and solid teamwork between industry, PHMSA, FERC, and
multiple other Federal, State, and local agencies, and if you look—
you can see the track on restoration and how it worked.

This is Katrina, but on the Plantation lines, you can see that,
within several days—August 30th would have been Tuesday, so it
is 2 days after the storm hit, a day after landfall there. Restoration
was crucial and moved rapidly.

On Colonial, you can see the same thing. It took a little longer.
It is a much larger line. This line is over a 2-million-barrel-a-day

capacity, and so, it took a little longer to restore, but it was
promptly brought back in service.

Following the experience of the 2005 season, we have looked at
lessons learned and steps we could take to prepare for future chal-
lenges. Our approach will be to analyze risk prior to an event,
bring rapid assessment of potential impacts, help mitigate releases,
facilitate safe restoration of fuel supply, and approve special per-
mits as warranted to facilitate movement of supplies.

We have been meeting regularly with the pipeline industry,
FERC, DHS, DOE, and FEMA officials to execute responsibilities
under the national response plan. Our regional and headquarters
personnel have participated in numerous drills and training exer-
cises to more effectively deal with potential emergencies.

In the office of our chief safety officer, we have established a new
focal point for security and emergency preparedness.

Last week, Secretary Mineta visited the Gulf coast to discuss
with State and local leaders ways to improve large-scale emergency
response plans. In addition, PHMSA staff met with Mississippi and
Louisiana officials, including the staffs of Governor Barbour and
Governor Blanco, to discuss emergency response actions, held dis-
cussions with the Mississippi Emergency Management Agency, the
Louisiana Department of Natural Resources, Louisiana Depart-
ment of Homeland Security, on the best ways to resolve potential
pipeline and related transportation emergencies, and we intend to
continue those meetings with local officials in other States as we
move forward.

Mr. Chairman, like you, DOT and PHMSA are committed to safe
operation of our Nation’s pipeline transportation system under both
normal and emergent conditions. We understand how important
this is to our economy and to the safety and security of our citizens.

I will be glad to respond to questions, and I thank you and the
committee for your interest and attention on this issue.

[The prepared statement of Admiral Barrett follows:]
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Mr. ISSA. Thank you, Admiral.
Mr. Caruso.

STATEMENT OF GUY CARUSO

Mr. CARUSO. Thank you, Mr. Chairman, and I appreciate the op-
portunity to present the Energy Information Administration’s en-
ergy market outlook and discuss the potential effects of the hurri-
cane season. As you know, EIA is the independent statistical and
analytical agency in the Department of Energy.

As of today, we released our Short-term Energy Outlook for
June, and we see crude oil prices continuing to rise this year and
into next year. As you know, they are set in international markets
based on world oil supply and demand, and recently, strong eco-
nomic growth worldwide has accelerated the demand growth, while
global production capacity has struggled to keep pace. This is an
industry straining to meet the demand it is facing.

At the same time, the perceived risk to supply caused by political
instability and other factors, such as natural disasters, continually
affect the market.

In our current short-term outlook, the monthly average price of
crude oil is expected to average $68 per barrel in 2006 and 2007,
with retail gasoline prices projected to average $2.60 per gallon in
both years. Looking at the 2006 summer driving season, we expect
gasoline to average about $2.75 per gallon, nearly 40 cents higher
than last summer.

U.S. crude oil production should increase this year, recovering
from last year’s hurricane damage, but only moderate increases in
both OPEC and overall non-OPEC production are expected.

At the same time, world demand for oil is expected to increase
by 1.7 million barrels per day in 2006, and 1.9 million barrels per
day in 2007, with China accounting for about half-a-million barrels
a day of the growth in both years.

Limited surplus capacity and concerns about potential supply
problems, not only due to natural disasters but geo-political events,
continue to keep upward pressure on oil prices.

Turning to natural gas, total demand in 2006 is expected to be
slightly lower than last year, due mostly to the mild winter condi-
tions that reduced heating needs earlier this year.

However, industrial demand is expected to increase with the re-
covery in the natural gas-intensive industries following last year’s
hurricanes.

It is important to note that our projections do not include any
production losses or outages from hurricanes this season.

However, significant amounts of U.S. oil and natural gas produc-
tion and refining capacity are potentially vulnerable to hurricane-
related disruption. In 2004, the federally administered areas in the
Gulf of Mexico contributed 27 percent of the total U.S. crude oil
production and 20 percent of total natural gas.

There was also significant production in the off-shore and on-
shore of the State administered areas in Alabama, Louisiana, Mis-
sissippi, and Texas.

In addition, Gulf coast States account for more than 46 percent
of U.S. refinery capacity.
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Hurricanes Katrina and Rita passed through the heart of the
Gulf producing region.

According to the Minerals Management Service, as of June 1st
this year, total production of crude has been reduced by more than
160 million barrels, and production of gas by nearly 800 billion
cubic feet due to the effect of last year’s hurricanes. That amounts
to about 30 percent and 21 percent of a normal year’s oil and natu-
ral gas production from the Federal off-shore fields.

About 228,000 barrels a day of Gulf production and 1.1 billion
cubic feet per day of natural gas still remain off-line, some perma-
nently.

At the height of the refinery outages in late September, nearly
30 percent of U.S. refinery capacity and over 60 percent of refinery
capacity in the Gulf coast region were shut down. From August
26th through the end of 2005, about 105 million barrels of refined
products were not produced as a result of refinery shutdowns. In
addition, some refinery maintenance that would normally have oc-
curred last fall was deferred to this spring.

The effects of Katrina and Rita and, to a lesser extent, Hurricane
Ivan in 2004 were unusually severe compared to past experience.

As discussed in my written testimony, the impacts of Katrina
and Rita on refinery operations were even more exceptional, push-
ing the normalized index of refinery capacity utilization in the Gulf
coast during October and September far below levels experienced
at any time over the past 20 years.

As General Johnson has just detailed, NOAA has issued its pre-
liminary outlook for this year’s hurricane season, with an 80-per-
cent probability of above-average hurricane—number of hurricanes,
and particularly major hurricanes. There is considerable uncer-
tainty, as General Johnson has indicated, in predicting disruptions
to oil and natural gas operations due to hurricanes, because it de-
pends on the precise locations and intensities of the storm. How-
ever, based on our analysis of the last 45 years of production losses
and taking into account the current NOAA forecast, we expect the
total reduction in crude production from Federal off-shore to range
from zero to 35 million barrels during this hurricane season, with
a reduction in natural gas ranging from zero to 206 billion cubic
feet.

In addition to the potential damage from production—to produc-
tion and refinery operations, hurricanes have other potential ef-
fects, such as disruptions in transportation, as Admiral Barrett has
just indicated, electric power supply, and other necessary infra-
structure.

Last year, EIA assisted DOE’s Office of Energy Delivery and En-
ergy Reliability, and the Office of Fossil Energy, in their emergency
response efforts during the hurricane season. We stand ready again
to support them and the agencies represented at this table, and
others, in responding to any potential disruptions this year.

Mr. Chairman, this completes my oral testimony, and I would be
happy to answer questions at the proper time.

[The prepared statement of Mr. Caruso follows:]
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Mr. ISSA. Thank you, and I will start off with 5 minutes of ques-
tioning.

Mr. Caruso, you know, I think facts and figures are great, and
I have a staff that goes through them and runs the numbers and
pours over them, but in layman’s terms, if we are to assume the
upper end of those shortages that you just described occur, and
since last year we came within, I believe it was hours, sometimes
adding up to a day, sometimes not, of running out of, for example,
jet fuel here in Washington, DC.

If we hit the upper end due to an outage, not similar to last year
but based on your forecast, do the pipelines go dry for a period of
time, and if so, what can we or are we likely to be able to do as
far as preventing aircraft trapped on the ground in airports and
unmanageable lines for other fuels?

Mr. CARUSO. Well, if the intensity is limited to those numbers
that I have just discussed—and we also know that there is cer-
tainly a potential for revisions upward—it would put upward pres-
sure on price, but this level is so much less than last year, I do
not think there would be a issue of anywhere near the reduction
in supply or the potential disruptions that you indicated.

So, I would say it would probably be limited to price impacts, and
depending on how long the refineries or pipelines were off-line, I
do not see it approaching anywhere near the intensity or disruption
level of last year.

Mr. ISSA. I hope you are right. I guess I would followup with one
quick question, which is that, since inventories are generally—and
capacity is not as good as it was going into last year’s hurricane
season, and since jet fuel does not enjoy the elasticity of demand,
if prices go up, it does not change the amount of fuel necessary to
make the amount of flights that we have people demanding, and
even raising the cost of a ticket doesn’t reduce that many people
who physically use aircraft to travel, we can presume that aviation
fuel, particularly, is not going to go down over even days or weeks
of short supply. So, price is not going to change that.

If price does not change that, are we reasonably at risk that, as
close as we came last year, we could find ourselves unable to sup-
ply, if there is a refinery outage even close to last year, the aviation
fuel in the northeast?

Mr. CARUSO. I think the other element that you have to take into
account is inventories, and as of now, the starting of the season,
inventories of jet fuel and other—what we call middle distillates—
are in reasonable good shape. So, we do think that, again, based
on the assumption that we do not get above the numbers that I
have talked about, we should have adequate supply, but as I men-
tioned, there would be an impact on prices.

Mr. ISSA. General Johnson, as a southern Californian, I often ask
too many questions about the southwest part of the United States,
so please note that my biggest concern right now is: if a hurricane
were to hit the Washington to Maine coast, particularly along New
York and New Jersey, where we import fairly substantial amounts
of gasoline and distillates, what would be the effect?

General JOHNSON. Well, sir, any coastal community or port is
certainly at risk, and New York, for example, has had significant
hurricanes in 1985 with Gloria and with Bob in 1991.
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I think probably the most memorable one was 1938, where a cat-
egory three came in with 10 to 12 foot surge going in.

That is a pretty significant surge. Katrina had doubled that in
the Gulf coast, and the Mississippi coast had about double that, but
that is a significant surge and could disrupt port operations; I defer
to the port experts on that.

Our job is to provide on accurate, timely forecast, and so, we will
be watching the east coast and the Gulf coast very carefully this
year.

Mr. ISSA. Would you say, based on your predictions that we have
a higher-than-normal opportunity to have that kind of hit to New
York and New Jersey this year versus previous years?

General JOHNSON. I have heard speculation on geographic prox-
imity, and I believe that is exactly what that is.

That is speculation at this point in time. There are so many fac-
tors that go into where the hurricane will actually track.

I think there is, however, sir, a direct correlation with higher-
than-average and an above-normal season and with a higher prob-
ability for land-falling hurricanes. However it is, in fact, scientif-
ically less believable that we can associate with a geographic prox-
imity at this point in time.

Mr. ISSA. Well, I do note that, yesterday, on June 6, 2006, with
the prime rate at 6.6, they said there was only a 1 in 100,000
chance that it would be the end of the world.

General JOHNSON. I will defer to you, sir.
Mr. ISSA. Those were odds I could live with, but obviously, the

odds are dramatically more likely than 1 in 100,000.
For all practical purposes, isn’t this, particularly at this high

level of activity—we are sort of in that it is going to happen once
in a 100 years and it is going to happen more likely at this point
in the 100 years than some other points, from a weather stand-
point?

General JOHNSON. Sir, we do see that cyclical, multi-decadal sig-
nal, and since 1995, we have only had 2 years in the last 11 that
have been below normal, and those were both El Nino years.

So, at this point in time, I believe that we are in this above-nor-
mal decadal signal and we will remain there for the next decade
or so.

So, yes, sir, I think that this is something that all America needs
to pay attention to, especially those on the coast, but as you point
out, those effects can go inland through energy and other indus-
tries, as well.

Mr. ISSA. Thank you.
Mr. Caruso, did you have a partial answer to that first question?
Mr. CARUSO. Yeah. One point to keep in mind about New York

and the east coast——
Mr. ISSA. New York, New Jersey, Connecticut. Let’s not forget

Connecticut.
Mr. CARUSO. I could never forget my home State. The refining

concentration in the Gulf coast, 46 percent of the country’s refining
capacity, makes it obviously far more critical to the supply. For ex-
ample, there are 1.5 million barrels a day of refining capacity in
the east coast, and 7 million in the Gulf coast, but as the General
just pointed out, the ports are critically important, because they
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import substantially more product into the east coast, as a share
of their final consumption, than any other region.

So, that is the area where I would be most concerned about in
terms of weather-related disruptions: port activity disruption, as
opposed to refineries themselves or even pipelines.

Mr. ISSA. Admiral, that probably brings us very logically to you.
All of you spoke a little bit about where we are this year versus

last year, but that is the short run. That is how much we could
patch together with string and a little glue.

What is left to be done for this year that you are in the last min-
utes of trying to figure out how to do it? Obviously, down in New
Orleans, we are very acutely aware that they are welding and
pushing to try to get things done, and they are past what was their
deadline. Admiral, what is it we have to do, perhaps with addi-
tional emphasis from the Congress, for the long run, for this entire
10-year period in which we are probably at triple or quadruple the
chances of a 100-year flood occurring or a 100-year hurricane cycle?

Admiral BARRETT. Sir, in terms of this year, and particularly in
light of your earlier question, I would point out, there is a little
more resiliency and flexibility once you get above Baltimore in
terms of—you have multiple modes, as Guy mentioned, you have
stuff coming in, in terms of restoring capacity or capability. You do
have pipelines coming up. You do have pipelines coming up to the
midwest and coming across, and you have barge and shipping
transportation.

So, there is a little more flexibility up there once you move up
into the Baltimore-Washington-New Jersey corridor. I think fun-
damentally, if I take your question, I think Secretary Mineta has
an initiative to reduce, over the long term, congestion on our Na-
tion’s highways.

It is an impediment to economic growth and a national-level
issue that needs attention.

Well, in a similar sense, I think we need to be creative about
ways, with the industry and with the Congress and the administra-
tion, to reduce congestion on the energy highways, if you will, the
means by which we move energy around this country and provide
the reliability of those supplies to American citizens.

So, I think, long-term, we need to take a look at that issue: the
congestion of the energy highway, as well as the Secretary has
clearly stated the need to pay attention to our national highway
system. That is what I think needs attention.

Mr. ISSA. Obviously, we, as Californians, are acutely aware of
what happens when a highway becomes a parking lot, and that is
just every day, and that is without earthquakes or hurricanes. But
Admiral, following up, the pipelines that we depend on in the
northeast, the Colonial and Plantation, we depend on them operat-
ing at virtually peak level.

First of all, what happens if we have widespread flooding, we
lose electricity, they shut down? What are we doing to prevent
that, to really attack the fact that we are an electric economy, that
we depend on electricity to get petroleum, rather than we think
that petroleum creates electricity?

Admiral BARRETT. I think the industry, following, again, the les-
sons learned—and we certainly have been looking at this from last
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year—have been much more aggressive in positioning in place
emergency generators, food and water supplies. In addition, they
are paying more attention to how they can get their employees into
these sites, gaining appropriate access, and I do think it is going
to depend on what we encounter. Despite the increasingly accurate
predictions, it is a little hard to know exactly what will be hit, but
I know they have been moving aggressively, and we have been
monitoring their efforts to put more capability in place, to be more
immediately responsible to any outage that is caused by loss of
electrical grid.

Mr. ISSA. I am just going to ask one closing question, and you
have been a great panel, but last year, we discovered two things.

First of all, we did not know where a lot of the assets that we
needed were. We might not have known we needed them until the
incident occurred, but once we did, we did not know where they
were.

It took a while to find out where generators were. You included
the fact that some came from as far away as Washington State to
the Gulf.

Then, second, once we had located them, contracted them, crews
were driving them in, we discovered that they had been stopped by
the very people who were intending to provide relief.

One, what have we done about the first part, to your knowledge,
and this includes both liquid assets in the way of replacement fuels
and solid assets—for example, generators—and two, to the extent
that each of you has overseen this, what are we doing to guarantee
that if the asset is located and heads in, that it will arrive uninter-
rupted?

Admiral BARRETT. Thank you, sir.
In response to your first question, there has been a lot more

planning this year at multiple levels within the Federal Govern-
ment, partnering with industry and at the State and local levels,
to make sure that the assets, to the extent they can be anticipated,
are identified, that mechanisms are in place to prioritize and as-
sign them to where they are needed. I know for a fact that the in-
dustry has been very aggressive, at least the pipeline industry, in
making sure they have in their pocket, if you will, a little more
depth to deal with emergent conditions, and I think, two, the Fed-
eral Government, led by the Department of Homeland Security,
and from our perspective at Department of Energy, and FERC, spe-
cifically, have been paying much more attention to how, in an
emergency, at both the national level and down at the local level
at emergency operations centers and command centers, appropriate
prioritization, with law enforcement support, would be in place.

Last year, I know my deputy, Brigham McGown, was very heav-
ily engaged in arranging escorts from law enforcement to move this
equipment onto the sites where it was needed. Our hazardous ma-
terial folks worked with other agencies, Federal motor carriers, to
get the special permits we needed.

I believe, from what I know that those mechanisms will be much
more regular this year, and we are still working on that. We are
exercising regularly, and we will continue to do that, and pay at-
tention to where we identify any risks.

Mr. ISSA. Thank you.
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I am going to break my own promise where I said this was the
last question.

There was one other piece of testimony that came out, and it was
maybe an offhand remark, but I do not know that most of us on
this side of the dais are used to the term ‘‘and some assets in the
Gulf are permanently off-line.’’

Mr. Caruso, that was in your opening testimony.
Can you provide the committee—because I do not think we are

aware of what and why assets—and I am basically talking about
wells—are abandoned as a result of last year and what the impact
of that is, to the extent that it can be quantified.

Mr. CARUSO. I would be happy to do that. Minerals Management
Services has made that estimate.

Mr. ISSA. I appreciate it.
All congressional committees pride themselves on knowing every-

thing. I would appreciate it if you would help me in getting that.
Mr. CARUSO. I would be happy to do that, Mr. Chairman.
Mr. ISSA. In closing, I would like to thank all of you for excellent

testimony, excellent question and answers. We were very fortunate
to have you with us here today.

This is no surprise that, if all goes well, we will not have you
back, but if any concern develops I have no doubt that we will all
be together again.

Thank you again, and we will hold the record open for 5 days.
We will now hear from our second panel.
With us today, we have Mr. Robert Greco, group director of up-

stream and industry operations for the American Petroleum Insti-
tute, and Mr. Tyson Slocum, energy program research director of
Public Citizen.

Before we proceed with the second panel, I apologize, but I do not
believe you have been sworn in yet.

Mr. SLOCUM. No.
Mr. ISSA. Would you please rise to take the oath? Is there anyone

with you that is going to advise? It is harmless. It does not hurt
a bit.

Thank you.
[Witnesses sworn.]
Mr. ISSA. Let the record indicate all were in the affirmative and

smiling, and before we begin, I would like to recognize my ranking
member, Ms. Watson, for an opening statement.

Ms. WATSON. Mr. Chairman, I would like to apologize for being
so late to this meeting. It was unavoidable, but thank you for pro-
ceeding on, and I also want to thank you for convening this most
important hearing.

This subcommittee can play a vital role in examining the issues
regarding the availability of fuel supplies during this upcoming
hurricane season. Protecting the gas and oil infrastructure in the
Gulf of Mexico is essential to ensure that gas prices do not exceed
the record highs they are at this time.

The Gulf produces 20 percent of domestic natural gas production
and 28.7 percent of domestic off-shore crude oil production.

In the upcoming weeks, we must work diligently so we will not
be faced with the same fuel supply problems that we encountered
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during the 2005 hurricane season. A repeat of last year’s unpre-
paredness would be devastating to our Nation’s economy.

Mr. Chairman, gas prices rose above $3 a gallon in September
2005, creating record highs.

Constituents in my home State, and yours, of California experi-
enced situations where gas stations did not have any oil to sell.

In northern California, along with a few other States in the
union, constituents faced jacked-up prices in excess of $6 per gallon
of unleaded gasoline.

We do not want America to experience this kind of financial
strain again.

The Gulf of Mexico also provides an estimated 47.4 percent of the
total U.S. domestic refining capability. A shutdown or even partial
shutdown of this region would have a disastrous effect on our Na-
tion’s oil and gas processing.

The National Oceanic and Atmospheric Administration has pre-
dicted a very volatile hurricane season in this year, 2006.

In 2005, there were an unprecedented 28 storms and 15 hurri-
canes.

This season, scientists are predicting at least 13 to 16 named
storms, with 8 to 10 becoming hurricanes.

Powerful storms can and do cause tremendous damage; we wit-
nessed that.

A destructive storm has a ripple effect on every citizen’s pocket-
book, as well as on every citizen’s life.

Oil companies are in a very powerful position. The global thirst
for oil has placed American consumers in a very difficult situation.

An investigation by the Government Accountability Office finds
that recent mergers in the U.S. oil industry have dramatically in-
creased concentration in the refining sector. In the last 30 years,
there have not been any new refineries built in the United States.

The increase in market concentration has allowed oil companies
to withhold supply, thereby increasing prices. This makes it easier
for companies to drive up gas prices while holding consumers hos-
tage.

Mr. Chairman, we must look at ways to decrease demand, in-
crease fossil fuel efficiency, and explore alternative fuel sources.

Couple those thoughts with the expanding refining capacity of
existing industry, and we will start to move down the right path.

So, thank you again for holding this hearing, and with the Gulf
region comprising almost half of this Nation’s domestic oil refining,
one-third of America’s domestic oil production, and one-fifth of the
natural gas production, the safety and the security of the Gulf of
Mexico should be at the forefront of our agenda.

I look forward to questions and dialog with our witnesses today,
and I hope we will not have to go through the travesty suffered last
August and September in New Orleans and the rest of the Gulf,
or at the pump, ever again.

I yield back my time.
[The prepared statement of Hon. Diane E. Watson follows:]
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Mr. ISSA. I thank the gentlelady, and I particularly thank you for
noting that our efforts to go toward bio-diesel and ethanol, includ-
ing in California, where there are a number of new facilities under
construction, will take us away from a dependence on nearly half
of all our refined fuels coming out of the Gulf, but for today, I am
pleased to have a panel that can help talk about how we get
through this season.

I would ask that you bear in mind we have already received
unanimous consent that your written statements be put in the
record, and additionally, you will be allowed to augment with ex-
traneous or pertinent information, as you see fit, and answers to
any questions you are unable to answer today.

So, I would encourage you very much to stay within the 5-min-
utes for your opening statements, and to use as much of the ideas
not already preprinted as you possibly can.

Mr. Greco.

STATEMENTS OF ROBERT GRECO, GROUP DIRECTOR OF UP-
STREAM AND INDUSTRY OPERATIONS, AMERICAN PETRO-
LEUM INSTITUTE; AND TYSON SLOCUM, ENERGY PROGRAM
RESEARCH DIRECTOR, PUBLIC CITIZEN

STATEMENT OF ROBERT GRECO

Mr. GRECO. Thank you, Mr. Chairman.
Good afternoon.
I am Bob Greco, group director of industry operations and up-

stream for API, the national trade association of the U.S. oil and
natural gas industry. We appreciate this opportunity to discuss the
oil and natural gas industry’s hurricane preparedness.

During and following last year’s hurricanes, API and the indus-
try worked closely with Federal agencies, including the Depart-
ments of Energy, Transportation, Homeland Security, Minerals
Management Service, the EPA, the Coast Guard and others.

We want to thank these agencies for their cooperation and sup-
port as we work together to learn from last year’s experiences and
prepare for this year’s hurricane season. The suggestions which fol-
low are meant to improve on an already positive and very success-
ful working relationship between the government and the oil and
natural gas industry during this past hurricane season.

Our industry is proud of its hurricane record.
The off-shore infrastructure in the Gulf, which includes 4,000

platforms and 33,000 miles of pipeline, survived the hurricanes
well, with no loss of life and no significant off-shore exploration and
production releases.

Our industry’s on-shore operations were safely shut down as the
storms approached, and then safely restarted.

Finally, the industry worked with Federal and State authorities
and electric utilities to get pipelines moving product as quickly as
possible.

Improved operational coordination is now underway with govern-
ment agencies at all levels.

In March, API held a 2-day hurricane conference to discuss les-
sons learned and identify areas for improvement. Government par-
ticipation included DOE, DOT, MMS, DHS, EPA, the Coast Guard,
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and State and local agencies. Many industry participants also at-
tended a DOE-sponsored meeting in Mississippi.

Last week, API joined with DOE and MMS at a joint press con-
ference to discuss hurricane preparedness, and just this past Mon-
day, API hosted a hurricane round-table of all sectors of the indus-
try and relevant Federal agencies and trade associations.

As we enter the hurricane season, it is critically important that
agencies communicate and coordinate hurricane response efforts.
We need to work together to eliminate overlap or duplication of ef-
fort by multiple government agencies, which can result in duplica-
tive requests for information from companies, misdirection of re-
quests within companies, and other inefficiencies.

It is even more critical that government, to the extent possible,
helps to ensure that a high priority is given to facilitating a compa-
ny’s transportation and use of emergency back-up generation and
restoration of commercial power to pipelines and refineries.

Companies also need to work closely with emergency responders
and local law enforcement to ensure that back-up electrical genera-
tors and other essential equipment are not commandeered for other
purposes, which was another concern last year.

In addition, government authorities need to ensure that company
personnel have access to refineries, pipeline facilities, and other in-
frastructure to assess damages and provide repair quickly. Denial
of such access was a problem in some cases during last year’s hur-
ricanes and delayed restart of operations.

Our industry’s experience responding to Katrina and Rita under-
scored a fact that was already well known. Our employees are our
most important asset. In preparing for the upcoming hurricane sea-
son, API member companies have taken a number of activities to
ensure that their employees are, first and foremost, safe during
and after a hurricane, that they have the needed supplies and re-
sources for survival, and ultimately can return to their jobs when
conditions permit.

Examples include coordination of personnel evacuation plans to
ensure that companies know where employees are and can commu-
nicate with them; establishment of distribution centers to provide
food, potable water, and other essential products to employees in
need; and identification of alternative housing arrangements for
employees who have lost their homes.

API and the industry will continue to work closely with govern-
ment agencies, and continually reviews our industry standards and
operating practices.

The development of consensus industry standards is one of API’s
oldest and most successful programs, dating back to our first stand-
ards in 1924.

Today, API maintains some 500 standards that promote safety,
efficiency, and environmental protection for all segments of the oil
and natural gas industry, and over 100 of these standards are ref-
erenced in Federal regulations.

In recent weeks, API published the first two interim rec-
ommended practices, or RPs, to improve the performance of drilling
rigs, several of which drifted off location during that hurricane.
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These interim RPs can be downloaded free of charge at API’s
Web site, www.api.org, and MMS has already quickly incorporated
these guidelines into their regulations.

While the drifting of these rigs did not cause spills, both industry
and government were concerned and saw a need to improve rig
performance.

In conclusion, these interim RPs and our sponsorship of and par-
ticipation in hurricane preparedness meetings and conferences are
just a few examples of how the industry is moving ahead rapidly
to be better prepared as the next hurricane season begins.

Working together, industry and government can meet the chal-
lenges we face.

Thank you again for this opportunity, and I look forward to an-
swering your questions.

[The prepared statement of Mr. Greco follows:]
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Mr. ISSA. Thank you very much, and Mr. Slocum, very good to
have you back with us.

Please give us your best and—I always note that you work off
of a lot of personal notes and have done a lot of personal presen-
tations, and I always appreciate that, as does, I think, the entire
committee.

STATEMENT OF TYSON SLOCUM

Mr. SLOCUM. Well, thank you, and thank you, Mr. Chairman and
Representative Watson, for the opportunity to be here today.

Again, my name is Tyson Slocum, and I’m the director of the en-
ergy program at Public Citizen. My organization is America’s larg-
est consumer group. We represent over 100,000 people across the
United States.

We heard some excellent testimony earlier today from some of
the government witnesses, and I want to provide more of a bird’s
eye view of some of the challenges that we’re facing today. What
I see from my view is an oil industry that is not prepared to meet
America’s energy challenges, especially in the refining and other
downstream aspects of our sector.

What I see from the economic investment decisions by the oil in-
dustry, complemented with statements that they have made to the
media and to investigators at the Federal Trade Commission and
others, is that they will not make adequate investments in down-
stream, particularly in refining, because it is not in their financial
incentive to do so, from various statements that they have made
to the media and to Federal investigators. It is their personal fi-
nancial self-interest to maintain as tight supplies as possible, be-
cause that guarantees larger profit margins for their operations.
Now, that is what they should be doing for their shareholders, and
I think what the job of Congress and Government is to do is to
make sure that citizens are represented well in this equation, and
that is why Public Citizen has a reform plan to address some of
these systemic problems that we see in America’s energy markets.

First, we agree with the chairman’s call for a strategic refining
reserve of some sort, because it was clear after Hurricane Katrina
that America’s strategic petroleum reserve worked wonderfully.

All of this oil production was knocked out of service, and we have
over 800 million barrels of crude oil in reserve that we were able
to immediately release and supply refineries.

I do not know why the market price of crude oil jumped the way
it did, because there was no justification for it from a market per-
spective, because there was never any threat to crude oil supplies.

Now, the same could not be said for refined products, because
America does not have a Federal refined product reserve.

Luckily, we were able to quickly import it from Europe, but I do
not think that we should rely on that to happen again.

So, we are definitely calling for a strategic refining reserve, and
having the oil industry help finance the establishment and mainte-
nance of such a reserve through something like a windfall profits
tax, since the industry is clearly reaping huge financial windfalls
from their control over crude and refined product supplies that
they are selling to the American people.

VerDate 11-MAY-2000 12:08 Apr 11, 2007 Jkt 000000 PO 00000 Frm 00094 Fmt 6633 Sfmt 6633 C:\DOCS\33118.TXT HGOVREF1 PsN: HGOVREF1



91

The last time I checked, the Federal budget is running annual
deficits of about a half-a-trillion dollars, whereas oil company prof-
its are the largest in the U.S. economy. Clearly, they can afford to
help finance such an initiative.

Second, doing something about U.S. energy demand would also
help.

I know that, Mr. Chairman, you have discussed the need for im-
proved fuel economy standards, and that is a major issue that Pub-
lic Citizen also promotes. While we are the third largest crude oil
producer in the world—only the Saudis and the Russians produce
more oil every day than we do—we are far and away the largest
consumer. We use one out of every four barrels of oil consumed
every day, and we use oil very inefficiently. Our competitors in Eu-
rope and Asia use about half the oil per person that we do. Imple-
menting strong fuel economy standards will make our use of oil
and gas far more efficient, and that will reduce some of the pres-
sures that we are seeing.

Third, I think investing in alternatives to oil and gas is another
important strategy, but right now, it is going to take billions of dol-
lars to do this.

For example, in promoting ethanol and bio-diesel, there are going
to be challenges to bring these products to the marketplace.

We currently do not have any ethanol pipelines in the United
States.

So, I think that government is going to have to take the lead on
that kind of investment, and again, I think a windfall profits tax
on the oil industry is an excellent and equitable means of financing
such an investment.

Last, I think that revisiting some of the deregulation legislation
over energy trading markets, where the prices of gasoline and
crude oil are set, are very important for this committee to inves-
tigate, because with under-regulated trading markets, you are re-
moving transparency, and any time you do not have an adequately
transparent market, you increase the opportunity for nefarious ac-
tivities to take place.

So, Mr. Chairman, thank you very much for your time, and I look
forward to your questions.

[The prepared statement of Mr. Slocum follows:]
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Mr. ISSA. Thank you.
I have a lot of questions for Mr. Greco, but I want to lead off

with one or two for you, Mr. Slocum.
First of all, I think we probably, from the citizen’s standpoint,

can agree that lower prices for citizens’ cost of energy is a goal but
that lower prices fly in the face of the incentive to save, that, unfor-
tunately, we want one but the other causes us to consume less.
Would that be a fair statement?

Mr. SLOCUM. Yes, sir, that is definitely true. I also think that the
increased prices that we have seen have not necessarily been an in-
centive for consumers to use less, and I think that is because
economists call gasoline consumption inelastic. It is not a luxury
consumption but, rather, a necessary consumption. So, for example,
in the last year, you have seen gasoline prices go up almost 80
cents, but there has not been a corresponding significant impact on
consumption, and most economists say that, in order to see a real
impact on consumption, you would have to see prices rise to prob-
ably $5 or $6 a gallon, which I think would then be punitive, not
only for consumers but to the entire economy.

Mr. ISSA. I appreciate your saying that, because of course, we are
just about at that point in Europe.

So, I think I will buy off that perhaps we do not want to adopt
that portion of the European model, although we certainly have
prices that are closer to Europe than they were a decade ago. But
you know, concentrating on the windfall profits tax, I watched the
windfall profits tax implemented in the past, and of course, it was
a tax.

It may have affected where the money went, but it did not put
the money into the long-term investment that we had hoped for.

If I understood your testimony, I believe what I heard—and I am
very positively affected by it—that to the extent that a windfall is
declared by the Federal Government relative to earnings by petro-
leum companies, your goal would be to ensure that went into in-
vestment. So, if I understand correctly, what you are calling for
here today is perhaps not identical to the previous windfall profit
tax but, rather, a windfall investment funding or requirement.
Would that be fair as a very overview brief statement?

Mr. SLOCUM. Yes, sir, that would be correct, and it would not
necessarily be a mandate on the oil industry to make that invest-
ment.

You know, if they chose to do that, that would be fantastic, but
it would be also for the government to take the proceeds from that
new revenue source and make the necessary investments in our en-
ergy infrastructure that are required right now.

Mr. ISSA. I appreciate that, and you know, I was an observer of
that, and Mr. Greco, I am sure, will have an opinion on it, too, but
you know, one of my deep concerns is that we manage to get the
money, but government is funny about revenue.

We do put a lot of dollars, Federal dollars, into energy resources,
promoting infrastructure, and so on, but usually what happens, if
we get a new revenue source, we suddenly take money and put it
somewhere else.

So, the net effect often is there is no additional investment.
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Mr. Greco, I have given you some food for thought with my first
questions, but I want to get back to the hurricane, because in the
long run, we have a lot of things we can do; in the short run, we
have a matter of days before the first hurricane is going to be spot-
ted or tropical storm is going to be spotted in the Atlantic.

Besides the action taken for the current hurricane season, what
measures are government and industry taking to address prepared-
ness for the long term?

Mr. GRECO. First off, some of the short-term actions that we are
taking now do have long-term implications. When you are talking
about redundant communications, cell towers, prepositioning sup-
plies, you are developing infrastructure needs and setting up sys-
tems that are good for business continuity and will be helpful in
the long term, as well, for future hurricane seasons, as well as
other potential disruptions.

Longer term, our refineries and our facilities are looking at their
systems to see what they can do to harden them.

For example, from a refining standpoint, you are seeing people
looking at installing additional co-generation, which basically al-
lows you to generate electricity very cleanly, very efficiently, onsite.
That would certainly help in the instance of future power shut-
downs.

Refiners are considering whether they need to raise the level of
some of their equipment, because there are tidal surges.

Again, those are longer-term issues that they are looking at.
Similarly, API, as I mentioned—we got two of our interim stand-

ards out very quickly, in record time. We are undergoing a com-
prehensive review of all of our standards to see if there gaps that
need to be addressed longer-term to make sure that we fully antici-
pate future events and are prepared for those.

Then, from a policy standpoint, you have a number of activities
that the Congress and the agencies can take a look at.

Clearly, diversifying our sources of supply is something we
should look at. Our resources are concentrated in the Gulf of Mex-
ico, because that is where we are allowed to build, and we are not
allowed to build elsewhere. The ability to access oil reserves off our
Outer Continental Shelf elsewhere, in the mountain west, in Alas-
ka, would certainly diversify sources of supply and allow us to
cushion any future disruptions that are concentrated in the Gulf,
as well as L&G terminal siting, where should those be, should
those be more diversified, as well as looking at research and devel-
opment into alternatives, promoting conservation, streamlining
permitting processes.

Those are all longer-term activities that would certainly help us
diversify our supply and make the economy more resilient to these
disruptions.

Mr. ISSA. Excellent. I appreciate that.
This is probably a longer question than the answer, because I

think we have already touched on it, but I want to make sure it
gets in the record.

If a hurricane or hurricanes were to hit the Gulf of Mexico this
year, would the recovery time be greater or less than last year for
a given level of hurricane?

Mr. GRECO. That would be a very difficult question to answer.
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I think one of the challenges of last year was having——
Mr. ISSA. Generally, you know, if the word is good and we are

better off, it is not that hard to answer. So, would it be fair to say
that it is difficult because we may not be better off this year, we
may not actually be able to deal with it better than we could last
year?

Mr. GRECO. I think we have taken a number of steps to improve
our responsiveness, to harden our facilities and to make them more
resistant to future hurricanes. If you have two category five hurri-
canes spaced a couple of weeks apart, with the level of impact they
had on our off-shore and on-shore facilities, it is difficult to predict
what the impact would be of those. It is very hard for me to say
that, but I do think we are better prepared this year than last year
based on the lessons learned and the actions we have taken.

Mr. ISSA. Following up on that, as we enter the 2006 hurricane
season, the Federal Government’s coordination efforts, are we bet-
ter prepared today, are we going to respond better, from your ob-
servations and your coordination and your training, than we were
last year?

Mr. GRECO. I think we are already at a very high level of coordi-
nation and cooperation with the industry, as I mentioned in my
comments.

For example, we had very good success working closely with the
EPA, DOT, and Coast Guard on various temporary waivers that we
needed to minimize the disruption and allow us to get our facilities
back up and running as quickly as possible. The system worked,
and we are justifiably proud of the government’s response, as well
as our employees’ response, in those situations.

So, what we are looking at is trying to improve the education,
and thereby better understand how the government is coordinating.

Much of this is done at the local level. Clearly, we need to con-
tinue to focus on what the people on the ground are doing to re-
spond, and how can we work closely and educate them about the
importance of getting pipelines up and running; about restoring
electrical generation to pipelines and refineries to ensure supply in
the areas outside the Gulf of Mexico.

Clearly, that is the type of issue that we have been focusing on.
Mr. ISSA. I appreciate that.
My last question: I introduced a piece of legislation calling for a

study leading to a strategic refined fuels reserve, but in a sense,
there is a strategic reserve of fuel, which is every other refinery in
the world.

As Californians, both the ranking member and myself, we deal
with some 28 different blends just in California, depending on the
time of the year, as does the rest of the country.

In your opinion, would it be a worthwhile goal to have executive
authority in the case of an event like last year for a predetermined
fuel mixture or mixtures available around the world to be ap-
proved—in other words, the logical fuels that we could import in
order to not have shortages. That would not meet every possible
blend, but a blanket waiver for certain known mixtures available
at certain known refineries so that we could, by one Executive
order, whether it was in California or in the Gulf or in New York,

VerDate 11-MAY-2000 12:08 Apr 11, 2007 Jkt 000000 PO 00000 Frm 00111 Fmt 6633 Sfmt 6633 C:\DOCS\33118.TXT HGOVREF1 PsN: HGOVREF1



108

have large amounts of refined fuels be able to be purchased and
brought in fairly seamlessly.

Today, we do not have that authority. There was controversy
about the President even allowing some purchases and what they
were.

Would that be helpful, both from an industry standpoint, to re-
lieve temporary shortages, and just as important, from a stand-
point of consumer benefit?

As you said, we had large spikes, unexplainable in the case of
crude but explainable in the case of refined distillates and gasoline.

Mr. GRECO. I think your first point was a valid one.
The fact that, despite a 30-percent drop in gasoline production in

the United States, suddenly and unexpectedly, the market ad-
justed, we were able to import fuel, and we were able to get
through it.

The price did come back down quickly, and there were only spot
shortages.

The market worked, and from our perspective, given the severity
of those two hurricanes, I think that supports the fact that the
market can work when it is allowed to and when we work closely
with government to take advantage of market mechanisms.

I think when you’re talking about product reserve, you get into
a whole host of issues that are completely separate from oil re-
serves, because products do vary by season, they do vary in dif-
ferent parts of the country. Refineries are optimized to make par-
ticular fuels.

So, when you talk about making a particular default fuel, for ex-
ample, that may not work if your refinery is optimized to make
something else. It may not be quite as quick as you are suggesting
that it could be done, as well as storage issues you have with fuels.

Where are the tanks going to be to store these fuels? Who is
going to own the fuels? Who is going to make the decision when
you release those fuels, and what would those impacts be on the
market?

So, I think, when you look at the performance of last year, the
market worked very well and we should continue to utilize the
power of the market.

Mr. ISSA. I appreciate your belief that last year was an example
of industry’s performance, under the circumstances, at its best.

Mr. Slocum, how would you view this?
Mr. SLOCUM. I think it makes a lot of sense to try to have better

lines of communication and authority to work with other countries
and outside storage systems to try to import during times of emer-
gency. I do not necessarily agree with trying to streamline domestic
so-called boutique fuel blends.

Mr. ISSA. That was not my suggestion. I am simply saying, in
case of an emergency, for example, having at least one single fuel
that could potentially be shipped to substantially all or major sec-
tions of the country, for only the emergency period, you know, rec-
ognizing that if, hypothetically, that were a California-approved
blend, one of the blends, it might not be perfectly ideal, but it
would be substantially up to or above Federal standards.

You know, one of the problems we as Californians—I want to
make sure I explain it—is that when we run out of fuel—when
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Long Beach’s refinery had a fire, there was nobody else that could
make the fuel, I think, except Norway.

So, we were in an odd situation of the market could not work be-
cause when one place was off-line, nobody could react in any rea-
sonable time to prevent a shortage.

Looking at last year and making the assumption that the world
has enough gasoline, particularly gasoline refining capacity, and
they can refine at least one blend acceptable in the United States,
and yet they may not be able to send it to this State or that State
or this district—and I’m not talking about, at all, narrowing any
jurisdiction or any fuel that is determined.

I think dismissing this option is not appropriate to emergency re-
sponse. During a bona fide emergency, do we want our hospitals’
generators running, do we want emergency vehicles to be able to
operate, or do we want to say not if it means that there is a slight-
ly different blend of gasoline inside the tank that might have, you
know, two noxes different—and I am not trying to belittle those
two noxes—but for that short period of time, hypothetically, the
first 30 days after there has been a severe outage and not beyond.

Mr. SLOCUM. Yes, sir, Mr. Chairman, I think it makes a lot of
sense to give the President that authority or to investigate this fur-
ther, to try to better coordinate, you know, transfers of—and you
know, negotiating with these other countries in order to have them
help us respond to any emergencies that we have here, and any
supply disruptions.

I think that would be extremely beneficial.
Mr. ISSA. Thank you, and I appreciate the gentlelady’s patience

on that question.
Thank you.
Ms. WATSON. This is a question to Mr. Greco.
Last August, during Katrina, we saw prices go up as high as $5

in some places. We saw those who had cars and could get them out
of the flooded areas lined up for miles to get the gasoline.

I hear the explanation about how we can get the resources we
need, but what were your feelings about the oil industry making
the largest profits ever? I guess you do the accounting per quarter,
and I understand billions of dollars were made, I would say at the
expense of the consumers during a time of crisis.

Now, how is that justified?
You know, you made profits for your stockholders. I heard discus-

sions on TV and radio and saw all about the bottom line, but at
a time when our country is attacked by nature, people died and so
on, why would you look at the bottom line?

Can you explain that to me?
Mr. GRECO. During the hurricane, at its peak, nearly one-third

of our gasoline production was suddenly off-line. We lost that much
of our supply.

Nearly one-third of our oil production was suddenly off-line.
Twenty percent of our natural gas production was off-line.
That is a tremendous drop in a supply in any market, particu-

larly one as tightly balanced as the U.S. market is.
Not surprisingly, given that huge drop in supply, there was up-

ward pressure on prices. Just as quickly as imports came in from
Europe, from the gasoline side, we did see prices drop back down.
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Just recently, at the request of Congress, the FTC looked at this
issue and tried to assess what the impacts were of that price pat-
tern. Was there anything else going on? According to the FTC, ‘‘the
post-hurricane gasoline price increases at the national and regional
levels were approximately what would be predicted by the standard
supply and demand model of a market performing competitively.
The conduct of firms in response to the supply shocks from the hur-
ricanes was consistent with competition.’’

Ms. WATSON. Let me just say this. I understand very clearly
what you said, but you registered the largest profit margin ever,
billions of dollars.

So, it does not really compute to say you had to go and get petrol
from other sources, but you still made so much money off people
who had to escape, who probably did not have money, and you
ripped them off for the bottom line.

So, I just see a matter of the lack of social responsibility. I recog-
nize all the other problems, but to register that kind of profit and
to say it is competition and we have stockholders does not compute
with the kind of emergency we were under.

Mr. GRECO. May I respond to that, please?
Ms. WATSON. Let me go with Mr. Slocum. I think I heard your

response.
Mr. GRECO. Well, no, I think the response—the other piece,

which I meant to say, would like to say, is that this was more than
just an industry impact. The men and women of our employees
were spread to the four winds as a result of this disruption.

We had immediate concerns that we needed to find our employ-
ees, get them back to a position where they could work in a safe
condition, while looking out for their families, where they lost loved
ones, as well, and family members in this disaster. So, this was a
body blow to our industry that our companies took very personally,
and was a significant hit on them, as well.

Regarding the profits, when you look at the size of our industry,
the profits are not out of line with the size of our companies.

Ms. WATSON. There is no way to socially justify that, at a time
that this Nation was paralyzed with this disaster—we could not
even get people in there for 3 days to remove the folks that were
there, but when people were able to get in their automobiles, you
just jacked those prices up as high as you could, and I do not think
you needed $400 billion just to take care of your people.

Let me go on to Mr. Slocum.
How do we plan and prepare for the future so that there is social

responsibility?
The consumers were suffering greatly. We are still suffering.
I saw where a man had to pawn his grandmother’s jewels in

order to fill up his truck, and so, how do we need to plan?
I am sorry. This might have been discussed before I got here, Mr.

Chairman.
Mr. ISSA. Not by you.
Ms. WATSON. Of course.
You know, I am from California. Everyone has not only one car

but two or three, you know.
Their cars are a status symbol.
Mr. SLOCUM. Not just a status symbol.
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I mean you have to have a car to——
Ms. WATSON. You have to have a car.
Mr. SLOCUM [continuing]. Sometimes to work.
Ms. WATSON. We are very sensitive to these issues. How do we

prepare so we do not rip off consumers, we take into consideration
that we do have to get alternative sources and we do have to go
maybe off-shore, other countries and all, to get the resources we
need?

How can we prepare so we do not have to have the same kind
of tragedy, and you know, the whole world was watching. The
greatest country in the world, and we could not even meet the
needs for our people for 3 days, and then when we did get gasoline,
the prices were so high, they could not even afford it.

Now, tell me what you would do in order to protect the consum-
ers.

Mr. SLOCUM. Well, first, I think we need to aggressively start in-
vesting in alternatives——

Ms. WATSON. Absolutely.
Mr. SLOCUM [continuing]. To our high dependence on oil to fuel

our economy, and it is going to take billions and billions of dollars
to do that. Like I said earlier, the Federal Government is currently
in this fiscal year alone, set to run approximately a half-a-trillion-
dollar budget deficit, and we have almost $9 trillion of outstanding
debt. Our Federal Government spending is unsustainable, and we
simply do not even have enough money for our basic government
services, let alone for investments in energy I take a look at the
oil industry profits, which are huge not just in dollar terms but
also in profit margin terms.

Ms. WATSON. Staggering.
Mr. SLOCUM. When you look at their return on their capital in-

vestment, which is what the oil companies emphasize when they
are talking to Wall Street and to shareholders, they look at return
on capital investment, and Exxon-Mobil, for example, a 46-percent
rate of return on their oil production activities, a 59-percent profit
margin on their U.S. oil refining.

Those are huge levels of profit, and I think that justifies some
sort of new level of income taxation on the oil industry, dedicating
the proceeds to financing the investments that are necessary in al-
ternative fuels and alternative fuel infrastructure, in energy effi-
ciency, so we become more efficient at using energy, so we do not
use as much; in mass transit, which is desperately needed in places
like Los Angeles and elsewhere.

I am lucky that I can take the subway very easily to my office
here on Capitol Hill. Not every American can do that in every
American city.

Also, I think providing some financial protections to moderate
and low-income working families from the impact of these higher
prices is also required. As you emphasized, ma’am, higher prices
are having a huge negative impact on basic affordability issues for
working families.

So, in a nutshell, I think that is what we would emphasize first.
I think, second, we need to look at some of the systemic market

failures in U.S. energy markets, particularly in the refining and
downstream sectors.
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I think that we have allowed far too many mergers. For example,
Exxon and Mobil used to be two global competing oil companies.
Now they’re the same company. Same with Chevron-Texaco and
Conoco-Phillips.

Valero was allowed to acquire three different refining competi-
tors.

All of that has resulted in a high level of concentration that has
really reduced competition. I think that is a huge reason why we
need a strategic refining reserve. As Rex Tillison told the Wall
Street Journal on May 1st of this year, they do not have any plans
whatsoever to build any new refineries, not because of our environ-
mental laws, but because it is not in the financial interest of the
company and its shareholders.

They do not want to create huge surpluses of refining capacity,
because it is going to have a downward impact on prices to consum-
ers, which would have a downward impact on profits to the com-
pany.

So, as long as it is not in their financial interest to make the nec-
essary investments, we are going to have to take the lead.

Ms. WATSON. Well, let me just say this, and I will yield back to
you, Mr. Chairman.

I think this country will have to respond to what President Bush
said.

We are addicted to gasoline, and in responding, I foresee that it
is going to take us decades. We cannot convert our systems over.

In the meanwhile, I would like to know what the American Pe-
troleum Institute would have in mind.

Are we going to see the same situation? I am sure we are going
to have a hurricane this year, probably at the level of what it was
last year because of climatic conditions, and I see those climatic
conditions only getting worse rather than any better, because we
are not attending to them.

So, is the institute looking at ways so that the burden will not
be on the consumer totally in another disastrous situation? I do not
think that levee that we just rebuilt at the 17th Street down in the
lower ninth ward of New Orleans is going to hold up under a level
four hurricane, three last time, four this time, and so, we are going
to have the same kind of crisis, I feel, that we had. It is just that
there are going to be fewer people to evacuate, because they never
have gone back.

So, I am looking at our globe and its atmosphere and the condi-
tions—I am looking at that for the very near future as repeating
itself in terms of disaster.

What would you propose, and what do you see? I mean how can
you bring some relief to consumers for people who are suffering
greatly?

Mr. GRECO. Well, first off, thank you for the question, a number
of things I’d like to address to that one.

First, our industry is investing its profits back into finding new
sources of energy, alternative sources of energy.

For the past decade, our investments in new energy sources have
exceeded our earnings. Also, contrary to what Mr. Slocum might
have you believe, we have been investing in our refining capacity.
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We have added the equivalent of one new refinery every year for
the past 10 years.

There are announced plans to add another six new refinery—
equivalent, not new facilities, because we cannot get them sited ei-
ther, but we have expanded the capacity to the equivalent of six
new ones over the next 5 years. Those are announced——

Ms. WATSON. Will you yield a minute? Can you give us that in
writing?

Mr. GRECO. Sure.
Ms. WATSON. Will you let us know where your new refineries are

going to be located, those you have not started yet?
Mr. GRECO. I am sorry. I was not clear. It is not new refineries.

It is expanded capacity.
Ms. WATSON. OK. Well, your expanded capacity——
Mr. GRECO. Yes.
Ms. WATSON. Would you let us know the geographical locations

where they are?
Mr. GRECO. Yes, we can do that.
Ms. WATSON. And those that you have expanded up to this date.
Mr. GRECO. I am not sure if I can give you all of the information

about past announcements, because I can show you the data that
shows that refining capacity—government data that shows the
amount of expansion.

Ms. WATSON. Mr. Greco, you are making a statement.
You said that Mr. Slocum was not correct.
Mr. GRECO. He was not.
Ms. WATSON. You are correcting him. So, I am asking, the cor-

rected information that you are giving the committee now—you are
sworn in—that you give it to us in writing and state the geographi-
cal areas that you are extending and expanding.

Mr. GRECO. I will do the best I can.
Ms. WATSON. Please. Thank you.
Mr. ISSA. Actually, the committee has some of it, but we would

appreciate it included in this record. Both of us enjoy the fruits of
the expansions in Long Beach and other areas, but I think it is im-
portant, because both sides of the aisle here in Congress often talk
about the fact that we have had no new refineries built in ‘‘X’’ time.
That certainly has forced a concentration of refineries. A matter of
this hearing is our excess reliance on relatively few locations such
that, if a hurricane hits, we do not have 300 new refineries spread
around the United States, we have 46 percent of them coming from
the Gulf.

Mr. GRECO. Yeah. As we mentioned earlier, you are correct, the
concentration of the oil and gas resources are in the Gulf, refining
and upstream, primarily because that is where they have been al-
lowed and invited and welcomed to be. We are looking and support-
ive of efforts to diversify sources, both supply and refining. Much
of that will be done, however, on existing refineries, whether in
California or in other States, but I would be happy to give you
some information about announced refinery expansion plans and
past expansions, as well.

Mr. ISSA. We will just take it for the record. Appreciate that.
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OK. I will just sum up very quickly. I thank our witnesses for
your testimony today, particularly your candid questions and an-
swers.

I think I would like to close by finding some things that I believe
both the first and second panel exposed.

One is that we need to diversify our fuel sources, because diversi-
fying our fuel sources helps diversify our fuel supply locations.

The gentlelady from California and the gentleman from Califor-
nia certainly agree that ethanol and bio-diesel, because of their
very nature, will be produced much closer to locations in which
they are consumed. That is a goal of not only this committee but
the Energy and Commerce Committee.

Last, I would like to share with the gentlelady my agreement on
an observation. Certainly, my background in business makes me an
appreciator of the elasticity of demand, of supply and demand, and
of opportunistic markets. It is interesting, however, for this com-
mittee to note that, during the crisis after Hurricanes Katrina and
Rita, a McDonald’s had dozens, hundreds, perhaps, but certainly
dozens of their McDonald’s facilities off-line and unable to supply
hamburgers, french fries, shakes, and the like, but it did not result
in an increased price in California for hamburgers, shakes, or
french fries. So, it is relatively unique to this particular industry
that, although they were consuming MREs in the Gulf, they were
consuming dramatically less petro-chemicals at the time, we in
California, from the refineries, which had imported oil into Long
Beach and refined them in Long Beach, found our prices spiking
just as much.

It is the difference between a commodity product, perhaps, and
my McDonald’s example, but I think that the gentlelady and I both
are sensitive, for good reason, to the fact that the consumer paid
throughout the Nation for a shortage which may, in many cases,
have had nothing to do with the cost and the normal elasticities,
since these were products that could not easily be shipped from
Long Beach to some other location, and with that comment and
agreement with the gentlelady, we stand adjourned.

[Whereupon, at 3:38 p.m., the subcommittee was adjourned.]

Æ

VerDate 11-MAY-2000 12:08 Apr 11, 2007 Jkt 000000 PO 00000 Frm 00118 Fmt 6633 Sfmt 6011 C:\DOCS\33118.TXT HGOVREF1 PsN: HGOVREF1


		Superintendent of Documents
	2010-08-17T22:59:36-0400
	US GPO, Washington, DC 20401
	Superintendent of Documents
	GPO attests that this document has not been altered since it was disseminated by GPO




