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MINUTES

JOINT INTERIM COMMITTEE ON ENERGY
Wednesday, September 24, 2008
1:30 P.M.

Room 151, State Capitol

Little Rock, Arkansas  

The Joint Interim Committee on Energy met Monday, September 24, 2008, in Room 151 at the State Capitol in Little Rock, Arkansas.  The following members attended:

Joint Energy Committee members:  Senators Percy Malone, Co-Chairman; Gene Jeffress, Randy Laverty, Robert Thompson; Representatives Shirley Walters, Co‑Chairman; Dawn Creekmore, Monty Davenport, John Lowery, Mark Martin, Beverly Pyle, and Gregg Reep
Alternate members:  Representatives Jerry Brown, Joan Cash, Johnny Key, Tracy Pennartz, Bobby Pierce, and Randy Stewart
Also attending:  Senator Jimmy Jeffress; Representatives Bill Abernathy, Stan Berry, David Cook, Larry Cowling, Frank Glidewell, Ray Kidd, Buddy Lovell, Robert Moore, George Overbey, Mike Patterson, and Johnnie Roebuck
Senator Percy Malone called the meeting to order.
Consideration to approve  August 4, 2008, minutes  (Exhibit D)
The August 4, 2008, minutes were approved without objection.
Gasoline prices  (Handout #1)
Ms. Ann Hines, Executive Vice President, Arkansas Oil Marketers Association (AOMA), was recognized and noted:
· AOMA members are petroleum wholesalers, convenience store operators, and truck-stop operators.  These individuals are small businessmen in cities and towns across the state.  
· Murphy Oil, based in El Dorado, is the only refiner located in Arkansas.
· Fuel to Arkansas is delivered by barge and 2 pipelines.  The Teppco Pipeline System begins in Beaumont, Texas and runs through Shreveport, Louisiana to El Dorado and exits in the Jonesboro/Blytheville area.  The Magellan pipeline comes through Oklahoma and dead ends at Fort Smith.  This terminal also sends product into the Razorback Terminal at Rogers, also a dead end terminal.  Fuel is delivered to the Memphis/West Memphis area via barge coming primarily from the New Orleans/Baton Rouge area.
· There are pipeline terminals or "truck loading racks" where trucks pick up product.  Loading racks are located in El Dorado, Helena, North Little Rock, Sedgewick, and West Memphis.  These terminals get product off the Teppco pipeline.  The product from this line is under Gulf Coast prices.
· If a line goes all the way through the state, like the Teppco line, product is more likely to be available at the terminals as opposed to a dead end line.
· Eleven terminals are located in Arkansas and have 3 different pricing structures which cause a wide range of prices not only from pipeline to pipeline but from terminal to terminal.
· On a fairly consistent basis, the Gulf Coast prices will be lower than group prices.  As an example, fuel in North Little Rock will generally be cheaper than it is in Fort Smith.
· Each supplier sets his own price and has a contract with the pipeline and terminal.
· If the wholesaler is "branded",  he has a contract with a brand for a certain number of gallons and his price is usually higher as opposed to unbranded product.
· There is a value to the brand and the prices reflect that; the image, the additives to the fuel, the credit card program, and more certainty of supply.

· Unbranded locations typically have a lower cost/gallon, because they do not have an image program or credit card program.  These locations are hit first when the price of gasoline on the spot market goes up dramatically.  Their source of supply is not as stable as that of a branded marketer.   
· Petroleum marketers have no control over the price they have to pay at the pipeline terminal.  This price is controlled by the supplier from whom he buys his product.  If he has a branded outlet, he must buy the product from that supplier.  He cannot put unbranded product into a branded location.  

· A number of things go into the determination of the street price such as transportation, taxes, cost of real estate, debt service, payroll, electricity, insurance, etc.  The most important factor in determining the price of gas at the pump is competition.

· The price of gas will be different in different areas.  Stations located across the street from one another will have different operating costs and different sources of supply.

Mr. Steve Ferren, President, Arkansas Oil Marketers Association, was recognized and noted:  

· He operates 8 single-brand stores and does not have any choice of how much he pays or where he buys his fuel.

· He explained each town he markets in has a price pacesetter.  His company's challenge is to meet that price as close as possible.

· In his company's case, the pacesetter is Murphy Oil.  The pacesetter in each town sets the price of gas at the pump for all other marketers.
Attorney General Dustin McDaniel was recognized and noted:

· Act 376 of 1997 prohibits unwarranted and precipitous price hikes in the range of goods and services in a local or statewide declaration of emergency.  There is a 10% price increase limit on certain goods and classification of goods from the pre-emergency price.  This is one of the most stringent price gouging prohibitions in the United States.

· The Deceptive Trade Practices Act, in existence since 1971, generally prohibits unconscionable trade practices including taking unfair advantage of desperate customers.

· Both Act 376 and the Deceptive Trade Practices Act are enforced by the Attorney General and his staff.

· Even before Hurricane Ike struck the Texas coast, the AG's office began hearing rumors of gas price increases.  They held a press conference and urged the people to remain calm.  They also encouraged retailers to demonstrate restraint.  
· All Arkansans with a camera phone were deputized to take pictures of exorbitant gas prices.  The AG's office set up a special e-mail account to field these messages and received over 1,200 e-mails 1,450 calls, and 1,000 text messages in one day and a couple of days after that.

· His office saw a very disturbing trend in prices and price disparity around the state.  In response, he issued 10 entities subpoenas at 30 retail locations asking for documentation to justify the prices increases.  These entities were chosen because of the high prices reported on a particular day.
· General McDaniel explained the retailer has a reasonable right to look at rack prices, wholesale prices, and anticipated cost to replenish the fuel in the ground.  The retailer has to pay cash to replenish the fuel supply.  The retailer may not have enough cash on hand to pay for the fuel when it is delivered if he/she does not increase the price on what they have on hand.  They do have a responsibility to raise the prices in a reasonable manner.  The retailer does not have the right to use the emergency anticipated price increase to gouge the consumer and have a short-term windfall of profits.
Senator Jimmy Jeffress asked if General McDaniel had any thoughts about a truth in pricing law.  General McDaniel responded it would be very beneficial.  

General McDaniel will report back to the committee on the outcome of the investigations conducted by his office.
Senator Jimmy Jeffress asked if staff could do some research to see if other states have a truth in pricing law.

Ms. Hines noted in 1993 a low-cost selling law, which stated gasoline could not be sold below cost, was enacted.  However, the Arkansas Supreme Court held this law to be unconstitutional.  

Senator Malone suggested looking at possible legislation to prohibit predatory pricing.

Mr. Steve Turner, Chairman,  Co-Owner, Petromark, Inc., Petroleum Marketers Association of America, was recognized and noted:

· His company operates in 5 states, and he is familiar with terminals, taxes, freight, etc.

· Price discrepancies are often based on the terminal or site where the retailers purchase product.  Retailers 20 or 30 miles apart could be purchasing their fuel from different terminals with different base prices therefore determining the price at the pumps.  

Ms. Sonja Hubbard, Owner, EZ-Mart Stores and Chairman (incoming), National Association of Convenience Stores, was recognized and noted:
· Profits for convenience stores have declined over the past several years, and gasoline prices have increased.  

· Credit card fees do impact the profit margin.  EZ-Mart's total fees are up 176% over the past 4 years.

In response to a question from Representative Walters regarding the difference in the price of gas in Waldron as compared to Mena or Danville, Ms. Hines noted Waldron's product comes from Fort Smith which is "group barrel pricing" and is normally 15¢ to 20¢ higher than product from other terminals.

Representative Lowery summarized the 4 things driving gas prices up are:


( Wholesale price retailers pay


( Individual store operating cost


( Market competition in the area


( Volume

Energy Efficiency  (Handout #2)
Mr. Ken Smith, Vice President, State Director, Audubon Arkansas, was recognized and noted:  

· The best and virtually unlimited source of new power for Arkansas is energy efficiency and conservation.  Energy efficiency at its worse, will stabilize heating and cooling costs, and at its best will reduce heating and cooling costs.

· By practicing energy efficiency and conservation, the Pacific Northwest (Oregon, Washington, Idaho and Northern California) have produced an average of 3,000 megawatts of savings each year.  This represents approximately 40% of the energy production needs in the Pacific Northwest, equivalent to approximately 5 modern coal-fire burning plants.

· By embracing energy efficiency, conservation, and renewables, more jobs will be created for Arkansas' economy, and the state will have more stable jobs.  

· Last year the Arkansas Public Service Commission began a program called "Quick Start" with the 7 public utilities operating in Arkansas.  Approximately $18.5 million will be spent through 2009 to improve energy efficiency in Arkansas.  Many jobs are being created involving weatherization, window installation, and installation of new HVAC systems.

· Mr. Smith encouraged the committee to authorize a comprehensive study of what the potential savings, jobs, and opportunities are for energy efficiency and conservation in Arkansas; to closely monitor the Quick Start Program; and request a comprehensive evaluation of the program's successes and failures.
Mr. Jim Metzger, Economist, Histacon and Associates, was recognized and noted:
· A recent study, "Green Recovery" was completed by the Center for American Progress on the options facing Americans today.  
· This study points out how the energy efficiency savings will benefit the economy not only from an energy savings side, but it also has dramatic potential to add jobs, income, and money into the economy.

· "Green Recovery" proposes jobs are there, jobs are available, and jobs can be created not only in large industrial plants or power plants, but also in the work that can be done to improve and repair homes, industries, schools, and repair and upgrade the electricity grid, etc.
· According to this study, Arkansas' green infrastructure investment would be approximately $814 million in green public and private-sector investments which would be allocated in:
( Energy efficient building retrofits:  $326 million
( Mass transit and freight rail:  $163 million
( Smart grid:  $81 million
( Wind power, solar power, and advanced biofuels:  $244 million

· Mr. Metzger recommended the committee look carefully at this national approach and at the possibility of it benefiting Arkansas not only as an energy savings but also as a job promotion and creation endeavor.  

Mr. Chris Ladner, President, Ecointegration, was recognized and noted:

· His company performs energy efficiency analyses of existing buildings and supports Leadership in Energy and Environmental Design (LEED) in new buildings.

· There is a huge opportunity in the reduction of wasted energy in homes and businesses at no cost or very low cost initiatives.
· Green jobs start at the engineering level, owner level, and developer level and include laborers doing duct work and duct work sealing.  Green jobs are across the board and are not limited to a localized area.  

Mr. Glen Hooks, Sierra Club of Arkansas, was recognized and noted:

· Arkansas has a unique population with one in five having college degrees.

· Many new immerging green jobs can be of use to people in Arkansas who do not have high-tech jobs or higher education.  
· With basic training, and individual can learn how to install solar water heaters, weatherize homes, and install solar panels.

· A real opportunity exists for Arkansas to become a leader in green jobs.

Alternative Fuels  (Handout #3)
Mr. Phillip Criddle, Vice President of Engineering/Research and Development, Tellus-Scientia Laboratories (TSL), was recognized and gave a PowerPoint presentation noting:
· TSL is a humanitarian/environmental/alternative energy oriented company.  It is also the goal of TSL to search out "garage inventors" with ideas that apply to those areas and assist them where feasible in bringing their product to market.

· TSL works in the areas of bio-fuels, solar power, wind power, hydro power, electro-magnetics, HVAC, and acropolis acoustics.
· TSL is working on new methods to collect solar power and is also working with a new designed wind generator that is 6-9 times more efficient than the best conventional design available.
There being no further business, the meeting adjourned at 4:00 p.m.

