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Chairman Etheridge and Ranking Member Moran and distinguished members of the committee, thank you for the invitation to testify before you today. I appreciate the opportunity to provide some insight on the way that the energy based futures markets affect independent petroleum marketers. I hope that my many years of experience in the industry will help shed light on this issue and assist you in your policy-making and oversight endeavors.

I am here today offering testimony on behalf of the Petroleum Marketers Association of America (PMAA) and the New England Fuel Institute (NEFI). Both PMAA and NEFI have worked together to advocate increased Commodity Futures Trading Commission (CFTC) oversight of the energy futures markets. PMAA is a national federation of 45 state and regional associations representing some 8,000 independent petroleum marketing companies from coast to coast. NEFI is a regional trade association representing over 1,000 fuel marketers in the New England region. Combined our members own or supply gasoline and diesel to 100,000 convenience stores and sell 90% of the heating oil sold in the U.S. Also, of particular interest to this committee, PMAA and NEFI member companies supply an estimated 90% of the gasoline, diesel, kerosene and heating oil to our nation's farms.

My petroleum marketing company, Sun Pacific Energy, owns and operates 32 gas stations and convenience stores in Washington State.  We also supply Shell and ExxonMobil gasoline to 75 independent dealers. 

Independent petroleum marketers began to pay closer attention to futures markets in the aftermath of September 11, 2001. Many petroleum marketers were stunned by the immediate price volatility that spiked from coast to coast. Many marketers in the Pacific Northwest were hit with dramatic wholesale prices increases on 9-11 and we did not think it correlated to supply and demand fundamentals. Our area refineries were not affected; our terminals had an abundance of product yet wholesale prices increased up to 40 cents per gallon at some terminals. 

From that day forward, PMAA and NEFI leaders began to take a hard look at the futures markets and their correlation to supply and demand.

First of all I want to stress that we are not alleging any wrong doing by any person or any company. Our point of view is really quite simple. Because the futures markets have become the basis for the daily wholesale prices for gasoline, diesel and heating oil, it is imperative that federal regulators monitor all significant trading activity. It is unacceptable for federal law to shield some energy trading activity from needed oversight.

Several weeks ago, the House of Representatives passed a "gas price gouging bill" that will severely restrict my ability to operate my company during national emergencies. I can say with firm conviction that my marketer colleagues did everything possible to hold down gas prices following 9-11 and Hurricane Katrina. By contrast, one oil trader bragged about his profits following Hurricane Katrina in an industry newsletter. This particular futures market trader bragged that he made enough money in the week following Katrina that he would not have to work the rest of the year. Can you imagine what would happen if a gas station owner made a similar comment?

If you want to do something meaningful about gasoline, diesel and heating oil prices, make sure the energy futures markets are effectively monitored by the CFTC.  Because of the “Enron loophole,” which Congress passed in 2000 at the behest of Enron lobbyists, the 75% of futures trading which occurs on the over-the-counter (OTC) exchanges, including off-shore exchanges such as the InterContinental Exchange, are completely opaque and are not accountable to U.S. law.  This is unacceptable – there needs to be transparency, accountability and the rule of law on all energy commodity markets.  We urge you to close the "Enron Loophole" and give the CFTC the authority and the tools to do the job.  Please insure that energy futures trades are made subject to the same oversight as wheat, corn and pork bellies. 

Energy consumers are affected by excessive speculation and price volatility in the energy commodity markets in profound ways.  When excessive speculation and volatility result in high prices for gasoline and diesel, few Americans have transportation alternatives. When heating oil, natural gas and other heating fuels skyrocket it places at risk the health and welfare of Americans families who need heat for their homes.  

The commodity markets are the price discovery points for all energy commodities.  Excessive speculation and questionable trading practices have an instant and tremendous impact on the consumer.  American families and small businesses are at the financial whim of the energy trader and the hedge fund manager.  It is time that Congress stepped in and said “enough is enough.”

We and our customers need our public officials, including those in Congress and on the Commodity Futures Trading Commission (CFTC), to take a stand against a loophole that artificially inflates energy prices.  We deserve to have confidence that the prices established in futures markets are in fact market based prices and not vulnerable to inappropriate trading practices.

Do not be mistaken. We very much support the free exchange of commodity futures on open, well regulated and transparent exchanges that are subject to the rule of law and accountability. Many PMAA and NEFI members rely on these markets to hedge product for the benefit of their business planning and their consumers. Reliable futures markets are crucial to the entire petroleum industry and that is one reason why I am here today. I think it is so important for Congress to improve the futures markets for the benefit of all U.S. citizens.

As I mentioned earlier, the futures markets have become the price point for wholesale refined product pricing in the U.S.  Please make sure that these markets are competitively driven by supply and demand. 

I thank you for permitting me to participate in today's hearing and I look forward to answering any questions you may have.
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