RENEWABLE IDENTIFICATION NUMBERS (RINS)
TRADING UNDER THE RENEWABLE FUELS PROGRAM:



INTRODUCTION AND BACKGROUND

More than a decade ago, in an effort to decrease imports, reduce greenhouse gas
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2005. Among other provisions, this legislation



example, if Refiner A has fulfilled its annual RFS requirement but continues to buy and blend
renewable fuels, it can sell excess RINs to Refinery B or to an oil importer who has not

purchased sufficient renewable fuels to meet its RFS requirement.

GAMING THE SYSTEM: SOME UNINTENDED CONSEQUENCES OF THE RENEWABLE FUELS

STANDARD AND RINS TRADING

RINs trading has become a huge business. For example, in 2014 the EPA reported more
than 50 billion RIN sales transactions, with 30 billion transacted by non-obligated parties. In
theory, allowing refineries and importers to buy or sell RINS makes economic sense. tZ S|e
more, market tradingcanhelp ( ]Jo]8 8§ $Z & o]l §]}v }( W [+ vvBub ZsK &E
because the entities actually blending renewable fuels into gasoline and diesel are not the

A"} o]P 8§ %omanyg fetailérs find themselves at a competitive disadvantage.
How the fuel market actually works

The retail fuel market in the U.S. is comprised of three types of companies: (1)
convenience stores, who sell more than 80 percent of all fuels; (2) high volume hypermarkets
like Walmart, Kroger and Costco, who sell about 14 percent of all motor fuel; and (3) traditional

service stations and marinas who account for about 6 percent of retail fuel sales.
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Increase its margins or be passed on to consumers through lower prices. The other half of the
v S]}v[e (M o]vP amesS isdgpemdents seling ~pv & v gasoline and diesel.
Independents have the advantage of being able to seek lower priced fuel, often on the spot
market, which in turn affords consumers lower prices. Large retailers sell both branded and

unbranded fuel while most small retailers sell branded fuels only.

Finished gasoline and diesel containing varying amounts of renewable fuel are
purchased by retail stations from petroleum marketers or wholesalers who do the actual
blending. For branded retail stations the blending specifications are controlled by the brand
owner te.g. Shell, Exxon, etc. Unbranded retail stations typically }v[3 Z A vC «%d
specifications. However, as discussed above, the point of obligation for RINs is the refiner or
the importer of petroleum, even though the blending occurs downstream. Indeed, some large

retailers do their own blending.
Gaming the system
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Fuel blending entails costs in the millions of dollars, in particular the financial ability to
purchase bulk quantities of gasoline and diesel blendstocks as well as ethanol and other
biofuels. In addition, costs are entailed for terminal and pipeline services to move cargo to the
blending location. Only large retailers can cover these expenses; but the profits from RIN

trading can more than offset these costs.

For example, in its 2014 10-K report, Murphy USA cites RIN sales as having a significant
impact on its operating income, offsetting negative margins in its product supply and wholesale
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An examination of Marathon Petroleum reveals a similar strategy. Marathon owns
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owned and operated convenience store chain based on revenue. For 2014, Marathon reported
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primarily to higher gains on sales of excess RINs of $74 million. _



The bias against small retailers has serious implications for their long-term survival
because the current regulatory regime governing RINs trading allows large fuel marketers and
large retailers to gain revenues and a competitive advantage over small retailers. Reports
indicate that large retailers are using the RIN profit stream for retail expansion and acquiring a
larger share of a limited market. Small retailers are losing both sales volume and stores to large
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business due to their growing inability to compete with large retailers. As a result, the demise
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analysis/corporate-news/articles/us-c-store-count -down.]

Some industry analysts predict the bias against independent refiners and small retailers
is likely to worsen next year. Andy Lipow, president of Lipow Oil Associates, believes the price
of RIN credits could escalate rapidly in 2017 if the demand for gasoline continues growing at its

current pace



only modest increases in blend ratios while inducing a major shift in the retail market, with

large retailers gaining market share at the expense of medium-sized and small businesses.

American households and businesses have long benefited from the lowest gasoline and
diesel prices in the world, outside of some OPEC countries. Relatively cheap and abundant
motor fuel is not only a boon to American families, affording more disposable income for other
necessities, but it has also helped maintain our global industrial advantages by holding down

transportation costs. Historically, strong competition in the



The same study cited a case in Northern New Jersey where two independent retailers
dropped their prices by more than 10 cents a gallon when they saw cars lining up 10- and 15-
deep at a nearby Costco location. One of the operators reasoned he would be out of business if
he di v [I®wer his price to compete with Costco. At the same time, of course, his profit margin
dropped dramatically. On a global scale, if profit margins for small, independent retailers
continuetonarrow Jv }& & S} "u $§ SZ eyen¥noke]af khesk)businesses can be

expected to fail in coming years. Fewer small retailers, in turn, will mean higher fuel prices for



not predictable enough to motivate large retailers to invest the millions of dollars that would be
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On the other hand, if the RFS



