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Cantwell: The Senate Committee on Commerce, Science and Transportation today is having a full
committee hearing on ensuring transparency in the petroleum markets. We will hear from Mr. Robert
McCullough, Principal of McCullough Research from Portland, Oregon. And Ms. Kathleen Sgamma,
President of Western Energy Alliance from Denver, Colorado. Welcome to you both.

| want to welcome our witnesses because | think this issue of ensuring transparency in petroleum
markets is of the utmost importance. Surging petroleum prices are wreaking havoc with American
households’ budgets and threatening our nation's post pandemic recovery and global competitiveness.

In the state of Washington, many of my constituents are still paying close to S5 a gallon at the pump and
even though prices have fallen 11% last month.

For some mysterious reasons, the sticker shock in California is even worse. Many drivers in the Golden
State are shelling out $S6 or more [a gallon] to fill up ... their cars and trucks. Diesel fuel, the bedrock of
our nation's supply chain, is also having great impacts. A few weeks ago, we saw the highest diesel
prices ever. Prices dropped a bit recently, but nationwide, they're still recovering from an overall five
gallon where we are today. This means it can cost a trucker over $1,000 to fill up their rig.

As Senator Cruz knows from the Aviation subcommittee, jet fuels have also climbed to record levels,
hitting air carriers and travelers with steep increases just as the industry is starting to recover from the
pandemic shut down.

I'd like to acknowledge up front that the world oil prices are at record levels. There are a lot of
compounding reasons for that -- Russia's despicable attack on Ukraine, a post-pandemic demand surge
and an atrophied supply chain, and OPEC’s cartel refusal to help boost production.

Speaking of OPEC, | hope everyone on this dais knows that it has monopolies and that it will be able to
dictate how much we continue to pay for oil. That is as long as we remain addicted to that oil.

As President George W. Bush concluded back in 2006, cartel members like Saudi Arabia, Russia and Iran
will continue to have America by the throat, no matter how much more we produce at home, even
when we drill and every last inch of our country.

But this hearing today is not about world oil prices; it is [not] about how much oil or how much oil we
could have been producing; or canards about supposed impact of trans-continental pipelines never
built; or red herrings about bypassing environmental laws. None of those are the issues of the hearing,
or even really in our jurisdiction. And that's why we're trying to focus on our committee's jurisdiction.


https://www.youtube.com/watch?v=q0qTjvqF2RI

What this hearing is about is the mysterious middle of the gas market. This is what is shown on the chart
behind me. So we're not we're not talking about the world oil price, or, we're not talking about what
happens at the individual retailers.

This is not about the crude oil, that does account for about half of the cost of a gallon of gas. That is set
at world markets. Nor are we talking about local gas stations because many of them are small
businesses who are owners who take a lot of heat from the angry drivers. Because the reality is the gas
stations are price takers and operate on thin margins, no matter what the retail price of petroleum is.

This hearing is about this mysterious middle of the supply chain, how we can shine a light on the black
box to expose any anti-competitive dark trading, making sure there aren't a bunch of ‘smart guys in the
room’ hurting consumers because they think we can't figure out what is happening when there is a lack
of transparency.

We have seen this show before. Americans have the right to know why one of our most important
commodities doesn't have the right amount of proper transparency and oversight. It doesn't seem right
to me that we should have more transparency on a product like wheat or corn than we would on oil.

There is of course nothing new about bad actors artificially impacting shortages or supplies. The Grain
Futures prohibited manipulation of grain prices as early as 1922. And there are many schemes about this
throughout our history. One of our witnesses, Robert McCullough, played a key role in blowing the
whistle on Enron's trading energy schemes during the West Coast energy crisis.

Congress took action and after that crisis. In 2005, we empowered the Federal Energy Regulatory
Commission (FERC) with the authority to make electricity and natural gas markets more transparent.

And we continued to push that. We see today that these there are still bad actors doing these activities
— [FERC has enforced] a billion dollars in fines and discouragements from return of these ill-gotten gains
to help consumers.

My opinion is we now need to do the same thing on opaque petroleum markets.
Congress in 2007 gave this identical authority to the FTC.

So today, | hope to ask our witnesses about this. This is something that we would like to see -- the FTC
[to] be the watchdog on this issue and be more aggressive in protecting consumers.

| want to thank Ranking Member Wicker for pushing the FTC to try to find out what they've been doing
on this issue.

That is why today we are also sending a letter from my West Coast colleagues urging the commission to
investigate abnormally high West Coast prices. And we're working on legislation to give the FTC more
authority and access to data so that we can properly police these markets.

The bottom line is fair markets are not mysterious. Fair markets are transparent. And | hope that we
can have these issues discussed today, as members of the Committee know how important these prices
are to their consumers.



Question and Answer Round 1 with the Witness:

[VIDEO] [AUDIO]

CANTWELL: Thank you very much. We'll now go to the questioning of the witnesses. And Mr.
McCullough, | want to drill down on what you are saying about this gaping hole. Because we in the West
obviously have always looked at this issue, Washington, Oregon, and California, just because we are, as
people have always said, an isolated West Coast market. So we've tracked these issues for a long time.

And during the Enron crisis, a lot of people have blamed it for a long time on environmental issues. They
kept saying it's all about environmental issues when in reality, it didn't turn out to be about
environmental issues. It turned out to be about a lack of transparency and energy traders who took
advantage of schemes to manipulate supply.

In very tight markets, obviously, this is when you have to be concerned about these issues. You're saying
you see something now in West Coast prices that are not about supply and demand. And you're saying
that this benchmark price index is a very important tool for settling the price. Could you explain that and
why there isn't a lack of transparency?

MCCULLOUGH: Well, first of all, the West Coast's gasoline prices relate to the Brent price, not to the US
WTI price. WTI, for people who are new to this, simply means our heartland. And that's Cushing, where
it is in the Anadarko Basin. And we're now talking about wildcatter companies, generally smaller and at
the moment difficult to finance further drilling.

But the reality in the West Coast is that we buy our oil on the world markets. It is processed by refineries
in Washington state and California. Now, | gave a lecture on this at the university last year on where do
prices come from.

And unfortunately, prices are not issued magically the way they appear in a textbook. They have to be
reported. And we report our commodity prices in world markets in two different ways.

We either have them in very well-regulated exchanges, like the Chicago Board of Trade, NYMEX, ICE, etc.
A lot of surveillance there, the rules are well understood, and everything is generally properly reported
and works efficiently for the U.S. economy.

That's not true everywhere. We also rely on newsletters. Now, these are actually quite often very well
run. It's not as if the newsletters are evildoers, they aren't. But this is a voluntary process, the algorithms
are often not public.

The newsletters collect transactions, generally by voluntary submissions, and then generate an index.

Now that index then wanders through an entire economic process. So the refinery price to the
middleman, the racks, depends on the index; quite often the price to the gas station, especially if it
belongs to a major producer, depends on that index. It's literally written into the contract.

On the West Coast, we have one major price reporting agency. They’re called the Qil Price Information
Service. Been there for many years. Very effective, very interesting, central to the operation of the
industry.


https://www.cantwell.senate.gov/download/04052022-commerce-qanda-video-
https://www.cantwell.senate.gov/download/04052022-commerce-qanda-audio

In 2012, Ms. Cantwell, certainly Mr. Wyden, Ms. Feinstein, looked into that. We wrote reports at that
period. | appeared in hearings during that period. And we identified that there were sudden shifts in
that didn't seem to match fundamentals at all.

October 1, 2012, we had a 50-cent increase in that index. No one ever could understand why that index
changed. We had similar results in 2015. And then we had some last month.

Now, in a perfect world, the FTC would subscribe to that newsletter. My information is they don't. In a
perfect world, the FTC would have experts that would understand the algorithm that OPEC chooses to
go from transactions to prices.

And bear in mind, this isn't an economics textbook. This is the real world where that algorithm drives
real dollars from real consumers’ pockets to traders’ profits, and that is a serious issue we discovered
with Enron and their counterparties in 2003 with a FERC final report.

CANTWELL: Your time is about up, but so you see anomalies? You think, in the information you're
looking at in those indexes — now, you see anomalies that you don't think are supply and demand?

MCCULLOUGH: Absolutely, there's a wide differential at the moment.

CANTWELL: Thank you.



Question and Answer Round 2 with the Witnesses and Closing:

VIDEO

CANTWELL: The very issue that there isn't transparency in this particular aspect of the market at the
petroleum level. To Ms. Lummis’ line of questioning, so you're saying that the price discovery that is
supposed to be in a market as it relates to the post-refinery product, that there is an opaqueness to the
market that we don't actually understand what those trades are. No one is looking at those trades. Is
that right, Mr. McCullough?

MCCULLOUGH: | do, and | think Senator Lummis illustrated that very well. She asked a series of
completely reasonable questions, all of which indicated that this was a bit of a mystery to her as well.
And | don't disrespect her for it. It is a mystery.

She asked, where did WTI and Brent come from? Those are worldwide markets; they're dominated by
bad actors. Saudi and Russia certainly are two actors who we worry about. So we don't have much
discovery in that. We probably never will. Everyone in the industry believes the Russians and the Saudis
are never truthful about their activities. That's fine. But when we get to our shores, we're benefited by
knowing more. And with many citizens wondering where these numbers come from, it's well within our
abilities to be able to answer it.

I've worked for the FTC on some of the previous investigations. And quite bluntly, they've started from
scratch. And that's a terrible place to start. They did not have the data. I've been told, | can't prove it,
but I've been told the FTC does not get a copy of the OPUS newsletter. That's disgraceful. | don't know
why that would be. They certainly need that, any analyst does. So these are things we can fix very easily.
And we can give citizens that answer.

CANTWELL: So I'm concerned that in the flavor of today's hearing that people are, it reminds me so
much of the Enron discussion. It literally took until we had the traders on a tape saying what they had
done. People used all the same things that they're saying today. So the fact is, the FTC doesn't collect or
look at this data, is that correct?

MCCULLOUGH: Well, they have no way to do it unless they actually go for full bore investigation and
subpoenas. And the fact is that the number of documents is enormous. In other contexts, I've been
through three and a half million documents on some of these issues. This is not something you pick up
one morning in an investigation. This requires ongoing transparency so you know where to look.

The only reason we got through the manipulations on electricity natural gas is that Enron employed
some of the most incompetent traders known to man. And if they had not been singing songs about
raping customers, and burning fires, possibly we would never have had the political will to get the
transparency we have in those markets.

Now, | do not believe there is a single major company in America that would employ traders that stupid
ever again, for obvious reasons. But the fact is, we need that. We need it in all of our commodities. We
have it in almost all of our commodities, except for this gaping hole in the center in oil and gasoline. Not
hard to fix, certainly beneficial.

If Senator Cruz and the other senators here are doubting that there is any, we'll prove it. They'll be right.
And I'll be satisfied. But if, as we expect, we do see anomalies, we should get to the bottom and
reassure our citizens.


https://youtu.be/CfUj_RCyXNM

CANTWELL: And you see some anomalies that concern you now about the West Coast market?

MCCULLOUGH: We certainly [do], when the price kept rising in California and the oil price was falling.
That was a unique circumstance. And that didn't happen just one day, that went on for much of March.

CANTWELL: The FERC authority that has existed, basically, | believe, has found something like a billion
dollars in fines and discouragement. Some of them are the very sector that also was involved in this
sector of energy. Are you amazed that it still goes on today?

MCCULLOUGH: Not at all. You know, some of these scams are so tempting to a trader that he's willing to
take the risk and the returns are enormous. We don't disbar traders for having bad acts. Sometimes
they'll be forbidden by the CFTC to trade for a while.

But it's interesting in Texas when we were reviewing a market manipulation issue, and we found an
Enron trader playing the same games years later. So there's nothing for it. We just need to have the
facts out there so that we know what to do with it. And it's not difficult. And we do it everywhere else.

CANTWELL: I'd like to thank the witnesses for being here today. | think our colleagues, | had hoped we'd
have a little bit more discussion on transparency. But | know this is a very important subject to
everybody and we'd like to get answers about how to move forward.



