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If	
  you	
  saw	
  this	
  cover	
  page	
  
from	
  	
  a	
  report	
  by	
  the	
  

Renewable	
  Fuels	
  AssociaBon,	
  
you	
  might	
  have	
  become	
  
immediately	
  alarmed.	
  	
  

	
  
Terminology	
  like	
  “monopoly”,	
  

“Big	
  Oil”,	
  “covertly”	
  and	
  
“blocks	
  the	
  sale”	
  is	
  designed	
  

to	
  get	
  your	
  aJenBon.	
  



Here’s	
  the	
  anomaly	
  the	
  
Renewable	
  Fuels	
  AssociaBon	
  
noBced,	
  and	
  headlined	
  in	
  their	
  

report.	
  
	
  
	
  

They	
  saw	
  that	
  an	
  
independently-­‐branded	
  

staBon	
  was	
  four	
  Bmes	
  as	
  likely	
  
to	
  sell	
  E85	
  ethanol	
  fuel	
  than	
  
one	
  of	
  the	
  Big	
  Five	
  majors.	
  



ARer	
  invesBgaBng,	
  here’s	
  
what	
  RFA	
  alleges	
  —	
  a	
  

carefully-­‐designed	
  8-­‐point	
  
scheme	
  to	
  keep	
  higher	
  

ethanol	
  blends	
  out	
  of	
  the	
  
hands	
  of	
  consumers.	
  

	
  
Methods	
  alleged	
  include	
  

seUng	
  contract	
  minimums,	
  
labeling	
  requirements,	
  

display	
  limits,	
  adverBsing	
  
restricBons,	
  and	
  

infrastructure	
  burdens.	
  

The	
  pracBcal	
  result,	
  
says	
  RFA,	
  is	
  a	
  big	
  
differenBal	
  in	
  a	
  
retailer’s	
  willingness	
  
to	
  carry	
  E15	
  or	
  E85.	
  



Can	
  the	
  problem	
  be	
  
remedied?	
  RFA	
  says	
  yes.	
  But	
  

they	
  call	
  for	
  Federal	
  
invesBgaBons	
  as	
  well	
  as	
  
further	
  investment	
  in	
  

educaBon	
  and	
  infrastructure	
  
to	
  remedy	
  the	
  access	
  

problem.	
  
	
  
	
  

Meanwhile,	
  powerful	
  allies	
  on	
  
Capitol	
  Hill	
  have	
  already	
  started	
  
the	
  ball	
  rolling,	
  vis-­‐a-­‐vis	
  
invesBgaBons	
  by	
  the	
  Federal	
  
Trade	
  Commission.	
  
	
  
	
  



You	
  might	
  ask	
  –	
  “How	
  much	
  
of	
  this	
  is	
  poliBcal	
  

grandstanding?”	
  ARer	
  all,	
  
the	
  FTC	
  already	
  agreed	
  last	
  

summer	
  to	
  start	
  an	
  
invesBgaBon	
  into	
  anB-­‐
compeBBve	
  pracBces	
  at	
  

gasoline	
  staBons.	
  
	
  
	
  

In	
  case	
  you	
  are	
  wondering,	
  the	
  
FTC	
  didn’t	
  exactly	
  sit	
  on	
  the	
  
request.	
  Only	
  four	
  days	
  elapsed	
  
from	
  the	
  original	
  request	
  unBl	
  
the	
  FTC	
  announcement.	
  



RFA	
  got	
  a	
  lot	
  of	
  inspiraBon	
  
for	
  this	
  current	
  wave	
  of	
  

acBvity	
  from	
  an	
  influenBal	
  
report	
  by	
  AJW	
  that	
  

circulated	
  around	
  the	
  
industry	
  this	
  spring,	
  Btled	
  

“E85:	
  A	
  Tale	
  of	
  Two	
  
Markets”	
  —	
  which	
  

uncovered	
  the	
  disparity	
  
between	
  oilco-­‐branded	
  and	
  
independent-­‐staBon	
  E85	
  

adopBon.	
  
	
  
	
  

Perhaps	
  most	
  alarmingly,	
  AJW	
  
found	
  that	
  rising	
  RIN	
  prices,	
  
which	
  are	
  supposed	
  to	
  
incenBvize	
  lower	
  E85	
  prices	
  and	
  
renewable	
  fuel	
  adopBon,	
  were	
  
only	
  doing	
  so	
  at	
  independents.	
  



AJW	
  found	
  that	
  80%	
  of	
  E85	
  
outlets	
  were	
  independents,	
  

though	
  independents	
  
represent	
  only	
  50%	
  of	
  the	
  

retail	
  market.	
  
	
  
	
  

The	
  state	
  by	
  state	
  gap	
  could	
  be	
  
dramaBc.	
  In	
  Ohio,	
  AJW	
  found	
  
that	
  92%	
  of	
  E85	
  retailers	
  were	
  
independents,	
  and	
  they	
  were	
  
selling	
  E85	
  at	
  nearly	
  a	
  20%	
  
discount	
  to	
  major	
  oilco	
  brands.	
  



In	
  its	
  report,	
  RFA	
  based	
  some	
  of	
  its	
  
allegaBons	
  around	
  restricBons	
  imposed	
  
by	
  	
  petroleum	
  markeBng	
  agreements	
  —	
  
and	
  we	
  see	
  some	
  of	
  the	
  mechanisms	
  in	
  

this	
  Phillips	
  66	
  ethanol	
  guideline	
  
document	
  released	
  last	
  year.	
  

	
  
If	
  Phillips	
  66	
  makes	
  flex-­‐fuels,	
  the	
  
retailer	
  is	
  obligated	
  to	
  buy	
  them	
  
from	
  Phillips	
  –	
  ensuring	
  that	
  
Phillips	
  66	
  has	
  a	
  throJle	
  to	
  apply	
  
on	
  demand,	
  by	
  seUng	
  the	
  
wholesale	
  price.	
  
	
  

The	
  retailer	
  can	
  only	
  subsBtute	
  
a	
  higher-­‐ethanol	
  blend	
  such	
  as	
  
E85	
  for	
  mid-­‐grade	
  gasoline,	
  not	
  
premium.	
  E85,	
  at	
  105	
  octane,	
  is	
  
generally	
  most	
  compeBBve	
  with	
  
91-­‐octane	
  premium	
  fuels	
  that	
  
typically	
  cost	
  20	
  cents	
  more	
  per	
  
gallon	
  at	
  retail.	
  

The	
  retailer	
  cannot	
  keep	
  and	
  
sell	
  RINs.	
  Those	
  go	
  back	
  to	
  
Phillips	
  66.	
  



Are	
  major	
  oilcos	
  taking	
  the	
  RINs	
  
in	
  order	
  to	
  provide	
  discounts	
  to	
  

retailers	
  and	
  consumers?	
  	
  
	
  

Apparently	
  not.	
  As	
  this	
  chart	
  
from	
  the	
  Iowa	
  Renewable	
  Fuels	
  
AssociaBon	
  shows,	
  E85	
  blends	
  

vary	
  tremendously	
  from	
  
wholesaler	
  to	
  wholesaler,	
  
despite	
  the	
  same	
  basic	
  
commodity	
  costs	
  for	
  all.	
  

AJW	
  found	
  that	
  —	
  despite	
  more	
  
than	
  a	
  40%	
  difference	
  between	
  
the	
  price	
  of	
  wholesale	
  E85	
  and	
  
wholesale	
  gasoline	
  in	
  Iowa,	
  
major	
  oilcos	
  were	
  offering	
  less	
  
than	
  15%	
  discounts	
  on	
  E85	
  
prices	
  in	
  Iowa	
  this	
  past	
  spring,	
  
compared	
  to	
  E10	
  gasoline.	
  	
  



Are	
  refiners	
  paying	
  for	
  RINs	
  and	
  
blenders	
  pockeBng	
  them?	
  

Leaving	
  the	
  consumer	
  with	
  more	
  
expensive	
  fuel,	
  and	
  liJle	
  or	
  no	
  
parity-­‐priced	
  E85	
  available	
  to	
  
drive	
  renewable	
  fuel	
  adopBon?	
  

	
  
	
  

Iowa	
  State	
  professor	
  Bruce	
  
Babcock	
  thinks	
  so.	
  In	
  explaining	
  
the	
  data	
  to	
  the	
  Digest,	
  he	
  noted	
  
that	
  “It	
  seems	
  like	
  it	
  is	
  a	
  good	
  
strategy	
  to	
  emasculate	
  the	
  RFS	
  
but	
  those	
  opposed	
  to	
  it.”	
  
	
  
But,	
  he	
  notes	
  there	
  is	
  “liJle	
  
incenBve	
  right	
  now	
  for	
  
compeBBve	
  pricing	
  of	
  E85.”	
  



Is	
  it	
  simply	
  the	
  case	
  that	
  E85	
  is	
  a	
  
“failed	
  fuel”	
  and	
  “consumers	
  
don’t	
  want	
  it”,	
  or	
  is	
  price	
  at	
  the	
  

heart	
  of	
  it?	
  Evidence	
  from	
  
Minnesota	
  offered	
  by	
  the	
  state	
  
government	
  and	
  charted	
  by	
  
noted	
  economist	
  Phil	
  Verlager	
  
suggests	
  that	
  there	
  is	
  a	
  strong	
  
correlaBon	
  between	
  E85	
  price	
  

and	
  demand.	
  
	
  

Despite	
  the	
  elasBc	
  demand,	
  the	
  
Minnesota	
  price	
  forE85	
  never	
  
drops	
  to	
  the	
  point	
  where	
  E85	
  
(which	
  has	
  a	
  lower	
  energy	
  

density	
  than	
  gasoline)	
  reaches	
  
the	
  25%	
  discount	
  to	
  gasoline	
  
that	
  equates	
  to	
  the	
  same	
  cost-­‐

per-­‐mile.	
  
	
  
	
  Does	
  E85	
  get	
  a	
  fair	
  shot	
  in	
  the	
  

US	
  market	
  based	
  on	
  wholesale	
  
prices	
  for	
  ethanol	
  and	
  gasoline?	
  
Not	
  really.	
  Despite	
  a	
  30%	
  
discount	
  between	
  the	
  
wholesale	
  price	
  of	
  ethanol	
  and	
  
gasoline,	
  E85	
  averages	
  a	
  17.5%	
  
price	
  discount	
  across	
  the	
  US,	
  
according	
  to	
  E85prices.com.	
  



According	
  to	
  economist	
  Phil	
  Verleger,	
  
the	
  share	
  could	
  go	
  from	
  less	
  to	
  5%	
  to	
  
20%	
  in	
  Minnesota	
  if	
  the	
  E85/E10	
  price	
  
raBo	
  fell	
  to	
  around	
  0.75.	
  That’s	
  in	
  line	
  
with	
  the	
  current	
  differenBal	
  between	
  
wholesale	
  ethanol	
  and	
  gasoline	
  prices.	
  

	
  
	
  
	
  

But	
  Minnesota	
  does	
  not	
  equate	
  to	
  
the	
  US.	
  
	
  
SBll	
  Verlager	
  projects	
  that	
  naBonal	
  
E85	
  demand	
  would	
  reach	
  between	
  
3-­‐4%	
  market	
  share	
  if	
  it	
  were	
  priced	
  
based	
  on	
  today’s	
  actual	
  wholesale	
  
ethanol	
  and	
  gasoline	
  costs.	
  That	
  
equates	
  to	
  almost	
  5	
  billion	
  gallons	
  of	
  
renewable	
  fuels	
  —	
  more	
  than	
  $10B	
  
in	
  sales.	
  



Independents	
  see	
  an	
  opportunity	
  
where	
  the	
  majors	
  see	
  markeBng	
  hell.	
  

	
  
Murphy	
  USA	
  is	
  now	
  offering	
  E15	
  and	
  
E85	
  at	
  its	
  Indianola,	
  Iowa	
  locaBon.	
  The	
  
fueling	
  site	
  is	
  the	
  first	
  of	
  seven	
  Murphy	
  
USA	
  locaBons	
  in	
  Iowa	
  to	
  begin	
  offering	
  
these	
  higher	
  ethanol	
  blends.	
  By	
  the	
  end	
  
of	
  summer,	
  E15	
  and	
  E85	
  will	
  also	
  be	
  
available	
  at	
  Murphy	
  USA	
  locaBons	
  in	
  

Clinton,	
  Davenport,	
  Fort	
  Dodge,	
  Mason	
  
City,	
  Newton,	
  and	
  Sioux	
  City,	
  Iowa.	
  

	
  



What	
  about	
  other	
  high	
  ethanol	
  blends?	
  
A	
  2005	
  EPA	
  report	
  found	
  that	
  30%	
  
ethanol	
  blends,	
  in	
  engines	
  opBmized	
  
for	
  ethanol’s	
  properBes,	
  would	
  gain	
  
10-­‐12%	
  in	
  engine	
  efficiency	
  —	
  more	
  
than	
  offseUng	
  the	
  8%	
  loss	
  in	
  energy	
  

density	
  that	
  E30	
  would	
  have	
  compared	
  
to	
  gasoline.	
  The	
  engine	
  they	
  tested	
  was	
  
a	
  1.9	
  liter,	
  4-­‐cylinder	
  (modified)	
  diesel	
  
engine	
  with	
  19.5:1	
  compression	
  raBo.	
  	
  

	
  
Standard	
  gasoline,	
  at	
  that	
  high	
  

compression,	
  would	
  start	
  to	
  detonate	
  
prematurely	
  and	
  cause	
  engine	
  knock.	
  
But	
  ethanol’s	
  high	
  octane	
  raBng	
  means	
  
that	
  it	
  easily	
  tolerates	
  the	
  condiBons.	
  

	
  

What	
  would	
  that	
  mean	
  for	
  
consumers	
  driving	
  flex-­‐fuel	
  vehicles?	
  
If	
  real-­‐world	
  results	
  equated	
  the	
  lab	
  
tests,	
  E30	
  would	
  cost	
  26	
  cents	
  less	
  
per	
  gallon	
  at	
  the	
  pump	
  (if	
  priced	
  
according	
  to	
  wholesale	
  costs),	
  and	
  
do	
  2-­‐4%	
  beJer	
  on	
  cost-­‐per-­‐mile.	
  



Are	
  E85-­‐opBmzed	
  engines	
  just	
  R&D	
  
playtoys?	
  Hardly.	
  

	
  
Cummins	
  this	
  week	
  announced	
  the	
  

ETHOS	
  2.8L	
  engine	
  over	
  the	
  past	
  two-­‐
and-­‐a-­‐half	
  years,	
  demonstraBng	
  that	
  

this	
  technology	
  is	
  capable	
  of	
  far	
  
exceeding	
  the	
  50-­‐80	
  percent	
  CO2	
  

reducBons.	
  	
  
	
  

The	
  Cummins	
  ETHOS	
  2.8L	
  is	
  designed	
  
specifically	
  to	
  use	
  E-­‐85,	
  a	
  clean-­‐burning	
  
blend	
  of	
  85	
  percent	
  ethanol	
  and	
  15	
  

percent	
  gasoline.	
  To	
  take	
  full	
  
advantage	
  of	
  the	
  favorable	
  combusBon	
  
aJributes	
  and	
  potenBal	
  of	
  E-­‐85,	
  the	
  
engine	
  operates	
  at	
  diesel-­‐like	
  cylinder	
  
pressures	
  and	
  incorporates	
  advanced	
  
spark-­‐igniBon	
  technology.	
  It	
  delivers	
  
the	
  power	
  (up	
  to	
  250	
  hp)	
  and	
  peak	
  

torque	
  (up	
  to	
  450	
  lb-­‐R)	
  of	
  gasoline	
  and	
  
diesel	
  engines	
  nearly	
  twice	
  its	
  2.8-­‐liter	
  

displacement.	
  
	
  



For	
  more	
  on	
  the	
  story,	
  	
  
follow	
  us	
  at	
  biofuelsdigest.com,	
  	
  

or	
  on	
  TwiJer	
  at	
  bdigest.	
  
	
  


