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The Case for Eliminating Zone Pricing in California
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By: Bob van der Valk

Just a month ago I predicted that major oil companies would once again be raising their gasoline prices in California up to the average $2 per gallon mark by March this year.  Unfortunately for the California gasoline consumers, the news I have today is bleak.  In the next two weeks, we will surpass the highest level of pricing previously reached of $2.15 per gallon in the middle of March 2003.  This time, we will go all the way up to $2.35 per gallon by the middle of March.  I am basing this opinion on the fact we are currently already paying that much for gasoline at the wholesale level as well the spate of refinery production problems that have caused supply interruptions to occur in the last week.

Last year, four out of the thirteen refineries producing gasoline were still able to blend MTBE as the oxygenate of choice for gasoline sold in California.  This year, we have been left with no choice but to blend alcohol as the oxygenate of choice in gasoline per the Federal EPA Clean Air Mandate.  Our current gasoline production is ten per cent below demand with no help coming to our rescue any time soon via importing gasoline from domestic refineries in the United States or from foreign countries.  That was done on a regular basis in the years prior to 2003. Now, because we have such a special recipe for the formulation of gasoline that can only be used in California, most of the other refiners in the world have balked at making gasoline to our special formulation.

California gasoline consumers are stranded on a “Boutique Fuels Formulation Island” of their own making and now must rely on the seven major oil companies operating thirteen refineries in California to sell them their much-needed gasoline at a fair price.

That leaves us with the pricing system for gasoline currently used by six of the major oil companies supplying ninety percent of the gas stations in California.  The system of zone pricing causes gasoline to shoot up like a rocket in the up market and drift down like a feather in the down market as was graphically shown in last year's two major prices spikes.  The major oil companies use Dealer Tank Wagon prices for gasoline in order to control prices in a specific geographic zone.

The petroleum industry uses four price categories for wholesaling refined gasoline.  The first is the "rack" price, which is what the independent petroleum marketers like Cosby Oil pay at the refinery or terminal supplied by the major oil company refineries, and is typically picked up by their tankers at those locations.  The second is a "bulk" price charged for deliveries by pipeline in which traders and brokers deal with major oil companies who have surpluses.  The third is the "spot" price, which is the price charged for deliveries not scheduled in advance.  Last, but certainly not least, is the "Dealer Tank Wagon" or DTW price at which 95% of the gasoline in California is sold to the service station by tanker truck at the time of making the delivery.

The simplest explanation I can give on how DTW prices are established by major oil companies is:  "They are the prices for gasoline set by them at what the market will bear at the time of delivery to each of their locations in different geographic areas of their marketing area".

A study of DTW pricing behavior is currently underway by Professor Justine Hastings at Yale University with funding from the National Science Foundation.  This will be the first independent study to date of DTW pricing and its effects on competition in the market.  A summary of the findings will be released later this spring when the study will be published.  Some preliminary indications agree with my assessment that the large majority of branded stations pay DTW prices, not the rack price for their gasoline deliveries.

The DTW pricing information is not made available to the media or general public and can only be obtained by subscribing to a retail price data gathering company.  The California Energy Commission has been unable to obtain this vital pricing data in order to accurately report the branded prices in their “Estimated 2004 Gasoline Price Breakdown & Margins Detail” report on their website.  This causes the breakdown and inaccurate reflection that dealers are sharing in the opportunistic profits being enjoyed by the major oil companies in this time of short supply.


There is a Standard Oil Company "Oil Tank Wagon" that was pulled by horses on display at the Travel Town exhibit in Griffith Park - Los Angeles.  It dates from 1895 and has a caption next to it that reads:

"Another specialized freight wagon, the Oil Tank Wagon, was designed to carry 300 to 1,000 gallons of oil.  The tanks placed on a wagon like this could actually be used for many types of liquids.  Fitting the description of freight wagon, this Oil Tank Wagon has side and cross platform springs and a "fifth wheel".
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Unbelievably, the major oil companies in California are still using this antiquated method of delivering and pricing gasoline today, minus the horses. 

Bob van der Valk is the Bulk Fuels Manager for Cosby Oil Company in Santa Fe Springs, California - an independent petroleum marketer.  He is a gasoline pricing analyst and can be contacted at (562) 236-1949 or by e-mail at:  tridemoil@aol.com.  His viewpoints on the California petroleum industry are posted on the 4VQP.COM website.    


