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Good Morning.  Thank you for asking AAA to participate in these proceedings.  I have brief statement that I hope will useful to the members of the committee and then I would be glad to try to answer any questions you may have.

First, a quick explanation of who we are and what we do: 

Established over 100 years ago, AAA of Northern California, Nevada and Utah strives to serve as a consumer advocate for our more than 4 million members and the entire community.

AAA began tracking gas prices in the mid-70’s as service to our members and the public. Our survey tracks 60,000 gas stations nationwide each day. The results are released to the public and the media.  

The price of gasoline, like few other consumer goods, seems to strike a raw nerve among many consumers.  No other consumer product’s price is displayed so prominently in public places.

When it comes to buying gasoline, many consumers feel they have few practical alternatives.  The majority of driving is not a matter of discretion.  People need to drive to get to and from work, to take their children to school and to go shopping.  For many, there are no other realistic or convenient options.  

For people who use a lot of fuel, like families forced to commute a long distance from their homes to their jobs in order to find affordable housing, a hike in gas prices can have a significant impact on the family budget.   It can mean the difference between being able to balance their checking account and going deeper into debt every month.  Or gas prices can influence their spending decisions, forcing consumers to cut back on other purchases so they have enough money to fill up their gas tanks. 

Unlike many consumer products, the cost of gasoline is subject to dramatic fluctuations.

Reviewing the data available on gas prices over the last three years, some patterns are apparent. Prices tend to increase in March and April. 

The seasonal increase in gas prices is generally attributed to the refineries switching their production over to the summer fuel blend. Supplies tend to decrease at that time as refineries use up their winter blend of gas before switching over to the summer blend.

This year, the trend began early, with significant increases in February, which is normally a time of year when we expect relatively stable prices.

During summer, we often see prices increase around the 4th of July weekend, which typically is one of the biggest holidays of the year in terms of automobile travel. 

Prices also tend to rise in late August/early September around Labor Day weekend, another holiday with large numbers of driving vacations. This typically marks the end of the season characterized by high fuel consumption. 

In general, prices in summertime tend to be higher than in winter, largely due to higher demand. Generally, prices tend to move up or down by less than 10 cents per month. California and Nevada, however, are susceptible to dramatic price swings when experiencing supply or distribution problems, or when crude oil prices change significantly.

Since 2000, here in Nevada, there have been 21 months when the price of a gallon of regular unleaded gasoline has changed by ten cents or more.  Nationwide, the average price has changed by ten cents or more 14 times during the same time period.  Nevada consumers have seen far more price volatility than residents of many other states.

The statewide average price per gallon in Nevada is usually among the highest in the nation.  Typically, only Hawaii and California residents pay more.  Right now, Nevada drivers are paying about 25 cents more than the national average.  

Here is a brief history of gas prices and what caused them to rise and fall over the last couple of years:  

In 2001: Prices rose leading into the summer months, then fell dramatically for the rest of the year as the slow economy resulted in decreased gasoline consumption and the price of crude oil fell. There was a price spike after the September 11th terrorist attacks. Some communities reported sporadic panic buying. Price gouging investigations were initiated in several states. Subsequently, prices declined.

In 2002: Prices went up as they usually do in the early spring, then remained steady throughout the summer due to strong supply levels. We did not see the usual decline in prices at the end of the summer. Energy analysts generally blamed increasing tensions with Iraq as one of the main forces pushing the price of crude oil upwards.

2003 was a particularly volatile year. Prices hit record highs throughout Nevada and California in late March. At that time, the statewide average in Nevada was $1.97 per gallon, an increase of 29 cents per gallon from the previous month.  Again, analysts largely attributed the situation to a rise in the price of crude oil. Crude hit nearly $40 per barrel in February during the build up to the war in Iraq. It was back to about $28 a barrel by mid-April and consumer gas prices also declined between April and May as a result.

In 2004: Gas prices have risen significantly since the beginning of the year.  Between January and May, the statewide average price for regular unleaded in Nevada increased by 58-cents a gallon, a jump of nearly 35-percent.  Again the high cost of crude oil seems to be the main cause of the price hike.

In response to mounting frustration and anger among consumers, AAA has been encouraging drivers to do what they can to fight back.  

First, we advise consumers to shop aggressively for the lowest price.  Many of us have fallen into the habit going to the same gas station when we need to fill up.  We may have shopped around when we first choose that gas station, but since prices change frequently, the cheapest station today could be the most expensive the next time your gas gauge is on “E.”  

While there is dubious value in traveling a long distance to save a few cents per gallon, there’s often a less expensive station that is equally convenient to the one where you normally fill up.  By simply paying attention to the posted prices at the gas stations you pass during your normal routine, you’ll know what a fair price is when you need fuel.

Second, don’t buy high-octane fuel if you don’t need it.  Fewer than ten percent of cars on the road need premium grade fuel, yet the mid-grade and premium grades of gasoline account for up to 30-percent of gasoline purchased by consumers.  

Many people buy the high-octane gas in the mistaken belief that it will enhance engine performance or increase the lifespan of their vehicle.  The best bet is to consult your owner’s manual and if the manufacturer does not specifically require you to use premium fuel, don’t buy it.  If you do, you’re just wasting your money.

Third, check your tire pressure inflation.  For every pound of pressure your tires are under inflated, you can lose up to two percent of your gas mileage.  Many people just look at their tires to gauge whether they are properly inflated.  You can easily be off by five pounds or more and your tires may appear to be just fine, but you could be using ten percent more gas than necessary.

Beyond these steps, what can we do about the problem? Any meaningful change would seem to have to address both supply and demand.

On the supply side of the ledger, AAA Northern California, Nevada and Utah would support plans that would increase domestic production, reserves and fuel distribution in order to increase the certainty that consumers will have a reliable source of transportation energy, as long as these steps could be undertaken in an environmentally responsible manner.  

Likewise, we would also back a reduction in dependency upon oil imports, again, in an environmentally responsible manner.  

In terms of reducing demand, we believe it is important to promote transportation energy efficiency and continue research in this area in order to provide of a wide variety of fuel-efficient technologies.  A wider range of options, including hybrid vehicles, would give consumers more choices when it comes to vehicle purchasing and use.  

We also support elimination of the oxygenate requirement for fuel. We believe that we can meet the requirements set by the Clean Air Act without being forced to use ethanol.  Cleaner emissions could be achieved by requiring a tougher performance standard rather than by insisting on a particular ingredient.

To summarize, we have seen a pattern emerge over the last few years: 

· Prices rise. 

· Consumers complain.  

· Politicians investigate.  

· Prices go down.  

· We shift our focus to other issues.  

· After a period of time, the cycle repeats.

As George Santayana wrote, “Those who cannot learn from history are doomed to repeat it.”  In some respects, history may serve as our guide in attempting to understand and ultimately solve this problem.  

At the onset of the oil embargo in the 1970’s, many Americans drove a car powered by a gas guzzling V8 engine.  By the end of the decade, the much more fuel efficient Honda Accord was one of the most popular cars in the U.S.  Spurred by popular demand, technology improved to meet the challenge of the times.  Perhaps it may again, but based on the pattern we’ve seen over the last couple of years, meaningful change may only take place after a more sustained period of unpleasantness, similar to what happened three decades ago.  

Unfortunately, there’s no quick fix to this problem.  If there was an easy answer, we would have found it a long time ago.  

At AAA of Northern California, Nevada and Utah, we believe today’s high gas prices underscore the need to keep exploring alternative fuels, step up conservation efforts, and implement a national energy policy that will meet our transportation needs-without sacrificing the environment.
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