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SUMMARY

Proposed Motion 2015-0067 would request a report on county projected fuel savings resulting from fuel price declines.

The region and the nation have witnessed substantial reductions in the costs of motor vehicle and other fuels.  King County is a major user of fuels of various types, most notably to power its transit fleet.  Major users throughout the nation are reporting significant savings resulting from reductions in fuel costs.  Proposed Motion 2015-0067 requests the Executive to prepare a report on potential savings that may result from such cost reductions associated with county government operations.

BACKGROUND

The purchase price for motor vehicle fuels and heating oil have declined substantially since late 2014, to the lowest levels since the depths of the Great Recession. The price of gasoline at the pump averages $2.19/gallon (2/09/15) nationally, compared to a $3.50/gallon national average price in August 2014. Diesel prices are down to $2.83/gallon (2/09/15) from $3.85 (8/04/14).

Figure 1.  Regular Gasoline Retail Prices National
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US Energy Information Administration—Short Term Energy Outlook
Figure 2.  Regular Diesel Retail Prices National
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US Energy Information Administration—Short Term Energy Outlook

The local price of gasoline for the Seattle-area market has also declined to approximately $2.39 currently. Within that average, prices may be significantly lower or higher at local stations; the numbers below represent average prices.  

Table 1.  Seattle-Bellevue-Everett Gasoline Price Averages 
	
	Regular
	Mid
	Premium
	Diesel

	Year Ago
	$3.390
	$3.503
	$3.617
	$4.008

	Month Ago
	$2.512
	$2.649
	$2.749
	$3.170

	Current
	$2.389
	$2.502
	$2.602
	$2.933

	Yesterday
	$2.364
	$2.479
	$2.580
	$2.922

	Week Ago
	$2.290
	$2.417
	$2.507
	$2.885


AAA Daily Fuel Gauge Report

It is noteworthy that the price decline has impacted a range of fossil fuel types, including gasoline, jet fuel, diesel, and home heating oil.  

Table 2.  US Energy Information Administration Short Term Energy Outlook
	DESCRIPTION
	UNITS
	2011
	2012
	2013
	2014
	2015

	Heating Oil Retail Price, U.S. Average
	cents/gallon
	365.7
	378.6
	378.3
	373.4
	274

	Diesel Fuel Retail Price, U.S. Average
	cents/gallon
	385.3
	397.1
	392
	382.9
	283

	Jet Fuel Refiner Price to End Users
	cents/gallon
	305.3
	310.3
	298.4
	277.3
	179

	Gasoline (Regular) Retail Price, U.S. Average
	cents/gallon
	352.6
	362.7
	350.6
	336.3
	233

	Imported  Crude Oil Price
	dollars/barrel
	102.58
	101.1
	98.12
	89.39
	51.6

	West Texas Intermediate Crude Oil Price
	dollars/barrel
	94.86
	94.12
	97.91
	93.26
	55




Energy analysts have identified a number of primary drivers of the fuel price decline.  Frequently cited on the supply side are the reluctance of OPEC to intervene with action to stabilize markets, a significant increase in United States domestic oil production, as well as increasing Canadian and Iraqi production, and continuing Russian oil production.  

Meanwhile, oil demand is being impacted by flagging economies in Europe and the developing world, while motor vehicles are becoming more fuel efficient.  

While the direction of oil prices over the next two years cannot be known with certainty, energy analysts have offered projections regarding anticipated price direction.  In sum, the US Energy Information Administration expects that the price of regular gasoline at the pump will be at just above 2.50 a gallon at the end of 2016, and does not anticipate that the price of regular grade gasoline will climb above $3.00/gallon over the next two years.  

Figure 3. Forecast crude oil and gasoline prices
		Dollars per gallon					Dollars per barrel
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These cost reductions have positively benefited both the average consumer—primarily through reduced driving costs—as well as major fuel-reliant businesses and industry.  Delta Airlines and Southwest Airlines have both reported projected fuel savings of over $1 billion for 2015, according to published reports.

King County Government Fuel Usage Estimates

King County’s use of fuel is highly variable by agency. In 2010, the county published the 2010 Energy Plan, which included descriptions of energy use by agency in years immediately preceding.  As can be seen from the graph below, the Transit Division is by far the largest user, driven by its regional transportation mission.  




Figure 4.  King County Divisional Energy Use
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In terms of gallons of use across various fuel types, county agencies, again, vary significantly according to mission. Some agencies do not have a mission that involves motor vehicle utilization as an operational resource in support of the agency function, and thus show little operational fuel use. Also, agencies receive employee vehicle services through Fleet Administration, so fuel use incidental to operational support functions appears in the table below in Fleet.

Table 3.  King County Agency Fuel Usage (in gallons) -- 2010 Energy Plan
	
	Propane 
	Heating Oil 
	Gasoline 
	Diesel 
	Jet Fuel
	Total

	Parks
	
	3,251
	
	
	
	

	Solid Waste
	
	19,346
	37,211
	956,874
	
	

	WLRD
	
	0
	
	
	
	

	Wastewater 
	174,040
	0
	55
	318,899
	
	

	Fleet 
	
	
	1,285,962
	440,163
	
	

	Airport
	
	
	19,889
	6,358
	
	

	Road Services
	
	
	
	
	
	

	Metro Transit
	
	
	1,082,424
	11,619,193
	
	

	DAJD
	
	
	
	
	
	

	DCHS
	
	
	
	
	
	

	Executive Services
	
	
	
	
	
	

	GA
	
	
	
	
	
	

	Public Health
	
	
	47,845
	16,823
	
	

	Sheriff
	
	
	44,922
	2,053
	30,249
	

	Totals
	174,040
	22,597
	2,518,307
	13,360,363
	30,249
	16,105,556



Fuel Cost Projections in 2015-16 Biennial Budget

In developing the biennial County budget, some agencies (Transit, Marine, Solid Waste, EMS, and Wastewater Treatment) rely on fuel cost estimates prepared by the King County Office of Economic and Financial Analysis (OEFA).  OEFA publishes its “County Economic and Revenue Forecast”, which includes a projection of Retail Gas Prices, three times annually, in March, July and August; the assumptions transmitted to Council in the biennial budget reflect the August forecast update. OEFA relies on the federal Energy Information Administration Short Term Economic Outlook to support its current price assumptions. Projections going forward reflect the agency’s analytical work informed by economic forecast concerns such as Global Insight.

The August Diesel Dollar per Gallon Forecast in OEFA’s County Economic and Revenue Forecast are provided below. Transit purchases diesel in bulk, excluding sales tax; these projections reflect those reductions due to bulk purchasing.  

Table 4. OEFA Diesel Price Forecast
	Year
	Diesel
	Annual Change

	2014
	$3.12
	-.60%

	2015
	$3.16
	1.28%

	2016
	$3.11
	-1.58%



Preparation of the OEFA March 2015 forecast for the biennium is currently in process; it is expected to reflect substantial reductions from the projections above.  

Total biennial fuel expenditures, by agency and by county government as a whole, are provided below.  As noted, the largest expenditures are in the Transit Division for diesel fuel, with Fleet, Wastewater and Solid Waste also reporting significant expenditures.  
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Table 5.  Fuel Expenditures by Agency in 2015-16 Biennial Budget
	Appropriation
	2015-16
	Percentage
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Proposed Motion 2015-0067

Proposed Motion 2015-0067 would require the Executive to prepare a Fuel Savings Report, to 1) update information in the County Energy Plan describing fuel sources by agency and type; 2) describe the potential to use part of cost savings to reduce the carbon footprint of government operations; 3) project the reduction in fuel expenditures due to lower fuel costs; 4) describe the impact of applying savings to rate stabilization and operational reserves; and 5) recommend a procurement strategy to extend and lock in savings over an extended period. The report is to be accompanied by proposed supplemental appropriation ordinances to reduce expenditure authority consistent with lower fuel costs. The report is due May 1, 2015.

ANALYSIS

As described above, reductions in fuel prices have been substantial since the preparation of the county 2015-16 Biennial Budget, which utilized projections available in August 2014. The current per-gallon gasoline price is 37.5 percent below the August cost, and about 38.5 percent below the anticipated first quarter 2015 cost level.  Reductions have also been seen in diesel fuel, which is the largest category of fuel usage in county government, based on the Transit Division’s metro bus fleet usage.  Other agencies use an inflator over the previous budget to estimate fuel costs. 

While it is not possible to know with certainty what the fuel cost experience for the 2015-16 biennium will be, projections by the federal Energy Information Administration suggest that those costs will, while climbing gradually, remain significantly lower than they have been.  Any final potential savings will be dependent upon the costs ultimately experienced in the purchase of fuel over the biennium.  

In the context of significant savings being reported throughout the national economy as the result of these fuel cost reductions, the Council may reasonably seek information about potential savings by county government, in support of discussions regarding the appropriate use of such savings.  Proposed Motion is prepared to direct the Executive to provide the needed information to inform such discussions.  

ATTACHMENTS

1. Proposed Motion 2015-0067
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