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Irrational Exemption

Tar sands pipeline subsidies and why they must end May 2012

Introduction

For the past decade imports of tar sands crude oil or bitumen have been increasing. Tar sands is strip-
mined and drilled in an energy-and water-intensive process from under the Boreal forests and
wetlands of Alberta. In the process, Canada is destroying critical habitat while releasing three times the
greenhouse gas emissions as conventional oil production.

Much of this crude oil is being delivered in the form of diluted bitumen, a blend of raw tar sands oil and
thinning agents like liquid natural gas. This blend is more corrosive and more toxic than conventional
crude oil. Diluted bitumen is already transported on a number of U.S. pipelines and is expected to be
the primary product transported on the Keystone XL pipeline. It has a higher risk of pipeline spills
compared to conventional crude oil, and when those spills happen, the environmental damage is more
severe.

Despite these facts, the transport of tar sands oil through pipelines in the United States is exempt from
payments into the Oil Spill Liability Trust Fund. This is a free ride worth over $375 million to tar sands
oil producers between 2010 and 2017, including over $160 million for shippers on TransCanada’s
Keystone pipeline system. This exemption is an unnecessary subsidy, and one that ignores the elevated
risks of transporting tar sands crude oil relative to conventional crude. Logically, tar sands oil transport
should be subject to a higher rate than conventional oil, not exempt.

A fund designed to protect citizens is stretched thin

The Qil Spill Liability Trust Fund provides a vital funding source for spill cleanup, as it is often critically
important to communities and local economies to mobilize resources immediately following an oil spill.
The oil spill fund is paid for by an 8-cents-per-barrel tax on crude oil produced in, or imported into, the
United States. The fund is meant to provide a spill response capability of $2 billion, with up to half of
that applicable to any single spill. A lack of revenue combined with expensive spills — the BP Gulf of
Mexico spill in 2010 and the Michigan tar sands pipeline spill also in 2010, for example — has stretched
the fund to its limits. In 2012, the oil spill trust fund’s unobligated cash was about $130 million, just 6.5
percent of its stated revenue goal.’



An irrational tar sands exemption

Neither Congress nor the Internal Revenue Service (IRS) considers tar sands-derived oil as “crude oil.”*In a

January 2011 memorandum, the IRS determined that to generate revenues for the oil spill trust fund,
Congress only intended to tax conventional crude — not tar sands or other unconventional oils.®> This
exemption remains even though the United States moves billions of gallons of tar sands oil through its pipeline
system every year. The trust fund is liable for tar sands oil spill cleanups without collecting any revenue from
tar sands transport. If the fund goes broke, the American taxpayer foots the cleanup bill.

A $375 million subsidy for the tar sands industry

Our calculations show that this irrational exemption for tar sands oil saved tar sands producers over $36
million in 2011. By 2017 this could amount to over $375 million.

Table 1: Total estimated value of the tar sands exemption: (Smillions)
2010 2011 | 2012 2013 2014 2015 | 2016 2017 | Total
Keystone System 5.1 10.2 13.5 13.8 13.8 33.2 33.2 37.3 | 160.1

Total Tar Sands 33.2 36.7 40.9 43,9 48.9 51.6 55.6 66.3 377.2
Flows thru U.S.

Source: Canadian Association of Petroleum Producers, Canada National Energy Board and TransCanada.
See http://bitly/JOBPxm for detailed calculations.

These figures were reached by examining several sets of data: the 8-cents-per-barrel tax rate through 2016,
the 9-cents-per-barrel tax in 2017, tar sands production forecasts”, forecasts for the consumption of tar sands
oil in Canadian refineries® and TransCanada’s system capacity figures.® All tar sands oil not consumed in
Canada’s western provinces is either exported to the United States or passes through the U.S. on its way to
Ontario.

More tar sands spills pose unique risks to public

An increasing amount of diluted bitumen is transported through U.S. pipelines. In 2000, the United States
imported about 220,000 barrels of diluted bitumen per day from Canada.” By 2011, that number had jumped
to over 650,000 barrels per day.® By 2020, there could be over 1.7 million barrels of diluted bitumen moving
through the United States in pipelines every day.’

When spills inevitably occur, diluted bitumen poses unique hazards for several reasons. Diluted bitumen
contains higher concentrations of hazardous materials and toxins compared to conventional crude. It is also
more abrasive and more corrosive. Diluted bitumen needs to be transported under high pressures and
temperatures, which means a small rupture can quickly produce a large spill. Furthermore, when a spill occurs
it often takes longer to detect due to gas bubbles that can form in the pipeline.

When a conventional oil spill occurs near water, crude oil floats and can be skimmed from the surface. While
diluted bitumen is also lighter than water, the thinning agents quickly evaporate when exposed to air. This
leaves behind just the heavy bitumen, which sinks beneath the surface. This was the case with a spill near the
Kalamazoo River in Michigan in 2010.

For more information see www.priceofoil.org and www.nrdc.org/energy/keystone-pipeline/
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Enbridge Line 6B ruptured near Marshall, Michigan, June 2010.
Source: National Transportation Safety Board

The Kalamazoo River spill: a test case for tar sands pipelines*®

In the summer of 2010, Enbridge pipeline 6B carrying tar sands oil to refineries in Sarnia, Ontario, ruptured,
spilling about 1 million gallons of tar sands oil into an open field near Marshall, Michigan. The oil soon flowed
into Talmadge Creek and eventually reached the Kalamazoo River. From there it traveled 40 miles
downstream to Morrow Lake. This is the largest tar sands spill in U.S. history.

Despite multiple alarms and warning signals, operators did not shut down the 30-inch diameter pipeline until
almost 12 hours after the spill began. It took an additional six hours to identify the spill’s location.

The Kalamazoo case shows how difficult a tar sands spill cleanup can be. As the oil flowed down the
Kalamazoo River, the diluents separated from the heavier bitumen, which sank. As of February 2012, bitumen
remains submerged in multiple locations, and the river remains closed. Officials have acknowledged that some
bitumen will remain on the riverbed indefinitely.

The cause of the spill is still unknown. At a cost of $725 million — more than $36,000 per barrel — it is the most
expensive pipeline accident on record.' By comparison, over the last decade conventional crude oil pipeline
spills have cost less than $2,000 a barrel.*?

Tar sands may increase pipeline spill frequency"

North Dakota, Minnesota, Wisconsin, and Michigan have the longest history of transporting tar sands crude oil
in the United States. Between 2007 and 2010, pipelines in these states spilled three times more oil per mile
than the national average for conventional crude.

Pipeline companies claim newer tar sands pipelines are built with bigger safety margins. However, since
TransCanada’s Keystone 1 tar sands pipeline began operation in June 2010, at least 35 spills have occurred in
the United States and Canada. In its first year, the U.S. section of Keystone 1 had a spill frequency 100 times
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For more information see www.priceofoil.org and www.nrdc.org/energy/keystone-pipeline/




greater than TransCanada’s forecast. In June 2011, federal pipeline safety regulators determined Keystone 1
was a hazard to public safety, and issued it a Corrective Action Order. In truth, tar sands is not just flowing on
new pipelines in the United States, but also on an older system not built with the additional rigors of diluted
bitumen in mind such as the Enbridge system that broke in Michigan.

Conclusion

Given the evidence of the heightened risks and costs of transporting tar sands oil via pipeline across the
United States, an exemption from contributing to the Oil Spill Liability Trust Fund is an irrational and
potentially dangerous subsidy to the oil industry. The tar sands exemption should be lifted for all transports of
tar sands oil within the United States.

In addition, a tar sands-specific rate should be levied that takes into account the heightened risks of
transporting tar sands oil through pipelines.
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