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June 23, 2003

Office of the Secretary

Federal Trade Commission

600 Pennsylvania Avenue, N.W.

Washington, D.C. 20580


Re: Docket No. C-4059

Dear Sir or Madam:


The Independent Lubricant Manufacturers Association (“ILMA”) submits the following comments on the “Application for Approval of Proposed Divestiture” (“Application”) submitted by Shell Oil Company (“Shell”) and Pennzoil-Quaker State Company (“PQS”) in the above-referenced matter.  Shell and PQS seek the Commission’s approval of the divestiture of PQS’s interest in the Excel Paralubes refinery to Flint Hills Resources, L.P. (“FHR”), a wholly-owned subsidiary of Koch Industries, Inc. (“Koch”).


ILMA, as a general matter, supports the Application.  However, the Association is concerned with one situation under which the approval of the Application could lessen competition in the Group II base oil market.  Koch owns and operates thousands of miles of pipelines which require pump and compressor lubricants.  FHR could enter into exchange agreements with major oil companies, swapping the Excel Paralubes base oils for finished lubricants needed for the pipelines.  This would lessen competition for Group II base oils in contravention of the Order in this matter.

Introduction to ILMA

ILMA, established in 1948, is a national trade association of 142 manufacturing member companies, consisting largely of small businesses, ranging in size from fewer than 10 to more than 200 employees.  As a group, ILMA member companies blend, compound and sell over 25 percent of the United States’ lubricant needs and over 75 percent of the metal removal fluids utilized in the country. 

A lubricant is a liquid or solid substance used to reduce the friction, heat and wear between solid surfaces.  ILMA members manufacture automotive, truck, marine, aircraft and industrial engine oils; transmission fluids; hydraulic fluids; greases; general industrial oils; power equipment oils; process oils; metal removal, treatment, protecting and forming lubricants; and rolling oils.

In order to manufacture a lubricant, ILMA member companies purchase oil and synthetic lubricant base stocks and a wide range of additives.  ILMA member companies then compound and blend the base stocks with the correct additives in the proper proportions to produce a lubricant with the desired characteristics for a particular job.

ILMA members are diverse.  A large proportion of our membership manufactures automotive lubricants for original equipment manufacturers and for the retail market, either under their own labels or through contract packaging arrangements.  Many produce lubricants for metalworking and heavy industrial machines, while others supply lubricants for mining, textiles, food processing, electronics, as well as many other industries.

Independent lubricant manufacturers by definition are neither owned nor controlled by companies that explore for or refine crude oil to produce lubricant base stocks.  Base oils are purchased from refiners, who are also competitors in the sale of finished products.  Independent lubricant manufacturers succeed by manufacturing and marketing high-quality, often specialized, lubricants.  Their success in this competitive market also is directly attributable to their tradition of providing excellent, individualized service to their customers.

Throughout its 55-year history, ILMA has had two guiding principles as an association representing independent companies who buy raw materials from the same businesses they compete against in the finished products markets:  (1) the availability of base oils, additives and other components at competitive prices; and (2) minimal governmental interference with the structure and operation of lubricants markets.  As a result, ILMA wrote to the Commission on May 1 and October 25, 2002, concerning Shell’s proposed acquisition of PQS.  Further, despite the costs to the parties, the Association appreciates the detailed and intensive review of the transaction and the Application by the FTC staff.

ILMA Generally Supports the Proposed Divestiture


ILMA agrees with Shell and PQS’ statement in the Application that, if the divestiture is approved, FHR can be a viable and independent competitor in the refining, supply and marketing of Group II base oils.  To the best of the Association’s knowledge, neither FHR nor Koch currently is involved in the finished lubricants market.  As such, the logical expectation is that FHR will sell its share of the Excel Paralubes output (beyond any first year agreement permitted by the Commission with Shell) into the Group II market.  ILMA members are aware of FHR’s wholesale marketing and trading of gasoline, diesel fuel, fuel oil and petrochemicals.  It also is a logical expectation that FHR’s entry into the Group II base oils market as an independent supplier will stimulate competition in this important segment of the lubricants industry.  Accordingly, ILMA generally supports the Application because it assumes that FHR, with no historical ties to the lubricants industry, will provide independent lubricant manufacturers with access to Group II base oils at competitive prices.

ILMA Has Concerns with Exchanges


As noted above, FHR’s lack of historical ties to the lubricants industry can be viewed as a “positive” in stimulating the Group II base oils market.  At the same time, it is possible that there is a “negative” side to the proposed divestiture that could lessen competition in this market.


According to Koch’s website, the company owns and operates thousands of miles of pipelines, in addition to its interest in the Colonial Pipeline.  ILMA has reason to believe that Koch may own and operate close to 25,000 miles of pipelines.  Key components to the operation of these pipelines are pumps and compressors.  Thus, Koch has a substantial demand for lubricants for these pumps and compressors.


Given its wholesale marketing and trading of petroleum products, FHR likely has relationships with most, if not all, major oil companies and refiners.  As a result, it would be easy for FHR to enter into exchange agreements with these major oil companies and refiners, swapping barrels of Group II base oils for finished pump and compressor lubricants and keeping the Group II base oils out of the market.  Similarly, FHR and a refiner could swap Group II base oils for other petroleum products, such as gasoline.


Paragraph II.B of the Order in this matter allows Shell to purchase the Group II base oils from FHR for a period not to exceed one year with no renewal or “evergreen” rights.  ILMA questions whether exchanges, such as the one noted above, are contemplated in Paragraph II.B of the Order beyond the one year.  It would render the paragraph meaningless, and would do nothing to maintain a competitive Group II base oils marker, if Shell purchases back the Excel Paralubes output from FHR during the first year and subsequently enters into exchange agreements (rather than purchases) to continue to receive the Excel Paralubes product.  In order to maintain the spirit, if not the letter, of the Order in this matter, the Commission should satisfy itself that FHR will supply Group II base oils into the market in sufficient quantities to stimulate the market before approving the Application.

* * * *


ILMA appreciates this opportunity to submit its views on the Application.  Please do not hesitate to contact us if the Commission staff has any questions on the Association’s comments.








Sincerely,








Celeste M. Powers, CAE








Executive Director

cc: 
ILMA Board of Directors

