
 

 

 

 

August 21, 2018 

Oil Strategy: Nuances of the SPR Release 
 

 The offer to sell 11 mb from US strategic oil reserves is part of a larger congressional 
mandate. The timing of the release presents the façade that the President is helping to 
keep the economy humming with lower retail petrol prices, but prices typically trend 
lower heading into the fall anyway. 

 This is not a publication rehashing the details of the release. Instead, we highlight three 
interesting nuances that caught our attention when poring through the official US 
Department of Energy Notice of Sale including the details around the delivery period, the 
pricing, and the potential SPR placement rate.  

 
For further background, see “Implications of a US SPR Oil Release” (July 16, 2018). 
 
The Strategy Behind a Strategic Release 

Monday’s announcement to offer a sale of 11 mb of sour crude from US strategic oil reserves is 
part of a larger congressional mandate, which collectively involves selling around 285 mb 
between 2017 through 2027, with most of the proceeds going toward different initiatives 
implemented through the US Treasury Department. This well-timed release will, at least 
optically, help President Trump appear to achieve his goal of lowering domestic gasoline prices. 
The truth is that retail gasoline prices always trend lower (see Figure 3) during the fall shoulder 
season, which also coincides with when domestic refiners head into seasonal maintenance. This 
means that the President can give off the impression of increased efforts to tackle high gasoline 
prices for his domestic base ahead of both US midterm elections and the ramp-up of Iranian 
sanctions come later this fall. With the SPR headline out of the way, at least for now, the market 
may view the headline as one less ambiguous Trump factor that has, to a certain degree, been 
de-risked. This means that the skittish market can revert to focusing on oil market fundamentals 
rather than administration-induced headlines.  

To be clear, this is not a publication rehashing our expectations for how a release would play out 
in the market. For that review, click here. Instead, we highlight three interesting nuances that 
caught our attention when poring through the official US Department of Energy Notice of Sale. 

Figure 1: US Strategic Petroleum Reserve Sites 

 

Source: RBC Capital Markets, US Department of Energy 
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Bryan Mound
Location: Freeport, TX
Capacity: 247 million barrels
Drawdown rate: 1.5 mb/d 

Big Hill
Location: Winnie, TX
Capacity: 170 million barrels
Drawdown rate: 1.1 mb/d 

Bayou Choctaw
Location: Plaquemine, LA
Capacity: 76 million barrels
Drawdown rate: 515 kb/d 

West Hackberry
Location: Hackberry, LA
Capacity: 221 million barrels
Drawdown rate: 1.3 mb/d 
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1) Timing Is Everything  

The size and timing of SPR releases come at the discretion of the US government. Monday’s 
announcement was met with little surprise given that many had anticipated such a headline 
to precede the upcoming US midterm elections. The timing of this SPR release presents the 
façade that the President is helping to keep the economy humming along by attempting to 
lower retail petrol prices. US refiners, currently running flat out at multi-decade highs, will be 
heading into maintenance season over the coming weeks, meaning that the physical churn 
into refined products will be lower, which brings into question the effectiveness of the 
release and whether the desired impact will be achieved. 
 
With Labor Day around the corner, the end to summer driving season is quickly approaching, 
which is when retail fuel prices typically wane heading into the fall. The offers for purchase 
are due at 2 pm Central Time on August 28, but one nuance highlighted in the DOE’s notice 
of sale was the pre-defined delivery period for the October to November time frame, which 
coincides with seasonal refinery turnarounds. Not only does this raise questions of whether 
refiners can absorb the barrels, but a clause was included specifying that early deliveries 
will not be available. This emphasizes a stark difference from the previous springtime SPR 
sale mandate, which highlighted that requests for early delivery ahead of the predetermined 
period of sale were encouraged and accommodated to the maximum extent possible. In this 
instance, the barrels are being held, puzzlingly enough until a time during which a high 
absorption rate is questionable. Typically, during emergencies, the four SPR facilities have 
the ability to deliver barrels to market 13 days following a US Presidential decision.  
 

Figure 2: US Refinery Runs                                                                    Figure 3: Daily US Average Gasoline Prices, Regular Unleaded 

      
Source: RBC Capital Markets, EIA, American Automobile Association 

 

2) No Sample Sale 

The offer of 11 mb of sour crude will stem from three SPR facilities: Bryan Mound, West 
Hackberry, and Big Hill. While rare, there have been several reports of contaminated crude 
containing high levels of H2S sold from the reserve. Three recent and separate incidents have 
been linked to the Bryan Mound Storage facility, meaning that buyers of SPR barrels from 
that site would likely require further price concessions in order for interest to emerge given 
that contamination removal would have to take place before processing through refineries. 
The storage site, located in Freeport, TX, is also the nation’s largest government storage 
facility with the quickest drawdown rate. The government noted that samples are not 
available prior to delivery. While past sales have often included similar stipulations, the 
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recent contamination headlines from earlier this year may result in further markdowns 
beyond the typical discount associated with SPR sales to entice buyers. 

3) Beware of Hung Deals 

During the release earlier this spring, the DOE offered to sell 7 mb barrels of crude from 
strategic reserves, but through the submission of offer process, only 5.2 mb were ultimately 
sold. Put another way, either a lower than anticipated amount of offers to purchase were 
deemed acceptable or there was simply a dearth of buyers. The crude quality (the barrels 
offered in the spring were light, sweet crudes compared to the current offer of light, sours) 
may have played a factor in the inability to sell the entire pre-announced float. A lower than 
fully subscribed deal this time around or the government’s inability to fully place the 
announced 11 mb would punctuate a key message to the Trump administration that the 
market does not currently require additional barrels. While such a realization may not curtail 
the tweet storms about high oil prices, at a minimum it would potentially fortify a 
fundamental price floor once the market has spoken. 

  

An inability to place the 
pre-announced 11 mb 
would suggest that the 
market is not short of 
barrels 
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