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Davis Refinery model to spread to other states as progress in North Dakota continues. Inforum
•
Construction on the physical Davis Refinery is underway, but Meridian Energy Group CEO Bill Prentice
acknowledges it’s not going as fast as they’d hoped. “(It’s) a little slower. A lot of the litigation associated with
the permits has slowed us down, but it’s not going to stop this,” Prentice said. “We keep winning. Any time
we win there’s an appeal, so that’s frustrating. There’s a point at which the state supreme court will say ‘enough
is enough.’ There’s no new facts … they’re just trying to slow us down.” The Davis model, an environmentally
efficient refinery touted by Meridian as the “cleanest refinery in the world,” is spreading. Plans are already
underway to build other refineries on the Davis model, including a 60,000 barrel per day model in the Permian
Basin in Texas. The basic idea is to use new “lowest-achievable emission rate” technologies to address some
of the environmental shortcomings of existing refineries. North Dakota remains the first priority, though. “It
cost us a lot to get Davis going. … We got started up here in 2015, 2014 and we thought talking to people in
the oil industry, it would be relatively fast to get a permit, compared to California for instance. Then (Dakota
Access Pipeline) came along and all the issues relating to that and we ran into a storm,” Prentice said. “It took
a long time. I’m glad they put us through the ringer; it showed exactly what we could do.” There was not a lot
of confidence from any sector when the project was first proposed. “When we first filed for the air quality
permits in 2016, it was almost unanimous that we were crazy, including the air quality department,” Prentice
said. He noted that the energy industry, particularly in the Upper Midwest region, was very set in ways it
considered safe. “It’s an industry that’s been called ‘well-organized,’ which means that nobody wants to see
big ripples,” Prentice said. “That’s why you see 50 years of complacency. Even a permitting agency can’t do
anything useful and innovative unless the company wants to do something. Now we’ve given everybody an
excuse to require refineries to be cleaner.” Shaking up that attitude is instrumental, Prentice feels, for
Meridian’s prosperity and perhaps a greater profit. “The United States is now the largest oil producing nation
and has been for the past six months. We’re exporting crude oil, about 4 billion barrels a day,” Prentice said.
“It’s a big business and it’s going to change the United States for the better if we do it right.” Dan Hedrington,
principal senior project manager with Short Elliott Hendrickson Inc., who did permit work for Meridian on the
Davis Refinery, added that it is a feature and function of the United States and its support of free enterprise and
private industry that has resulted in this energy boom. “To me, we would be really remiss not to mention that
this is private sector development … this is kind of what we live on in the United States. The private sector
says, ‘this is what’s going to be a better solution, this is going to be a better process … that (is) going to impact
better returns,’” Hedrington said. “The United States has the ability for the private industry to go out there and
make these innovations on their own.” Through technological advancement like the Davis model, the
conventional energy industry, long maligned for a lack of environmental conscientiousness, will be able to
elevate itself.“I’ve always considered myself an environmentalist. I love the outdoors,” Prentice said. “I don’t

like wind (power), I don’t like solar (power), I think they’re ugly, I think they’re an abomination. The solution
to this energy problem is conventional energy properly done … new technology, properly managed, is the way
to go.” To that end, Prentice said he believes prudent regulation is important to the future of oil in America. “I
think the Clean Air Act and the Clean Water Act are settled law and technology has grown around them. I don’t
think we should back off on that sort of thing,” Prentice said. “At the end of the day, you cannot pollute. That’s
the law now, and that’s good. ... Now we’ve seen you can make a lot of money in refining by cleaning it up.
That innovation, you need to find a way to balance regulation versus fostering innovation.” A sign of hope in
the changing times comes from the types of people who at long last are taking command of the movers and
shakers in the industry — refiners themselves. “Refining has always been kind of an afterthought. You put
holes in the ground for your crude, you have markets, a lot of people who are also producers have their own
retail outlet. So, again, lately the refiners have risen to the top of some of the innovative oil companies,” Prentice
said. “In our case, the way the industry can be restructured, we take a material that’s $50 a barrel and we turn
it into products that are worth $180 a barrel. That’s a real asset. If you’re only going to do that, why would you
do that using 1950s technology? Why would you not build it so you are clean and solve all these other
problems?” It’s this desire from within to shake things up that has fueled the fire lifting Meridian’s Davis plans
skyward. “The reason Davis is going to be the first (ultramodern refinery) is a convergence of a number of
things. First of all, the team we have put together is a bunch of what used to be young go-getters,” Prentice
said. “It was also a smattering of experience with other industries that have gone through a similar process.
Electric power, for instance, generation that up until the late 1970s was all done by the utility. They did nothing
new in terms of technology and they were being pushed on environmental quality.” Prentice said throughout
the history of energy development there’s been a technological and sometimes commercial drag as innovation
lagged behind conservative practices. “Even recently, big companies that dive finally into the shale oil industry,
that technology and how to manage that drilling and opening those formations, that’s a technology they care
about because it’s a very high return on investment,” Prentice said. “But what happens when you get all this
light crude that you’re putting into an industry that’s designed to process heavy crude? There’s no place to put
it. That’s why you read about all these differentials, like they’re trying to get the crude out … also, rather than
just try to find a pipeline and get rid of it, let’s start redoing our refining and make sense of it.” Prentice said
that Meridian was becoming “an agent of change” in an industry that “badly” needs it. “It means that the
industry will have to clean up its act overall,” Prentice said. “It means other refiners will begin to lose their fear
of applying new technology to their situations.”
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EIA revises its crude oil price forecast upward as supply expectations change. EIA

•

In its May 2019 edition of the Short-Term Energy Outlook (STEO), EIA revised its price forecast for Brent
crude oil upward, reflecting price increases in recent months, more recent data, and changing expectations of
global oil markets. Several supply constraints have caused oil markets to be generally tighter and oil prices to
be higher so far in 2019 than previous STEOs expected. Members of the Organization of the Petroleum
Exporting Countries (OPEC) had agreed at a December 2018 meeting to cut crude oil production in the first
six months of 2019; compliance with these cuts has been more effective than EIA initially expected. In the
January STEO, OPEC’s crude oil and petroleum liquids production was expected to decline by 1.0 million b/d
in 2019 compared with the 2018 level, but EIA now forecasts OPEC production to decline by 1.9 million b/d
in the May STEO. Within OPEC, EIA expects Iran’s liquid fuels production and exports to also decline. On
April 22, 2019, the United States issued a statement indicating that it would not reissue waivers, which
previously allowed eight countries to continue importing crude oil and condensate from Iran after their waivers
expired on May 2. Although EIA’s previous forecasts had assumed that the United States would not reissue
waivers, the increased certainty regarding waiver policy and enforcement led to lower forecasts of Iran’s crude
oil production. Venezuela—another OPEC member—has experienced declines in production and exports as a
result of recurring power outages, political instability, and U.S. sanctions. In addition to supply constraints that
have already materialized in 2019, political instability in Libya may further affect global supply. Any further
escalation in conflict may damage crude oil infrastructure or result in a security environment where oil fields
are shut in. Either situation could reduce global supply by more than EIA currently forecasts. In the May STEO,
total OPEC crude oil and other liquids supply was estimated at 37.3 million b/d in 2018, and EIA forecasts that
it will average 35.4 million b/d in 2019. EIA assumes that the December 2018 agreement among OPEC
members to limit production will expire following the June 2019 OPEC meeting.

•

U.S. crude oil and other liquids production is sensitive to changes in crude oil prices, taking into account a lag
of several months for drilling operations to adjust. As crude oil prices have increased in recent months, so too
have EIA’s domestic liquid fuels production forecasts for the remaining months of 2019. U.S. crude oil and
other liquids production, which grew by 2.2 million b/d in 2018, is forecast in EIA’s May STEO to grow by
2.0 million b/d in 2019, an increase of 310,000 b/d more than anticipated in the January STEO. In 2019, EIA
expects overall U.S. crude oil and liquids production to average 19.9 million b/d, with crude oil production
alone forecast to average 12.4 million b/d. Relative to these changes in forecasted supply, EIA’s changes in
forecasted demand were relatively minor. EIA expects that global oil markets will be tightest in the second and
third quarters of 2019, resulting in draws in global inventories. By the fourth quarter of 2019, EIA expects that
inventories will build again, and Brent crude oil prices will fall slightly.
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Location
United States
North Dakota
Canada
International
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Date
Week
3-May-19
990
10-May-19
988
3-May-19
56
10-May-19
56
3-May-19
61
10-May-19
63
Apr-19
1062

+/-1
-2
-2
0
2
2
23

Week Ago
991
990
58
56
63
61
1039

+/-42
-57
-1
0
-25
-16
84

Baker Hughes

o Weekly Petroleum Status Report
Stocks (Million Barrels)

Crude Oil (Excluding SPR)
Motor Gasoline
Distillate Fuel Oil
All Other Oils
Crude Oil in SPR
Total

Four Weeks Ending
5/3/2019 4/26/2019 5/4/2018
466.6
470.6
433.8
226.1
226.7
235.8
125.6
125.7
115.0
437.3
434.3
401.6
647.7
648.6
663.6
1,903.3 1,905.9
1,849.7

Products Supplied (Thousand Barrels per Day)
Four Weeks Ending
5/3/2019 4/26/2019 5/4/2018
Motor Gasoline
9,482
9,466
9,451
Distillate Fuel Oil
3,815
3,786
4,224
All Other Products
6,929
6,951
6,611
Total
20,225
20,202
20,287

Year Ago
1032
1045
57
56
86
79
978

Refinery Activity (Thousand Barrels per Day)
Four Weeks Ending
5/3/2019 4/26/2019 5/4/2018
Crude Oil Input to Refineries
16,378
16,302 16,654
Refinery Capacity Utilization
89.0
88.6
91.2
Motor Gasoline Production
9,938
9,948 10,027
Distillate Fuel Oil Production
5,026
5,013
5,015

Net Imports (Thousand Barrels per Day)
Four Weeks Ending
5/3/2019 4/26/2019 5/4/2018
Crude Oil
4,308
4,278
6,042
Petroleum Products
-2,723
-2,840
-3,037
Total
1,585
1,438
3,004
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US Petroleum Refining at a Glance

•

EIA

