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 INITIAL STATEMENT OF REASONS (ISOR) 
 
 

California Code of Regulations 
TITLE 19. Public Safety 

DIVISION 1. State Fire Marshal 
CHAPTER 14. Hazardous Liquid Pipeline Safety 

Article 3. Fees 
 
 

EXISTING LAW 
Pursuant to California Government Codes (GC) §51015.1 and 51019, the Office of the 
State Fire Marshal (OSFM, SFM) assesses fees to cover costs associated with the 
implementation of the Elder California Pipeline Safety Act, which includes the annual 
inspection of all intrastate pipelines and operators of intrastate pipelines under the 
jurisdiction of OSFM. The fees assessed ensure compliance with both federal and State 
inspection requirements, enhance public safety, protect California’s vital natural 
resources, and reduce the risk of future jurisdictional hazardous liquid pipeline 
accidents. 
 
SPECIFIC PURPOSE AND RATIONALE 

1. Problem being addressed: 
The fees generated to fund the SFM pipeline inspection program have not been 
revised since 2007 and are no longer sufficient to continue funding the program 
without the office running a deficit. Additionally, recent legislative action expanded 
the SFM inspection requirements on operators and necessitated increases to staff, 
facilities, and equipment. The additional requirements resulted in an unsustainable 
increase in expenses under the current fee structure. 
 
2. Anticipated benefits from this regulatory action: 
The increased funding will ensure appropriate staff and resources ensuring the SFM 
continues to meet federal and State inspection requirements that enhance public 
safety, protect California’s vital natural resources, and reduce the risk of future 
hazardous liquid pipeline releases. 

 
3. Factual Basis/Rationale: 
The SFM undertakes regulatory oversight of pipelines and operators funded through 
fees generated by the regulated community. The existing fee structure for intrastate 
hazardous liquid pipeline operators and per mile of intrastate hazardous liquid 
pipeline does not provide the necessary funding to support the SFM’s long standing 
and recently imposed regulatory requirements. Absent a fee increase, the SFM 
cannot adequately and effectively carry out its mandated duties. The proposed 
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amendments revise the annual fee structure to take in to account its historic duties, 
recent legislative requirements, and accounts for inflation since 2007. The fee 
structure is comprised of a base fee per intrastate hazardous liquid pipeline operator 
and a fee per mile of intrastate hazardous liquid pipeline. 
 
In 2015 the Legislature enacted GC §51015.1 which requires the SFM to annually 
inspect all intrastate pipelines and operators. This section also provided authority for 
the SFM to revise fees assessed to fund the annual inspection program.  The 
Legislature provided interim funding to implement the associated increase in 
workload until the SFM adopted fee regulations commensurate with expenses 
associated with administering the program. The interim funding was provided 
through Budget Change Proposal (BCP) #3540-101-BCP-DP-2016-A1. The BCP 
was approved in 2016 and authorized the SFM to hire 17 additional staff to 
implement and support the added inspection workload. It is now necessary to 
increase fees to fund the program going forward.   
 
The Legislature also enacted GC §51013.1 in 2015 which requires the SFM to 
research best available leak detection and automatic shutoff technologies for 
pipelines, to review pipeline operators risk assessments, to verify assessment of 
hazardous liquid pipelines near Ecologically and Environmentally Sensitive Areas of 
the coastal zone, to manage leak detection and automatic shutoff technologies, and 
to perform field verification on equipment installed per operator’s risk assessments. 
To implement this increased workload the office recently submitted another BCP, 
BCP #3540-016-BCP-2021-GB, to the Governor’s Budget for FY2021/22 to provide 
an additional $1.687 million increase to the spending authority for the California 
Hazardous Liquid Pipeline Safety Fund, a $1.602 million increase to the Federal 
Trust Fund, and five (5) permanent additional positions.  Even if the proposed BCP 
is approved, the funds are insufficient to fully maintain the resources needed to 
achieve the SFM’s mandated duties, hence a fee increase is necessary. 
 
Additionally, the fees being modified have not been increased since 2007.  Since 
that time, program costs have risen significantly due to inflation, rising personnel 
costs and pipeline program expansion.  Current pipeline safety program operating 
expenses for Fiscal Year (FY) 2020-21 are approximately $10 million. 
 
The SFM annually receives grant monies from the U.S. Department of 
Transportation to partially fund the state pipeline program. The grant funds received 
are retroactive for the prior year’s expenses and therefore cannot be relied upon for 
current year expenses. Importantly, these monies have varied considerably from 
year to year and cannot be counted on to fully fund the program. The proposed fee 
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adjustment will provide predictability and stability in funding and planning for future 
expenses.   
 
The past monies received have helped to prolong the need for additional fee 
increases until now. The OSFM projects anticipated fee revenue for FY 2021/22 of 
approximately $3.5 million.  With the proposed fee increases, FY 22/23 revenue is 
projected to be $7.8 million. The fee adjustment targets pipeline mileage trends that 
vary year to year with a general reduction in mileage as old pipelines are taken out 
of service and are not replaced.  Additionally, the number of operators has been 
decreasing as a result of company mergers. The proposed regulations target these 
two observed trends and should negate the need for fee revisions for the 
foreseeable future. 

 
The proposed increased pipeline fees are consistent with the requirements of 
Government Code Sections 51019 and 51019.05 in that the total amount of fees 
collected will not exceed the estimated pipeline safety program expenses that are 
expected to be incurred in the following year. 

 
 
TECHNICAL, THEORETICAL, AND/OR EMPIRICAL STUDY OR REPORT 
In developing the proposed regulations, the SFM relied on existing experience and 
survey of pipeline operators. The SFM also consulted with and received input from the 
State Fire Marshal's Pipeline Safety Advisory Committee (PSAC) and reviewed historic 
discussion of pipeline fee increase regulations. The State Fire Marshal's PSAC consists 
of representatives from pipeline industry, the fire service, local agencies, and the public. 
These were conversations only, and there were no documents relied upon in connection 
with these consultations. 
 
DOCUMENTS RELIED UPON 
In addition to the sources noted above, the SFM relied on the following technical, 
theoretical, and/or empirical studies, reports, and laws in developing the proposed 
regulations:  

• Survey findings 
• Financial Budget and Projections (2019-2026) 

 
DOCUMENTS INCORPORATED BY REFERENCE: 
NONE. There are no documents incorporated by reference for this rulemaking.  
 
 
NECESSITY 
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The proposed amendments are necessary to provide sustainable funding to operate the 
continuing mandates of the program and to fulfill the new statutory mandates. 

Government Code sections 51013.1 and 51015.1 require the SFM to develop new 
regulations and a revised fee structure for the new requirements, as well as the hiring of 
appropriate staff to carry out the annual inspections; inspect and review retrofitted 
pipelines; researching the use of best available technology; create a definition of 
automatic shutoff systems; develop a process to assess the adequacy of the pipeline 
operator’s risk analysis, develop a process by which an operator may request 
confidential treatment of information submitted in their plan or contained in any 
documents associated with the risk analysis, and determine how near to an 
environmentally and ecologically sensitive area a pipeline is located. 

Without a fee increase the SFM will not be able to fulfill its statutory obligations and may 
place human health and the environment at increased risk of spills and releases. 

 
CONSIDERATION OF REASONABLE ALTERNATIVES TO THE REGULATION 
AND THE STATE FIRE MARSHAL’S REASONS FOR REJECTING THOSE 
ALTERNATIVES 
The SFM thoroughly reviewed the proposed regulatory action, including both positive 
and negative impacts that could be placed on the regulated community.  Several 
alternatives to the proposed regulation were considered and suggested by industry 
survey.  However, none of the alternatives would be more effective in carrying out 
the purpose of the legislation and proposed regulations or be less burdensome to the 
affected parties than the proposed regulations. The SFM solicited responses through 
surveys on the proposed regulation including requests for alternative approaches to 
achieve the statutory mandate. The SFM considered the following alternatives based 
on comments received. 
 
Alternative 1: One Time Large Increase 
One suggested alternative was to adjust the fee one time instead of the sequential 
stepped approach proposed in the regulation. The approach would simplify 
regulatory cost increases to a one-time assessment as opposed to the multi-year 
phased approach proposed. This alternative approach was considered but ultimately 
rejected because the fee increase would have been more burdensome on small 
operators in the short term. The proposed approach allows all operators the ability to 
adjust operations and pricing accordingly to absorb the increased regulatory costs 
more efficiently and lessen the impact on businesses over time. 
 
Alternative 2: Formula Based on Consumer Index 



Pipeline Safety-Intrastate Fees – ISOR 
August 6, 2021 
 
 
 

 
Page | 5 
Initial Statement of Reasons (ISOR). (45-Day Public Comment Period, September 3, 2021 through October 18, 2021) 

 

A second approach proposed was to apply a consumer price index to the current 
costs to SFM since the previous regulation amendment date, in 2007. The 
adjustment for cost and inflation since that time has some merit. However, this 
approach was ultimately rejected because the SFM Pipeline Safety Division has 
expanded staff positions, resources, and regulatory jurisdiction beyond what existed 
in 2007.  Those additional costs and responsibilities of the SFM since 2007 must be 
accounted for or the fee would fail to properly fund the program and the SFM would 
be forced to amend the regulation prematurely or face budget shortfalls. Additionally, 
this approach could result in confusion within the regulated community regarding 
fees and constant revision. 
 
Alternative 3: Reduced Inspections Focused on Bad Actors/Repeat Offenders 
A third alternative raised during our survey of operators was the reduction of the 
frequency of inspection and focus on bad actors or repeat offenders. The concept is 
that with reduced inspection the SFM would need fewer inspectors and associated 
staff, resources, and costs. Likewise, focused inspections only on bad actors or 
repeat offenders would remove the need to inspect all operators and all pipelines 
annually. Both suggestions would provide for the reduction in the costs associated 
with the administration of the SFM pipeline program. However, the alternative is 
infeasible as the SFM is statutorily required to inspect all pipelines and operators 
annually. 
 
REASONABLE ALTERNATIVES – SMALL BUSINESS 
The SFM has determined that the proposed regulations have no “substantial” effect to 
small business and the SFM has not identified any alternatives that would lessen any 
adverse impact on small business and still allow the SFM to effectively enforce the 
regulations. 
 
Based on anonymous survey responses from industry, annual operating costs attributed 
to small businesses for pipeline and operator fees range from .5% to 5% of total costs. 
Without knowing the specifics of each system, operator size, and pipeline mileage it is 
difficult to determine the impact of the proposed fees on specific operators. However, 
survey results indicated that 50% of the respondent operators stated that pipeline fees 
do not impact their operations. This is consistent with industry statements that increased 
costs, such as regulatory fees in general, are incorporated in to operating costs and 
addressed in shipping contracts and consumers.  The impact on individuals could 
possibly manifest itself in the cost of gasoline at the pump but such an impact would be 
negligible, perhaps only fractions of a cent, and virtually impossible to calculate. 
Importantly, the proposed pipeline fee increase is focused on pipeline mileage. Smaller 
businesses with fewer miles of pipeline will contribute less fees proportional to their 
operations. Likewise, larger operators with more mileage will contribute a larger portion 
of the overall fees.  This structure will balance the fee contribution requirements across 
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small and large operators so that no one party bears an outsized burden in funding the 
program. 
 
Additionally, Government Code Section 11342.610(b)(9) excludes a petroleum 
producer, a natural gas producer, a refiner, or a pipeline from the definition of a “small 
business.” However, the SFM attempted to assess the impact to small business impacts 
by circulating a survey to all pipeline operators in the State requesting information that 
would assist in evaluating reasonable alternatives and impacts to all businesses, 
including small businesses. The SFM also contacted additional sources, conducted 
independent research, and utilized internal data to assess reasonable alternatives and 
impacts. It was ultimately determined that no reasonable alternative would be equally 
effective and less burdensome than the proposed regulations. 
 
EVIDENCE SUPPORTING FINDING OF NO SIGNIFICANT ADVERSE 
ECONOMIC IMPACT ON ANY BUSINESS 
The SFM has initially determined that the proposed regulations will not have a 
significant adverse economic impact on business.  Review of facts, documents, 
testimony, and other evidence indicates that the proposed regulation will incur some 
effect on the regulated community, but those impacts will be absorbed by industry 
and businesses engaged with industry. 
 
ECONOMIC IMPACT ANALYSIS AND ASSESSMENT 
The SFM conducted an economic impact analysis and assessment to evaluate 
possible economic impacts of the proposed regulations. The analysis evaluated if, 
and to what extent, the proposed regulations may result in economic impacts to a 
representative, private person, or business in reasonable compliance with the 
proposed action. Where possible, the SFM considered costs based on data gathered 
from industry, internal expertise, and industry contractors and suppliers, among 
others. In some cases, assumptions were necessary to complete the economic 
analysis. This information was used to determine impacts to the creation or 
elimination of jobs, creation of new or elimination of existing businesses, expansion 
of businesses, benefits to the health and welfare of residents, worker safety, and the 
environment. 
 
The proposed regulations will have an impact on the ability of the SFM to carry out its 
inspection and enforcement authority. However, this impact has been offset by the 
addition of staff and resources.  The proposed regulations would ensure compliance 
with Federal and State regulations, enhance public safety, protect California’s vital 
natural resources, and reduce the risk of future pipeline accidents. 
 
Costs that businesses may incur are variable based on pipeline mileage. Currently all 
operators contribute a flat fee of $6,000 and $550 per mile of pipeline. The proposed fee 
increase would raise the flat fee in 2022 to $10,000 and $1,280 per mile of pipeline. The 
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fee would then increase the flat fee again in 2025 to $12,000 and $1,400 per mile of 
pipeline. The phased increase in fees will allow operators time and flexibility in 
addressing operational costs. The fee follows the following general formula:  

• Current fee structure: $6,000 flat fee + (miles of pipeline x $550) = Total 
Contribution 

• Proposed 2022 fee structure: $10,000 flat fee + (miles of pipeline x $1,280) = 
Total Contribution 

• Proposed 2025 fee structure: $12,000 flat fee + (miles of pipeline x $1,400) = 
Total Contribution 

 
Approximately 50 pipeline companies operate in the State, with roughly 36 companies 
self-identifying as a small business. One of the smallest companies operates 1.59 miles 
of pipeline and currently contributes $6,874.50 per year. In 2022, that company would 
contribute $12,035.20. In 2025 and years following the company would contribute 
$12,226.  
 
The largest of the small businesses operates 42.79 miles of pipeline and currently 
contributes $29,534.50 per year. In 2022, that company would contribute $64,771.20. In 
2025 and years following the company would contribute $71,906.00. 
 
Typical business costs are calculated using the same formula above. For comparison 
purposes, one of the largest operators owns 1500 miles of pipeline and currently 
contributes $832,380.50 per year. In 2022, that company would contribute 
$1,933,212.80. In 2025 and years following the company would contribute 
$2,115,514.00. 
 
The fee structure equitably spreads across the regulated community proportionally 
based on their pipeline mileage owned.  
 
The Creation or Elimination of Jobs within the State of California 
The proposed regulations are not expected to create or eliminate jobs.   
 

The Creation of New Businesses or the Elimination of Existing Businesses 
within the State of California 
It is anticipated that the proposed regulations will not significantly impact the creation or 
elimination of businesses in California.  Labor, hardware, and software required to meet 
SFM compliance requirements is typically highly specialized and requires extensive 
training. A nominal increase in regulatory fees will not drive business out nor incentivize 
the creation of new businesses.  The hurdles to enter the pipeline industry are 
significant but this also creates a stable market that adapts to changing regulatory 
requirements, including fee increases. 
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It is unlikely that the proposed regulations will result in the creation or elimination of 
pipeline operators given the extensive costs associated with entering and exiting the 
hazardous liquid pipeline industry. Discussions with the regulated community also 
indicate that pipeline operators do not plan on exiting California due to the proposed 
regulations. More importantly operators focus on demand for products and whether 
overall operation of a pipeline is profitable. This necessarily includes the SFM pipeline 
fees, though it is a very small part of the overall evaluation of operating in California. 
 
The Expansion of Businesses Currently Doing Business within the State of 
California 
It is unlikely that the proposed regulation will encourage or discourage pipeline 
operators from expanding their business in California because the fee increase does 
not impact the demand to ship product by pipeline. Demand for petroleum drives the 
expansion or contraction of pipeline operations and is a separate impact outside of 
the proposed regulation. 
 
Benefits of the Regulations to the Health and Welfare of California Residents, 
Worker Safety, and the State’s Environment 
The SFM has determined that this regulatory proposal will benefit the public health, 
safety, and general welfare of California residents by lessening the likelihood of the 
occurrence of a pipeline accident. This proposed regulation directly benefits the 
protection of public health and fire and life safety of the people of California, as well 
as the natural resources of the State of California and the environment through 
preventive measures and appropriate staffing and support mechanisms. 
 
An estimate of the dollar value of benefits is difficult to quantify. The inspections 
conducted by SFM are undertaken to prevent and reduce pipeline failures. Quantifying 
a pipeline failure and subsequent hazardous liquid spill that has not occurred presents 
challenges. Qualitatively the inspections our office conducts result in better 
enforcement, compliance, safety, and reduced incidents and failures of pipelines. The 
expansion of the SFM pipeline program began in 2015 following a large oil spill that cost 
Californians and the company responsible for the spill over $1 billion. Since then, our 
office has significantly increased staffing and inspections which has resulted in a 
decrease in the number of pipeline incidents and a general increase in enforcement 
actions. The fees generated by the proposed regulation fund the program at the level 
necessary to ensure pipeline inspections are conducted on time and correlate to the 
cost avoided of ensuring safe pipeline operations. 
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Graph: Number of Incidents and inspection days per year – 2014 to 2020 
Graph: Number of Incidents and inspection days per year – 2014 to 2020 
 
 

 

 
 
Small Business Determination: 
California Government Code section 11342.610 excludes “a petroleum producer, a 
natural gas producer, a refiner, or a pipeline” from consideration as a small business. 
Because the proposed regulations affect pipelines, a small business determination is 
unnecessary.  However, the proposed regulations incorporate a phased approach to 
implementation allowing the entire regulated community time to adapt to increased 
fees and incorporate those additional costs into their business models. 
 
 

Year 
Field 

Inspection 
Days 

Pipeline 
Accidents 

Significant 
Accidents 

Pipeline 
Operators 
Inspected 

Number of 
Enforcement 

Actions 
2014 311 23 13 75% 54 
2015 296 20 11 46% 16 
2016 328 19 10 64% 26 
2017 988 14 4 100% 15 
2018 1159 14 5 100% 74 
2019 1199 15 4 100% 44 
2020 1436 12 0 100% 88 
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DUPLICATION OR CONFLICT WITH FEDERAL LAW 
The SFM has reviewed and determined that this proposed regulatory action neither 
conflicts with nor duplicates any federal regulation contained in the Code of Federal 
Regulations. 
 
 
PURPOSE AND NECESSITY 

 
SPECIFIC SECTION-BY-SECTION ANALYSIS 
TEXT OF REGULATIONS 
TITLE 19, DIVISION 1, Chapter 14, Article 3 
HAZARDOUS LIQUID PIPELINE SAFETY 
 

Article 3. Fees is an existing article. This section provides the amount of fees to be 
assessed each fiscal year and how they are apportioned. The changes to this section 
include a phased in schedule for fee increases on intrastate pipelines on a stepped 
schedule over a series of years. 
Necessity: This section states that a schedule is set for fee increases assessed on 
individual operators and a separate fee associated with miles of pipeline operated. 
These fees are assessed based on fiscal impact analysis conducted by the SFM based 
on staff and current fee projections. The office is charged with the safety oversight of all 
hazardous liquid pipelines in California. Additional statutory mandates and safety 
requirements, including the expansion of inspection activities by staff, have led to the 
addition of staff and resources needed to fulfill our obligations. These increases render 
the current fee structure obsolete and insufficient to sustain our mission of pipeline 
safety in future years. Without the proposed fee increase the program will likely deplete 
existing funds around the middle of fiscal year 2022. Absent funds from an additional 
resource, such as the legislature, the program would no longer be able to conduct 
safety inspections or fund the necessary activities such as trainings and equipment to 
properly ensure the safety of hazardous liquid pipelines. This fee increase is necessary 
to ensure the financial footing of the pipeline safety program and is authorized through 
various Government Code sections including 51015.1, 51019, and 51019.05. The fee 
has not been adjusted since 2007 and due to factors, such as inflation and expanded 
regulatory requirements the fee must be adjusted to cover current costs. 
 
Subsection 2040 is being amended to revise the word “fees” to “fee” followed by 
adding the word “schedule”. 
Necessity: Grammatical and spelling clarifications. 
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Subsection 2040(a)(1) Pipeline operator, is being amended to strike out the pipeline 
operator fee of $6000 and propose a stepped increase in fees over a period of years. 
Necessity: Current fees are insufficient to fund the program. Analysis of the current fee 
structure showed that the program must raise fees to fund inspections and other 
mission requirements by fiscal year 2022 or run out of finances for the program. The 
office considered several alternatives to assessing this fee but ultimately determined the 
best way to accommodate the regulated community and meet SFM budget needs was 
to phase in the operator fee over a series of years. Each operator will be required to pay 
a flat fee of $10,000 beginning July 1, 2022. The flat fee will increase to $12,000 
beginning July 1, 2025. The increase over time will allow industry to adapt and address 
necessary budget changes with the higher fee. 

Subsection 2040(a)(2) Charge per mile of pipeline operated, is being amended to 
strike out the pipeline mile fee of $550 and propose a stepped increase in mileage fees 
over a period of years. 
Necessity: Current fees are insufficient to fund the program. Analysis of the current fee 
structure showed that the program must raise fees to fund inspections and other 
mission requirements by fiscal year 2022 or run out of finances for the program. The 
office considered several alternatives to assessing this fee but ultimately determined the 
best way to accommodate the regulated community and meet SFM budget needs was 
to phase in the mileage operator fee over a series of years. Each operator will be 
required to pay $1,280 per mile beginning July 1, 2022. The mileage fee will increase to 
$1,400 beginning July 1, 2025. The increase over time will allow industry to adapt and 
address necessary budget changes with the higher fee. This structure also recognizes 
that each operator and specific pipeline is unique in design. Typically, the longer a 
pipeline is, the more complex the inspection and safety regulatory requirement, thus 
needing more staff and resources.   

Subsection 2040, Note, is being amended to add necessary authority and reference 
citations. 
Necessity: Additional authority and reference sections are added for clarity. Section 
51015.1 Government Code is added in Authority cited and sections 51013.1 and 
51015.1 Government Code are added in Reference cited. 


