Natural Resources  Ressources naturelles

Canada Canada

Fuel Focus

Understanding Gasoline Markets in Canada
and Economic Drivers Influencing Prices

Issue 11, Volume 9

June 27, 2014

Canada




Copies of this publication may be obtained free of charge from:
Natural Resources Canada

Petroleum Resources Branch

580 Booth Street, 17" Floor

Ottawa, Ontario K1A OE4

Phone: (613) 992-9612

TTY Service: (613) 996-4397 (Teletype for the hearing-impaired)
Fax (613) 992-0614

Web site: http://nrcan.gc.ca/eneene/focinf-eng.php

© Her Majesty the Queen in Right of Canada 2014
ISSN 1918-3321

Aussi offert en francgais sous le titre Info-Carburant


http://nrcan.gc.ca/eneene/focinf-eng.php

7N\

Fuel Focus

Volume 9, Issue 11
June 27, 2014

National Overview

Canadian Retail Gasoline Prices Increased
2 Cents per Litre from Last Week

For the week ending June 24, 2014, the Canadian
average retail gasoline price was $1.41 per litre.
Higher world crude oil and North American wholesale
gasoline prices pushed the Canadian average retail
gasoline price up 2 cents per litre from the previous
week. Prices are at a new all-time peak, exceeding the
previous highest level of $1.40 per litre in July 2008.
Prices are now above last year’s level by 11 cents per
litre.

Diesel fuel prices rose by less than 1 cent per litre from
the previous week to $1.36 per litre, while furnace oil
prices increased by 1 cent, ending at $1.26 per litre.
Compared to a year ago, prices for diesel and furnace
oil are 12 and 9 cents per litre higher, respectively.

Recent Developments

e Auto Idle-stop Systems: While most Canadians
understand the fuel and environmental costs of
unnecessary idling, it can be difficult to avoid,
especially in traffic jams and at long intersection
waits. Enter the idle-stop system: when the car is at
a full stop, its computer system automatically sends
a signal to turn off the engine, which re-starts when
the driver releases the brake, reducing the amount
of time the engine spends idling. Transport Canada
recently conducted tests on idle-stop systems and
concluded that in typical stop-and-go city traffic,
idle-stop systems offered fuel savings of 11.5 percent
compared to a standard vehicle. Transport Canada
noted however that some systems did not engage in
temperatures below -7°C. (Source: Canadian Fuels
Association, Tech Talk, Issue 6.)

IEA Global Oil Demand Forecast: According to
the International Energy Agency (IEA) Medium-
Term Oil Market Report 2014, global oil demand is
forecast to climb to 99.1 million bbls per day by
2019. The IEA forecasts a growth in demand of 7.6
million bbls per day over the 2013-2019 forecast
period, for an average annual growth rate of 1.3 per
cent. Before the end of the decade, however,
demand growth may start to slow down as a
combination of high oil prices, environmental
concerns and cheaper fuel alternatives lead to both
fuel-switching away from oil and overall fuel
savings. (Source: Daily Oil Bulletin)

Propane Inventories Continue to Rise: U.S.
propane stocks increased by 2.0 million barrels last
week to 51.2 million barrels as of June 13, 2014, 1.9
million barrels (3.5%) lower than a year ago. Gulf
Coast inventories increased by 1.6 million barrels
and East Coast inventories increased by 0.4 million
barrels. Rocky Mountain/West Coast inventories
increased by 0.1 million barrels while Midwest
inventories remained unchanged.

Figure 1: Crude Oil and Regular Gasoline
Price Comparison (National Average)
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Edmonton Par prices are discontinued as of May 1, 2014,
and replaced by the Canadian Light crude blend which is

traded daily on the Net Energy Index.

Figure 2: Weekly Regular Gasoline Prices
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Changes in Fuel Prices

Week of: Change from:
Previous Last Year
¢/L 2014-06-24 Week
Gasoline 141.2 +2.4 +10.7
Diesel 135.6 +0.4 +11.8
Furnace Oil 126.5 +0.7 +9.0

Source: NRCan

Natural Gas Prices for Vehicles

aons | akdogram | SLoolne | o e
Vancouver 114.6 75.6 78.4
Edmonton 115.1 75.9 78.7
Toronto 128.3 84.6 87.8

Source: ¢/kg Kent Marketing Services Limited
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Retail Gasoline Overview

The four-week average regular gasoline pump
price in selected cities across Canada was $1.39 per
litre for the period ending June 24, 2014. This is an
increase of 2 cents per litre from the last report on
June 13, 2014, and it represents an increase of 7 cents
per litre compared to the same period in 2013.

The four-week average crude oil price component
of gasoline was up 1 cent from two weeks ago and
registered at 75 cents per litre—13 cents per litre
higher than during the same period in 2013.

Retail gasoline prices in eastern centres increased on
average by 1 cent per litre compared to the last report
two weeks ago, and ranged from $1.33 per litre to
$1.40 per litre. Prices in western centres increased, on
average, by 2 cents per litre and ranged from $1.26
per litre to $1.52 per litre.

At the national level, refining and marketing costs
rose by 1 cent per litre from the previous report of two
weeks ago to 24 cents per litre. The increase in
wholesale gasoline prices was larger than the increase
in crude oil prices, resulting in higher average
refining margins.

Figure 3: Regular Gasoline Pump Prices in Selected Cities
Four-Week Average (June 3 to 24, 2014)
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Source: NRCan * Regulated Markets

Note: Toronto crude oil cost includes pipeline tolls of $4 per barrel for light crude oil from Edmonton to Sarnia, Ontario.

2013 National Retail Petroleum Site Census

MJ Ervin & Associates recently published its 2013 National Retail Petroleum Site Census. This is a
comprehensive review of retail petroleum outlets in Canada. The census illustrates a continued diversity of
brands of gasoline in Canada with the physical product largely originating from 14 refineries in Canada,
operated by a total of nine refining organizations.

As of December 31, 2013 there were 11,849 retail gasoline stations operating in Canada; 3.4 outlets for every
10,000 persons. The census illustrates a strong relationship between "throughput efficiency™ (the volume of
gasoline sold by each retail outlet) and the level of retail markup in each province's markets. Markets with
poor (low) throughput tend to have higher retail gasoline prices (after tax differences are factored out) than
those with high throughput.

The census found that 80 percent of all gasoline stations in Canada are price-controlled by individual outlet
proprietors or non-refiner marketers, with the remaining 19 percent of all gas stations under the price control
of one of the 8 refiner-marketers in Canada. The census also measured the market representation of a
number of site features and offerings: the type of pump service (full or self), convenience stores, car washes,
fast food, automotive service, and whether diesel fuel was offered for sale. A full version of this report is
available for purchase at www.kentgroupltd.com
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Wholesale Gasoline Prices

For the week of June 19, 2013, compared to the
previous week, wholesale gasoline prices rose in all
centres from less than 1 to nearly 3 cents per litre.

In the eastern markets of Canada and the United
States, wholesale gasoline prices increased in the
range of less than 1 to nearly 3 cents per litre. Prices
for the period ended in the 86-t0-93 cent-per-litre
range.

Western wholesale gasoline prices ended in the range
of 91 to 97 cents per litre with changes ranging from an
increase of 1 to 2 cents per litre.

Overall, in the last four weeks, prices have fluctuated in
the range of less than 1 cent per litre to 4 cents per
litre. Wholesale prices are higher than last year’s level
with price increases ranging from 4 to 15 cents per
litre, compared to the same period last year.

Figure 4: Wholesale Gasoline Prices

Rack Terminal Prices for Selected Canadian and American Cities Ending June 19, 2014
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Gasoline Refining and Marketing Margins

Four-week rolling averages are used for gasoline
refining and marketing margins. Overall, for the week
ending June 24, 2014, refining margins hovered at
nearly 20 cents per litre — 2 cents per litre lower than
for the same period last year.

The refining margins shown here are derived numbers
based on the difference between the estimated crude
oil price and the wholesale price of gasoline at a point
in time. While the analysis presented here is useful for
tracking the trends in gasoline margins and estimating
how much of the pump price is going to the refiner, it

does not represent overall refining margins when
considering all refinery products (e.g. gasoline, diesel,
asphalt, lubricating oil, etc.).

Gasoline, accounting for about 30-35% of a refinery’s
output, is only one of many products produced from a
barrel of crude oil. As one of the higher-valued
products, gasoline generates a disproportionate share
of the revenues. Gasoline margins are offset by much
lower margins on other products such as heavy fuel
oil and asphalt that often sell for less than the cost of
the crude oil used to make them.

Figure 5: Gasoline Refining and Marketing Margins
Four-Week Rolling Average Ending June 24, 2014
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Crude Oil Overview

Major Crude Oil Benchmarks Pushed Higher on Iraqg’s Instability

For the week ending June 20, 2014, prices for the four
marker crudes averaged between $590/m3 and $777/m3,
(US$94 to US$114 per barrel). The price gap between
WTI and Brent stood at $52/m3 (US$8 per barrel), while
the price differential between the Canadian Light and
WTI stood at $53/m3 (US$8 per barrel).

By comparison, Western Canadian Select (WCS) prices
averaged $590/m3 (US$94 per barrel). WCS is heavy
crude blended with sweet synthetic and condensate
diluents. WCS is a heavy sour grade (high sulphur) and
requires more time and energy to refine, and so is
always sold at a lower price than light crudes.

Figure 6: Crude Oil Price Comparisons

In Western Canada and Ontario, more than 60% of
the crude oil processed by refiners is either
conventional light, sweet crude oil or high quality
synthetic crude oil. Synthetic crude is a light crude
oil that is derived by upgrading oil sands.

Light crude oil prices firmed up on the instability in
Irag and the ongoing risk of supply disruption in
the country’s southern oil-producing region. Iraq is
the second most important oil-producing country
among the Organization of Petroleum Exporting
Countries. The threat of the loss of Iraqg’s oil supply
pushed Brent prices upward. Brent is the main
global waterborne crude oil benchmark.
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Canadian Light 673.09 | 98.78 | +2.27 | +0.77 | +95.19 | +9.45
WTI 725.68 | 106.50 | +4.79 | +1.18 | +100.48 | +9.84
Brent 777.50 | 114.10 | +17.82 | +3.12 | +103.90 | +9.96
WCS 590.40 | 93.86 +1.98 | +0.31 | +52.72 | +8.38
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Fuel Focus Website and Publications

Natural Resources Canada (NRCan) has published petroleum product prices, the Fuel Focus bi-weekly
gasoline report and material related to fuel pricing since July 2006. The purpose of the website is to better
communicate with the public about the state of the market and alleviate public concerns about the level and
volatility of petroleum product prices, such as gasoline, diesel, and furnace oil.

The need for a price information website arose with recurring volatility in energy markets and prices over
the course of the last few decades. Whether this arises from geopolitical instability in the Middle East,
supply disruptions or transportation bottlenecks in producing countries, inventory surpluses or shortages,
speculation by non-commercial operators, or insufficient or excess refining capacity, there is high public
interest in the functioning of the petroleum markets. The Fuel Focus website provides easy access to
information for the public and the media.

Consumers and industries have an interest in answers to such questions as:

- What is happening to retail prices?

- Why do they vary from region to region?

- Why do retail prices not adjust immediately to reductions in crude oil prices?

- What are the components that make up petroleum product prices, especially gasoline?
- Can governments do something about higher prices?

The questions often focus on competition and fairness in petroleum markets, pricing and profits, as well as
on issues of supply. The role of the Fuel Focus website is partly to help eliminate misconceptions and
improve understanding of the federal role, provincial roles, energy polices and crude oil markets.

The factual information also serves the purpose of providing information to government officials for advice
to Ministers on market events and possible policy responses. For example, during a period of high fuel
prices in 2011, NRCan officials appeared before the House of Commons Standing Committee on Industry,
Science and Technology to explain rising gasoline prices.

Analysis of traffic on the Fuel Focus website pages indicates that the most frequently accessed pages relate
to fuel prices. The public interest in fuel prices can be closely related to events affecting fuel prices, such as
rising gasoline prices in the summer or higher heating fuel prices in the winter. For example, between
January 1, 2014 and May 31, 2014, the page viewed most often was the automotive propane prices page,
followed by diesel fuel and furnace oil prices. The high propane prices page views are directly tied to
concerns over higher propane prices as a result of the propane supply disruption in the eastern parts of
Canada and the U.S. this past winter. As readers will recall, propane prices for heating rose significantly.
NRCan only collects auto propane prices and in the absence of any other sources for heating propane prices,
we assume that the high number of page views for auto propane prices was a proxy for heating propane
prices.

By far, the most active day is Tuesday when new prices are released. Overall, between January 1, 2014 and
May 31, 2014, there were more than 58,000 web page views for fuel prices, defined as the total number of
pages viewed by users. Crude oil prices were viewed more than 17,000 times and the Fuel Focus bi-weekly
reports were viewed 1,943 and 351 times in English and in French, respectively.

Note: Web page results are based on Google Analytics website traffic analysis.
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