Market Research

Gasoline Price—A Historical Perspective

US retail gasoline prices are at their highest ‘real’ and ‘nominal’ price levels dating back to 1919.
See the chart below, courtesy of the EIA. The ‘nominal’ price reflects the then current cost at the time of
purchase. The ‘real’ price reflects the then current cost adjusted to today’s dollars. The recent breakout
in real price above the $3.10 price level seen in the early 1920’s and 1980°s is of critical importance. A
technical interpretation of the breakout suggests higher gasoline prices are on the horizon.

So what’s causing the escalation in gasoline price? The primary components of gasoline price
include crude oil costs, refining costs, distribution & marketing costs, and taxes. The history of these
components, in percentage terms, dating back to January of 2000 is attached in the chart below. The
change in the price of the crude oil feedstock is the primary driver in gasoline price escalation during this
period. West Texas Intermediate light sweet crude oil was valued at approximately $27/bbl in January of
2000 versus $114/bbl as of this publication date. Refining plus distribution & marketing costs, when
taken together, have risen slightly, reflecting seasonal variations and a tightening capacity market over
the period. Taxes, as a percentage of price, have actually gone down over the period as many states, but
not all, utilize a flat cents-per-gallon tax rate.

At the end of 2006, global refining capacity stood at approximately 104.5 million bbls/day versus
global crude oil production of 86.3 million bbls/day (including crude oil, natural gas liquids, and non-
conventional oils). Significant refinery additions are occurring overseas, primarily in the Pacific Rim
and Middle Eastern markets, increasing capacity approximately 1.3 million bbls/day, per year, for the
next five years. Interestingly, global crude oil production is expected to grow by the same amount, leav-
ing the ratio of global refinery capacity to global crude oil production relatively unchanged. US refinery
capacity growth is primarily driven by existing capacity debottlenecking. One greenfield refinery project
is planned in Arizona. The US will increasingly rely on imported gasoline and distillates to satisfy de-
mand growth over the next five years. As crude oil prices go, gasoline prices will follow.

Real Gasoline Pump Price: Annual Average 1919- 2009 Composition of US Retail Gasoline Price
400

Projections 1 00%

350 4

300 4 Real Price 80%{

250 4 \
Cents

per 200 -
Gallon

60%

40%:
150

Percent of Price

20%

100 Nominal Price

0%

50 4

0

T
&,
-
21}
-

@ Crude Oil mRefining 0O Dist & Mktg 0O Taxes

Shart Term Energy Outlook-2pril 2005

The information herein is believed to be reliable, however Capstone Trading Advisors does not warrant its completeness or accuracy. The opinions and esti-
mates contained constitute our judgment and are subject to change without notice. Past performance is not indicative of future results. The information con-
tained herein is not intended as an offer or solicitation for the purchase or sale of any financial instrument or commodities. Chart provided with permission from
CQG Inc. Bob McKinney and Steve Murphy are Managing Members of Mesquite Investments, LP, a registered investment advisor, and a separate entity from
Capstone Trading Advisors. Clients of Mesquite Investments and individuals associated with Capstone Trading Advisors may have positions in and may from
time to time make purchases or sales of securities mentioned herein.
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