
Fuel Price Risk Management 
Insulating Your Business in the Current Market Environment

April 21, 2016

Jon Efken 
GCB Head of Commodities Sales
jon.efken@baml.com
980-386-4174 

Bank of America Merrill Lynch Global Commodities

Northwestern Transportation Center 
Business Advisory Council (BAC)



“Bank of America Merrill Lynch” is the marketing name for the global banking and global markets businesses of Bank of America Corporation. Lending, derivatives, and other commercial banking activities are 
performed globally by banking affiliates of Bank of America Corporation, including Bank of America, N.A., Member FDIC. Securities, strategic advisory, and other investment banking activities are performed globally 
by investment banking affiliates of Bank of America Corporation (“Investment Banking Affiliates”), including, in the United States, Merrill Lynch, Pierce, Fenner & Smith Incorporated and Merrill Lynch Professional 
Clearing Corp., both of which are registered broker-dealers and Members of  SIPC , and, in other jurisdictions, by locally registered entities. Merrill Lynch, Pierce, Fenner & Smith Incorporated and Merrill Lynch 
Professional Clearing Corp. are registered as futures commission merchants with the CFTC and are members of the NFA. 

Investment, annuity and insurance products: Are Not FDIC Insured, May Lose Value, Are Not Bank Guaranteed, Are Not Insured by Any Federal Government Agency, Are Not Deposits, 
Are Not a Condition to Any Banking Service or Activity 

This material is NOT a research report under U.S. law, NOT a research department product and is intended only for sophisticat ed investors/clients. It has been prepared by, and is a product of, a 
desk that supports out as impartial in relation to such activities. 

These materials have been prepared by one or more subsidiaries of Bank of America Corporation for the client or potential cli ent to whom such materials are directly addressed and delivered (the 
“Company”) in connection with an actual or potential mandate or engagement and may not be used or relied upon for any purpose other than as specifically contemplated by a written agreement 
with us.  These materials are based on information provided by or on behalf of the Company and/or other potential transaction participants, from public sources or otherwise reviewed by us.  We 
assume no responsibility for independent investigation or verification of such information (including, without limitation, data from third party suppliers) and have relied on such information being 
complete and accurate in all material respects. 

The estimated values provided in the material are "as of" the date indicated and do not represent actual bids or offers by ML . Even though the material is based upon publicly available information 
and news sources that are generally believed to be reliable, there can be no assurance that actual trades could be completed at such value(s). Because these estimated valuations are based on 
underlying valuations obtained from third party sources we cannot make any representation as to the accuracy or completeness of the valuations. The material is not intended to be a 
comprehensive summary of all material news, information, events and risks relating to the companies or securities mentioned. ML does not make any representation or warranty as to the accuracy 
or completeness of this material, and, by accepting the material, you agree that ML shall not be responsible for any error or omission. References to past prices or quotes do not in any way imply 
that such prices or quotes will again be available or actionable. These estimates may not be representative of any theoretical or actual internal valuations employed by us for our own purposes, may 
vary during the course of any particular day and may vary significantly from the estimates or quotations that would be given by another dealer. 

This material does not constitute an offer, or a solicitation of an offer, to purchase or sell any security or financial inst rument, nor does the material constitute advice or an expression of ML's view as 
to whether a particular security or financial instrument is appropriate for you and meets your financial objectives. ML will not be liable for any investment decision based in whole or in part on the 
material. The reader is required to make its own investment decisions, using as necessary the advice of independent advisors or consultants. As a condition for providing these estimates, you agree 
that Merrill Lynch makes no representation and shall have no liability in any way arising there from to you or any other entity for any loss or damage, direct or indirect, arising from the use of this 
information. ML and its affiliates may trade for their own accounts as market maker, block positioner, dealer, specialist, arbitrageur or speculator in any of the securities of issuers mentioned in this 
material. When trading for proprietary accounts, ML and its affiliates may consider the material in their trading decisions, as appropriate. Principal transactions by ML and its affiliates are effected in 
accordance with applicable rules and regulations, and such transactions may affect the prices of the securities mentioned. Further, ML and its affiliates may from time-to-time perform investment 
banking or other services for, or solicit investment banking or other business from, any company mentioned in the material. This material may not be distributed outside the United States; and is 
intended solely for Global Markets institutional clients. The material is provided for informational purposes only and any distribution or copying of the material is prohibited. 

We do not provide legal, compliance, tax or accounting advice.  Accordingly, any statements contained herein as to tax matter s were neither written nor intended by us to be used and cannot be 
used by any taxpayer for the purpose of avoiding tax penalties that may be imposed on such taxpayer. If any person uses or refers to any such tax statement in promoting, marketing or 
recommending a partnership or other entity, investment plan or arrangement to any taxpayer, then the statement expressed herein is being delivered to support the promotion or marketing of the 
transaction or matter addressed and the recipient should seek advice based on its particular circumstances from an independent tax advisor.  Notwithstanding anything that may appear herein or in 
other materials to the contrary, the Company shall be permitted to disclose the tax treatment and tax structure of a transaction (including any materials, opinions or analyses relating to such tax 
treatment or tax structure, but without disclosure of identifying information or, except to the extent relating to such tax structure or tax treatment, any nonpublic commercial or financial information) on 
and after the earliest to occur of the date of (i) public announcement of discussions relating to such transaction, (ii) public announcement of such transaction or (iii) execution of a definitive 
agreement (with or without conditions) to enter into such transaction; provided, however, that if such transaction is not consummated for any reason, the provisions of this sentence shall cease to 
apply. 

Bank of America Corporation and its affiliates (collectively, the "BAC Group") comprise a full service securities firm and co mmercial bank engaged in securities, commodities and derivatives trading, 
foreign exchange and other brokerage activities, and principal investing as well as providing investment, corporate and private banking, asset and investment management, financing and strategic 
advisory services and other commercial services and products to a wide range of corporations, governments and individuals, domestically and offshore, from which conflicting interests or duties, or a 
perception thereof, may arise.  In the ordinary course of these activities, parts of the BAC Group at any time may invest on a principal basis or manage funds that invest, make or hold long or short 
positions, finance positions or trade or otherwise effect transactions, for their own accounts or the accounts of customers, in debt, equity or other securities or financial instruments (including 
derivatives, bank loans or other obligations) of the Company, potential counterparties or any other company that may be involved in a transaction.  Products and services that may be referenced in 
the accompanying materials may be provided through one or more affiliates of Bank of America Corporation.  We have adopted policies and guidelines designed to preserve the independence of 
our research analysts.  These policies prohibit employees from offering research coverage, a favorable research rating or a specific price target or offering to change a research rating or price target 
as consideration for or an inducement to obtain business or other compensation.  We are required to obtain, verify and record certain information that identifies the Company, which information 
includes the name and address of the Company and other information that will allow us to identify the Company in accordance, as applicable, with the USA Patriot Act (Title III of Pub. L. 107-56 
(signed into law October 26, 2001)) and such other laws, rules and regulations as applicable within and outside the United States. 

©2015 Bank of America Corporation. All rights reserved. 

Notice to Recipient

http://www.sipc.org/


Market Update



Much of the oil price meltdown can be explained by surging shale and OPEC output

Source: Bloomberg, BofA Merrill Lynch Global Commodities Research
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The 78% price drop from $147 to $32 during 2008 and 2009 was fueled by falling demand in the wake of the 
global financial crisis.  Daily demand fell 4MM bbl/day (4.5%).  This most recent 76%  price drop from $107 to 
$26 has occurred while daily demand actually rose 3.5MM bbl/day (3.8%). 

Crude Oil Prices - Last time, it was demand

Source: Bloomberg, Merrill Lynch Commodities Inc.
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From the Jun14 peak of $107, prices fell 76% to $26 as supply grew 4.9MM bbl/day.  After the Thanksgiving Day 
2014 OPEC meeting, it became evident that Saudi Arabia’s goal was to pressure the economics of high cost 
production and take market share from other Middle East and LATAM producers.  They succeeded…but what 
happens next?

This time, it’s all about supply

Source: Bloomberg, Merrill Lynch Commodities Inc.
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Due to elevated global inventory levels, OPEC is now discussing an oil output freeze

Source: IEA, BofA Merrill Lynch Global Commodities Research
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US Crude Production is now showing year over year declines

Source: EIA, BofA Merrill Lynch Global Commodities Research
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The surplus is coming to an abrupt end by the end of this year…if demand holds

Source: IEA, BofA Merrill Lynch Global Commodities Research
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Low Prices Have Created Supply and Demand Responses 

■ Low prices have caused producers to scale back 
capex as credit liquidity diminishes.

■ Uneconomic operations have been shut down, 
beginning the process of reducing output.

■ US oil rig count has collapsed from 1,600 in late 
2014 to 387 last week.  US shale oil production 
had risen from around 1MM bbl/day in 2007 to 
around 5.5MM bbl/day….In 2016, it has dipped 
back below 5.0MM bbl/day.

■ Likewise, cheaper energy has created an increase 
in demand as consumers purchase larger, less 
efficient vehicles in the US.  Also, as the middle 
class expands in China and India, an increasing 
segment of the new middle class population are 
buying cars.

■ OPEC appears to be supportive of an output 
freeze now that shale production is declining. We 
expect later this year they would begin to 
consider an actual production cut if other 
producers follow the guidelines of output freeze.
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■ Crude oil prices have had their biggest moves when swinging between supply deficit and surplus.

■ Hedging can help smooth out this volatility risk as we expect prices to continue higher.

The Big Picture, You Have to Look at Supply AND Demand

Source: Bloomberg, Merrill Lynch Commodities Inc.
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Lower Sulfur Specifications Worldwide

■ As the world attempts to reduce emissions, increased scrutiny has been placed on the quality of gasoline 
and diesel.

■ The US transitioned to Ultra Low Sulfur Diesel in 2013 and is in the process of transitioning to Tier 3 
Gasoline in 2017.  The rest of the world is following.

■ These higher specifications result in higher prices due to production difficulties and more expensive 
refinery inputs (lighter crude slates).

■ Due to a lighter crude slate and better refining economics, refiner yield of gasoline relative to distillate has 
been increasing.

Source: PIRA
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Demand Profile

■ Near term, a warm winter in the Atlantic Basin has helped push inventory levels up but demand increases 
should start to normalize stocks.

■ Refined products demand will be driven primarily by EM growth in 2017/2018, China and India will remain 
key players with high single/low double digit growth rates. 

■ The proliferation of the middle class in EM economies and car penetration rates will drive distillate and 
demand growth (15MM cars expected to be added to Chinese roads this year). 

Source: PIRA
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Source: World Bank, BofA Merrill Lynch Global Commodities Research
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Vehicle sales are the key driver of EM demand growth as penetration rates are low
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Demand Profile – Product Breakdown

■ Increased gasoline demand is expected to be the largest share of products growth in the coming years.

■ OECD distillate demand was down significantly in 2015 due to very mild El Nino winter temperatures.  
During the subsequent La Nina years, we expect to see a very active hurricane season and normalizing 
winter temperatures, both of which are supportive for products prices.   

Source: PIRA
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■ Crude oil is a major driver of products prices, but it doesn’t tell the entire story.  Factors such as seasonality, 
refinery maintenance,  and location/transport all have an impact.  Refiners’ margins, also known as “crack 
spreads,” can contribute to price volatility above and beyond the effect of crude oil prices. 

■ When refineries return from maintenance in May, crude demand will increase in the US from roughly 15.75 
kbd to 16.5-17.0 kbd which will be supportive crude and product prices.

Crude oil is a major driver of refined products prices

NYMEX ULSD (New York Harbor) vs Gulf Coast ULSD  (USD/gal) Gasoline Crack:   NYMEX RBOB (New York Harbor) vs WTI (USD/gal)

Source: World Bank, BofA Merrill Lynch Global Commodities Research
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So, where do we go from here?

■ In our February 18th Global Energy Weekly entitled “Frozen Oil,” our research team argued that crude prices 
would hit $47 by June because… 
■ the collapse in prices to $26 had forced large scale capex cuts and pushed OPEC and non-OPEC 

producers to freeze oil production.  
■ aside from global production, US shale production has waned.
■ we should see the normal strong demand pickup as we enter the summer driving season.
■ monetary policy has remained more accommodative than expected.
■ the USD has eased off its highs allowing commodities prices across the complex to rally.

Product Units Q2’16 Q3’16 Q4’16 2016F 2017F

WTI bbl $43.00 $49.00 $52.00 $45.00 $59.00

Brent bbl $44.00 $50.00 $53.00 $46.00 $61.00

HO Crack bbl $10.98 $11.25 $14.47 $12.75 $12.00

RB Crack gal $18.86 $13.75 $6.29 $13.00 $15.50

HO Price gal $1.3090 $1.4585 $1.6065 $1.3990 $1.7380

RB Price gal $1.4965 $1.5180 $1.4260 $1.3570 $1.8215

Source: Merrill Lynch Global Commodities Research, Merrill Lynch Commodities Inc.



Despite the recent rise…
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With spot prices that are still very low and forward curves that are relatively flat, this is still one of the best 
times for consumers in the last decade.

Prices are still very attractive

Source: Bloomberg, Merrill Lynch Commodities Inc.
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