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Overview

Energy prices have continued to move higher this fall, with oil prices (until
recently) showing little or none of the anticipated declines relating to estimated
excess production over demand rates. The recent downturn in oil prices may be a
temporary perturbation within the typical uncertainty bounds that could be
reversed if no solid evidence of increased supplies materializes. To the extent
that market perceptions of excess supply gain confirmation in concrete data on
inventories, oil prices will probably move closer to the lower end of our
probability range. Natural gas spot prices soared to record average levels in
November after a taste of winter weather arrived in major heating demand areas.
Significant gas supply constraints on the West Coast have launched sky-high
prices there. Extraordinarily low heating oil inventories continue to put East
Coast markets at risk of sharp price spikes if more cold weather moves in. As a
result of all this, we have substantially revised upward our estimates of
consumer heating bills for the 2000-2001 heating season.

Oil price movements and reliable indicators of net supply conditions in key
markets put in doubt the timing, if not the significance, of presumed oil market
“rebalancing” toward lower oil price ranges. We have lowered the trajectory of
one key market indicator, OECD country oil stocks, to reflect the annoying
reality of languishing actual stockpiles amidst claims of large aggregate excess
production. Enough belief remains in the eventual ability of new supply
increases to exceed incremental demand to expect declining prices by mid or late
2001. Recent downward crude oil price movements could signal an earlier rather
than later correction. In any case, we expect WTI crude oil prices to remain near
or above the $30-per-barrel level for some time, perhaps as long as through the
middle of 2001. Meanwhile, November apparently brought nothing in the way
of bearish price signals to East Coast heating oil markets (and U.S. distillate
markets in general). Despite high production rates, an infusion of SPR oil and
the possibility for a rebound related to early shipments of product to distributors
and end users in earlier months, U.S. commercial distillate stocks eked out only a
2-million-barrels increase last month. Even in a normal year the November stock
build is larger than that. The vulnerability of U.S. distillate markets (particularly
in the Northeast) to upward price shocks under cold conditions has increased,
and this is being reflected in increasing margins for distillate. Our expectations
for average heating oil prices have accordingly been adjusted upward, with the
winter average price now expected to be about 29 percent above the year-earlier



average. Combined with expected higher consumption rates this winter, typical
heating oil bills may be more than a third higher than those seen last winter.

In addition to relatively low stocks now and expected high heating demand this
winter, significant increases in natural gas demand from new gas generating
plants next year will probably prolong the much-above-normal price
environment through 2001, even if a decent turnaround in U.S. and Canadian
production materializes for 2001, which we are in fact allowing for in this
forecast. We think the strength of these factors are reflected in the current
strength of spot prices and have adopted a higher price path through 2001
compared to the previous Outlook. We now see average winter residential
prices averaging about $9.21 per thousand cubic feet compared to $6.56 last
winter.  This increase (40 percent), combined with expected growth in
consumption rates, implies an expected increase in typical gas-heated household
heating bills this winter of around 50 percent. As was the case with heating oil,
November ended with lower-than-anticipated gas storage levels, increasing the
probability that the heating season will end with record-low levels of natural gas
in storage. We expect that high and volatile gas prices will prevail until solid
evidence that the gas supply situation is easing. The net impact of the opening of
the Alliance pipeline into the Chicago area (which reportedly began deliveries on
December 1) on gas supplies looms larger now as a factor of interest in the
United States.

International

Crude Oil Prices. The monthly U.S. imported crude oil price in November was
a little over $31 per barrel (about $34 for West Texas Intermediate crude oil), or
$1 higher than in October (Figure 1), and the second highest (in nominal terms)
monthly average level in the decade since the Gulf War.

During its March 2000 meetings, OPEC set a target range for the OPEC basket
price of oil between $22 and $28 per barrel and adopted an informal price-band
mechanism to adjust OPEC supply in order to maintain world oil prices within
that range. Although the average OPEC basket price has stayed above the $28
level since August 14, the informal price band mechanism has only been
activated once. On October 31, OPEC activated the mechanism to increase
aggregate OPEC production quotas by 500,000 barrels per day. However, the
price band mechanism was not activated during end-November despite the
passing of another 20 trading days of high prices that could have triggered the
informal mechanism. OPEC sources have indicated that for the interim, OPEC
would use the price band mechanism to boost low prices but not increase
production quotas in the face of high prices. EIA's estimates of world oil supply
and demand suggest that the monthly average U.S. imported crude oil price will
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Sources: History: EIA; Projections: Short-Term Energy Outlook, December 2000.

Figure 1. WTI Crude Qil Price: Base Case and 95%

Confidence Interval
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remain relatively high, although precise levels are difficult to project, especially
in view of recent volatility.

EIA had earlier expected that the announced OPEC production increases would
result in an oversupply situation that would move prices down in early 2001.
However, EIA's revised assessments of both the oil stock situation in the OECD
countries and of OPEC's willingness to increase supplies to bring world oil prices
down has led to an upward revision in our crude oil price projections in 2001.
Recent price declines suggest more weakness in the near-term market, but we
still think that a significant probability exists that prices will average close to $30
per barrel during the first half of 2001. At end-2001, EIA projects that oil prices
may still post averages in the upper half of the OPEC price band.

International Oil Supply. After OPEC increased production quotas at end-
October, OPEC could have further increased supplies at end-November by again
activating its informal price-band mechanism. However, OPEC has stated that an
agreement in principle has been reached to wait until its January 17 meeting
before acting on production.

Although Saudi Arabia's oil minister Ali Naimi later issued a caveat that OPEC
hasn't ruled out any production increases despite this agreement in principle,
EIA has adjusted its forecast assumption that Saudi Arabia would keep
increasing production until oil prices fell below $30 per barrel. EIA's projected
OPEC production levels for fourth quarter 2000 have been lowered by 300,000
barrels per day from the previous Outlook (Figure 2).

EIA still believes that only Saudi Arabia, and to a lesser degree, the United Arab
Emirates, will have significant short-term capacity to expand production, and
that world oil excess production capacity will be at its lowest level during the
past 3 decades (during non-disruption periods). EIA's Outlook assumes that
OPEC 10 (OPEC excluding Iraqg) production will decline by 400,000 barrels per
day by mid-2001.

Iragi crude oil production is estimated to have increased from 2.3 million barrels
per day in first quarter 2000 to 2.8 million barrels per day by third quarter 2000,
and production is expected to further increase to 3 million barrels per day by
end-2000 and to 3.2 million barrels per day by end-2001. These projections do not
reflect any official U.S. Government view, and assume that Iraqgi efforts to end
U.N. sanctions do not result in long-term cutbacks in Iragi exports and
production. The projections are also less than Irag’s own estimate that
production could reach as high as 3.5 million barrels per day in 2001.

Non-OPEC production in 2000 is expected to finish 1.2 million barrels per day



Figure 2. OPEC Crude Oil Production 1999-2001
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higher than in 1999. It is expected to increase by another 0.9 million barrels per
day in 2001, primarily from the former Soviet Union, with smaller increases from
other regions (Table 3). Oil production from the former Soviet Union has risen as
Russian production has recovered, and further increases are expected as capacity
at export pipelines increases, especially with the opening of the Caspian Pipeline
Consortium (CPC)'s pipeline to transport oil from Kazakhstan in June 2001. No
further increases are expected in the North Sea in 2001 as output from new fields
is not expected to outstrip declines in maturing fields.

International Oil Demand. World oil demand in 2000 is expected to finish over
1 million barrels per day higher (about 1.5 percent) than in 1999, and average
almost 76 million barrels per day (Figure 3). This is the lowest growth rate since
1993 with the exception of 1998, when Asian economies were suffering from a
financial crisis. World oil demand growth in 2001 is expected to be almost 2
million barrels per day, similar to the growth that was seen in the 1995-1997
period.

Non-OECD Asia is expected once again to be the leading region for oil demand
growth this year, although near-term growth rates there are unlikely to match
those seen in the early to mid 1990s. By 2001, not only is non-OECD oil demand
expected to grow even more, but OECD oil demand growth is expected to be
strong as well.

World Qil Inventories. EIA does not attempt to estimate oil inventory levels
on a global basis; however, the direction global oil inventories are headed is
discerned from EIA's world oil supply and demand estimates. These estimates
provide only a rough guide because of what has come to be known as the
"missing barrels problem”. The available limited data for tracking inventories
suggest that inventories have not been building as fast as any of the global
supply/demand estimates (including EIA's) would indicate, and that some of the
oil that is being produced worldwide simply becomes unaccounted for. As a
result, EIA's estimated global inventory increases are likely overstated because
they include an uncertain "missing barrels" component.

In recognition of this problem, EIA has changed its assessment of OECD stock
levels from its previous Outlooks. EIA had previously expected that because of
increased OPEC production in 2000, OECD stocks by end-2000 would be about 2
days' of supply higher than year-earlier levels, and begin approaching normal
levels (Figure 4). However, EIA now estimates that OECD countries will have at
least 1 day less of inventory supplies this winter, leaving them more vulnerable
to an interruption in supplies or to a cold spell. EIA's 2001 projection continues
unchanged, as the expected continued high levels of OPEC production should
bring relief to tight inventories and increase OECD stocks by 2 days' of supply.



Figure 3. Annual World Oil Demand
(Changes from Previous Year)
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Figure 4. Total OECD Oil Stocks*
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U. S. Energy Prices

Distillate Fuel (Heating Oil and Diesel Fuel). Retail heating oil prices will
probably top $1.50 per gallon, the highest average monthly price recorded (in
nominal terms) this December. Prices have increased substantially since July,
gaining 34 cents per gallon in just 4 months (Eigure 5. The national average
price in November, $1.49 per gallon, was 49 cents per gallon above the
November 1999 price. Over the same period, crude oil prices have risen by about
20 cents per gallon. The critically low level of inventories for distillate fuel,
particularly heating oil, explains most of the remainder of the price rise. If the
currently depressed level of distillate stocks continues, the result could be strong
upward pressure on prices for the distillate fuels through the winter. Already,
the spread of 73 cents per gallon between the retail price and the crude oil price
is close to the record 76 cents per gallon that occurred last February. Then, a
period of very cold weather in the Northeast, in combination with notably low
stocks of distillate fuel, led to sharp spikes in heating oil and diesel fuel prices in
New England and other areas in the region. (For the month of February 2000, the
national average prices of heating oil and diesel fuel were $1.42 and $1.45 per
gallon, respectively.) It should be noted that except for a period from late
January through the first half of February, the winter in the Northeast (where 75
percent of the nation's heating oil is consumed) was actually warmer than
normal.

As we have been repeating in the last several Outlooks, a risk exists this winter for
distillate fuel price spikes similar to what happened last February, especially if
the weather stays unusually cold in the Northeast for more than a few days.
For the U.S., distillate stocks are currently about 20 million barrels below the low
end of the normal range (Figure 6). The additional supplies of crude oil released
from the Strategic Petroleum Reserve under an exchange program in late
October probably prevented the U.S. distillate supply situation from becoming
even more tenuous than it is now, but hoped-for levels of distillate in storage by
end-November have not materialized.

Unless the winter in the Northeast is unusually mild or world crude oil prices
drop significantly, the projected high prices for heating oil and diesel fuel will
continue until next spring. Assuming normal heating demand, with tight stocks
and relatively high crude oil prices, we expect that winter residential heating oil
prices will average $1.52 per gallon, or about 34 cents more per gallon compared
to the last winter (Table 4). We note that this average is about 12 cents per gallon
above our winter average projections reported last month.



Figure 5. Residential Heating Oil Prices: Base Case
and 95% Confidence Interval
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Million Barrels

Figure 6. U.S. Total Distillate Fuel Stocks
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Motor Gasoline. Assuming that our crude oil price path holds, we project that
retail motor gasoline prices will decline only slightly (if at all) this winter, then
rise modestly when next year's driving season begins in the spring. By year's
end, the monthly average retail price of regular unleaded (self-service) motor
gasoline is projected to be about $1.51 per gallon, or less than a nickel below the
pump price of last August (Figure 7). Also, the presently low stock levels of
motor gasoline--due in part to the need to produce more heating oil--may also be
contributing to the unseasonably flattened price path for gasoline (Figure 8). For
2001, we expect an annual average price increase of about 3 cents per gallon at
the pump, assuming, again, that our base case crude oil price path holds. The
current outlook points to the likelihood of gasoline stocks being relatively low at
the beginning of the next driving season, a situation that would once again put
spring gas prices under pressure and potentially increase the probability of price
runups next summer.

Natural Gas. Starting last June, spot wellhead prices have been averaging well
over $4.00 per thousand cubic feet. For most of September through November,
these prices have floated above $5.00 per thousand cubic feet, more than double
the price of one year ago (Figure 9). Recently, they have been averaging over
$6.00 per thousand cubic feet and wellhead prices topped $8.00 on December 6,
2000. Spot gas prices at the wellhead have never been this high for such a
sustained period of time. Although high oil prices have encouraged the current
strength in gas prices, the predominant reason for these sustained high gas prices
was, and still is, apprehension about the supply situation this coming winter.
For much of the summer, low levels of underground storage raised concerns
about the availability of winter supplies. The low gas inventory situation,
combined with fickle weather, has put the market in a very jittery position. This
was evident last October when warm weather and high net storage injections
produced a downward price plunge of over $1.00 per thousand cubic feet in a
period of less than three weeks. Just recently, the spot market has been
experiencing daily up and down price gyrations of 30-50 cents per thousand
cubic feet or more based on short-term weather forecasts and revised weather
forecasts. Cold weather for prolonged periods this winter would strain supplies
and could result in even higher spot prices. Given the recent variability in the
natural gas spot market, spot prices of natural gas are likely to hit or breach the
upper level of the uncertainty bands if the winter in the gas consuming regions
of the country turn out to be severe. On the other hand, we have seen from what
happened in October that spot gas prices could still plunge sharply if the
weather turns warm for any lengthy period of time in the gas consuming
regions.

Underground working gas storage levels are currently about 8-9 percent below
year-ago levels and about 13 percent below the previous 5-year average (Figure
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Figure 7. Retail Motor Gasoline Prices*: Base Case
and 95% Confidence Interval
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Figure 8. Gasoline Stocks
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Figure 9. Natural Gas Spot Prices: Base Case and

95% Confidence Interval
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10). Thus, assuming normal weather for the remainder of the heating season,
wellhead prices this winter should probably stay above $5.00 per thousand cubic
feet. We are projecting that winter (October-March); natural gas prices at the
wellhead will average about $5.60 per thousand cubic feet, more than double the
price of last winter. Without a doubt, higher end-use prices will result from
higher projected wellhead prices. If our base case projections hold, residential
prices for natural gas would be about 40 percent higher than last year during that
period. For the entire year 2000, the average wellhead price for natural gas is
projected to average $3.60 per thousand cubic feet, an increase of 73 percent from
the previous year (Table 4). Prices should descend from their winter highs in the
spring of next year by about $1.00 per cubic foot as the weather-related demand
recedes. We expect a continued price decline through the summer.
Nevertheless, for the year 2001, assuming normal weather and our upward
revision of world oil prices, we do not expect wellhead prices to drop below
$4.00 per thousand cubic feet. Increases in production and imports of natural gas
needed to keep pace with the rapidly growing demand for natural gas will
result, at least in the short-term, in more expensive supplies for gas due to rising
production costs and capacity constraints on the pipelines.

California has been experiencing particularly high natural gas prices (more than
twice as high as recent national averages). High demand for gas-fired electricity
generation, caused in part by low storage levels as well as low hydro and nuclear
generation output coupled with heavy demand for gas for heating due to
relatively cold temperatures, has severely strained the system in that State.
Adequate supplies of gas from out of state to meet strong gas demand are
seriously limited due to pipeline capacity constraints at the Canadian border in
the State of Washington and from the Rocky Mountain producing areas.

Electric Utility Fuels. The rapid rise in gas prices last summer and fall has
pulled delivered gas prices above heavy fuel oil prices, on a cost per Btu basis.
(Figure 11). As this situation is likely to persist, we anticipate some recovery in
the amount of oil used for power generation over the very low levels seen since
late 1999.

U.S. Oil Demand

Despite continued economic growth and the prospect of a “normal” winter
season, total petroleum demand is projected to post an increase in 2000 of a
meager 90,000 barrels per day, or 0.5 percent, over the 1999 level Eigure 12).
That contrasts sharply with the average growth of 450,000 barrels per day during
the previous two years.



Figure 10. Working Gas in Storage
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Figure 11. Fossil Fuel Prices to Electric Utilities
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During the first half of 2000, several factors contributed to a slight year-over-year
decline. These include: mild first-quarter weather (despite episodes of harsh
winter conditions that briefly disrupted heating oil supplies, pushing up prices);
price-induced changes in consumer behavior in the motor gasoline market,
especially in the second quarter; fuel substitution in the power-generation sector,
substantially affecting residual fuel oil demand, and Y2K-related concerns that
shifted shipments of transportation fuels into late 1999. In contrast, the third
quarter witnessed growth in total oil demand, but it was slight. Motor gasoline
consumption actually continued to decline, underscoring recently published data
showing a year-to-year decline in highway travel during the early summer.
Moreover, available data for the fourth quarter indicate a continued slide in
motor gasoline shipments. Although retail gasoline prices have retreated
somewhat from their summer peaks, they still remain much higher than a year
ago. As a result, highway travel is expected to show no growth this year. In
addition, the combination of mild winter weather in the first quarter, high oil
prices and cooler-than-normal weather in the Northeast during the summer cut
into shipments of fuel oil to the power-generation sector. But distillate and
propane sales have registered sizeable increases in the current quarter, due
primarily to the colder-than-average weather in November. Fourth-quarter
purchases by electric power customers are also expected to recover somewhat as
a result of presumed “normal” weather for the rest of the year as well as an
increase in natural gas prices. Despite continuing weakness in the motor
gasoline market, weather patterns, soaring natural gas prices and the
interruptible nature of natural gas deliveries all contribute to total expected
fourth-quarter petroleum demand exceeding 20 million barrels per day for the
first time since the record 20.4 million barrels per day set during the first quarter
of 1979.

Total petroleum demand is projected to increase by 330,000 barrels per day, or
1.7 percent, in 2001. That growth is broadly based among most of the products.
Motor gasoline demand is expected to reverse the previous year’s decline,
increasing by 1.6 percent. Although personal disposable income is projected to
continue rising at rates similar to those of the previous year, highway travel is
expected to be affected by continuing high retail prices. Reversing the recent
softening, pump prices are set to rise once again until the summer, approaching
those of last year’s peak season. Although part of that rise is seasonal, reflecting
increases in refining and distribution costs associated with peak demand, the
tightness of supply is expected to bring about a larger-than-average increase
despite continuing declines in the underlying cost of crude oil inputs. Residual
fuel oil demand is projected to continue to recapture market share in the electric
power sector but is expected to shrink once again as natural gas prices subside in
the latter part of the year.



U.S. Crude Oil Supply

Average domestic oil production is expected to decrease by 46,000 barrels per day
or 0.8 percent in 2000, to a level of 5.84 million barrels of oil per day (Figure 13).
For 2001, a 1.1-percent increase is expected and results in a production rate of 5.90
million barrels of oil per day average for the year.

Lower-48 States oil production is expected to increase by 41,000 barrels per day to
a rate of 4.87 million barrels per day in 2000, followed by an increase of 24,000
barrels per day in 2001. Shell started production in 1999 in their Ursa field, which
will peak in production in the year 2001. Exxon’s Diana and Hoover fields
produce together and have started production. Oil production from the Mars,
Auger, Troika, Ursa, and Diana-Hoover Federal Offshore fields is expected to
account for about 9.3 percent of the lower-48 oil production by the 4th quarter of
2001.

Alaska is expected to account for 17 percent of the total U.S. oil production in 2001.
Its oil production is expected to decrease by 8.4 percent in 2000 but increase by 4.0
percent in 2001. A substantial portion of the oil production from Alaska comes
from the giant Prudhoe Bay Field. Other than routine maintenance, no major
investments are planned for this field during the forecast period. Therefore, the
field is expected to follow a steeper decline during this period. Oil production
from recent discoveries such as Sambuca and Midnight Sun are marginal and are
not expected to substantially offset the decline in oil production from the Prudhoe
Bay and other fields in the North Slope in 2000. Production from the Kuparuk
River field plus like production from West Sak, Tabasco and Tarn fields is
expected to stay at an average of 236,000 barrels per day in the 2000-2001 forecast
period. The Alpine field is expected to come on in the last quarter of 2000 at an
initial rate of 40,000 barrels per day, peaking at 80,000 barrels per day in mid 2001.

Natural Gas Demand and Supply

The forecast for overall natural gas demand growth in 2000 is 3.7 percent for the
year, up somewhat from our projected November growth rate based on recent
monthly data (Figure 14). In 2001, the forecast calls for a 3.8 percent growth rate,
generated by high weather-related demand in the first quarter and continued
growth in demand for gas by the power generating sector as new gas-fired plants
come on line.

This winter, (October 2000 through March 2001) natural gas demand is expected
to be up by 5.9 percent over last winter's demand, assuming normal weather in
the remainder of the season. Normal weather implies an 11 percent rise in gas-
weighted heating degree-days compared with last winter, which was much



Figure 13. U.S. Crude Oil Production
(Year-to-Year Change)
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Figure 14. Annual Changes in Natural Gas Demand by Sector
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warmer than normal. Normal weather assumptions lead to the conclusion that
residential and commercial sector demands would be up by around 10 percent
over last year during the same period.

In 2000, natural gas demand in the industrial sector is expected to increase by 7.4
percent, with gas-fired electricity generation by merchant plants and
cogenerators combined expected to be up by 18.6 percent. Electric utility gas
demand is expected to remain about level with consumption rates seen in 2000.
This distinction is due in part to sales of electric generating plants by electric
utilities to unregulated generating companies, fuel consumption by which is
currently recorded by EIA in the industrial sector. In 2001, utility gas-fired
electricity demand is expected to remain about flat, while industrial gas-fired
electricity generation growth continues to grow but at a somewhat slower pace
of 11 percent. These reduced growth rates next year represent the net effect of
increased growth in gas-fired capacity being offset by the reversal in prices of
natural gas relative to oil and a slowing in the growth rate of electricity demand.

Domestic gas production for 2000 and 2001 is expected to increase as production
begins to respond to the high rates of drilling experienced over the past year.
Production is projected to rise by 0.7 percent in 2000 but by a significantly higher
3.9 rate in 2001. The U.S. natural gas rig count on December 1 was at 834 rigs. If
the rig count holds at this level through 2001, we would expect to see about
15,000 gas well completions in 2000 and 2001 (Figure 15). This level of new gas
well completions has not been seen in the U.S. for at least 15 years.

According to the American Gas Association, during the week ending November
24 a total of 146 billion cubic feet was withdrawn from storage, bringing the total
of working gas to 76 percent full. As of November 24, gas in underground
storage was about 500 bcf below year-ago levels, and 299 bcf below the previous
5-year average at this time of year (Figure 16). This, together with cold weather
in California and the Northeast, caused natural gas prices to rise to near historic
highs. Pipeline constraints on the El Paso pipeline have also helped to boost gas
prices in California and have caused interruptible gas customers to be cut off.

Net imports of natural gas are projected to rise by about 16 percent in 2001.
During the winter months, net imports are about 10 percent higher than flows
during the rest of the year and usually increase to full pipeline capacity. While it
is unlikely that export capacity will be fully utilized this winter, we expect net
imports to rise by 7.3 percent over last winter's imports. The Alliance Pipeline
began carrying gas from western Canada to the Midwest on December 1, having
been delayed from its original October 2 opening. Even if Alliance is near
capacity at mid winter, it is highly likely that a substantial portion of the volumes
contracted for delivery on the system will have been de-contracted from other
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Figure 15. U.S. Gas Rigs and Well Completions
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Figure 16. Natural Gas in Storage
(Difference from Previous 5-Year Average)
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systems, particularly the TransCanada Pipeline System. Thus it is an important
question just how significant Alliance will be with respect to net new supply
from Canada. We have now taken a more liberal view of potential production
increases in North America for the year 2001. Significant increases in new
supply will be required to meet expected increases in demand for space heating
and power generation and to prevent storage conditions from deteriorating to a
worse condition than has been experienced this year.

Electricity Demand and Supply

Projections of total annual electricity demand growth (utility sales plus industrial
generation for own use) are generally higher than they were in the November
Outlook at 3.2 percent in 2000 and 1.6 percent in 2001. Electricity demand
growth is expected to be slower in 2001 than it was in 2000 along with economic
growth.

This winter's heating degree-days (HDD) are assumed to be 10 percent above last
winter's HDD, which were well below normal. This winter, total electricity sales
by electric utilities are expected to be up by 3.3 percent over last winter under
normal weather assumptions, driven by increased demand in the residential and
commercial sectors, which are expected to be up by 5.0 and 4.8 percent,
respectively (Figure 17 and Table 10).

In the fourth quarter of 2000 and the first quarter of 2001, previously falling
demand for oil-fired generation is expected to turn around somewhat relative to
gas-fired generation, as the price differential between fuels in the electricity
generating sector shifts to favor oil, causing those plants which can switch to oil
to do so. The favorable price differential for oil relative to gas is expected to
continue through the forecast period. Nevertheless, expected increases in gas-
fired capacity are expected to keep gas demand for power generation growing
and minimize any turnaround in oil consumption at power plants.

Supply problems in California for gas-fired electricity generation have helped to
boost gas prices and caused interruptible customers to be cut off in that state.
The situation in California is characterized by low gas storage, gas pipeline
bottlenecks, continuing cold weather, high demand and low hydro and nuclear
generating capacity. Gas prices have been spiking at as high as $15 to $18 per
thousand Btu. Due to the state's cap on power prices, many merchant power
plant operators say they have been losing money and many have canceled plans
for new generating projects timed for next summer. These supply problems are
following on last summer's supply problems with no end in sight.
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