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Gasoline Markets

We currently expect national average

*

Figure 1. U.S. Average Retail Motor Gasoline Price Cases monthly prices for regular gasoline to
(Base Case and 95% Confidence Range)

range between $1.50 and $1.75 per gallon
this summer (Figure 1). The mean of this
Histary Pty range ($1.60 per gallon) for the entire
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variations between individual localities
within aregion can be even greater. Any
unanticipated supply problems, such as the recent refinery fires in Californiaand Illinois, will also cause
wide variations in prices for short periods of time in the areas served by those facilities (Figure 2).

Rapid increases in spot and wholesale gasoline prices have been sustained over the last month to six weeks
leading in turn to widespread increases in U.S. pump prices in April (Figure 3). Momentum in the
wholesale market is likely to continue to spill into the retail market in the near term, making additional
weekly increases in pump prices likely. It is quite possible that the rate of increase will slow from the torrid
pace seen in April but a somewhat higher average monthly price in May compared to April is likely. The
rapid runup in spot prices in April generated record spreads (spot price less crude oil cost — (Figure 4). For
example, New York Harbor spot RFG spreads (New York Harbor spot price for reformulated gasoline less
West Texas Intermediate (WTI) crude oil cost) averaged 38 cents per gallon last month, well above the
previous record of 30 cents set in June 2000. Such increases in spreads encourage suppliers to accelerate
production to take care of existing or expected shortfalls in product availability. How quickly suppliers can
improve gasoline supply will ultimately determine how quickly retail gasoline prices will end or reverse
their upward trend.

It is clear that market reaction to the gasoline and gasoline blending components inventory deficits that
evolved out of the events of the past winter was much more intense in the short run than was allowed for in
our last Outlook. Also, revisions to EIA’s petroleum data that are incorporated in this month’s Outlook
mean that gasoline demand levels last year and levels anticipated for this year are considerably higher than
previously reported (see Petroleum Demand section below for details on the revisions). While the
transition toward the driving season has brought sharp price increases early this year, supplies are expected
to improve and the chances that spot and retail prices will calm down (perhaps even decline some from
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Figure 1. U.S. Average Retail Motor Gasoline Price Cases*
(Base Case and 95% Confidence Range)
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Cents per Gallon

Figure 2. Retall Gasoline Prices* by Region
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Figure 3. Spot Gasoline Prices*
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Figure 4. Spot Gasoline Spreads*
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current levels) are good. Nevertheless, the average price for this summer will most likely exceed last year’s
average of $1.53 per gallon and set a new record.

The California Energy Situation

Spot prices for electricity and natural gas remain high in California compared to the rest of the country.
Spot electricity prices in the COB (California/Oregon border) market have recently been running about 4
times higher than spot prices seen in the PIM (Pennsylvania, New Jersey, Maryland) market (Figure 5).
Prices in the Palo Verde market are also well above spot prices elsewhere. The Federal Energy Regulatory
Commission (FERC) voted 2-1 on April 25, 2001 to regulate wholesale electricity prices whenever power
reserves fall below 7.5 percent. The FERC order will be in place for a period not to exceed one year.

Reserve margins remain quite slim in the California system as a whole and unplanned outages there remain
high. The California Independent System Operator (CAISO) reports that (as of April 27, 2001) 12,155
megawatts (MW), or about 26 percent, of system capacity was offline, 58 percent of which was due to
unplanned outages. Although CAISO expects that nearly 2000 MW of new generating capacity will come
online this summer, the new capacity will not be able to satisfy the growing demand for electricity. In its
2001 Summer Assessment, CAISO forecasts that, at peak demand, resource deficiency for June through
September will range from 700 MW to over 3,600 MW. Given this forecast, the CAISO expects that load
curtailments (blackouts) will occur this summer.

New California Generation Capacity for Summer of 2001
GENERATION EXPECTED ON-LINE
PLANT NAME OWNER CAPABILITY (MW) MONTH

Los Medanos Energy Center Calpine 540 July, 2001

Sutter Energy Center Calpine 500 July, 2001

Sunrise Plant Edison International 320 July, 2001
Huntington Beach 3 & 4 Williams/AES 450 July, 2001

United Golden Gate El Paso Merchant 50 August, 2001
Proctor & Gamble Cogen SMUD 44 June, 2001

TOTAL CAPACITY 1,904
Source: California Independent System Operator.

Spot natural gas prices in California continue to exhibit significant volatility relative to the rest of the
country (Figure 6). Southern California border prices remained high relative to other benchmark prices
even as Northern California border and other Western prices subsided. In April, average spot prices into
Southern California averaged about $13.30 per million Btu, approximately 2.5 times average prices seen in
the South, Midwest and East, and about 50 percent above spot prices into the Northern part of the State.
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Figure 5. Selected Regional Spot Electricity Prices
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International
Figure 7. WTI Crude Qil Price

(Base Case and 95% Confidence Interval)
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approaching summer driving season would face
price instability similar to that in 2000.

Several OPEC members have announced that production quota increases are not expected during summer
2001. As a result, oil prices are projected to rise by another $3 per barrel from April levels this summer, and
maintain these levels for the rest of the year assuming that OPEC continues overproducing above quotas. If
OPEC discipline improves and production matches quota levels, world oil prices could rise by another $3-
$5 per barrel. Unless there are major changes in OPEC behavior, world oil prices could repeat these levels in
2001.

International Qil Supply

OPEC 10 (OPEC excluding Iraq) cut its oil production quotas by 1 million barrels per day effective April 1.
This quota cut came on the heels of OPEC's earlier roll back of 1.5 million barrels per day, which was
effective on February 1.

OPEC members are estimated to have offset recent quota cuts to a large extent by overproducing by over
600,000 barrels per day. By mid-summer EIA assumes that OPEC will be producing about 800,000 barrels
per day above quota levels, effectively offsetting most of the April quota cuts (Figure 8).

EIA's analysis indicates that the net effect of the quotas, coupled with the expected continued
overproduction, will be sufficient to support OPEC's desired prices for the OPEC basket. The seasonal
decline in demand during the second quarter is necessary to support the seasonal stock build normally
associated with this time of year. EIA expects that oil stocks, particularly in the United States, will continue
to be tight compared to normal levels and will provide price support for OPEC's price targets.

Iragi efforts to end U.N. sanctions have resulted in lowered production and exports since December 2000.
Iraqi exports returned to last autumn's levels of 2 million barrels per day in March after ranging from 0.6 -
1.2 million barrels per day for 4 months. In April, production increased to over 2 million barrels per day. It
is assumed that Iraqgi production in 2001 will not exceed the 3 million barrels per day level reached as
recently as October 2000.
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U.S. natural gas demand is expected to grow at about a 1.9-percent rate this year, following the strong 4.9-
percent performance in 2000 (Figure 14). A slowing economy and less rapid demand growth in the
industrial and commercial sectors are the reasons. Growth in 2002 is expected to heat up to about 3.4
percent as the economy picks up again and as new gas-fired power generation requirements continue to
mount.

Domestic gas production for 2001 and 2002 is expected to rise as production responds to the high rates of
drilling experienced over the past year. Production is estimated to have risen by 3.7 percent in 2000 and it is
forecast to continue to increase by 2.7 percent rate in 2001 and 2.5 percent in 2002.

Based on EIA survey data and recent information from the American Gas Association on early-season
storage additions, we estimate that, on an EIA survey basis, working gas in storage at the end of April was
932 billion cubic feet (bcf) (Figure 15). It is a measure of the sensitivity of the gas market to developments
this year concerning the progress of storage additions that recent spot prices and near futures have slipped
to below $5.00 per thousand cubic feet (mcf) from recent peaks as high as $5.73 per mcf at the Henry Hub
on April 11. The very large storage injections still expected for the summer may yet play a role in
strengthening gas prices over the next few months, particularly if very hot temperatures and above-normal
cooling demand appear in regions that use large amounts of gas for power generation and heightens the
competition for gas between current and future demand sources.

Net imports of natural gas are projected to rise by about 13 percent in 2001 and by another 4 percent in
2002. For this summer, we project that natural gas imports will be 17 percent above last summer's as
demand for storage refill is expected to be high.

Electricity Demand and Supply

Total annual electricity demand growth (retail sales plus industrial generation for own use) is projected at
about 2.3 percent in 2001 and 2.1 percent in 2002. This is compared with estimated demand in 2000 that
was 3.6 percent higher than the previous year's level. Electricity demand growth is expected to be slower in
the forecast years than it was in 2000 partly because economic growth is also slowing from its higher 2000
level.

This summer's overall cooling degree-days (CDD) are projected to be normal, or about 1.0 percent below
last summer's CDD total. Summer electricity demand is expected to be 2.6 percent higher than last summer
based mainly on economic factors, i.e., rising GDP, albeit less rapid than last year, higher housing stocks
and employment (Figure 16 and Table 10).

Hydropower generation in the crucial Pacific Northwest is expected to be down by 7.5 percent from last
summer, due mainly to lower water levels. According to the National Oceanic and Atmospheric
Association (NOAA), this winter was the second driest winter on record, after the 1976/77 winter. In
addition, the crisis in California this winter has further drained reservoirs, depriving the region of
generation resources for this spring and summer. Nuclear generation is also expected to be 5.6 percent
lower than last summer mainly due to scheduled maintenance outages.

A total of 23,558 megawatts of new total electricity generating capacity was added in 2000. Based on
accumulated public announcements (including wire reports, news articles and company press releases)
over the past year, an estimated 40,000 to 50,000 megawatts of new capacity is planned for installation
annually in 2001 and 2002. EIA's power plant surveys suggest that closer to 25,000 megawatts of new
capacity will be installed annually in 2001 and in 2002. The table below shows the regional distribution of
these capacity increases.
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