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MEMORANDUM
TO: Power Committee
FROM: Massoud Jourabchi

SUBJECT: Update to near-term outlook for natural gas prices

The Council monitors its power planning assumptions on aregular basis to identify any
significant changes that might affect the plan or the region. Last August, Council updated its
long-term outlook for natural gas. This report reflects the proposed changes in the Council’s
near-term fuel price forecast, covering year 2012-2014. Because several organizations use the
Council’s price forecasts, it isimportant that the Council recognize the changes and provide the
revised forecast to the region. Staff is seeking Council’ s approval of these forecasts. If approved
these prices will be used for the mid-term assessment and will be available to outside entities
from Council website.

Last year’s changes in the outlook were due to afundamental shift in expectations about future
natural gas supplies, and developmentsin shale gas. This year’s update reflects the changes
since Council’s update from last year. After consultation with the Natural Gas Advisory
Committee (NGAC) we have proposed a downward revision in the range of fuel price forecasts
for 2012-2014. This adjustment reflects the expected excess supply in the natural gas prices, and
continuing slow economic recovery.

Natural Gas Price Forecast Revision

The range of natural gas pricesis narrowed and lowered significantly in the near term compared
to the Sixth Power Plan forecasts. The rapid development of shale gas, as well the quest for oil in
the shale, and tight sand formations has created a glut of natural gasthat islikely to last for
several years, depressing prices. The natural gas prices dropped by about $2 dollars per million
Btu in 2012, with aslow recovery during 2013 and 2014.
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The range of forecasts can be linked conceptually to different views of the supply and demand
for natural gas. The high price forecast might be consistent for example, with rapid economic
recovery in the United States and worldwide, environmental restrictions on shale gas

devel opment, more substitution of natural gas electricity generation for coal, increased use of
natural gas vehicles, increased demand for exports of LNG from Canada and United States, and
increased demand from gas-to-liquid (GTL) projects. In contrast the low forecast would be
consistent with conditions that limit the demand for natural gas and promote the rapid
development of supply.

Implications of Revised Natural Gas Price Forecasts

Thelikely effect of the revised fuel price forecast on arevised power plan would be to reduce the
forecast of eectricity prices and to some degree change the inter-fuel competition between
natural gas and electricity. We do not expect significant effects on the resource strategy from this
change, but that will be tested in the mid-term assessment check in. Natural gas generation isthe
resource in the plan for energy and capaity needs not met by conservation, which is constrained
by assumed rates of penetration, and the development of renewables driven by RPS require-
ments.

The following figures show the comparison of the 6™ Plan forecast with the revised forecast. As
mentioned earlier the revised forecast reflects lower natural gas prices.

Comparison of Revised and Sixth Plan Natural Gas Price For ecasts
Waeéllhead Price (constant 2010 dollars per million Btu)
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In addition to natural gas prices, staff has prepared a draft update for oil and coal prices. These
revised forecasts reflect higher oil prices.
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