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Available Generation in Summer 2002 with Anticipated Generation Additions
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California Gasoline Production, Inventory & Wholesale Price
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California Diesel Production, Inventory & Wholesale Price
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Natural Gas Spot Market Prices

Source: Natural Gas Intelligence
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Daily Natural Gas Spot Market Prices at California Border Locations
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California ISO Average Monthly Wholesale Electricity Costs

$0

$50

$100

$150

$200

$250

$300

$350

Jan-99

Mar-99

May-99

Jul-99

Sep-99

Nov-99

Jan-00

Mar-00

May-00

Jul-00

Sep-00

Nov-00

Jan-01

Mar-01

May-01

Jul-01

Sep-01

Nov-01

Jan-02

Mar-02

May-02

$/MWH

Sources: 1998-1999 PX Market Clearing Price

2000-2002 ISO Market Analysis Report





California Energy Watch


California Energy Commission





�





July 26, 2002








Energy Highlights for the week ending July 26, 2002





Electricity


The second unit of the 1,060-megawatt Moss Landing power plant began commercial operation on July 11, 2002. Since the last rolling blackout occurred in May 2001, 4,136 megawatts of new generation have been added to California's electricity generation supply. (Figure 5)


On July 17, 2002, the Energy Commission approved the GWF Tracy Peaker Project, a nominal 169-megawatt power plant to be located in an unincorporated portion of San Joaquin County. The project is expected to be on-line by February of 2003. (Figure 5)





Natural Gas


Last week, natural gas prices for Northern California increased by six cents because of a moderate increase in gas demand from power generators to meet cooling load needs. Southern California prices decreased 14 cents as demand diminished relative to the heat wave of two weeks ago. (Figure 7)


California storage facilities increased inventories by one percent last week to around 93 percent of capacity. A year ago, storage facilities were about 78 percent full. 





Petroleum


On July 20, 2002, the Valero Benicia refinery shutdown a hydrocracker unit, effectively reducing the refinery's gasoline output to approximately 


75 percent of normal levels. The refinery is expected to restart this weekend. The Valero Benicia refinery produces approximately 10 percent of CARB gasoline used in California and 25 percent of the CARB gasoline used in the San Francisco Bay Area. 


Statewide retail gasoline prices dropped 2 cents over the last two weeks, to $1.59 per gallon.  Prices remain 13 cents lower than last year's $1.72 statewide average. Wholesale gasoline rack prices have also fallen for four straight weeks to 98 cents from $1.06. Retail prices are expected to remain stable over the next two weeks due to flat spot prices that continue to average 83 cents per gallon in both the Bay Area and Los Angeles. The spot price represents pipeline transactions scheduled for immediate delivery.


California refiners continue to produce high amounts of gasoline, as production increased last week two percent to 7.4 million barrels. Inventories of reformulated gasoline increased to 5.9 million barrels, an increase of five percent over the previous week's inventory level. Inventories remain three percent below last year's levels. (Figure 8)
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Figure 6  - Energy Savings from the Peak Load Reduction Program
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During July 2002, 1,214 megawatts of new generation have come on-line. AES has indicated that Huntington Beach Unit 3 will begin commercial operation on July 31, 2002, bringing the July total to 1,439 megawatts of new generation. 





Natural Gas Spot Market Contract Prices�at California Border Entry Points


Weekly Average� ($/million Btu’s)





�
Northern


California�
Southern


California�
Henry Hub, LA�
�
7/15-7/19, 2002�
$2.40�
$2.95�
$2.90�
�
7/08-7/12, 2002�
$2.34�
$3.09�
$2.96�
�
7/01-7/05, 2002�
$1.44�
$3.10�
$3.17�
�
7/01 Average�
$3.24�
$4.69�
$3.12�
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Alaska North Slope (ANS) and California Refined Product Prices�(Weekly Averages)





�
ANS Crude Oil


($/barrel)�
California RFG Gasoline


($/gallon)�
California CARB Diesel


($/gallon)�
�
7/22/2002�
$26.53�
$1.59�
$1.43�
�
7/15/2002�
$25.55�
$1.60�
$1.43�
�
7/08/2002�
$25.68�
$1.61�
$1.43�
�
7/23/2001�
$23.34�
$1.72�
$1.52�
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Electricity
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Last week, CARB diesel production increased to


1.5 million barrels, a gain of two percent over the previous week, but three percent below the output at this time last year. Inventories decreased four percent to 1.6 million barrels last week, compared with the 1.7 million barrels the previous week and 1.9 million barrels at this time last year.


 


The statewide average price for diesel was $1.43 per gallon last week, the same as the previous two weeks.  Retail prices remain well below last year's $1.51 per gallon level. Current production and inventory levels are not expected to contribute to any increase in the retail price owing to spot prices trading at 75 cents per gallon in both the Bay Area and Los Angeles with few trades being performed.
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In June 2002, the California ISO's wholesale price for electricity averaged $40 per megawatt-hour for the second consecutive month, despite unusually warm temperatures the first week of the month. During June 2001, wholesale spot market prices averaged $86 per megawatt-hour, and on January 19, 2001, the spot market price peaked at $2,499.58 per megawatt-hour.





Gasoline & Diesel





Low Natural Gas Demand in the Northwest has Caused Natural Gas Prices in the State to Diverge








July 26, 2002











Over the past two months, the price of gas delivered to the Northern California border at Malin has, at times, been as little as half that of gas delivered to the Southern California border. Meanwhile, natural gas delivered to the Pacific Gas & Electric Company pipeline system (PG&E) at the Southern California border at Topock has been consistently priced lower than gas delivered at the same border entry point to the Southern California Gas Company pipeline system (SCG). (Figure 1) Why is there such a disparity between Northern California and Southern California prices? Why are prices different for the same commodity at the same location? The answer to both questions boils down to infrastructure and competition.





Natural gas delivered at Malin comes mainly from Canada and the Rocky Mountains, and California's main "upstream" competition for this gas is the Pacific Northwest. The recent low prices at Malin are attributable to a number of factors. These include gas-on-gas competition between Canadian and Rocky Mountain gas producers, improved hydro conditions compared to last year in both the Pacific Northwest and Northern California that have reduced the demand for gas-fired electricity generation, and high natural gas storage levels in both regions. As a result, PG&E customers have been benefactors of extraordinary low natural gas prices during the early weeks of this summer. SCG customers have not been able to take advantage of the recent drop in prices at Malin because it is not feasible to transport gas from the Northern California border to the SCG pipeline system. Thus, SCG customers cannot easily increase their utilization of gas on PG&E and cause prices in Northern and Southern California to converge.





Gas delivered to the Southern California Border at Topock originates in the San Juan and Permian Basins in the Southwest. Competing demand for this gas comes from the Southwestern states and West Texas, which, like Southern California, are more dependent on gas-fired electricity generation because of the lack of hydroelectric electricity generation and their typical hot summers. Unlike at Malin, both SCG and PG&E can take deliveries at Topock. PG&E customers can conceivably purchase gas delivered to either Malin or Topock, so suppliers delivering gas to PG&E at Topock must price their gas to compete with gas delivered at Malin. SCG customers cannot easily purchase gas from PG&E because SCG and PG&E are not connected at the border. To complete such a transaction, a SCG customer would have to purchase gas on PG&E, send the gas from the border to the Kern River Station and then onto SCG (Figure 2), incurring additional transportation costs in the process. The feasibility of such a scenario is further limited by the amount of unutilized pipeline capacity available at Kern River Station at the time of the transaction. If capacity at the Kern River Station is scarce, the transportation costs will increase and such a transaction may become uneconomical.





While California could generally benefit from improvements to its natural gas infrastructure, the recent gulf in Northern and Southern California natural gas prices is most likely temporary and might not justify the cost of infrastructure upgrades to eliminate it. During the past two months, California's intrastate pipeline have not been constrained, and natural gas prices in Southern California have averaged less than those at Henry Hub, which serves as the national benchmark natural gas price. The Energy Commission will continue to monitor whether infrastructure improvements to address this particular phenomenon should be considered.











Figure 5 – Energy Commission-Approved Projects 
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Note: Henry Hub often serves as a benchmark for the price of natural gas nationwide. Although California does not import natural gas from Louisiana, Henry Hub prices are included in this chart as a point of reference.
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