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Highlights

EIA expects the price of West Texas Intermediate (WTI) crude oil to average
about $100 per barrel in 2012, almost $6 per barrel higher than the average
price last year. Based on recent futures and options data, the market believes
there is about a one-in-fifteen chance that the average WTI price in June 2012
will exceed $125 per barrel, and about a one-in-fifty chance that it would
exceed $140 per barrel. For 2013, EIA expects WTI prices to continue to rise,
reaching $106 per barrel in the fourth quarter of next year. EIA’s forecast
assumes that U.S. real gross domestic product (GDP) grows by 2.0 percent in
2012 and 2.4 percent in 2013, while world real GDP (weighted by oil
consumption) grows by 2.9 percent and 3.7 percent in 2012 and 2013,
respectively.

This is the third consecutive monthly Outlook in which the forecast of average
household expenditures for heating fuels has been lowered because of the
continuing unusually warm weather for most of the Nation. Average
household heating oil expenditures are now expected to increase by only 1
percent this winter heating season (October 1 to March 31) compared with last
winter. Natural gas and propane expenditures are projected to decline by 11
percent and 5 percent, respectively, and electricity expenditures are 4 percent
lower than last winter’s levels.

EIA expects regular-grade motor gasoline retail prices to average $3.55 per
gallon in 2012, compared with $3.53 cents per gallon last year, and then
average $3.59 per gallon in 2013. During the April through September peak
driving season each year, prices are forecast to average about 7 cents per gallon
higher than the annual average. Recent options and futures price data imply
that the market believes that there is about a one-in-four chance that the U.S.
average pump price of regular gasoline could exceed $4 in June of this year.
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e Natural gas working inventories continue to set new record seasonal highs and
ended January 2012 at an estimated 2.86 trillion cubic feet (Tcf), about 24
percent above the same time last year. EIA’s average 2012 Henry Hub natural
gas spot price forecast is $3.35 per million British thermal units (MMBtu), a
decline of about $0.65 per MMBtu from the 2011 average spot price. EIA
expects that Henry Hub spot prices will average $4.07 per MMBtu in 2013.

Global Crude Oil and Liquid Fuels

Crude Oil and Liquid Fuels Overview. Absent a significant oil supply disruption, EIA
expects world markets to continue to gradually tighten in 2012 and 2013, as increases
in global consumption outpace production growth in countries outside of the
Organization of the Petroleum Exporting Countries (OPEC). World liquid fuels
consumption grows by an annual average of 1.3 million barrels per day (bbl/d) in 2012
and 1.5 million bbl/d in 2013. Supply from non-OPEC countries increases by 0.8
million bbl/d in 2012 and 0.9 million bbl/d in 2013. EIA expects that the market will
rely on both inventories and increases in production of crude oil and non-crude
liquids from OPEC members to meet world demand growth.

There are many significant uncertainties that could push oil prices higher or lower
than projected. Should a significant oil supply disruption occur, and OPEC members
do not increase production, or projected non-OPEC projects come online more slowly
than expected, oil prices could be significantly higher than projected in this Outlook. If
the pace of global economic growth fails to accelerate in Organization for Economic
Cooperation and Development (OECD) countries, or if economic growth slows in
non-OECD countries, reduced demand could result in lower prices.

Global Crude Oil and Liquid Fuels Consumption. World liquid fuels consumption
grew by an estimated 0.8 million bbl/d to 87.9 million bbl/d in 2011. EIA expects that
this growth will accelerate over the next two years, with consumption reaching 89.3
million bbl/d in 2012 and 90.7 million bbl/d in 2013. OECD consumption fell by 490
thousand bbl/d in 2011 and is expected to decline again in 2012 as very modest
consumption growth in the United States and Japan will be more than offset by a
decline in consumption in Europe. Non-OECD countries are expected to account for
most of the world’s consumption growth over the next two years, with the largest
contributions coming from China and the Middle East (World Liquid Fuels
Consumption Chart). EIA expects that non-OECD consumption growth will increase
from 1.3 million bbl/d in 2011 to 1.5 million bbl/d and 2012, and then slow to 1.3
million bbl/d in 2013.
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Non-OPEC Supply. EIA expects non-OPEC crude oil and liquid fuels production to
rise by 770 thousand bbl/d in 2012 and by a further 850 thousand bbl/d in 2013. The
largest area of non-OPEC growth will be North America, where production increases
by 350 thousand bbl/d and 260 thousand bbl/d in 2012 and 2013, respectively,
resulting from continuing growth in production from U.S. onshore shale formations
and Canadian oil sands. Other major growth areas include Brazil, where production
increases annually by an average of 170 thousand bbl/d over the next two years with
increased output from its offshore, pre-salt oil fields, and Kazakhstan, which will
commence commercial production in the Kashagan field in 2013, increasing its
production annually by an average of 140 thousand bbl/d. Production also increases
in Colombia, Norway, and China. Production declines in Russia, Mexico, and the
United Kingdom.

The most notable revision in this month’s Outlook occurs in Sudan, where an
unresolved dispute between the Khartoum government and newly independent
South Sudan over transit fees and other issues has caused the latter to shut in
production. EIA now projects that total Sudan and South Sudan production, which
averaged about 425 thousand bbl/d in 2011, will average 210 thousand bbl/d in 2012
and recover to 340 thousand bbl/d in 2013.

OPEC Supply. EIA expects that OPEC members’ crude oil production will continue
to rise over the next two years to accommodate increasing world oil consumption.
Projected OPEC crude oil production increases by about 250 thousand bbl/d and 520
thousand bbl/d in 2012 and 2013, respectively. OPEC non-crude petroleum liquids
(condensates, natural gas liquids, and gas-to-liquids), which are not subject to
production targets, increase by 640 thousand bbl/d in 2012 and by 80 thousand bbl/d
in 2013. EIA expects that OPEC surplus production capacity will increase from about
2.2 million bbl/d In December 2011 to 3.9 million bbl/d at the end of 2013, as the
assumed recovery of Libyan production to pre-disruption levels allows other OPEC
producers to scale back production (OPEC Surplus Crude Oil Production Capacity
Chart).

OECD Petroleum Inventories. EIA estimates that commercial oil inventories held in
the OECD ended 2011 at 2.64 billion barrels, equivalent to about 56.8 days of forward-
cover (days-of-supply). Although the December 2011 inventory is slightly lower than
the 2.66 billion barrel level at the end of December 2010, the days of forward-cover is
the highest end-of-year level since 1994 because of a decline in OECD consumption
last year. Projected OECD oil inventories decline slightly over the forecast, with
OECD inventories falling to 2.59 billion barrels, or 55.5 days of forward cover, at the
end of 2013 (Days of Supply of OECD Commercial Stocks Chart).
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Crude Oil Prices. EIA’s forecast of the WTI spot price is unchanged from last month’s
Outlook, averaging about $100 per barrel in 2012 and $104 per barrel in 2013 (West
Texas Intermediate Crude Oil Price Chart). The projected WTI price discount to other
U.S. and world crude oils narrows over the forecast. The projected average refiner
acquisition cost (RAC) of crude oil averages $105 per barrel and $106 per barrel in
2012 and 2013, respectively.

Energy price forecasts are highly uncertain (Market Prices and Uncertainty Report).
WTT futures for April 2012 delivery during the 5-day period ending February 2, 2012
averaged $98.52 per barrel. Implied volatility averaged 30 percent, establishing the
lower and upper limits of the 95-percent confidence interval for the market's
expectations of monthly average WTI prices in April 2012 at $81 per barrel and $120
per barrel, respectively. Last year at this time, WTI for April 2011 delivery averaged
$93 per barrel and implied volatility averaged 30 percent. The corresponding lower
and upper limits of the 95-percent confidence interval were $76 per barrel and $114

per barrel.

U.S. Crude Oil and Liquid Fuels

U.S. Liquid Fuels Consumption. In 2011, total U.S. liquid fuels consumption fell by
340 thousand bbl/d (1.8 percent) from 2010 (U.S. Liquid Fuels Consumption Chart).
Motor gasoline consumption accounted for much of that decline, shrinking by 250
thousand bbl/d (2.8 percent). In contrast, distillate fuel oil consumption rose by 60
thousand bbl/d (1.5 percent), brought about by recovery in industrial output and
freight transport.

Despite the prospects for continued economic recovery and projections of slight
increases in petroleum product prices, the next two years are expected to see only
small increases in total liquid fuels consumption, with growth of about 30 thousand
bbl/d (0.1 percent) in 2012 and 90 thousand bbl/d (0.5 percent) in 2013. Motor gasoline
consumption, constrained by slowing driving-age population growth and the
improving fuel economy of new vehicles, is forecast to fall slightly in both 2012 and
2013. Distillate fuel consumption, however, continues to rise by an annual average of
60 thousand bbl/d through 2013.

U.S. Liquid Fuels Supply and Imports. Domestic crude oil production increased by an
estimated 110 thousand bbl/d to 5.59 million bbl/d in 2011. A 380-thousand bbl/d
increase in lower-48 onshore production in 2011 was partly offset by a 40-thousand
bbl/d decline in Alaska and a 230-thousand bbl/d decline in output in the Federal Gulf
of Mexico (GOM).
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Forecast total crude oil production increases by 240 thousand bbl/d in 2012 and by a
further 90 thousand bbl/d in 2013. Continued increases in lower-48 onshore crude oil
production of 340 thousand bbl/d in 2012 and 110 thousand bbl/d in 2013 overshadow
declines averaging about 20 thousand bbl/d in Alaskan output each year and a 90
thousand bbl/d decrease in 2012 GOM production (U.S. Crude Oil and Liquid Fuels
Production Chart). The rise in production is driven by increased oil-directed drilling
activity, particularly in onshore shale formations. The number of onshore oil-directed
drilling rigs reported by Baker Hughes increased from 777 at the beginning of 2011 to
1,245 on February 3, 2012.

For the first time since 1949, the United States was a net exporter of refined petroleum
products in 2011, with gross product exports averaging 420 thousand bbl/d more than
gross product imports (product exports averaged almost 2.5 million barrels per day
less than gross product imports in 2005). EIA expects that the United States will
continue to be a net product exporter, with net product exports averaging 350
thousand bbl/d in 2012 and 320 thousand bbl/d in 2013.

The share of total U.S. consumption met by total liquid fuel net imports (including
both crude oil and refined products), which has been falling since 2005, averaged 45
percent in 2011, down substantially from 49 percent in 2010. EIA expects that the total
net import share of consumption will remain near 2011 levels in 2012 and 2013, as
continued growth in domestic crude oil output exceeds the growth in liquid fuels
consumption and total inventory levels stabilize.

U.S. Petroleum Product Prices. Regular-grade gasoline retail prices averaged $3.53
per gallon in 2011, which was $0.74 per gallon (27 percent) higher than the 2010
average. Higher crude oil costs ($0.60 per gallon) and refinery gasoline margins ($0.11
per gallon) accounted for most of that increase. EIA expects the regular-grade
gasoline retail price to average $3.55 per gallon in 2012 as higher crude oil prices are
offset by lower refinery gasoline margins (U.S. Gasoline and Crude Oil Prices Chart).
Forecast regular-grade gasoline prices increase to an average $3.59 per gallon in 2013.

EIA expects that on-highway diesel fuel retail prices, which averaged $3.84 per gallon
in 2011, will average $3.91 per gallon in 2012 and $3.99 per gallon in 2013 (U.S. Diesel
Fuel and Crude Oil Prices Chart).

Between 1990 and 2004, annual average wholesale gasoline prices ranged from 5 cents
per gallon to 11 cents per gallon above wholesale diesel prices. Beginning in 2005,
wholesale gasoline prices fell below wholesale diesel fuel prices in all years except
2009, as world demand growth for diesel fuel, primarily in the emerging economies,
outpaced gasoline demand growth. EIA expects the gasoline wholesale price to
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remain lower than diesel wholesale prices, with gasoline prices averaging 18 cents per
gallon below diesel in 2012 and 22 cents per gallon lower in 2013.

Natural Gas

U.S. Natural Gas Consumption. EIA expects that natural gas consumption will
average 68.5 billion cubic feet per day (Bcf/d) in 2012, an increase of 1.6 Bcf/d (2.4
percent) from 2011. Consumption increases in all sectors, with the largest volume
increase (1.2 Bef/d) coming from the electric power sector. Natural gas consumption
growth continues into 2013, with projected total consumption averaging 69.7 Bcf/d
(U.S. Natural Gas Consumption Chart). Increases in the consumption of natural gas
for power generation are likely to continue as domestic production continues to grow
and natural gas remains a relatively inexpensive option for generators.

U.S. Natural Gas Production and Imports. Total marketed production grew by an
estimated 4.8 Bcf/d (7.8 percent) in 2011, the largest year-over-year volumetric
increase in history. This strong growth was driven in large part by increases in shale
gas production. While EIA expects production growth to continue in 2012 and 2013,
the projected increases occur at a much lower rate than in 2011 as low prices reduce
new drilling plans. According to Baker Hughes, the natural gas rig count has fallen to
745 as of February 3, 2012, from a 2011 high of 936 in mid-October. Declines in
production have not accompanied declines in the rig count, partly reflecting
improving drilling efficiency, That fact, combined with high initial production rates
from new wells, associated natural gas production from oil drilling, and a backlog of
uncompleted or unconnected wells contribute to EIA’s forecast of further production
increases in 2012 and 2013.

Pipeline gross imports are expected to fall by 0.5 Bef/d (5.5 percent) in 2012 as
domestic production grows and displaces Canadian sources. This follows a 0.6 Bcf/d
(6.4 percent) decline in pipeline gross imports in 2011. Pipeline gross exports grew by
1.0 Bef/d in 2011, largely the result of increased exports to Mexico. Pipeline gross
exports are expected to continue to grow, though at a slower rate, in 2012 and 2013.

Liquefied natural gas (LNG) imports are expected to decline by 0.3 Bcf/d (28 percent)
in 2012. EIA predicts an average of about 0.7 Bcf/d will arrive at terminals in the
United States in both 2012 and 2013, either to take advantage of temporarily high local
prices due to cold snaps and disruptions or to fulfill long-term contract obligations.

U.S. Natural Gas Inventories. Working natural gas inventories continue to set new
seasonal record highs as the unusually warm winter has contributed to much lower-
than-normal inventory draws. As of January 27, 2012, according to EIA’s Weekly
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Natural Gas Storage Report, working inventories totaled 2,966 Bcf, 586 Bcf greater than
last year’s level. EIA expects the winter heating season will end March 31 with
inventories over 2,000 Bcf, and inventory levels at the end of October 2012 and 2013
are expected to set new record highs as well (U.S. Working Natural Gas in Storage
Chart).

U.S. Natural Gas Prices. Natural gas spot prices averaged $2.67 per MMBtu at the
Henry Hub in January 2012, down $0.50 per MMBtu from the December 2011 average
and the lowest average monthly price since 2002. Abundant storage levels, as well as
ample supply, have contributed to the recent low prices. EIA expects the Henry Hub
spot price will begin to recover after this winter’s inventory draw season ends and
will average $3.35 per MMBtu in 2012 and $4.07 per MMBtu in 2013, down $0.18 per
MMBtu and $0.07 per MMBtu from last month’s Outlook, respectively (U.S. Natural
Gas Prices Chart).

Natural gas futures prices for April 2012 delivery (for the 5-day period ending
February 2, 2012) averaged $2.71 per MMBtu, and the average implied volatility was
52 percent (Market Prices and Uncertainty Report). The lower and upper bounds for
the 95-percent confidence interval for April 2012 contracts are $1.84 per MMBtu and
$4.01 per MMBtu. At this time last year, the April 2011 natural gas futures contract
averaged $4.39 per MMBtu and implied volatility averaged 34 percent. The
corresponding lower and upper limits of the 95-percent confidence interval were $3.40
per MMBtu and $5.66 per MMBtu.

Coal

U.S. Coal Consumption. Coal consumption for electricity generation fell by 40 million
short tons (MMst) (4 percent) in 2011 (U.S. Coal Consumption Chart). Electric power
sector coal consumption is forecast to decline by an additional 2 percent in 2012 as
generation from natural gas, nuclear, and wind increases and electricity consumption
grows by less than 1 percent. EIA expects electric power sector coal consumption to
continue declining in 2013 as increased output from other generation sources meets
growing demand for electricity.

U.S. Coal Supply. U.S. coal production remained nearly flat in 2011 as production
growth in the Interior and Appalachian regions offset a decline in the Western region
(U.S. Coal Production Chart). The significant increase in coal exports in 2011 was
balanced by lower domestic consumption and a drawdown in inventories. EIA
expects coal production to decline by about 2 percent in 2012 as domestic
consumption and exports fall. EIA forecasts that the decline in production will
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continue in 2013 as consumption falls slightly and inventory withdrawals continue
(U.S. Electric Power Sector Coal Stocks Chart).

U.S. Coal Trade. U.S. coal exports of 107 MMst in 2011 were the highest since 1991.
In anticipation of continued strong exports, several North American ports have
announced plans to expand facilities to export coal. Facilities have been upgraded in
the Hampton Roads, VA, area, and significant terminal upgrades to Gulf Coast coal-
handling facilities are currently underway. Canada’s Pacific coal terminals are
undergoing expansion to meet Asian demand for coal and to help facilitate increasing
exports from the U.S. Western Region. Several potential sites for new coal export
facilities have been identified in the Pacific Northwest (Oregon and Washington), but
no final decisions have been made.

U.S. Coal Prices. Delivered coal prices to the electric power sector have increased
steadily over the last 10 years and this trend continued in 2011, with an average
delivered coal price of $2.40 per MMBtu (5.8 percent increase from 2010). Looking
forward, several factors are exerting downward pressure on the average delivered
coal price, including lower demand for coal to generate electricity due to lower
natural gas prices and concerns about the effects of the implementation of pending
environmental requirements. EIA forecasts the average delivered coal price to be
slightly lower than the 2011 level in 2012 and 2013.

Electricity

U.S. Electricity Consumption. EIA expects that total U.S. consumption of electricity
will rise slightly during 2012 and then grow by 1.8 percent during 2013 (U.S. Total
Electricity Consumption Chart). Much of the growth in consumption during 2012 will
come from the commercial and industrial sectors. In contrast, moderate weather this
year leads to reduced consumption in the residential sector. Temperatures during
January were much warmer than normal, particularly in the Southeast, where a large
proportion of homes heat with electricity. This lower winter consumption of
electricity combined with projected lower summer temperatures is expected to push
electricity sales to the residential sector down 1.2 percent in 2012. The total number of
U.S. households is expected to grow 1.3 percent during 2013, which would be the
highest growth rate since 1998. The increased number of households is projected to
lead to a relatively strong 2.1 percent increase in residential electricity consumption in
2013.

U.S. Electricity Generation. EIA projects that total U.S. generation by all sectors will
average 11.3 terawatthours per day during 2012. Coal is expected to fuel about 41.7
percent of this generation, down 0.8 percentage point from last year. During 2013,
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EIA expects coal’s share of generation to fall to 41.2 percent. In contrast, the share of
generation fueled by natural gas is forecast to rise quite rapidly this year, growing
from 24.6 percent in 2011 to 26.1 percent in 2012, primarily as a result of lower
hydroelectric generation in the West and low natural gas fuel costs. The natural gas
share of generation rises slightly in 2013 to 26.2 percent (U.S. Electricity Generation
Chart).

U.S. Electricity Retail Prices. Average U.S. residential electricity prices are forecast
rise by 0.5 percent in 2012 before falling by a similar amount in 2013 (U.S. Residential
Electricity Prices Chart). Regional price changes during 2012 vary from a decline of
2.5 percent in the Mountain region to an increase of 2.2 percent in New England.

Renewables and Carbon Dioxide Emissions

U.S. Renewables. After growing 13 percent in 2011, EIA expects the total renewable
energy supply to decline by 3.6 percent in 2012 (U.S. Renewable Energy Supply
Chart). This decrease is the result of a return to long-term average hydropower
resource levels with hydropower supply falling by 0.5 quadrillion Btu (16 percent).
The decline in hydropower from the 2011 level offsets growth in other renewable
energy supplies. In 2013, renewables supply increases 2.1 percent, as non-
hydropower renewables continue to increase.

In terms of liquid renewable fuels, EIA expects fuel ethanol production to grow from
an average of 909 thousand bbl/d in 2011 to 933 thousand bbl/d in 2012, and 938
thousand bbl/d in 2013. EIA estimates that biodiesel production in 2011 averaged
about 58 thousand bbl/d (885 million gallons of total annual production). Forecast
biodiesel production remains at 58 thousand bbl/d in 2012, then grows to 67 thousand
bbl/d in 2013.

U.S. CO:2 Emissions. After declining by 1.2 percent in 2011, fossil fuel emissions are
projected to increase by 0.2 percent in 2012 and remain flat in 2013. This modest
change is the result of increasing emissions from natural gas while petroleum and coal
emissions are either flat or declining over these projection years. (U.S. Carbon Dioxide
Emissions Growth Chart).
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