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	Recommendation:

That the August 27, 2008, Deputy City Manager’s Office report 2008DCM012 be received for information.


Report Summary

This report provides a response to an administrative inquiry regarding the impacts of the cost of energy on City operations, citizens, business and industry.  It also provides an overview of ‘Peak Oil’ and Administration’s position on it.

Previous Council/Committee Action
· At the September 24, 2008, Executive Committee meeting, the August 27, 2008, Deputy City Manager’s Office report 2008DCM012 was postponed to the October 8, 2008, Executive Committee meeting.

· At the May 28, 2008, Council meeting, Councillor D. Iveson made the following inquiry:

Given recent reports of rising fuel prices affecting the City’s budget, I am curious as to what analysis Administration has conducted regarding energy prices over the medium to long-term:
1. Specifically, how far out do our forecasts reach, and what do they indicate?
2. More generally, what is Administration’s position on the notion of Peak Oil?
3. What effects might a dramatic and sustained increase in energy prices have on city operations?
4. What effects might a dramatic and sustained increase in energy prices have on citizens and industry in Edmonton?
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1. Specifically, how far out do our forecasts reach, and what do they indicate?
· The City forecasts for five years (Attachment 1). The forecasts are derived from a survey of major North American energy forecasting agencies conducted by the City Forecast Committee. 
· Oil Price Forecast – According to the survey, oil prices are expected to remain strong – averaging US $114.53 per barrel over the next 5 years. However, it is expected that oil prices will moderate somewhat over the forecast period as the United States economy begins to stabilize and recover.
· Natural Gas Price Forecast – According to the survey, natural gas prices are also expected to remain strong over the forecast period, averaging over $8 per gigajoule. 
2. More generally, what is Administration’s position on the notion of Peak Oil?
· Peak Oil refers to the point at which the rate of global extraction reaches its maximum, and subsequently extraction and production eventually enter terminal decline.  Following this logic, at some point the resource will be so depleted that it will no longer be technically feasible and/or economically achievable to continue to extract the resource.  
· There is significant global disagreement around the definition and potential impacts of ‘Peak Oil’, including disagreement of when it may occur. 

· There are also opposing and extreme views regarding the cause of the recent increase in energy prices, and the future direction of these prices.

· Because of the lack of clarity regarding future global energy markets, the City has not developed an official position on ‘Peak Oil’. However, the City uses the best available market information, and data provided by reputable investment banks and national forecasting agencies to determine the current and future state of global and domestic energy markets to help ensure careful consideration of all potential risks and opportunities for the City of Edmonton.

3. What effects might a dramatic and sustained increase in energy prices have on city operations?
· Due to global disagreement around the definition, timing and impacts of ‘Peak Oil’, it is difficult to estimate what impacts it may have on City operations in the future.

· However, Edmonton has experienced significant and sustained increases in energy prices over the past decade, as the price of a barrel of oil has gone from $14.40 per barrel in 1998 to as high as $140 per barrel earlier this year, while natural gas prices have increased from $2 per gigajoule to as high as $11.35 per gigajoule over the same time period.

· The dramatic increase in global oil prices has had a profound impact on the prices of gasoline, which have increased from $.47 per litre in 1998 to as high as $1.30 per litre over the past few months. 

· In general, these increases in energy prices have made it more expensive for the City to deliver services.

· Many of these impacts are felt directly, such as the cost of delivering transit, picking up waste, maintaining parks, etc. 

· Higher energy costs also indirectly impact the City by increasing the cost of many goods and services that the City requires such as infrastructure construction.

· As fuel prices increase so does the demand on the public transportation system, which may require increased service to meet the needs.

· Despite the dramatic increases in energy prices and impacts on the City’s operations, the City is monitoring global energy markets carefully and is assessing all potential risks and opportunities, and as such, has undertaken a wide variety of initiatives to help mitigate risks, mostly developed under the Climate Change file. These include LEED Silver requirement for new City buildings, the $30 million Energy Management Revolving Fund for existing City buildings, the purchase of hybrid buses and the development of a sustainable fleet strategy.
4. What effects might a dramatic and sustained increase in energy prices have on citizens and industry in Edmonton?
· The citizens of Edmonton have been both positively and negatively impacted by the recent surge in energy prices.  As such, Administration continues to monitor these impacts in order to be fully prepared to handle energy price volatility in the future. 

Historical impacts from increased energy prices:

· Positive impacts - due to Edmonton’s proximity and involvement (as a servicing hub) to Alberta’s oil sands industry (which has responded well to the increase in oil prices over the past decade), the citizens of Edmonton have benefited from a dramatic increase in economic growth, employment opportunities and increased household incomes over the past ten years. 

· Negative impacts - increases in consumer prices and construction costs, home heating costs and transportation costs, which have impacted both businesses and citizens. 
Potential future impacts from increased energy prices:
Citizens:

· Further increases in energy prices will increase the probability of further oil sands investment and development in Alberta and Edmonton, which will continue to fuel Edmonton’s economic growth, and the pressures associated with growth. 

· The increased costs of goods and services, including food, may erode the standard of living of some Edmontonians. 

· The high price (and availability) of natural gas and oil will likely cause a shift to alternative energy sources.

Industry

· The increased operating cost to business and industry will be relative to the energy inputs required and efficiency of their operations.

· Industry that require raw materials from greater distances or must ship products to distance markets a long way might suffer.

· However, high energy prices may fuel growth in the Oilsands and all of the various support industries. 

· Increased opportunities for local production may result as the cost of off-shore products increase due to increasing transportation costs.
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OIL AND NATURAL GAS PRICE FORECASTS AND BACKGROUND 

ANALYSIS (AUGUST 2008)*


Notes to the Forecast:

(1) WTI Oil Price

Over the past month, clear signs of a global economic slowdown, a turnaround in the value of the U.S. dollar and a reduction in fuel price subsidies in several key emerging nations finally brought the relentless rise in world oil prices to an end with a sharp downward correction.  Thus, the price for West Texas Intermediate (WTI) has decreased by around 25 percent since mid-July, after doubling over the previous 12 months.   

The current outlook assumes that world oil prices will level off near current levels for the remainder of this year then start to ease back up as the OECD economies begin to recover next year.  Consequently, the price for WTI is expected to average around US$120 per barrel in 2008, before rising to US$126 in 2009.  The sustained high prices, combined with likely climate change initiatives, will spur the development and adoption of more fuel-efficient technologies and practises over the longer term, while encouraging the development of additional production capacity.  The subsequent levelling-off of oil prices and the eventual recovery in the U.S. housing market and resolution of the sub-prime fall-out should see some institutional investors leave commodity markets for more traditional investment activities elsewhere, allowing for a further moderation in oil prices.  Thus, the forecast calls for oil prices to ease further over the longer term, with the price for WTI averaging around US$107 per barrel from 2011 to 2013.

(2) AECO Natural Gas Price

A return to colder, more normal temperatures throughout much of North America this past winter and a two-month shutdown of a major production hub in the Gulf of Mexico in the spring quickly drew down storage levels below their five-year average and pushed prices up sharply, with the AECO price averaging $9.58 per GJ in June 2008.

Notwithstanding a slowing U.S. economy, the expectation of an active hurricane season and possible supply disruptions this year and the limited availability of LNG are expected to hamper the rebuilding of storage levels until next year.  When combined with an environment of high oil prices, these factors are expected to keep natural gas prices above their post-Katrina levels, with the AECO price averaging around $8.80 and $9.35 per GJ in 2008 and 2009, respectively.  Although these high prices should prompt an increase in Canadian drilling activity and some improvement in production levels, the sharp jump in long-run oil prices can be expected to put upward pressure on all other energy sources as users seek-out lower cost substitutes.  Consequently, the forecast calls for natural gas prices to remain well above $8.00 per GJ for the remainder of the forecast period.
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