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Introduction


PG&E appreciates the opportunity to respond to Rulemaking 98�01�011 (hereinafter Gas Strategy OIR).  PG&E congratulates the DSP for producing a report (DSP Report or Green Book) that outlines many of the policy issues and options that must be fairly and carefully resolved as the gas industry evolves.  The issues posed in the DSP report and in the Commission’s questions are fundamental policy choices that may define the future gas distribution business in California, including how and whether the utilities should provide core residential and small commercial gas procurement, revenue cycle (metering and billing), transmission, storage and other services.


PG&E HAS ALREADY IMPLEMENTED MANY OF DSP’S PROPOSALS


PG&E shares the Commission’s objectives of providing increased choice to consumers.  PG&E also supports the four principles identified by the Division of Strategic Planning for guiding future reform for the gas industry.�


PG&E has already implemented many of DSP’s proposals.  On March 1, 1998, PG&E began operations under the Gas Accord, a far-reaching change in its natural gas services.�  By this settlement, PG&E and its customers have established an open access, contracts-based intrastate gas transmission system, and made major reforms to gas services provided in Northern California.


In brief, PG&E has already, as the DSP report recommends, unbundled its gas transmission system, established a secondary market for intrastate pipeline capacity, subjected its core procurement activities to an incentive ratemaking formula to replace annual reasonableness reviews, made improvements to facilitate core aggregation, and implemented other operational reforms, including tightening its balancing rules for all customer classes.  Moreover, the Gas Accord commits to looking at further unbundling and disaggregation of some services as experience is gained in the market over its term.


The table below details PG&E’s position on the 11 unbundling reforms set forth on pages 39 through 59 of the DSP report, plus other unbundling actions taken by PG&E.





Potential Actions�
DSP Report Position�
PG&E Position�
�
1.	Unbundle Revenue Cycle Services�
Recommends�
Disagree�
�
2.	Unbundle All Costs Associated with Procuring Gas�
Recommends�
Partially implemented�
�
3.	Unbundle Interstate Pipeline Demand Charges�
Recommends�
Already implemented�
�
4.	Unbundle Storage from Core Rates�
Recommends�
Examination of issue provided for in Gas Accord�
�
5.	At Risk and Pricing Flexibility�
Recommends�
Partially implemented�
�
6.	Unbundle Public Purpose Programs�
Recommends�
Agree�
�
7.	Provide for a Secondary Transportation Market�
Recommends�
Already implemented�
�
8.	Tighten Balancing Service Tolerances�
Recommends�
Already implemented�
�
9.	Remove Core Aggregation Transportation Program Limits�
Recommends�
Partially implemented�
�
10.	Re-examine UEG/Cogenerator Rate Parity�
Recommends�
Agree, but legislative issue�
�
11.	Consistent Electric Generation Rate Design�
Recommends�
Agree�
�
12.	Unbundle Intrastate Transmission from Distribution�
No mention�
Already implemented�
�
13.	Unbundle Intrastate Transmission into Specific Paths�
No mention�
Already implemented�
�
14.	Unbundle Competitive Market Center Services�
No mention�
Already implemented�
�
The following sections detail PG&E’s positions more fully.  


pg&e supports incentive ratemaking for monopoly utility functions


In response to Decision 97�04�067, PG&E is currently in the process of finalizing a proposal for an electric and gas distribution performance-based ratemaking (PBR) similar to the “price cap” model described in the DSP report.  PG&E expects this mechanism to streamline the regulatory process, and to provide incentives for lowering costs and promoting productivity growth.  PG&E’s distribution PBR proposal will achieve these goals through mechanisms that set reasonable revenue and rate levels using benchmarks external to the company.  


Rate streamlining proposals should carefully balance shareholder risk of overrecovery and underrecovery of costs.  Additionally, performance measures for customer satisfaction and customer service quality should be part of any mechanism.  As is further discussed in Chapter 3, the Commission should also consider utilizing positive financial incentives for utilities which facilitate greater customer choice.


PG&E supports conforming gas to electric industry consumer protection and public purpose programs


Consumer protection and consumer education are extremely important as the CPUC contemplates continued restructuring of the gas industry.  Consistency between gas actions and those actions taken for electric industry restructuring will minimize confusion for customers, and provide beneficial consistency and clarity for alternative energy service providers.  


PG&E also supports treating the administration and funding of gas public purpose programs in a manner comparable to the electric model, including energy efficiency and low�income programs.  This will likely require cooperation with other agencies,� as well as changes to existing statutes to parallel the mechanisms enacted in AB 1890.


PG&E Supports A Viable Core AGGREGATION Program


Expanding core customer options in choosing gas suppliers was one of the primary goals of the Gas Accord.  To further that goal, PG&E instituted a collaborative process with representatives of various market segments and initiated a number of changes in its service options.  Following that process, a large number of changes were made through the Gas Accord to core procurement.  A list of some of these changes appears in response to Question 8 under Tab 2.  Taken as a whole, and in combination with a developing group of marketers that wish to serve core markets, these changes can be expected to promote measurable gains in Core Aggregation Transport (CAT) service participation levels.


In fact, significant gains in participation have already occurred.  In the past two years, volumes of non-utility core supply have grown by about 35 percent.  After a decline in participation during 1993 and 1994, PG&E’s CAT service has now surpassed its previous peak and now comprises 4.8 percent of total core load, including 20 percent of commercial core loads.  


Recent growth in the number of participating core suppliers also promises to support more customer growth.  In January 1996, only four suppliers were serving PG&E core customers.  Today, 12 suppliers are active in PG&E’s core market.  Several new suppliers have begun the process of becoming Core Transportation Agents (CTAs) and additional entities, including suppliers to the electric market, have made inquiries.  Additional steps that could be taken to further expand participation are given in PG&E’s response to Question 8.  


PG&E AGREeS THAT It IS APPROPRIATE TO EXAMINE THE FUTURE ROLE OF UTILITY GAS PROCUREMENT FOR CORE CUStoMERS


The DSP’s Option 3 envisions a gas market place in which gas utilities do not provide procurement or electric generation services.  Essentially, the regulated utility would become a transportation-only company.  This proposal raises significant policy, legal and implementation issues, but deserves careful consideration.  PG&E emphasizes the importance of the following issues which arise from DSP’s proposal:


Do consumers want the utility to exit this function?


How does the existing system frustrate or encourage market entry for alternative core procurement service providers?


What, if anything, will replace the utility’s historic obligation to serve, and how will the supplier of last resort function be performed?


How will the Commission assure reliable service under extreme weather conditions?


What are the stranded costs and implementation costs associated with implementing Option 3.


What changes to current statutes are required?


What consumer protections are needed if core procurement is provided only by unregulated entities?


These issues illustrate the complexity associated with DSPs vision.  Finally, as part of the Gas Accord, the Commission approved a Core Procurement Incentive Mechanism (CPIM) to be in place until December, 2002.  Any future actions regarding utility core procurement will need to be timed to coordinate with this mechanism.


PG&E Supports Unbundling OF TRANSMISSION, STORAGE and load balancing


As explained above, changes by the FERC and CPUC over the last 20 years have completely deregulated wellhead gas prices and given end-use customers direct access to sellers of gas.  PG&E supports these changes and has already implemented many other unbundling initiatives which enhance customer choice.


As is recommended in the DSP report, PG&E has already unbundled the costs of interstate pipeline demand charges from bundled customer rates.  With the termination of its contract with El Paso Natural Gas Company and the permanent assignment of its capacity to Canada above the needs of the core market, PG&E has dramatically reduced the amount of interstate pipeline capacity it holds under long-term contract.  Noncore customers and marketers serving both core and noncore customers can purchase the interstate capacity they need to transport gas from a specific supply basin, either from PG&E, from the pipelines directly or on the secondary transportation market.


Again as recommended in the DSP report, PG&E has unbundled storage for noncore customers.  Furthermore, the Gas Accord specifically provides for an examination of core storage unbundling in three years.  


PG&E has taken transportation unbundling a step further by unbundling intrastate transmission from distribution, thereby extending the capability of customers and marketers to purchase path-specific transmission from a particular gas supply region into the state to the point of interconnection with the distribution system.  This change has effectively moved the “citygate” from the California border much closer to customers’ premises, giving customers better access to the entire commodity market.  Additional gas pricing markets can be expected to develop due to this change.  


As recommended by the Green Book, all backbone transportation and storage firm capacity contracts on PG&E’s system may now be assigned to a third party.  In the first week after Gas Accord start-up, more than 70 capacity assignments were received and processed by PG&E.  Some of these assignments may have been end-use customers who acquired capacity and assigned it to their marketing agents.  Other assignments appear to be between unrelated parties.  In either case, the secondary market is functioning, giving customers more flexibility in their transportation arrangements.�


PG&E also has unbundled balancing service and strengthened its provisions to a much greater degree than in the past (or than contemplated by the DSP report).  As explained more fully in the answer to Question 21, the new balancing service requires each shipper on the system to provide gas for its own balancing needs, under terms that are uniform for core and noncore, as well as utility and aggregated core procurement.  This approach removes PG&E’s core procurement service from any role in purchasing more or less gas to balance the entire system.  Instead, each shipper balances the system through matching its supplies with its use.  To the extent balancing is not achieved, the gas transmission function provides a specific amount of gas inventory to support imbalances.  If that amount is not sufficient, then operational flow orders and emergency flow orders are called.  The penalty levels for not complying are high enough that a competitive market should develop for balancing services.


In addition to these changes, in 1996, PG&E began operation of the Golden Gate Market Center, which offers interruptible gas parking and lending services primarily using PG&E’s storage capacity.  These services provide shippers with greater flexibility in managing the transportation and delivery of their gas supply.  The combined effect of all these unbundled transportation and storage options is to give marketers and end-use customers more options for obtaining their gas from a specific supply basin at the right time and the appropriate price.  This allows customers to take advantage of short-term market changes and thus sharpens gas commodity competition.


further distribution service unbundling should be considered in the context of a CONSENSUS vision of the FUTURE role of distribution companies


In its Green Book, the DSP recommends four far-reaching initiatives that it believes will best promote competition and reform regulation.  One of these recommendations is to unbundle all gas revenue cycle services, including meter installation, meter maintenance, meter reading, re-charging lines, service connection, relighting pilot lights, customer premise gas line inspection and testing, billing and collection, and other services.  


The proposed complete unbundling of revenue cycle and after-meter service touches on a wide varieties of issues and goes to the heart of the gas distribution business.  PG&E believes that this unbundling should not pursued piecemeal.  Instead, gas revenue cycle unbundling should be examined as part of a complete examination of the future role of the state’s distribution utilities.  Given the thousands of employees affected by this proposal, the questionable need to unbundle these services in order to facilitate increased choice, and the potential issues associated with safe operation of the distribution system, a thorough examination is justified.  As part of the examination, review of current weekly functions should be performed, and a determination made as to which distribution services should be deregulated and which should remain the responsibility of the utility.  


For these reasons, PG&E cannot support gas revenue cycle service unbundling at this time.  


as the commission considers future restructuring, collaborative industry solutions should be encouraged


In the EIR and the Gas Accord, the impetus for making such significant changes has been customer-driven.  The Commission should seriously consider allowing, and indeed, encouraging, further changes in the context of a collaborative industry effort rather than rulemaking or litigation.  Settlement allows industry participants to prioritize their needs and to compromise.  The Commission should seriously consider the benefits of such a process as it examines the Green Book and considers procedural alternatives.  If compromises cannot be achieved, hearings are always available.  


absent a settlement, many of the changes CONTEMPLATED in the dsp report would require legislation AND evidentiary hearings to calculate stranded costs and to develop mechanisms for their recovery


If a settlement by all stakeholders cannot be achieved, many of the changes contemplated in the DSP report or which may be considered by the Commission in the OIR would change the utility’s obligations and service “compact” under the Public Utility Code, and likely would require revisions to state law.


In addition, many of the changes envisioned in the report cannot be adopted without a significant evidentiary basis and without compliance with the utilities’ due process and other constitutional rights.  This is not to say that PG&E is against looking at new restructuring options.  Rather, PG&E looks forward to a collaborative, deliberate, and broadly representative discussion of these important issues.


�	The report presents four principles:  (1) to replace regulation with competitive forces in workably competitive markets; (2) to reform regulation for remaining monopoly functions; (3) to maintain a standard of consumer protection, and (4) to maintain supply reliability and safety of delivery of natural gas to consumers.  Report, page 2.


�	The Gas Accord was approved by Decision 97�08�055.


�	For example, the California Commission for Energy Efficiency.


�	PG&E has made an electric bulletin board available for trading transportation and storage contracts.
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