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EXECUTIVE SUMMARY





COMMENTS OF SOUTHERN CALIFORNIA GAS COMPANY 

AND  SAN DIEGO GAS & ELECTRIC COMPANY ON THE�RULEMAKING TO RESTRUCTURE CALIFORNIA’S�NATURAL GAS INDUSTRY







Southern California Gas Company (“SoCalGas”) and San Diego Gas & Electric Company (“SDG&E”) (collectively, the “Companies”) support enhancing competition in the gas industry and facilitating consumer choice in the purchase of gas-related products and services.  The Commission’s gas industry reform proceeding presents an opportunity to significantly enhance customer choice in the California gas market.  Although gas industry reform began well over a decade ago, recent developments on the electric side indicate that more can be done.

While the Commission should keep an open mind to new ideas that will facilitate gas consumer choice and competition, it should be alert for differences between the gas and electric industries that justify differences in implementation.  The Companies recommend that the Commission’s gas industry reform efforts should:

INCREASE CUSTOMER CHOICE AND ENABLE RETAIL COMPETITION:



Gas reform should remove impediments to the full and unencumbered opportunity for all market participants -- including utility affiliates -- to serve the gas marketplace.  The utility would maintain a role as default service provider.

Gas reform should encourage the convergence of energy services. 

Interstate transportation and storage services should be unbundled.  Revenue cycles services, such as metering and billing, should be unbundled and third parties should be given the opportunity to supply those services.

The Commission should eliminate the 250,000 therm minimum and the 10% cap on core aggregation program (CAT) participation -- limitations that do not exist on the electric side.  



MAINTAIN SAFETY:��The Commission should address safety related issues unique to gas pipelines and meters.  Unbundling of after meter services should only be considered if safety concerns are resolved.  The Commission and interested parties will need to develop the means to address safety related issues unique to the provision of gas service in order to facilitate consumer choice. �

EXAMINE DEFAULT PROCUREMENT OPTIONS:�

In order to protect the consumers who do not want to choose, the utility should provide default procurement service --maintaining a portfolio supply for customers who do not choose an alternative supplier. The Commission should consider whether modifications to the current default procurement service should be adopted. �

REFORM REGULATION:��Regulatory initiatives should be properly aligned with customer interests.  The Commission should eliminate outmoded and complex regulations that interfere with the emerging gas marketplace.  Gas reform should encourage incentives that would open up the market. �

ADOPT AN OPEN-ACCESS MARKET STRUCTURE:��A vibrantly competitive gas commodity market already exists. The Commission should adopt an unbundled, open access framework for transmission and storage that will take full advantage of the competitive commodity market. Divestiture of gas utility transmission and storage assets or establishment of a gas independent system operator (ISO) are not needed to advance the competitive gas market.��PROVIDE STRANDED COST RECOVERY:��The Commission and the Legislature have a long-standing policy favoring the honoring of past commitments as the Commission revises regulation. This has been adopted for the electric industry by giving the utilities an opportunity to recover stranded costs.  This proceeding provides the opportunity to do the same for the gas industry.  Stranded-cost recovery can and should be accomplished as is being done on the electric side, without  the opportunity for bypass.�

ESTABLISH ADEQUATE CONSUMER PROTECTION:��The Commission should ensure consumer protection and necessary consumer education in a cost-effective manner.



The Companies are committed to moving the gas industry forward to enhance retail markets and will work with the Commission to implement this kind of reform.
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I.	INTRODUCTION



Respondent Southern California Gas Company (“SoCalGas”) is the largest natural gas distribution company in the United States, with approximately 4.8 million customers in a service territory with approximately 18 million residents.  Respondent San Diego Gas & Electric Company (“SDG&E”) is both a natural gas distribution company and an electric utility company, with approximately 721,000 gas customers and 1.2 million electric customers in a service territory with approximately 3 million residents.  These joint comments by SoCalGas and SDG&E (“the Companies”) reflect the experience they have had in serving customers for many decades.

SoCalGas has been on the forefront of natural gas regulatory reform since at least 1985, long before restructuring was considered for the electric industry.  SoCalGas implemented the unbundling of gas supply for its noncore customers in 1985, the unbundling of storage for noncore customers starting in 1987, the unbundling of interstate capacity for noncore customers in 1991, and the unbundling of gas supply for core customers in 1991.  By 1997, two-thirds of the gas consumed by SoCalGas’ customers was purchased from suppliers other than SoCalGas.  In this decade, SoCalGas has relinquished over 1 Bcf per day of firm interstate pipeline capacity that it previously had under contract.

Today, in spite of growth of over a million customers in its service territory, SoCalGas provides service with an authorized margin significantly lower than in 1985, adjusted for inflation.  By any measure, SoCalGas is one of the most efficient gas utilities in the United States, and its customers are major beneficiaries of its efficiency.

As a combined utility, SDG&E brings to this process its experience and expertise in implementing consumer choice for electric service as well as gas.  SDG&E was an early advocate of the unbundling of revenue cycle services as an essential part of creating opportunities for competition in energy service.  SDG&E urged implementing electric choice for all customers at the same time, which the Commission adopted, rather than phasing in choice over time by customer class.  SDG&E brings the same commitment to facilitating gas customer choice.

In addition, SDG&E pioneered the current gas incentive mechanisms that have provided substantial benefits to consumers in southern California.  SDG&E’s mechanism became effective August 1, 1993, and SoCalGas’ became effective on April 1, 1994.  These mechanisms measure the utilities’ cost of gas purchases against a market-based gas price index, with rewards or penalties flowing to shareholders depending on the utilities’ performance.  Under the first four years of these mechanisms, customers have received gas at significantly below average market prices.

The Companies welcome this latest review by the Commission of its natural gas industry regulatory structure.  The Companies encouraged the Commission in 1997 to make a comprehensive, not piecemeal, review.  They provided substantial input to the Commission’s Division of Strategic Planning, as did other stakeholders.  The report (“Green Book”) of the Division of Strategic Planning that provides the basis of this rulemaking is indeed comprehensive and thorough, and the Companies congratulate the Division on its work.

The Companies have provided an “Executive Summary” of these comments.  In addition to the body of the comments, there is an appendix that includes the Companies’ responses to the 26 questions posed in the OIR.



II.	PRINCIPLES FOR REGULATORY STRUCTURE

Success in regulatory reform requires that principles be consistently applied across issues.  The Companies present in this section those principles that guided the development of their recommendations.  They urge the Commission to adopt these principles.

The Companies support the Commission’s goal of making natural gas service more market-oriented in a manner that will benefit all gas consumers.  They also support the goal of increasing competition by facilitating the convergence of gas and electric markets.

The Companies support achieving these goals by increasing customer choice in the gas industry.  This involves giving customers more choice as to the services and the suppliers.  Unbundling or further unbundling of a number of services currently offered by gas utilities will be necessary to increase customer choice.

The Companies also believe in the principle that consumers should have the right not to choose.  Just as in electricity reform, the Commission should permit gas consumers to choose to do nothing at all, without being involuntarily switched to a new retailer or forced to make an election.  Consumers that do not want to participate in the marketplace should continue to receive default service from the utility.  Further, the Commission should not impose artificial disadvantages on consumers who continue with utility default service.

This principle means that the gas utilities should provide a default procurement service.  There are a variety of alternatives the Commission could adopt to ensure that competitive default service is available to consumers, especially smaller consumers.  However, the Companies believe that the Commission should favor solutions that use private capital subject to market forces rather than the creation of governmental bureaucracies outside the discipline of the marketplace.

Promotion of customer choice and competition also means that the unregulated affiliates of existing gas and electric utilities should have the ability to participate in the marketplace, including in the service territories of their affiliated utilities.  Their participation will increase competition and benefit consumers.  Indeed, over time as services provided by existing utilities are unbundled and made competitive, it is appropriate to reduce or eliminate regulation of these services.�

Unbundling is an essential ingredient in achieving increased customer choice.  The Companies are proposing unbundling of revenue cycle services in a manner as close as possible to the electric restructuring model.  When revenue cycle unbundling is implemented and customers choose alternate suppliers, they should benefit by a credit equal to the net savings (or “net avoided cost”) the utility incurs from no longer providing the service.

The Companies support reforms in gas industry regulation that will enhance competition by facilitating the convergence of the gas and electric markets.  For instance, they support immediately opening the whole gas market to commodity competition, just as the whole electric market is opening to direct access on March 31, 1998.  They also support unbundling of gas revenue cycle services at the earliest feasible date, with minor safety related limitations unique to gas.  Comparable electric and gas unbundling will increase the chances that it will be economic for new entrants to offer these services, especially to residential and small commercial customers where transaction costs are high.  Only where there are significant differences between gas and electric service, particularly in safety related areas, are differences in the approach to unbundling appropriate.

Finally, there is one principle critical to the long-term success of the Commission’s reforms that the Green Book wholly fails to recognize.  That principle is fairness to investors – the people who provided the capital that has made utility service possible.

There is clearly a potential that gas regulatory reforms will “strand” investments and financial commitments that have already been made by gas utilities in reliance on the former regulatory framework.  The Green Book recognizes this potential for interstate pipeline capacity obligations, but it exists with respect to virtually all other aspects of service discussed in the Green Book, including intrastate transmission, storage, revenue cycle services, and after meter services.

The Commission has already recognized and acknowledged the existence of stranded costs resulting from the transition of one gas industry structure to another, and provided a mechanism for the recovery of these costs, particularly through the Interstate Transition Cost Surcharge (“ITCS”).  Such a mechanism, which was also carried forward as a part of electric restructuring (the “CTC”), is a fundamental tenet of any industry restructuring and must be reflected in whatever further changes come out of this rulemaking.

If the Commission adopts further gas industry reforms in this proceeding, it will be because the Commission has concluded that the reforms will make all consumers better off.  If consumers are being made better off, then it is reasonable to assure that investors who committed capital under the previous regulatory system can recover their investments.

Allowing the recovery of investment is required by basic fairness and by constitutional prohibitions on the taking of property without just compensation.  However, it is also in the long-term interests of California gas consumers.  If the Commission opportunistically adopts regulatory changes that strand investments that were reasonably made under the pre-existing regulatory framework, it will inevitably raise the cost of capital to California energy consumers and/or reduce the level of future competition.

The Commission needs to balance the interests of energy consumers and investors.  It can and should adopt reforms that make consumers better off without denying investors the recovery of the commitments they made in reliance on the prior regulatory framework.

III.	UNBUNDLING

The Companies propose additional gas unbundling to promote customer choice and competition.  The services that should be further unbundled include gas procurement, interstate capacity, storage, and revenue cycle services.  The following sections provide the Companies detailed proposals for accomplishing this unbundling.

A.	Procurement

The Companies support regulatory changes that will allow marketers to offer gas procurement service to all of the gas utilities’ customers on a fully competitive basis.  These changes include elimination of the size and market share restrictions in the CAT program (as described as “Action 9 in Chapter IV of the Green Book at pp.55-56), and the unbundling of interstate pipeline and storage capacity so that core marketers can fully compete in those dimensions of delivering gas commodity as well.

At the same time, the Companies recommend that gas utilities provide a default gas procurement service that will assure that all customers have access to gas supply at the market price.  Customers who do not choose service from a gas marketer, or who are not offered a competitive price for gas commodity by marketers, would automatically receive gas procurement through their gas utility at the market price.  This approach will avoid forcing consumers to make an affirmative choice of supplier, a requirement that was not well-accepted by consumers when it was applied in telecommunications reform.

The Companies are continuing to examine the best way to structure a utility default gas supply service – whether it is the current procurement service or some alternative.  The Companies believe that changes should focus on using private investment and market forces, rather than creating a new bureaucracy such as the Independent Procurement Agent option discussed in the Green Book.

The Companies propose this utility default procurement role because there is a serious question as to whether the opportunities that the mass market will have will include gas supply at as low a price as available through a procurement service that the utilities can offer.  Since the program started in 1991, gas marketers participating in the CAT program have concentrated on marketing to the largest of the commercial/industrial customers and to “chain” accounts with multiple locations.  There has been virtually no effort by CAT marketers to sell to residential customers.  Furthermore, the relatively high transaction costs inherent in marketers selling gas to small-volume gas customers may continue to limit the degree of competition they will offer to that market segment.

The Commission does not have to make an a priori judgment as to whether or not commodity competition without utility participation will benefit all customers.  The Commission can simply provide for a market-based utility default gas supply service, remove restrictions on the ability of marketers to fully compete with the utility default service, and then wait to see whether marketers offer customers a package of service and price that they will find more attractive than utility default service.

On the electric side, the Commission concluded that there needed to be a “safety net” for the smaller electric customers to ensure that they would have access to market-priced electricity.  The Power Exchange, which is the source for the default electric commodity service provided by the electric utility distribution company, provided the solution.  Of course, the PX also needed to be created on the electric side just to establish a real, public market for power.  On the gas side, that real, public market for commodity already exists, and has existed for about 10 years.  There are numerous points for gas market transactions (basins, hubs, border), mercantile exchanges and futures markets.  Therefore, the PX model is probably an unnecessary approach for providing all gas customers with a market-priced default commodity service.  Nevertheless, the need for a market-priced default option in gas is essentially the same as on the electric side.

The utility default option needs to be designed so that customers who receive it do not pay more for service than those who choose other suppliers simply because of regulatory cost allocation.  In particular, the amount by which the “as billed” rate for interstate capacity held by the utilities for core customers exceeds the current market price of that capacity should be borne by all core customers proportionately, regardless of whether they choose service from a gas marketer or default utility procurement service.

Market power concerns do not justify denying customers the availability of a utility procurement default service.  The option supported by the Green Book, “Option 3:  Divestiture of Retail Energy Commodity”, is deficient for the reasons noted by the Green Book itself at page 79.  “First, not all gas consumers will wish to receive their gas service from competing non-utility suppliers.  In this sense, eliminating the regulated utility procurement function essentially removes a potentially important choice from the array of consumer options.”  Second, as noted by the Green Book at p.79, eliminating this utility role raises questions about reliability of gas service.

The Companies reject the suggestion that gas consumers be forced to choose a supplier and denied a utility procurement default option just so that marketers’ market share can be forcibly, artificially increased above the current levels.  As noted in the Green Book at page 20:  “Aggregators have attributed the lack of CAT program success to low profit margins, high transaction costs, and a failure to unbundle competitive services.”  The low profit margin is at least in part the result of the fact that the Companies already provide gas supply at a very competitive price under Commission approved incentive mechanisms.  Of course, the aggregators’ profit margins might be increased by denying customers the option of utility default procurement service, but this result would clearly not meet the Commission’s stated goal of providing competitive benefits to all customers.

As is discussed in the next section of these comments, SoCalGas is proposing the full unbundling interstate pipeline capacity and storage from core procurement, as well as the most significant revenue cycle services, which will address the third impediment identified by the Green Book.  The market will then demonstrate whether or not these changes make a difference in the attractiveness to consumers of service from non-utility providers.

On the same page the Green Book notes that aggregators believe the CAT program is hurt by a lack of logistical support from the utility.  The Companies disagree with this opinion and stand fully ready to remove any logistical obstacles that can be identified by the Commission or aggregators.  In fact, all three gas utilities are actively informing core customers of their aggregator choices through Energy Marketplace, an innovative electronic bulletin board developed by SoCalGas solely at shareholder expense.  Energy Marketplace lowers transaction costs by allowing core customers and gas marketers to exchange electronically requests and proposals for gas supply contracts.  Energy Marketplace facilitates core customers buying from aggregators and does nothing to promote or support the utilities’ own core procurement service.  SoCalGas has licensed this software to PG&E and SDG&E.�

B.	Interstate Pipeline Capacity

The Companies propose that interstate pipeline capacity held by SoCalGas be unbundled from its core rates and service in the manner proposed in SoCalGas’ separate unbundling application, A.97-12-048.  In that application, SoCalGas has proposed to terminate the aspect of the current CAT program that requires marketers selling gas to core customers to accept a pro rata assignment of interstate pipeline capacity (at the full “as billed” rate) that SoCalGas holds for core service.  Instead, gas marketers selling gas to the core market would be able to obtain interstate capacity on whatever terms the market will provide without obligation to SoCalGas.  Core marketers could elect to ship on pipelines other than El Paso and Transwestern (such as PG&E/PGT, Kern River or Mojave), could buy gas delivered at the SoCalGas system, or could buy California-produced gas.

SoCalGas has proposed in A.97-12-048 that the cost of the portion of SoCalGas’ 1044 Bcf of interstate capacity on El Paso and Transwestern that is currently held for core service but that is stranded because core customers choose gas procurement service from marketers would be recovered through an equal cents per therm surcharge in the gas transportation rate charged to all core customers.

Because the “as billed” rate for interstate capacity now greatly exceeds the market price for interstate capacity, SoCalGas has also proposed in A.97-12-048 that it charge its core procurement customers an amount for interstate capacity that is equal to the fair market value of that capacity for the month.  The amount by which the as-billed rate for that capacity exceeds the market rate would be recovered through the same surcharge on all core transportation described in the paragraph above.  This provision would prevent smaller gas customers who are more likely to obtain gas procurement service from SoCalGas from having to pay more for interstate capacity than core customers who purchase from marketers.  In other words, procurement service by marketers and by SoCalGas are placed on a level footing with respect to interstate capacity.�  

The issues in the separate SoCalGas application overlap with the issues in this rulemaking, so the Commission needs to coordinate carefully the decisions it makes in the two proceedings.

Unfortunately, the Green Book fails to address the recommendation and supporting arguments that SoCalGas has made in A.97-12-048 for how to unbundle its core interstate capacity.  Rather, it makes different proposals at pp. 44-47 for the treatment of SoCalGas’ interstate pipeline capacity.

The Green Book recommends the unbundling of interstate pipeline demand charges from all core rates and the recovery of resulting stranded interstate capacity costs from all utility gas customers (not just core customers) through a volumetric surcharge.  This is basically a proposal that was made by TURN in SoCalGas’ 1996 BCAP proceedings.  The Commission rejected the proposal then and should do so again for the same reason:  it is inconsistent with the 1991 Capacity Brokering Decisions because it shifts $60 million per year of stranded costs associated with 1,067 MMcfd� of El Paso and Transwestern pipeline capacity secured on behalf of core customers onto the noncore market.  The purpose of unbundling is to increase customer choices and to send proper price signals to customers (which SoCalGas’ proposal does) — not to shift costs incurred on behalf of one customer class onto another customer class (the primary effect of the Green Book’s proposal).

The other approaches to unbundling suggested by the Green Book on pp. 46-47 clearly violate the Global Settlement as well as the 1991 Capacity Brokering Decision.  Under the third approach described in the Green Book, some portion of transition costs would first be assigned directly to shareholders — as was done for excess PITCO and POPCO costs in the Global Settlement.  Although the Global Settlement provided such treatment for PITCO and POPCO costs, it explicitly and permanently precluded such an approach to El Paso and Transwestern capacity for the remainder of the term of the existing contracts:

	”The recovery of stranded interstate pipeline capacity costs by SoCalGas through the ITCS shall not be challenged in reasonableness reviews or any other proceeding as long as SoCalGas follows the brokering procedures established by the Commission and FERC.” 

(Section III(2)).



	“Section III(2) of the S&SA specifies that the cost of stranded interstate capacity will continue to be captured in the ITCS.  The S&SA requires that this account remain in place until the expiration of the terms of the currently effective service agreements with El Paso Natural Gas and Transwestern pipeline.”

(Appendix A, Section C.3., p. 19.)

Similarly, another approach to unbundling suggested by the Green Book on p. 46 is deficient because it implies there would be a “reasonableness review” risk associated with the brokering of interstate capacity.  Yet, the Global Settlement explicitly precludes such a “reasonableness review” as long as CPUC and FERC procedures are followed.  SoCalGas believes it is unnecessary and inappropriate to expand the grounds for any reasonableness reviews of its capacity brokering activities; SoCalGas already has strong incentives to minimize its ITCS exposure by obtaining as much as it can in capacity brokering revenues.

In summary, the Companies believe that interstate pipeline demand charges should be unbundled from core rates as proposed by SoCalGas in A.97-12-048.  Under that proposal, marketers will be able to purchase interstate capacity from whomever they choose at the prevailing market price.  Proper price signals would be sent to all core customers concerning the market value of interstate pipeline capacity.  Just as important, no cost-shifting would occur that would violate both Commission unbundling policies and the past Capacity Brokering Decisions.

C.	Storage

The Companies propose further unbundling of SoCalGas’ storage, at shareholder risk after July 31, 1999�, under the principles described in the Green Book and subject to provisions described below for the specific implementation of those principles.  These provisions are designed to provide SoCalGas with a reasonable opportunity to recover its unbundled storage costs in the competitive storage market.�

Principle 1:  Ensure Core Reliability

On page 48 the Green Book states:  “While the Commission will need to examine storage requirements in order to ensure reliability during times of peak demand, aggregators should otherwise be able to purchase storage services based on their own needs.”  SoCalGas agrees.  SoCalGas believes that of the 70 MMcf/d of inventory, 327 MMcfd of firm injection, and 1985 MMcfd of firm withdrawal currently reserved for all core customers, about half of the inventory and firm injection and all of the 1,985 MMcfd of firm withdrawal are elements of the peak day reliability component.

The other half of inventory and associated firm injection basically allow the core to use seasonal storage capacity to protect against winter price fluctuations.  The Companies propose unbundling this seasonal portion of core storage.  SoCalGas shareholders would be put at risk for recovery of this previously bundled core seasonal storage capacity.  No additional storage for load balancing would be assigned to core aggregators.  Core aggregators could then choose other means to deal with high winter prices if they so desire, including contracting for storage service.  To the extent possible, aggregators could use their peak day reliability assignment to meet this need, and they could seek out other alternatives to meet this need if the peak day reliability assignment proved to be insufficient for their customers’ needs.  The peak day component of core storage should continue to be assigned to all core customers at LRMC tariff rates.  The Commission could reexamine storage requirements for core peak day protection in future BCAPs.

Principle 2:  Institute Daily Balancing Requirements

On page 54 the Green Book states:



Balancing services should be effectively unbundled from transportation rates altogether, by adopting tighter monthly, and daily balancing tolerances.  Balancing tolerances should accommodate only the small amount of supply variability that can occur in the course of shipping the actual gas molecules.

The Companies agree, especially if SoCalGas is to be put at-risk for its unbundled storage services.  If shippers on utility systems are going to use a service, they should have to pay for it.  Noncore customers are currently paying for the cost associated with 10% monthly balancing (i.e., the cost of 250 MMcfd of withdrawal, 355 Mmcfd of injection, and 5 Bcf inventory), yet during most of the year SoCalGas is obligated to provide a very broad daily balancing service bundled in transportation service and rates, which requires much more storage than the allocated amounts, to both core and noncore customers.  This situation is untenable in an at-shareholder-risk, unbundled environment.

The Companies propose that all customers (retail core, core aggregator, noncore) have a limited daily transportation imbalance tolerance and a much tighter monthly transportation balancing tolerance.�  In order to ensure customer compliance with these tighter limits, the Companies propose that SoCalGas should apply daily imbalance charges at 200% (up from 150%) of daily index, and monthly imbalance charges at 200% (up from 150%) of core WACOG.  Any charges actually incurred and collected by SoCalGas would continue to be used to reduce core rates, and would not be retained by SoCalGas.  No load balancing services would be allocated to core customers beyond the peak day reliability function that the Companies propose to continue to bundle in core service.  However, because the core would not be assigned balancing costs in transportation rates, they would not have the right to use any of those balancing withdrawal or injection rights—either on a peak day or during an overnomination event.  Gas marketers and SoCalGas’ retail core customers could choose to purchase unbundled storage if their peak day assignments proved insufficient to meet core customers balancing requirements.�  In total, these suggestions would result in a lower allocation of storage costs to the load balancing function than is allocated to that function today.

The above proposal also fulfills an obligation that Pacific Enterprises and Enova Corporation undertook in Condition 17 of their merger mitigation conditions to make a specific proposal in this proceeding.

Principle 3:  Pricing Flexibility for Unbundled Services

On page 50 the Green Book states:  “in return for rate flexibility, utilities would be placed at-risk for all unbundled costs.”  The Companies agree that this is a necessary quid pro quo.  In fact, the rates for any unbundled storage services should be deregulated to the same extent as the rates of Wild Goose and other competing storage fields.  Furthermore, like any other storage competitor, SoCalGas should have wide latitude in the depreciation and capital cost recovery methods used for the recovery of its at-risk costs.  Pricing flexibility is consistent with the Green Book’s correct observation that there are many competitive alternatives to utility storage assets, and that competition will discipline storage providers.

Principle 4: Asset Management Flexibility

Although not mentioned by the Green Book, the Companies believe that asset management flexibility is just as important as pricing flexibility for unbundled storage services.  It would be unfair – and unlawfully confiscatory - to suddenly put a utility at-risk for its storage investments while at the same time not allowing the utility to dispose of assets that customers are not willing to pay for in the marketplace.  In an unbundled environment, customers no longer have to pay for services they do not want.  But the logical quid pro quo for this is that the utility does not have to provide services (or maintain storage fields) for which customers are not willing to pay.

For this reason, the Companies believe an important pre-condition to storage unbundling is the quick approval of SoCalGas’ Section 851 filing (A.98-01-015) for authority to sell the Montebello storage field.  SoCalGas should not be forced to operate Montebello, or any other storage field for that matter, at a continual loss. If Montebello, or any other field SoCalGas chooses to sell, has value as a continuing storage operation, customers will be willing to pay the new owner(s) to provide that service on a competitive basis.  As long as future storage asset sales do not affect peak day core reliability or minimal balancing services, and as long as the sale follows the approach set by the Montebello field sale, the Commission should give SoCalGas speedy approval of any future storage asset sales necessitated by the at-shareholder-risk condition of an unbundled storage environment.  

In addition to the storage proposals made above, the Companies offer the following comments on material about storage services in the Green Book.  The Green Book recommends that the gas utilities should be placed at-risk for unbundled storage services.  The Companies agree only to the extent of the proposal made above, and even then not for the reasons given in the Green Book.  The Green Book seems to base its storage proposal on an observation on page 29, as follows:

In certain cases, {e.g., storage expansion}, the utility has been placed at risk for a portion, but not all, of a specific service’s costs.  Not surprisingly, the marketing techniques of the utility have differed according to the different levels of risk associated with the service.  The result of such unbalanced incentives can be long litigated proceedings, as well as non-competitive services.  One of the most significant sources of unbalanced incentives is the combination of the Commission’s let the market decide policy with traditional ratemaking.

The Green Book’s proposed solution to the perceived problem of unbalanced incentives is to place SoCalGas’ $90 million per year revenue requirement associated with existing storage assets at-risk because of a potential unbalanced incentive associated with the incrementally-priced, $2 million per year Aliso Canyon storage expansion.  The Green Book says this solution “places the utility on a comparable basis as its potential competitors in these respective markets” (p. 49).

However, the problem the Green Book proposes to solve in such a drastic manner has already been solved.  The unbalanced incentive referred to by the Green Book was fully (not partially, as suggested in the Green Book) corrected in SoCalGas’ latest BCAP decision, D.97-04-082, when the Commission clarified that all marketed capacity revenues are first applied to cover the costs of existing unbundled storage facilities.

The Green Book complains on page 30 that “the utility still has no incentive to market its existing noncore capacity as it continues to receive balancing account treatment”.  This statement is incorrect.  SoCalGas aggressively marketed unbundled storage in 1997, generating almost $9 million in Gas Transaction Based Storage (GTBS) revenues.  Furthermore, SoCalGas has been a leader in developing creative storage products, including off-system storage and long-term storage contracts.  SoCalGas’ “Transaction Based Storage” service has opened a market for storage beyond end-use customers, for producers, marketers and even financial institutions.

The Green Book recommends the alleged unbalanced incentive problem be cured at utility shareholder expense, but another, much less radical solution not discussed by the Green Book is available.  This solution is to apply traditional ratemaking treatment to SoCalGas’ $2 million per year expansion revenue requirement, as well as the existing $90 million per year revenue requirement associated with SoCalGas’ pre-1993 storage facilities, retain the current storage balancing account, and restrict further SoCalGas storage expansion investments that might compete with new storage projects.  This more reasonable alternative should be seriously considered by the Commission because most of SoCalGas’ storage investments were made years ago to meet unlimited noncore balancing needs and high forecasts of core reliability requirements.

Even assuming that there is a more compelling justification for the Green Book’s recommendation than it presents, it would be completely inequitable to place SoCalGas at-risk for significant storage revenues without applying this treatment statewide.  Contrary to the implication of the Green Book, the Gas Accord did not obligate PG&E to unbundle storage from core rates beginning April 1, 1998.  Rather, the Accord obligated PG&E to submit a proposal to unbundle core storage from rates three years into the Accord period.�  If because of the Gas Accord PG&E core storage cannot be unbundled and put at-shareholder-risk by the time the Noncore Storage Balancing Account provision of SoCalGas’ Global Settlement expires on July 31, 1999, perhaps the at-risk aspect of the Companies’ storage proposal should not be implemented until it can be done on a statewide basis.

D.	Intrastate Transmission

As discussed earlier, the Companies believe that Market Structure Option 1: Open Access, is the appropriate market structure for the California natural gas industry.  Notwithstanding the intrastate capacity unbundling experiment on which PG&E is now embarking, the Companies agree with the conclusion of the Green Book that it is inappropriate at this time to unbundle intrastate transmission service in southern California.  As stated in the Green Book at p.51:

We are not suggesting that the natural monopoly characteristics of intrastate transportation are changed by the competitive pressures introduced by gas unbundling or by electric restructuring.  Transportation will continue to remain a natural monopoly.

Although the Green Book may underestimate the competitive challenges from interstate pipelines and from “bypass-by-wire” faced by SoCalGas, clearly, it is of questionable value to unbundle any services that have the characteristics of a natural monopoly.

The Companies further agree with the Green Book’s assessment on page 51 that unbundling of intrastate transmission is unnecessary because the at-risk transportation features of SoCalGas’ Global Settlement and PG&E’s Gas Accord indirectly achieve many of the Commission’s unbundling objectives.  

Under the framework already in place, SoCalGas and PG&E already have much of that flexibility [to serve evolving markets] in that, under the terms of their respective settlements, they are partially or wholly at risk for transportation revenues [footnote omitted].

			(Green Book at p.51)

The Green Book says this framework best meets the needs of the market and streamlines the regulatory process for transportation services:  “In this way, all utilities will be well and equally positioned to pursue competitive, profitable ventures, and at the same time will not be able to subsidize those endeavors.” 

The Companies also agree with the Green Book’s assessment on page 53 that “In the current market, therefore, mandated intrastate capacity brokering is not practical.”  The Green Book appropriately notes that it is easier to establish a capacity brokering system to allocate a scarce capacity resource (e.g., PG&E’s Lines 400 and 401) rather than an excess capacity resource, as follows:

Much of California’s intrastate capacity, on the other hand, is not held under long-term contract, but is instead simply purchased by customers at the tariff rate.  Shippers do not release capacity under this type of contractual arrangement and, under current excess intrastate capacity conditions [emphasis added], have no incentive to sign up for long term contracts in order to do so.�			(Green Book at p.53)

The Companies points out that the annual load factor on SoCalGas’ transmission system is less than 70 percent, while that of PG&E exceeds 80 percent.

On page 54, the Green Book states:  “The Division believes the Commission can build upon this effort [PG&E Gas Accord], and recommends that all California gas utilities provide such a market framework.”  This statement is somewhat confusing in light of the recommendation of the Green Book cited above.  The Companies assume this passage is intended to encourage them to observe the PG&E experiment (one which seems to be quite controversial in terms of its implementation and which was tailored to meet PG&E’s unique circumstances) in case the decision is made later that the Commission wants to pursue intrastate capacity brokering for SoCalGas and SDG&E.  The Companies are studying the PG&E experiment which began less than a month ago, and will attempt to learn from it.

It should be noted that the Gas Accord was a contentious, two-year long process and that addressing intrastate capacity brokering for SoCalGas and SDG&E would require significant regulatory resource by all stakeholders.

Intrastate capacity brokering for PG&E was addressed in the Gas Accord in part because of concerns about alleged utility favoritism for Canadian supplies over Southwest supplies.  This has not been raised as an issue for SoCalGas or SDG&E.  In addition, the SoCalGas and SDG&E transmission systems are quite different from PG&E’s system.  To date at least, there is little interest expressed by SoCalGas or SDG&E customers for the brokering of intrastate transmission capacity.�

E.	Revenue Cycle and After Meter Services

In the following discussion, we distinguish between two types of customer services: (1) revenue cycle services (2) and after meter services.  This distinction is helpful because each type of service raises its own unique policy questions and because after meter service issues were neither raised nor addressed in electric industry restructuring.  

1.	Summary

The Companies support the unbundling of gas revenue cycle services (RCS) in a manner consistent, to the extent possible, with electric revenue cycle unbundling.  Unbundling can increase customer choice and facilitate competition in a convergent electric and gas market.  The Companies support and recommend the unbundling of gas meter reading, rendering of bills and payment processing, collection services, and gas meter ownership.  These are the most important revenue cycle functions for maximizing competition in combined energy markets.

Successful implementation of gas RCS unbundling entails substantial changes in business and computer systems of gas utilities. Once the Commission renders a definitive decision on the scope and requirements of gas RCS unbundling, SDG&E anticipates that it would be able to implement RCS unbundling within six months. SoCalGas would need an additional six months to complete needed system programming changes.

The Companies support the unbundling of gas meter ownership, installation and maintenance. In contrast to electric unbundling, unbundling of gas meters and related devices raises safety issues that are addressed by federal Department of Transportation (DOT) safety regulations.  In order to assure that this unbundling is consistent with federal safety regulations, the CPUC needs to take a leadership role in working with the DOT to resolve these issues.

Unbundling of after meter or emergency response services at this time is not appropriate.  These services include pilot lighting, leak and carbon monoxide inspections, inspection and adjustment of pilots and burners, and some minor appliance repairs. Such services directly or potentially affect customer safety. Customers should not be confused about who to call in the event they smell gas or suspect a gas leak.  There is no need to jeopardize safety by creating this confusion. Comparable services do not exist, for the most part, in the electric industry, and the issues have not been addressed in electric industry restructuring.  Unbundling these services is not essential to achieve a vibrant, competitive energy market.

Gas utilities should be authorized to establish memorandum accounts to recover costs arising from system changes to implement RCS unbundling.

Unbundling credits should be set at net avoided cost (or net cost savings) with appropriate customer class segmentation.

2.	Revenue Cycle Services 

The Companies support unbundling of most revenue cycle services in a fashion consistent with the electric model.  This includes, in particular, meter reading, bill rendering, remittance processing and collections services (excluding write offs of bad debt).  As with electric RCS unbundling, successful implementation requires establishing clear policy guidance and providing sufficient time to make changes in business and computer systems.  Assuming that the Commission’s decision implementing gas unbundling is similar in complexity to its electric restructuring decision, SDG&E anticipates that it would require only six months to implement a final gas RCS unbundling decision.  SoCalGas, however, would need at least 12 months from the date of a final unbundling decision to complete system changes. 

In addition to the time required to implement RCS unbundling, gas utilities need a reasonable means of funding the costs of system changes.  Therefore, as it has done in electric restructuring, the Commission should authorize gas utilities to establish memorandum accounts for costs incurred for RCS unbundling. 

In the case of electric service RCS unbundling, the Commission has determined that customers of Retail Service Providers (RSPs) will be provided credits for those services provided by the RSP.  To create efficient incentives and pricing, those credits should be based on utility net avoided costs.  The Commission should recognize, however, that the determination of net avoided costs will be at least as complex for gas service as it has been for electric service and cannot be properly completed until the Commission has fully defined the extent and timing of gas RCS unbundling. 

In addressing issues of net avoided costs and appropriate credits or rate adjustments consistent with the goal of delivering customers the benefits of unbundling, it is imperative that the Companies continue to make their own bill calculations, using data they collect, as well as RSP-provided data where appropriate.  The utilities’ bill calculations are needed both if the utilities render a bill to the customer and if the RSP provides a unified bill. 

The Commission should also take note of certain “gas-only” bill calculation issues that must be addressed in a timely fashion for RCS unbundling to proceed.  For example, adjustments for gas heating value (BTU content) and pressure as well as temperature correction to metered volumes are essential to accurate billing.  At present, the utility samples gas heat content in each of 47 BTU districts and uses that data in its bill calculations.  The Meter Data Management Agent (MDMA) design for electric billing does not accommodate this sort of input, nor for the customer-specific pressure and temperature data that are critical in billing large-volume customers.  Gas RCS unbundling therefore needs to take up modifications to the MDMA and to resolve the roles of the utility and the RSP in capturing all the data elements needed for an accurate gas bill calculation. 

Even if only meter reading is unbundled, it becomes problematic for the billing agent to obtain all information necessary for the calculation of therm consumption.  One possible solution would be for the utilities to calculate therm consumption and post it to the MDMA server after the RSP provides the meter read; however, this could delay the delivery of billable consumption information to the MDMA from the timeline established in the electric Direct Access Tariff (D. 97-12-048).  Delay in the availability of billing data can create cash flow problems for utilities or RSPs, an issue not satisfactorily addressed in electric unbundling. 

Unaccounted-for gas (UAF) is another subject best addressed in technical workshops.  For example, in a fully unbundled environment it may be impractical to maintain SoCalGas’s current “soft close” policies and the resulting customer savings.  A substantial majority of SoCalGas turn -ons are no-entry turn-ons (“read-and-run”) following a soft close, i.e., the meter is not closed; but billing charges cease for the closing customer as of that date. SoCalGas continues to perform scheduled meter reads both for safety and to detect when a new customer may have moved in but not yet opened an account.  Under current practice, the small amount of gas that is used between a soft close and a subsequent turn on is booked as unaccounted for (UAF).  Soft close strikes a good balance between system costs and customer convenience.  If others provide meter reading and commodity procurement, it is unclear whether SoCalGas can preserve equal customer convenience or whether it would be necessary to resort to the costly alternative of hard closing each account.  This underscores the importance of resolving UAF issues as part of gas RCS unbundling. 

Issues like gas usage measurement, BTU variability, and unaccounted-for gas are all solvable, and the Companies are committed to making unbundling work efficiently and effectively for customers and service providers.  However, because these issues are not experienced in electric service, we cannot automatically apply the rules used for electric restructuring. 

Finally, the Companies support the electric model which leaves service connection and disconnection as bundled utility services.  Customer convenience and safety are best served by leaving this a utility responsibility.

3.	Safety Related Revenue Cycle Services

The Companies support unbundling of gas meter ownership.  The meter is part of a meter set assembly (MSA), which normally includes upstream and/or downstream regulator(s), bypass fittings, and a meter with or without instrumentation and/or a data communication device.  The MSA may also include cathodic protection equipment.  Clear definitions of what constitutes a “meter” and clear assignment of responsibilities for other MSA components will permit successful unbundling of gas meter ownership. 

The Companies also support unbundling of gas meter installation and maintenance, but this cannot be accomplished until the Commission addresses and resolves issues related to safety regulations. 

Under the federal Pipeline Safety Act, the United States Department of Transportation (“DOT”) has jurisdiction over gas pipeline safety, including at the distribution level.  States have jurisdiction to regulate safety not inconsistent with federal regulation.  Accordingly, the Commission’s General Order 112-E incorporates by reference federal pipeline safety regulations and adds additional requirements.  For this reason, the Commission cannot resolve MSA unbundling issues without the participation of DOT to address federal regulations.   These regulations include safety standards for gas meter installation and maintenance.  The regulations are written on the assumption that the traditional gas distribution utility installs, owns, and maintains all gas meters. 

DOT has recently expressed in a letter to Commissioner Conlon, attached to these Comments, its concern that safety must not be compromised by unbundling the gas industry in California. Resolving these safety and regulatory issues will require a focused, substantial initiative led by the Commission — working with the Safety Division, the Energy Division, utilities, DOT, and other stakeholders — to define roles and responsibilities for all parties in an unbundled environment.  By taking the lead in resolving these issues, the Commission can facilitate customer choice and competitive provision of metering services.  

4.	After Meter Services

The term “after meter services” (AMS) refers to a variety of field services currently provided by the Companies at a customer’s premises.  Bundled after meter services include emergency response and customer service orders (including inspection and adjustments of gas appliances).  SoCalGas fee-based after meter services include miscellaneous assistance such as appliance connections for existing customers and residential water heater “wrap-and-strap” services. 

The Companies believe that the unbundling of currently bundled after meter services is not appropriate at this time, for the reasons described below.  Gas utility practices and procedures related to after meter services are currently subject to extensive regulation.  For example, CPUC General Order 58 A, Section 22 requires (among other things) that the utility may not connect or restore service unless the customer’s gas appliances or equipment have been made safe and also requires that the utility provide without charge appliance inspections and adjustments at customer premises.  The Companies believe that even in a largely unbundled natural gas industry, the rationale underlying bundled after meter services - to ensure customer safety - remains applicable. 

After meter services less directly related to safety are already unbundled to a great extent.  For example, SoCalGas makes minor repairs to selected residential appliances for a fee that covers limited parts; the Company will also connect dryers, free-standing ranges and clothes dryers for a fee.  On the commercial side, SoCalGas repairs certain types of gas equipment, assists customers needing air quality permits, and offers specialized equipment testing on a fee basis.  These services were identified in the SoCalGas January 30, 1998, filing (Advice No.2669) required by the Affiliate Transactions proceeding decision (D.97-12-088).

5.	Emergency Response  

The Companies support the electric model which leaves emergency response responsibilities, including responses to suspected gas leaks, suspected carbon monoxide problems, or loss of service, bundled in the utility.  Customeers who smell gas should not be confused about whom to call.  To ensure safety and to provide a single point of customer contact to respond to such problems, emergency response should remain a noncompetitive, utility-provided service.  This is consistent with the direction taken on the electric side, and the safety implications are even more critical on the gas side. 

The quality and timeliness of servicing gas appliances has an immediate impact on the safety of customers.  This is especially true in SoCalGas’ service territory where over 90% of both space heating and water heating are provided by gas appliances.  Frequently, those appliances are located in the customer’s living space, making safe appliance operation that much more critical.

6.	Customer Service Orders

The authors of the Green Book noted that AMS unbundling raises safety issues, in particular at page 43–

Natural gas is also a volatile fuel and poses potential hazards.  Currently, utilities provide metering and after meter services in the interest of public safety; utility employees are specially trained to maintain the integrity of the physical distribution systems and to promote consumer safety.  The Commission has an interest in ensuring both consumer safety and system integrity.  With that in mind, in the process of introducing competition into metering and after meter services, safety related issues such as alternative provider qualifications, standards, licensing, liability and enforcement must be considered.  These concerns should not be an impediment to unbundling these services and subjecting them to competitive pressures; but they do need to be addressed as part of the Commission’s implementation of reform strategies..  

The Companies agree that “...safety related issues such as alternative provider qualifications, standards, licensing, liability and enforcement must be considered.”  However, standards and regulations are only a part of the total effort in maintaining gas safety.  The price of safety related after meter services and the incentives of customers in making choices that have safety impacts are also important. 

At present, gas customers rely on their ability to call their gas utility if they smell gas, if their furnaces or gas dryers will not light, or if their water heaters stop working.  A trained utility energy technician investigates the problem by, among other things, inspecting gas lines, connectors, and appliances.  If the problem can be readily fixed, the energy technician keeps the customer “on line.”  If more extensive services are needed, the customer is advised as to what repairs are needed and advised to call any qualified contractor to repair the appliance. 

The safety benefits of readily available after meter services go beyond curing known problems. SoCalGas fields almost one million residential customer service orders yearly, including seasonal pilot lighting for furnaces, adjustment or minor repair of ranges, furnaces, water heaters, gas dryers and so forth.  In the course of responding to service requests, utility energy technicians sometimes discover additional problems or conditions that require attention.  For example, in the course of investigating a faulty water heater pilot, the technician also examines the venting and may find that the heater is not venting properly. 

Although SoCalGas does not formally track the frequency at which routine customer service orders (CSOs) turn up unsafe conditions, it estimates that more than 10% of customer service orders worked result in issuance of a Form 1813 (Notice of Unsatisfactory or Hazardous Condition).  As such notice is made only when the technician cannot remedy the problem, this statistic undercounts the frequency with which working CSOs contribute to the discovery and correction of potential safety problems. 

If CSOs were unbundled, many a customer whose range was not lighting properly or whose furnace was inoperative would be reluctant to call the utility.  If, instead, the customer turns to a qualified service person, safety would not be compromised.  But if the customer lacks the requisite knowledge yet undertakes repairs or adjustments himself, or hires an unqualified service provider, or just ignores the initial problem, a minor problem may turn into a safety incident.  Offering bundled after meter services significantly reduces the likelihood that customers will ignore gas appliance problems. 

In addition, the bundled provision of minor adjustments and repairs to gas appliances does not impede in any material way the already large and thriving market in gas and electric appliance repair in southern California.  Indeed, the Companies refer many customers to that repair network for service work that goes beyond the limited services the utility offers.  For these reasons, the Companies believe the bundled after meter services currently provided by utilities should remain.

7.	Emergency Readiness

Presence of gas utilities in the after meter services market has an additional public benefit if natural disasters or other events require mobilizing resources to restore gas service. 

Unbundling after meter services would predictably reduce the volume of service calls and the associated staffing.  This in turn will reduce the ability of the utility to respond to large-scale service outages, such as those resulting from earthquake, flood, or other disaster.  As the size of the field service workforce shrinks—and with it the associated equipment, communications and logistics infrastructure— the less the utility is able to mobilize resources needed for disaster response.  This effect can be offset only to some extent through pre-planning, mutual assistance agreements, and the like.  While this consideration alone ought not determine service unbundling policy, it is a factor to weigh in the balance.

8.	Conclusion

Should the Commission wish to pursue unbundling of customer service orders, the Companies strongly urge that the Commission convene public hearings.  Those hearings should explore the safety implications, price and availability of services, and impacts on the ability of utilities to respond to emergencies.  The Companies believe that, in the end, unbundling AMS would be a bad bargain for ratepayers.  In any event, deferring resolution of these issues would not impair effective competition in convergent, unbundled gas and electric service nor would it stifle the market in appliance service and repair.

IV.	MARKET STRUCTURE OPTIONS

The Green Book discusses at considerable length in Chapter VI. four of what it calls “market structure options”.  The Companies support “Option 1:  Open Access-Only”.  For the reasons discussed below, this option will be more beneficial for gas consumers than other any alternative, while still providing fully adequate protection against any possible abuse of market power by gas utilities.

The other, more radical options for gas market structure described in the Green Book include the forced exit of the gas utilities from gas procurement service, an independent system operator (“ISO”) for gas transmission and storage facilities, the divestiture of gas transmission and storage facilities, and prohibitions on market participation by unregulated affiliates of the gas utilities in the utility service territories.�

Such drastic steps are unnecessary because the rules and procedures that are in existence, and those that Pacific Enterprises and Enova Corporation have proposed in their merger proceedings, provide ample protection for competition.

1.	Open Access Regulation

The model described in the Green Book (at p.69) as “Option 1:  Open Access-Only” will fully protect against any possible vertical market power abuse.  The Companies and their parent companies Pacific Enterprises and Enova Corporation have proactively developed thorough and comprehensive rules and procedures to ensure this result.

Pacific Enterprises and Enova Corporation have proposed a set of 25 conditions� in their merger proceedings, before the Commission and other governmental agencies, that directly address all of those means that the Green Book says a gas utility might be able to employ to exercise market power.  These conditions are appended to these comments.  The Companies believe they will be adopted by the Commission as part of its approval of the merger within days after the filing of these comments.  In fact, the Companies made a commitment in their Affiliate Transactions compliance plans to begin complying with the conditions even before the merger is approved or consummated.

The 25 conditions build and expand upon a considerable body or regulatory experience.  One foundation for these rules and procedures is the Commission’s D.90-09-089, which adopted rules regarding separation of gas utilities and their gas marketing affiliates, including physical separation, separation of employees, prohibition on transmission of information, cost allocation, nondiscriminatory access to services, and nondiscriminatory pricing of utility transportation and storage.  Another foundation is FERC’s Order 497 that adopted similar rules for interstate pipelines and their gas marketing affiliates. 

The 25 conditions that will apply to the Companies will be additive to the detailed rules for affiliate relationships adopted by the Commission only three months ago in D.97-12-088, in the “Affiliate Transactions” rulemaking.  Detailed compliance plans required by that decision have been filed each of the Companies and are being reviewed by the Commission.  The Commission is also developing and implementing an enforcement and penalty process for the affiliate transaction rules.

However, the 25 conditions go even beyond the provisions of D.97-12-088 in a considerable number of ways to thoroughly address the concerns about possible market power discussed in the Green Book.

Conditions 12, 13, 14, 15, 16, 18, 19, 20, 21, and 22 all contain restrictions that go beyond (but are consistent with) D.97-12-088.  Some specific examples include:  the merged company’s Gas Operations shall operate independently and physically separately from Gas Acquisition (condition 12); communications between Gas Operations and any shipper on SoCalGas’ system including Gas Acquisition, shall occur on a nondiscriminatory basis, usually through the GasSelect EBB (conditions 13 and 14); utility Gas Operations and Gas Acquisition shall not learn the financial positions in energy commodities markets of any affiliate (condition 15); affiliate nominations on SoCalGas (including by SDG&E) shall be made separately for electric generation and for other gas uses (condition 18); all SoCalGas transmission discounts to affiliates shall require prior PUC approval (condition 19); SoCalGas will post on its public EBB extensive data on next-day estimates for a large variety of operational data (conditions 20, 21 and 22).  In the section of these comments below regarding unbundling of capacity (and specifically, the new daily transportation imbalance rules and further unbundling of storage proposed for SoCalGas), the Companies are proposing a set of provisions designed to eliminate the need for SoCalGas Gas Acquisition to provide system balancing, as Pacific Enterprises and Enova Corporation promised in condition 17 they would propose in this proceeding.

A gas ISO is not appropriate just because the Commission decided to have an electric ISO.  Gas operations are significantly different from electric operations.  Transmission, storage and distribution of gas are not as complex as for electricity.  The pressure-based movements of gas are easier to control, predict and monitor than are the movement of electrons.  The “storability” of gas in storage fields and line pack provide time lags that allow operational planning farther ahead in time.  As a result, one can employ gas nomination systems containing explicit priority rules and then observe compliance with those rules without undue interference from operational variations.  The same cannot be said of the rapidly changing, virtually instantaneous delivery conditions for an electric transmission grid.  Improper manipulation of gas operations can be much more easily detected than manipulation of electric transmission operations.

Additional actions by the Companies also address claims that there could be vertical market power through utility gas operations on the electric market.  SDG&E will be voluntarily divesting its two existing electric generating stations.  The merger consent decree that the Companies have agreed to with the U.S. Department of Justice, appended to these comments, provide further restrictions on the ownership and operation of other electric generation facilities by the merged company.  These conditions satisfied the Department of Justice that the merger could go forward without anticompetitive impact on the electric generation market; DOJ did not view a gas ISO or the divestiture of gas facilities by SoCalGas as being necessary to prevent the abuse of market power.�

2.	No Record of Anticompetitive Import

Those that argue in favor of major structural changes, such as a gas ISO or divestiture of utility assets, have nothing but myth and hypotheses on which to support their arguments.  The Companies have not impaired competition through the operation of their systems over the past decade-plus of gas deregulation, and no evidence has been presented to the contrary.  The Green Book at p.25 also asserts that “concerns regarding anti-competitive behavior in the retail gas market are not mere speculation.”� It notes that the Commission ended utility “noncore portfolio” gas procurement service because of allegations that the utilities were denying transportation service to transportation gas in favor of transmitting gas owned by the utility for resale.

In fact, when the Commission terminated the utilities’ separate noncore supply portfolio service, it did not make any factual findings that the utilities had favored their own gas supplies over customer-owned supplies in transportation service.  The facts show that the gas utilities did not impair gas supply competition in the period before 1991.�  There were not even any allegations of this kind against SDG&E.  The share of the noncore market served by transportation rather than sales increased steadily from original authorization of transportation in 1985 through 1991.  Certainly, unproved allegations of anti-competitive behavior more than eight years ago are a wholly inadequate basis to order gas utilities to exit all procurement service now.

The Green Book (at pp.18-20) cites the participation rate of core customers in the Core Aggregation Transportation (“CAT”) program, which has given core customers the option to purchase gas from marketers, rather than from SoCalGas, since 1991.  Currently, about 4% of SoCalGas’ core market volumes and 3.3% of SDG&E’s core market volumes are transportation through the CAT program.

The low level of core gas transportation is the result of several factors, none of which are the exercise of market power by the utilities.  The level of core transportation – especially among residential and smaller commercial/industrial customers – reflects the fact that the price of gas the Companies are offering is already competitive with the market price.  Since the institution of SDG&E’s gas procurement PBR in August of 1993 and SoCalGas’ GCIM in April of 1994, the Companies have consistently met or outperformed the observable, free-market price of gas.�

In addition, the mass market is not easy for markets to enter.  It requires a large financial commitment and presents relatively high transaction costs.  In core market segments where these factors are not as strong, aggregators have a greater market share. (i.e., 15% of SoCalGas’ core commercial and industrial market is served by aggregators).

Finally, core aggregator market share may have less because interstate capacity and seasonal storage was not unbundled.  These services are being unbundled now.

3.	No Ability to Exercise Market Power

The remainder of the “examples” in the Green Book of exercise of market power by gas utilities to restrict competition are hypothetical, not actual occurrences.  As discussed below, these hypotheticals do not present a real risk that competition will be impaired.

First, there is no basis for concluding that SoCalGas or other California gas utilities can affect the price of gas in the supply basins by manipulation of their gas transmission and storage facilities.  The gas commodity market pertinent to California power generators and other gas consumers operates in supply basins that are upstream of any in-state utility’s facilities.  They are large and diverse markets with many competing buyers and sellers.  California gas utilities have no ability to independently manipulate prices in these upstream basins.

The Green Book hypothesizes that gas utilities would have the ability to influence the cost of gas by contractual control over upstream interstate pipeline capacity, operational control over delivery locations into California, and discretion over storage terms and usage.

In fact, gas utilities cannot manipulate their upstream interstate capacity to increase transportation costs faced by competing electric generators or competing commodity suppliers.  The capacity release decisions by the gas utilities cannot restrict the total supply of upstream interstate pipeline capacity.  Upstream interstate pipelines have the ability (and the financial incentive) to sell unused and unreleased capacity for their own benefit.  Second, given the excess interstate pipeline capacity to California, as noted by the Green Book, even if a gas utility could withhold some interstate capacity from the market, it would not have any impact on prices.  SoCalGas simply does not control enough interstate capacity� to affect prices.  In fact, for the next two years NGC has contractual rights to more firm capacity on El Paso to California than SoCalGas has on El Paso and Transwestern combined.  SoCalGas has no capacity rights on PGT, which accesses the lowest-cost supply region, Western Canada.

The Green Book’s concern (at p.71) with alleged utility control of interstate pipeline receipt points into their systems is equally inapplicable to SoCalGas�.  While SoCalGas administers the total amount of gas that can be received each day at each receipt point (“the window”), SoCalGas simply does not have the ability to decide who does or does not get access to that amount of capacity at various of its receipt points.  Access is effectively decided by who holds capacity on the upstream interstate pipelines (or by the interstate pipelines’ administration of those capacity rights).  The interstate pipelines, not SoCalGas, are the “gatekeepers” at interconnections between those pipelines and SoCalGas.

The Green Book’s concerns to the contrary, gas utilities cannot use overnomination events to hamper competing gas commodity sellers.  Overnomination events involve transportation customers collectively using their daily imbalance flexibility for short-term storage to such a degree that SoCalGas exhausts its ability to store additional gas on that day.  A competitor can protect itself against any hypothetical manipulation by SoCalGas declaring overnomination events by purchasing firm storage rights or by not delivering on that day volumes exceeding the day’s consumption plus 10%.  In any case, since all overnomination restrictions do is limit storage injections on that day and not current sales, any attempt by SoCalGas to declare overnomination events to try to manipulate the market would have little competitive impact.  Moreover, to actually benefit from any such manipulation, the gas utility would have to be able to predict with some degree of certainty that limiting competitors’ storage injections on a particular day would impact their cost of gas over a period of time.  However, no gas utility has the ability to predict market commodity prices to the extent of making this an effective anti-competitive tool.  Finally, tightening transportation balancing rules, as the Commission has done recently at SoCalGas’ request, and as the Companies propose further in these comments, will make much less common the kind of collective overnomination that triggers a system overnomination event.

The Green Book at pp.25-29 expresses concern about the possibility of short-term discretion and favoritism by gas utilities in the operation of their systems or the use of information from that operation to advantage power plants owned by affiliates over competitors.  As discussed in more detail in the expert testimony sponsored by the Applicants in the Pacific Enterprises - Enova Corporation merger application, short-term opportunities to exercise discrimination and favoritism do not confer the ability to exercise effective market power.  As discussed above, there are and will be a host of rules and procedures that will effectively prevent any such abuse.�

Finally, the Companies commend to the Commission the analysis of market power by the California Attorney General in his advisory opinion in the merger application.�  The Attorney General sees little opportunity for SoCalGas and SDG&E to exercise market power through manipulation of their gas transmission and storage facilities – certainly far less ability than is suggested by the Green Book.

4.	Cost of ISO

The Companies agree with the conclusion in the Green Book that a gas ISO should not be required.  It appears that the potential benefits of a Gas ISO are minor.  There is already an active, public market for gas commodity.  One can get daily public quotations on gas supply in all of the major basins and major interstate pipeline hubs.  There are active public futures markets for gas supply.  The market information on gas supply is so good that the Commission uses published market prices to measure the reasonableness of the cost of the Companies’ gas purchases.

An electric ISO and PX were deemed necessary to create a similar market in electricity, but in the case of a gas ISO, no expenditure is needed to create such a gas market; it already exists.

In comparison to apparently small public benefits of a gas ISO, the potential costs to consumers of developing and operating a gas ISO could be substantial.  For example, the initial cost of the electric ISO and PX appear to be in the neighborhood of $400 million, with annual operating costs approaching $150 million combined.  SoCalGas’ entire annual authorized margin is only $1.3 billion.  

Additionally, competition at the interstate gas pipeline industry level has operated well without a gas ISO.  With Order 636, the FERC completely unbundled gas pipeline sales service from transportation.  Most interstate pipelines also established gas marketing affiliates.  The FERC has adopted open access regulations and marketing affiliate rules.  These rules have proved adequate.  A highly competitive national gas supply market has developed even though the interstate pipelines continue to own, operate and price their transportation service without an ISO.  It does not appear that there is any reason to expect the result will be any different at the end of the interstate pipeline system here in California.

V.	RATEMAKING MECHANISMS

1.	Introduction

The Green Book in Chapter V distinguishes between regulatory mechanisms for unbundled services and for utility monopoly service.  The Green Book does not offer many specifics for unbundled service but states that unbundled services will still “require economic as well as public safety oversight and regulation by the Commission.  Only when they are fully competitive could they be fully jettisoned from the regulatory utility.”  (Green Book, p. 60).  The Green Book also discusses obstacles caused by the existing regulatory mechanisms and proposes three alternatives for streamlining the regulation of monopoly utility services.

2.	Obstacles in the Current Framework

As the Green Book notes on page 61, the current ratesetting process is bifurcated.  Base revenue requirement is set in a PBR proceeding (for the Companies) or in a General Rate Case proceeding (for PG&E).  Cost allocation and rates are addressed in BCAP proceedings.  It should be noted that the BCAP is also the proceeding for determining revenue requirements not included in base margin, i.e., pipeline demand charges, transition cost, company use gas costs, etc.

The Green Book’s concern with the process seems to be focused on BCAPs, specifically that:

the BCAP process is costly, burdensome, and contentious;�

it may tilt the competitive playing field between utilities; and�

c.	the Commission tends to defer hard decisions to future proceedings.

The Green Book suggests that the source of these problems lies in the fact that the current process “requires the Commission and industry participants to re-examine cost allocation issues every two years for each individual utility (Green Book, page 61).  The Companies agree that the process is sometimes unnecessarily burdensome and contentious, but disagree on the source of the problem.

Specifically, the current BCAP process is not designed to re-examine cost allocation policy every two years for each individual utility.  The current cost allocation methodology based on long-run marginal cost (LRMC) was adopted in December, 1992 in a generic proceeding for all gas utilities (in D. 92-12-058) after approximately three years of workshops and several rounds of testimony and hearings.  LRMC was implemented for all gas utilities in June, 1993.  Since implementation of the Commission’s generic LRMC decision, there have been two combined SoCalGas/SDG&E BCAPs.  The first of these, the 1993 BCAP, was litigated in 1994 and the result became effective on January 1, 1995.  While some parties proposed limited changes to the adopted LRMC methodology, none were adopted by the Commission.  Most of the issues in this case were SoCalGas specific implementation issues, and most were resolved by a settlement between ORA, TURN, and SoCalGas.

In the 1996 BCAP, TURN and ORA did propose a number of significant changes in the Commission’s cost allocation policy.  These changes were intended to shift costs from core to noncore.  In response, representatives of noncore interests proposed cost allocation changes that would have shifted costs from noncore to core.  SoCalGas opposed all proposed major cost allocation proposals arguing that such changes should be considered only in a statewide cost allocation policy proceeding, and on the grounds that such proposed changes violate the Global Settlement.

Based on this belief, SoCalGas filed a motion to strike all testimony relating to major changes in LRMC cost allocation methodology.  The Administrative Law Judge (ALJ) rejected the motion and the Commission took no further action.  The Commission ultimately adopted SoCalGas’ arguments in its final decision, D. 97-04-082, and refused to make any of the proposed major cost allocation changes for SoCalGas, agreeing that such changes are better considered in a statewide policy proceeding.  The Commission did adopt limited changes to SDG&E’s LRMC calculations, however, these changes did not result in major cost shifting among SDG&E’s customers.

The Companies certainly agree with the DSP that the 1996 BCAP was unnecessarily burdensome and contentious.  The reason, however, was not because the Commission had a policy of piecemeal, utility by utility, litigation of cost allocation methodologies.  In fact, the Commission reaffirmed that it preferred to set statewide cost allocation policy in a statewide proceeding.  The problem in the 1996 BCAP was that the Commission did not clarify its policy beforehand, to the ALJ and to the parties.

Accordingly, the Companies believe that Senate Bill (SB) 960 reforms, particularly the requirement for a scoping memo, will be helpful in relieving some of the unnecessary contention.  It appears that these reforms have already had a positive impact on PG&E’s 1998 BCAP.  It would also be helpful if the Commission clarifies in this proceeding its statement in the final BCAP decision that basic cost allocation polices will be set in statewide proceedings, and such policies are not “up for grabs” in each BCAP or other cost allocation filing.

3.	Regulation of Utility Monopoly Services

The Green Book describes three alternatives--Quadrennial Cost Allocation model, General Rate Case model, and the Price Cap model – for the regulation of utility monopoly services.  The Companies support regulatory streamlining as suggested by the Green Book and favor the Price Cap Model over the other models as the best vehicle to achieve regulatory streamlining.

The Quadrennial Cost Allocation Model is a two-year extension of current BCAP ratemaking and cost allocation.  The Companies believe that extension of the term from two to four years is a good first step.  In the long-term, extending the existing two-year BCAP process into a four-year QCAP process is not an optimal solution.  QCAP’s should be conducted on a utility-by-utility basis.  Reexamination of LRMC methods, if deemed necessary by the Commission, should be done in separate statewide proceedings.

The Price Cap Model is an application of externally controlled indices, such as inflation and productivity, and is less controversial and burdensome than the proposed QCAP or General Rate Case models. The Companies propose to begin application of the Price Cap Model after each utility’s existing or pending PBRs have been completed.  SoCalGas’ current PBR will end by December 31, 2002, and should be allowed to run its term.  SDG&E’s existing PBR ends December 31, 1998.

SDG&E is prepared to adopt a properly designed rate-indexed PBR as soon as 1999.  In January, SDG&E filed A.98-01-014 with the Commission seeking approval of a new, rate-indexed PBR mechanism for its electric distribution and gas operations.  Although the Green Book offers several “options” for ratemaking, it should be noted that rate-indexed PBR mechanisms and cost allocation proceedings need not be mutually exclusive ratemaking options.  It is possible to have both a rate-indexed PBR mechanism and a recurring (e.g. every four year) cost allocation proceeding.  SDG&E’s proposed rate-indexed PBR applies an annual update rule (adjusting for inflation and productivity) to individual rate components.  Other revenue changes, such as those resulting from shifts in cost allocation (if deemed necessary in a separate cost allocation proceeding) need simply be applied to rates as a percentage change.  Thus, Green Book options 1 and 3 are not mutually exclusive for SDG&E, so long as appropriate consideration is given to their coordination.

The Companies believe the generic cost allocation principles established by the D.92-12-058 and 93-05-066 LRMC decisions are sound and have achieved their intended purpose.  The Companies do not believe these generic principles require a re-examination at this time.  The current LRMC cost allocations have been successful in providing more accurate price signals to customers, and have lowered both Commercial and Industrial class rates.  These lower rates benefit all customers, including residential customers, by creating a business friendly environment that attracts new business and retains existing business.  The result is a strong state economy that benefits all customers.

The Companies believe that the focus of this rulemaking should be on the multitude of significant issues that are pertinent to the objective of converging energy markets rather than rehashing LRMC principles once again.  The Companies note that the restructuring proceeding for electric utilities essentially adopted the marginal costs in place as of June 8, 1996 as a given, and then devoted the bulk of that proceeding to the examination of the unbundling of the competitive components of electric service rather than re-examining LRMC cost allocation.

SDG&E pioneered the movement away from the old “cost-plus” approach of GRC regulation with its approved Performance based Ratemaking (PBR) applications for Base Rates and Gas Procurement.  SoCalGas only recently began regulation under PBR.  A movement from PBR regulation to the GRC process would be a giant step backwards.  It would signal that the Commission considers Performance Based Ratemaking a “failure”.  This, of course, is not the case.  Unlike the GRC Model, PBR provides strong incentives for productivity and efficiencies that benefit both shareholders and ratepayers by increasing operational efficiency and lowering costs.  Return to a “cost-plus” approach is not a regulatory policy change for the natural gas industry that matches with the anticipated growth and development of the changing energy market.

The Companies support movement to the Price Cap Model (an application of externally controlled indices such as inflation and productivity) which is less controversial and more efficient than current GRC.  Adoption of the Price Cap Model should be linked to a number of other changes that will be discussed below.   

4.	Over-arching Issues

		In this Section, the Companies discuss a number of issues that are fundamental to choosing between ratemaking options.

		a.	Balancing Accounts and Rate Design� TC “a.	Balancing Accounts and Rate Design”�	Two of the three options in the Green Book would eliminate a primary balancing account, the core fixed cost account (CFCA).  The purpose of the CFCA is to balance non-gas costs against non-gas revenues, so that under-or-over collections are recovered from or refunded to ratepayers.  The Green Book does not present a rationale for eliminating this balancing account other than to say that it would “simplify” the ratemaking process.  The Companies believe that elimination of the CFCA should be linked to the issues of rate design and regulatory incentive mechanisms.

		Balancing account treatment of recorded revenues against authorized cost was first authorized by the Commission in 1978 in Decision 88835.  In that decision, the Commission authorized utilities to establish a Supply Adjustment Mechanism (SAM).  The SAM was subsequently replaced by the Consolidated Adjustment Mechanism (CAM).  In 1988, the CAM was replaced by the CFCA.  The adoption of the SAM in 1978 was motivated primarily by the fact that in the preceding year, the Commission had radically restructured gas rates from a declining block rate design to an inverted (increasing block) rate design.  The Commission stated the linkage between rate design and balancing account treatment as follows:

		A SAM is thus viewed by many a logical concomitant of our policy of inverted rates.  We share this view.  We recognize that supply (or more correctly, sales) volume has become at once (1) a factor of extraordinary impact on the gas margin as well as (2) an element of ratemaking that cannot be quantitatively predicted with the precision required to assure that a utility neither grossly exceeds nor falls far short of its authorized gas margin. 

(D. 88835, page 7)

Today, the Companies’ residential rates are still strongly inverted with the SoCalGas tier 2 rate 35% and the SDG&E tier 2 rate 31% percent higher than their tier 1 rates for bundled rates, and 56% and 52% percent higher respectively for transportation rates.  In addition, the customer charge is at a level far below actual costs.  As a result, a very high proportion of fixed cost is recovered through an artificially high tailblock (tier 2) rate.  In fact, existing inverted rates result in a tail-block transportation rate that is 2 ½ to 3 times what it should be under a cost based rate design.  Because of the artificially high tier 2 rate, weather-driven throughput fluctuations in the residential market cause disproportionately large fluctuations in fixed cost recovery.  If the balancing account is eliminated, this will cause very large fluctuations in earnings similar to the “financial havoc” that existed during the brief period after adoption of inverted rates and before adoption of balancing account treatment in 1978.

Under current rate design, the revenue risk for SoCalGas in the core market is approximately $75 million on a 1-in-5 year basis and exceeds $110 million, on a 1-in-10 year basis.  In addition, the inverted rate structure, as intended, has the effect of reducing gas throughput.  Whether or not this is desirable from a societal standpoint, it is fundamentally unfair to put the utility at financial risk for what is essentially a social program.

		In principle, the Companies support eliminating the core balancing account, but urge the Commission to retain the linkage between rate design and balancing accounts that has existed from the beginning and not abolish balancing accounts for SoCalGas until an appropriate cost-based rate design is in place.  This will be discussed further below.

		b.	Balancing Accounts and Earnings Sharing Mechanism: � TC “b.	Balancing Accounts and Earnings Sharing Mechanism”�  In SoCalGas’ PBR decision, the Commission adopted an earnings sharing mechanism requiring SoCalGas to share earnings above the authorized rate of return (ROR) with ratepayers through rate credits.  The adopted mechanism provides for a “deadband” of 25 basis points above authorized ROR in which there is no sharing followed by a 275 basis point band over which the sharing percentage varies from an initial 75 percent down to 5 percent sharing in the final segment.  There is no sharing of earnings beyond the 300 basis points.

		The no-sharing deadband of 25 basis point covers only about $6.5 million of earnings.  The Commission justified this very narrow band by the fact that SoCalGas retains its core balancing account.  The Commission stated:�

		“TURN/DGS proposes one alteration to this mechanism.  In recognition of the fact that SoCal will not be exposed to revenue fluctuations due to short-run temperature based sales fluctuations if we retain the CFCA, TURN/DGS recommends that the level of the inner band should be reduced to no more than 25 basis points or be eliminated altogether.  We agree. . . .  For SoCal we will retain the CFCA as part of the PBR and limit the inner band to 25 basis points to account for minor fluctuations in operations.”

					(D 97-07-054, page 39).

The Commission’s linkage between balancing accounts and earnings sharing is a major issue of financial fairness.  To illustrate, assume that weather in a given year is colder than average resulting in core nongas revenues $60 million above the adopted level.  The after-tax impact on earning equals approximately $35 million.  Under the existing sharing mechanism, approximately one-half ($17 million) will be returned to ratepayers.  Now assume an equally likely event where weather is warmer than average resulting in an after-tax shortfall of $35 million.  This shortfall would be absorbed entirely by shareholders.  The narrowness of the deadband causes a strongly asymmetric impact of throughput fluctuations because the benefits of colder than average weather would be shared with ratepayers while the shortfalls from warmer than average weather would be absorbed entirely by shareholders.

If the CFCA is eliminated, the Commission must widen the size of the deadband so that it covers a reasonably expected range of weather-related revenue variation.  Depending on the adopted rate design, the size of the deadband should be between 150 and 250 basis points ROR.  Without such linkage between balancing account and earnings sharing, the utility would be deprived of a fair opportunity to earn a normal rate of return.

			c.	SDG&E’s PBR: � TC “c.	SDG&E’s PBR”�  It should be noted that SDG&E is in a different position from SoCalGas vis-à-vis their respective PBRs.  Because revenues in electric distribution are far less variable than revenues in gas distribution, and because electric distribution revenues are the large majority of SDG&E’s revenues , these same issues have less financial impact on SDG&E than on SoCalGas.  SDG&E has filed A.98-01-014 with the Commission seeking approval of a new, rate-indexed PBR mechanism for its electric distribution and gas operations.  SDG&E agrees that the interrelationships between PBR design (e.g. size of deadband in sharing mechanism) and elimination of balancing accounts such as the CFCA are critical and need to be considered by the Commission.  However, in SDG&E’s case, the proposed rate-indexed PBR is designed to operate without the CFCA; thus the elimination of this account would be appropriate for SDG&E if its PBR is adopted as proposed.

		d.	Social Programs: � TC “d.	Social Programs”�  The Companies generally agree with the Green Book’s discussion of public purpose programs, but differ on the issue of baseline rates and the treatment of the costs of natural gas vehicle programs.  Baseline rates are discussed in the following section.  The Companies disagree with the Green Book’s recommendation that natural gas vehicle program costs should be included in the public purpose surcharge.  Rather, the Companies recommend that those costs continue to be recovered through the existing recovery mechanism for the remaining term of the NGV program.

5.	Residential Rate Design

The Green Book addresses the subject of residential rate design very briefly by including “baseline rates” as one of a number of social or “public purpose” programs that gas utilities currently provide.  The Green Book also mentions that the Commission in its Electric Restructuring Preferred Policy Decision, “raised the appropriateness of a baseline rate structure by noting that there are inherent conflicts between the types of innovative service offerings that could be provided in a competitive market and using a regulatory-mandated rate design approach.”  The Green Book ends its discussion by stating as follows:  “Until the Legislature and the Commission have explored this issue further, the baseline rate structure should continue.”

If this is intended to mean that residential rate reform should not be a part of this proceeding, the Companies strongly disagree.  The Commission has already twice deferred the issue of residential rate design.  In the 1996 SoCalGas/SDG&E BCAP decision, the Commission stated:  “Finally, to the extent that SoCalGas’ proposal is related to minimizing risk, it should be directly addressed in the PBR proceeding.” (D. 97-04-082, p. 116).

Subsequently, in SoCalGas’ PBR decision, the Commission stated that residential rate design was not an issue related to PBR and again refused to address it.  (D. 97-07-054, page 25).

The issue of residential rate design is fundamentally related to a number of restructuring proposals recommended by the Green Book.  As discussed in the previous section, the creation of balancing accounts was directly linked to rate design changes.  The Companies believe that residential rate reform should be a fundamental prerequisite for the elimination of the core balancing account as proposed by the Green Book.

There are several additional reasons why residential rate reform should be an integral part of residential restructuring.  �

			a.	Residential Rate Structure:  Other States: � TC “a.	Residential Rate Structure:  Other States”�  Today, SoCalGas’ residential rate design is characterized by a hugely inflated tailblock (tier 2) rate.  This results from the combination of an artificially low customer charge and strongly inverted volumetric rates.  To compare residential rates in California with other states, SoCalGas has reviewed residential rate schedules of gas utilities outside of California.  This review covered 319 utilities in all 50 states. A review of the results reveals how far California is out of line with the rest of the country. 

With respect to the issue of volumetric rate structure, the survey reveals that, of the 311 gas utilities outside of California, 170 (55 percent) have simple flat volumetric rates, 138 have declining block rates, and only 3 (less than 1 percent) have inverted rates.  Of these 3, two have only minor tier differential, of 6 percent and 9 percent, respectively.  The third one has a tier 1 block of only 10 therms which is a very small proportion of total residential volume.  Clearly no state in the nation other than California has a policy of significantly inverted residential rates.

With respect to the issue of the customer charge, the large majority (85 percent) of gas utilities outside California have a monthly customer charge, ranging from a low of $2 to a maximum of $15.  The median customer charge equals $6.50 per month.  Of the 15 percent of the utilities without a customer charge, the large majority have declining block rates.

Taken together, these results clearly show that California is far out of the mainstream in its policy of cross-subsidizing the small volume residential customer.  While the rest of the country has either flat or declining block rates, California has steeply inverted rates.  Also, while California has zero or minimal customer charges, the large majority in the rest of the country have a customer charge typically significantly above the level in California.

				b.	Residential Rate Design:  Cross Subsidies: � TC “b.	Residential Rate Design:  Cross Subsidies”�  The current rate design interferes with the Green Book’s restructuring proposals in a very important way.  Because of the low customer charge and the high tier 2 rate, large volume residential customers subsidize low-volume residential customers.  In practice, this often means that customers in older homes subsidize customers in newer more energy-efficient homes.  To put it differently, most new residential hook-ups are not cost-effective in the sense that expected incremental revenue does not cover incremental cost.  In a cost-of-service environment, the shortfall will be recovered from existing ratepayers.  In a price-cap regulation environment, as proposed in the Green Book, it is not cost-effective for the utility to hook up most new customers, as the shortfall is borne by shareholders, creating a perverse incentive relative to hooking up most new customers.  For the kind of light-handed regulation contemplated by the Green Book to work properly, it is required that the interests of shareholders and customers (existing and potential new customers) are properly aligned.  Among other things, this requires elimination of the cross-subsidies embedded in the existing rate design. 

				c.	Residential Customer Charge and Unbundling: � TC “c.	Residential Customer Charge and Unbundling”�  When the Commission increased the residential customer charge in SoCalGas’ 1993 BCAP, the Commission stated:

		“The $5.00 per month charge proposed by SoCalGas will recover less than 40 percent of the marginal residential customer cost.  It is a first step toward cost-based rate design for residential customers.”

						(D. 94-12-057, page 37)

Despite its own statement, the Commission has refused to take any further steps towards a cost-based rate design.  As a result, the majority of customer-related costs is still recovered in volumetric rates.  Much of the discussion and proposals on unbundling relates to unbundling of customer-related costs, i.e., meter, billing, meter reading, etc.  While the Commission is considering unbundling of these costs, it should also consider removing all of these costs from volumetric rates and instead include all these costs in the customer charge.

It makes no sense to unbundle such services as metering, meter reading, etc., on a volumetric basis.  Obviously, if unbundling credits vary volumetrically, marketers will serve only large-volume customers and receive windfall profits, leaving small-volume customers unserved.  But it is also inconsistent to unbundle these services through a fixed monthly credit, while leaving in volumetric rates the cost of a service that is no longer provided.  Depending on the services being unbundled, this may lead to the possibility of a negative customer charge, which would be a strange result of a process that is supposed to increase economic efficiency.  Residential rate reform is necessary to be consistent with unbundling customer-related costs.

6.	Recommendations for Ratemaking Framework

			a.	Cost allocation period: � TC “a.	Cost allocation period”�  The Companies support the Green Book’s proposal to lengthen the term of cost allocation proceedings, and also support the principle that cost allocation policy should be set in a statewide proceeding.  For SoCalGas, the Global Settlement requires that SoCalGas file a BCAP in October of 1998 to be effective on August 1, 1999.  The primary purpose of this BCAP is to terminate the Global Settlement provision that rates be based on 1991 throughput and customer counts.  SoCalGas proposes that this “BCAP” have a term that coincides with the remaining term of the PBR, which is until the end of 2002, which is a term of 3 years and 5 months.  SDG&E proposes that its “BCAP” term coincide with its recently filed PBR proposal, which has a 5-year monitoring term ending December 31, 2003.  Alternatively, it would be reasonable to extend SoCalGas’ PBR one more year to coincide with the ending of SDG&E’s PBR On December 31, 2003.

The Companies do not believe that it is necessary to re-examine existing LRMC cost allocation methodology.  We are aware that there are parties who propose a re-examination.  If the Commission agrees with these parties, the Companies recommend that the Commission institute on OII/OIR similar to the 1990-1992 LRMC proceeding.  Such a proceeding will require 12 months or more depending on the scope.  This proceeding should commence in the fourth quarter of 1998 and aim for implementation by January 1, 2000.  In case such a proceeding is held, the SoCalGas/SDG&E 1998 BCAP should be bifurcated.  Phase 1 should be restricted to updating throughput and customer counts in the cost allocation, leaving existing LRMC estimates as they are today.  Phase 1 would be implemented on August 1, 1999, as is required by the Global Settlement.

Phase 2 would revise cost allocation methodology implement the result of the statewide cost allocation methodology proceeding, based on Phase 1 throughput and customer counts.  Phase 2 could be implemented on different dates for SoCalGas and SDG&E to coincide with their respective PBR terms.

		b.	Trigger Mechanism for Cost Allocation Proceeding: � TC “b.	Trigger Mechanism for Cost Allocation Proceeding”�  Since having a standing cost allocation proceeding when no adjustments are necessary is extremely inefficient, the Companies recommend the Commission explore the possibility of adopting “trigger” mechanisms based on LRMC calculations and established in a separate OII/OIR that would allow the focus of this proceeding to be on regulatory reform restructuring issues.  The Companies believe that different system planning and operating characteristics among the utilities, should be reflected in different marginal costs and resulting cost allocations. We recommend that any re-evaluation of LRMC principles continue to reflect the differences that exist in system planning and operating characteristics among the utilities.

				c.	Defer Change to SoCalGas PBR: � TC “c.	Defer Change to SoCalGas PBR”�  For the short run, the Companies propose that SoCalGas’ existing PBR mechanism be retained.  This mechanism was implemented less than three months ago, on January 1998 after a proceeding that lasted more than two years.  This PBR mechanism was authorized for a term of five years.  To revamp SoCalGas’ PBR along the lines of the Green Book’s preferred ratemaking option would require another lengthy and costly proceeding.  This would be inappropriate at this point especially in light of the Green Book’s repeated concerns about the cost and burden of regulatory proceedings, a concern SoCalGas shares.  The Companies also recommend that the Commission approve SDG&E’s recently filed PBR proposal. 

				d.	Rate Indexing: � TC “d.	Rate Indexing”�  For the long run, the Companies support implementation of rate indexing and the logical concomitant of eliminating the CFCA, under the appropriate circumstances that link elimination of the CFCA with at least three other changes.

1.	As discussed above, residential rate reform is an absolute prerequisite for implementing rate indexing for SoCalGas.  The Companies recognize that abolishing inverted rates requires changes to Section 739 and 739.7 of the Public Utilities Code.  The Companies are willing to join the Commission in working with the Legislature for repeal of the relevant sections of the code that mandate inverted rates for gas, on the grounds that a) the conditions of gas shortages and rapid price increases during the 1970’s that gave rise to the initial statutes no longer exist and b) problems of affordability of gas service are better dealt with through CARE, which is a means-tested program, than through an inverted rate structure.

In the meantime, the Commission should use the flexibility it has under the existing code to gradually reform residential rates by increasing the customer charge and narrowing the tier differential.  Also, if the legislature does not repeal the baseline statute, the Commission could adopt rate indexing for nonresidential rates, and retain margin per customer indexing and a residential balancing account for the residential market

		2.	As discussed above, the Commission should not abolish the CFCA without making required changes in the earnings sharing mechanism.  Specifically, as the Commission itself indicated in SoCalGas’ PBR decision, the earnings sharing deadband should be widened to account for weather-related fluctuations in revenues.  It is important to note that weather-sensitivity of revenues in the gas industry far exceeds that in the electric industry.  The size of the earnings sharing deadband, if the CFCA is eliminated, should be at least 150 basis points depending on the degree of residential rate reform that the Commission adopts.

3.	Replacing SoCalGas’ existing margin per customer indexing with rate indexing also requires an adjustment in the adopted productivity factor.  As the Green Book notes, adopted productivity factors should reflect industry wide productivity but also utility specific factors.  For SoCalGas the Commission has recognized the special circumstance of declining rate base by increasing the productivity factor by 1.0 percent.  If rate indexing is adopted, the utility would have to absorb the negative consequences of a downward trend in use-per-meter of approximately 0.5 percent.  By the same logic utilized in the declining rate base issue, the Commission should decrease the productivity factor to reflect declining use per meter if margin per customer indexing is replaced by rate indexing.

e.	SDG&E Distribution Rate Indexing: � TC “e.	SDG&E Distribution Rate Indexing”�  SDG&E has recently filed a rate indexing mechanism for both electric and gas rate components in its Distribution Performance Based Ratemaking Mechanism (and 1999 Cost of Service Study) A.98-01-014.  Applying the index factor to rates rather than revenues is consistent with the elimination of the ERAM and ECAC electric balancing accounts.  Consequently, in its application, SDG&E also supports the elimination of the gas fixed cost balancing account for SDG&E.

With the elimination of gas fixed cost accounts (GFCAs), utility earning potential as well as risk are increased.  For example, with the elimination of the GFCAs under a rate indexing approach, revenues are more dependent on gas volumes driven by weather variability.  Non-utility DSM incentives are not comprised under this arrangement because the utility still has incentives to promote economic DSM and sales growth.  As a result of the new sales risks, mitigation factors may be required to ensure that earning potential and risk are balanced appropriately. As the Green Book notes, adopted productivity factors should reflect industry wide productivity but also utility specific factors.  Additional factors can include weather normalized rates, customer charges, new customer-only charges, revised connection fees, revised service charges, and elimination of “gaming” tariffs.  The Companies believe that all of these suggestions require focused cost/benefit analysis prior to making any determination which, if any, of these mitigation factors should be used.

f.	Electric Rate Indexing: � TC “f.	Electric Rate Indexing”�  The Companies recommend that the regulatory reform proposals mentioned herein should also be considered for application to SDG&E’s electric rates after the current period of frozen rates ends pursuant to AB 1890.  These proposals, if applied to SDG&E’s electric rates after March 31, 2002, would be modified in such a manner that recognizes, and responds to, changing electric markets.

				g.	Pricing Flexibility: � TC “g.	Pricing Flexibility”�  In the latter half of Chapter IV, Action item No.5, At Risk and Pricing Flexibility for Unbundled Services, of the Green Book, the Green Book proposes two key changes to achieve the objectives of streamlining regulation and encouraging market-oriented behavior.  The first change is to place the utilities wholly at risk for the recovery of intrastate gas transportation services.  The second change is to develop a strategy to eliminate the need for pre-approval or transaction level oversight and provide the utilities with the flexibility, incentive, and responsibility to respond to market conditions.  In this regard, the Green Book cites the SoCalGas Global Settlement, which was approved by CPUC in Decision 94�07�064, and PG&E’s Gas Accord, which was approved by the CPUC in Decision 97�08�055.  In the SoCalGas Global Settlement, SoCalGas was placed at risk of recovery for noncore gas transportation revenues (both transmission and distribution), and in PG&E’s Gas Accord, PG&E was placed at risk for intrastate transmission revenues.

The Companies are supportive of the Green Book recommendations stated above.  However, SDG&E would ask the Commission to consider extending the Green Book recommendations to both core and noncore revenue recovery.  We recommend that it be placed at risk for much of gas transportation revenue recovery in exchange for rate design flexibility.  The elements of gas revenue recovery that would continue to have full balancing account protection would be items such as public goods programs, including CARE programs, transition costs, such as ITCS, and any other stranded cost recovery programs as authorized by the Commission.  This proposal is consistent with policies already adopted by the Commission in Electric Restructuring. For the same reasons offered in Electric Restructuring, the elimination of GFCAs, with the exceptions as noted, will better foster competition for utility gas distribution sales.

The Companies also support the Green Book recommendations to establish maximum, minimum, and recourse rates as default features, with the utility given full discretion to discount or offer alternate rate designs within the aforementioned parameters.  Again, we would recommend extension of the Green Book recommendations to both core and noncore customers.  The utilities would be at 100% risk of recovery for any deviations from default rates.  The Commission would establish a default rate structure for SDG&E’s major customer classes.  SDG&E would be free to negotiate alternate rate designs with any customer or customer group to retain or encourage distribution sales.  SDG&E would file, with the privilege of confidentiality, its negotiated customer rates with the Commission, and this filing would not require Commission approval.  This proposal is analogous to the SoCalGas Global Settlement and the PG&E Gas Accord, where both are cited as examples to follow in the Green Book.

The Companies further request the Commission extend gas pricing flexibility to provide incentives for SDG&E to pursue customer-specific energy efficient solutions.  Such provisions currently exist for SDG&E’s electric services.  For example, under SDG&E’s electric Rules 2 and 4, SDG&E may enter into a special contract with a customer for specialized services to accommodate a customer’s request for such specialized services.  And, in the case of Rule 4, SDG&E’s shareholders are at 50% (pre-electric restructuring) and 100% (post electric restructuring) risk for any contract pricing that deviates from tariff rates.  The at-risk features of this type of contract pricing provides SDG&E with the opportunity to become more efficient at performing services with any accrued benefits (i.e., savings) flowing back to ratepayers in the form of reduced rates under a PBR mechanism(s). The Companies’ proposal to extend these electric provisions, and associated ratemaking treatment, to gas services would achieve not only consistency between electric and gas services, but provide the same open access (i.e., customer choice on contract pricing) to gas services as currently achieved under electric services. 

7.	Cogeneration Parity

The Green Book at p.56 recommends that the Commission seek the repeal of Public Utilities Code Section 454.4.  This is the “cogeneration gas rate parity” statute that was enacted in 1984.  The Companies agree with the thrust of the Green Book’s comments on this subject that subsidization of one electric generation technology over another through gas rates is inconsistent with making the gas and electric industries as market-based as possible�.  SoCalGas has argued for a considerable time before the Commission that cogeneration parity – especially as the Commission has applied the statute – has impaired competition.  SoCalGas has especially criticized the Commission’s application of cogeneration parity to require SoCalGas to reduce the default tariff rate for all cogenerators when it signs a discount contract with any one UEG in order to maximize gas transmission revenues (Resolution G-3062), and to require SoCalGas to offer comparable rate design agreements to all cogenerators when it signs a rate design with any one UEG.  These requirements have constrained SoCalGas’ ability to price its services to meet competitive conditions.

While the Companies applaud the Green Book’s recognition that cogeneration parity is inconsistent with the Commission’s pro-competitive direction, we believe that there is a more moderate approach than outright repeal of Section 454.4 that would meet the Commission’s goals, allow SoCalGas and SDG&E to be more competitive, and still meet cogenerators’ concerns that they not be disadvantaged through market or regulatory power of UEGs or purchasers of divested UEG plants.

In late 1997, SoCalGas reached an agreement with the California Cogeneration Council and Watson Cogeneration Company for a vision for the future of cogeneration gas rate parity.  This vision includes the concept that there should be a single gas transportation rate schedule for all uses of gas to generate electricity.  Segmentation within the rate schedule, including through rate design, would be allowed within broad limits to reflect differences in cost and quality of service.  Default rates would not be allowed to discriminate against cogenerators just because they are cogenerators.  While cogenerators would be assured they would not be discriminated against in default rates, gas utilities would be allowed on a customer-specific basis to discount to electric generators or to provide rate design agreements, without having to offer similar terms to any other electric generator that was not in the same competitive position.

The concept of non-discrimination against cogenerators, and a level competitive playing field among different kinds of electric generators, also requires that all of the electric generators be exempt from gas public purpose surcharge costs, including CARE, just as UEG customers are now exempt and cogenerators are also exempt because of the current provisions of Section 454.4.  When any electric generator’s power is delivered to their customers through the electric utility distribution system, it will bear the public purpose surcharges collected through electric distribution rates.

The full text of the agreement between SoCalGas, CCC and Watson is attached to these comments.  The parties to this agreement are pursuing legislation (SB 1614) this session to revise Section 454.4 consistent with the agreement.  The Companies believe that this bill is both more in the public interest and more achievable than outright repeal of Section 454.4.  The Companies urge the Commission’s support of this bill.

VI.	CONSUMER PROTECTION AND PUBLIC PURPOSE PROGRAMS

The Companies support gas industry consumer protections that mirror those adopted to date in electric restructuring, with several exceptions and enhancements discussed below.

1.	Consumer Education: � TC “1.	Consumer Education”�  Given consumers’ experience with telecommunications and electric industry restructuring, the gas strategy does not require an exhaustive statewide educational program, nor does it require a budget anywhere near the size of the budget for electric restructuring public education.  Evaluation of customer education efforts in electric restructuring will point to the most efficient means of allocating education dollars for the gas strategy.  All consumer education expenditures the Commission requires or authorizes by the gas utilities should be allowed full recovery in rates.

2.	Customer Information and Privacy Issues: � TC “2.	Customer Information and Privacy Issues”�  Balancing the information needs of the developing competitive gas industry with customers’ desire for privacy is another restructuring challenge.  However, electric industry restructuring provides a good framework for striking such a balance.

In electric restructuring, the Commission also required the utilities to offer all competitors access to a non-confidential database containing customer-specific information with the customer’s identity removed.  This has not proven to be cost-effective.  If the Commission considers a similar approach on the gas side, it should determine first what its cost will be, the scope of interest potential users have in such a product and the cost they would be willing to pay to ascertain whether it is cost justified.

3.	Registration: � TC “3.	Registration”�  Registering non-utility gas service providers is an effective way to protect consumers from abuses by unscrupulous providers.  Not only will stringent registration information requirements similar to those in SB 477 minimize the number of unscrupulous providers from the outset, they will later enable the Commission to readily pursue enforcement action, where necessary.

In addition, the Commission should conduct a pre-registration background check to bar unscrupulous prospective service providers from entering the market.  Further, the Commission should require gas service providers to post a bond in a sufficient amount to protect customers from financial exposure as a result of default.  While the Commission has the authority to adopt rules for standards of conduct for new entrants and penalties for violation, a performance bond would guarantee consumers financial recourse against unscrupulous service providers.  Finally, gas service providers should be charged a registration fee sufficient to cover all administration costs, including but not limited to, processing, record maintenance, information access costs, customer complaint tracking, and issuance of consumer alerts.  We understand that the Commission is pursuing each of these in the electric industry.  The approaches should be parallel for the two industries to avoid unnecessary duplication.

4.	Independent Verification of Service Change: � TC “4.	Independent Verification of Service Change”�  Establishing an independent third-party verification process when a customer intends to change gas service providers will effectively prevent unauthorized service changes, or “slamming.”  The Commission already has this process in place in the electric industry.  The same approach should be used in the gas industry.

5.	Written Notice and Disclosure: � TC “5.	Written Notice and Disclosure”�  The Commission is currently developing notice and disclosure requirements for electric service providers to comply with SB477.  Those proposed requirements will be available for public comment.  In developing those requirements, the Commission should consider applying them for gas service providers as well.  Parallel requirements will make service provision by retail service providers easier.  

		6.	Enforcement Agency� TC “6.	Enforcement Agency”�

State law provides the Commission with jurisdictional authority over complaints and disputes relating to electric service providers.  Although we do not believe that the Commission needs to have specific statutory authority to extend the Commission’s oversight to gas service, the Commission should pursue this legal questions further.  The Companies support parallel enforcement authority between the gas and electric industries.

7.	Public Purpose Programs� TC “7.	Public Purpose Programs”�

The Companies offer the following comments on gas public purpose programs:  Presently, electric public purpose programs are scheduled to be administered through the LIGB, CBEE, and the CEC.  Until a gas surcharge is in place, gas programs will not operate under the auspices of the Boards and the CEC. However, joint planning with the Boards and the CEC has ensured consistent policy and direction for gas and electric programs. 

In terms of funding, a nonbypassable gas surcharge, similar to the electric industry surcharge, should fund public purpose programs.  The Companies believe the nonbypassable natural gas surcharge should fund the same type of gas programs as the surcharge for electric programs.  These programs include CARE, DAP, DSM, and public goods RD&D, such as energy efficiency, emerging renewable technologies, and other projects that improve the environment.  NGV program costs should be recovered through the existing NGV cost recovery mechanism for the remaining term of the NGV program.

Program funding levels for SoCalGas’ DAP, DSM, and public goods RD&D programs should be set pursuant to SoCalGas’ PBR decision, as this was the Commission’s last policy decision on this matter.  Increasing the PBR funding levels will require raising the surcharge and imposing a greater burden on customers who pay the CARE surcharge.

CARE funding levels are uncapped, but costs should be managed.  The Companies further propose that in administering the CARE program, SoCalGas’ up-front income verification should remain in place and other utilities should be allowed to institute such programs.  Up-front income verification has proven in the SoCalGas pilot to be an important element in the transition to a competitive energy industry.  First, verification ensures that only those customers who qualify under the PUC’s income guidelines receive program subsidies.  Second, ensuring that only eligible candidates receive CARE minimizes the possibility that non-CARE customers will pay excessive surcharges and, consequently, keeps natural gas rates competitive.

Cost allocation of public purpose programs is also important.  Historically, the Commission has been sensitive to potential adverse impacts of cost allocation proceedings on the competitive noncore customers.  The Companies request that the costs of funding public purpose programs not be inequitably shifted from core to noncore customers.  Again, this issue allows for natural gas to be considered as a competitive alternative.

Finally, the Commission should strictly enforce the nonbypassable surcharge to fund public purpose programs.  Unlike the electric industry, gas consumers can totally bypass the utility system by taking service from non-utility providers (federally chartered pipelines), thereby completely avoiding funding public purpose programs.  When customers reject regulated utility services, the utility’s fixed costs including the costs of these programs must be spread across a smaller customer base.  The result is inequitably higher rates for residential customers and other customers unable to purchase gas from non-regulated providers. 

AB 1890 already addressed this competitive issue for the electric industry.  The Commission and the Legislature should, similarly, address this issue for the gas industry by supporting AB 2112.

VII.	CONCLUSION

The Companies appreciate the opportunity to share their views for making the gas industry more competitive in ways that will benefit all gas consumers.  They look forward to continuing the process of dialog and communication in this rulemaking, as well as the challenging tasks of the detailed implementation of whatever policy decisions the Commission makes in this proceeding.
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� The FERC’s actions since Order 636 in facilitating interstate gas pipelines “spinning down” their gathering facilities to their unregulated affiliates may provide an example of this concept.

� It is hard to conclude, however, that any alleged lack of utility logistical support for the CAT program explains its low market share.  The Companies note that Enron has recently filed a formal complaint at the Commission to stop the California utilities from offering this tool to promote core aggregation service!  Evidently, either the marketers do not value logistical support from the utilities or Enron is attempting to squeeze out smaller, less well-financed core aggregators who want logistical support to compete to serve core customers.

� This proposal was made on the assumption that gas utilities continue to offer their current core procurement service.  If the Commission adopts changes to the gas utilities’ core procurement role in this rulemaking, some revision to SoCalGas’ proposal in A.97-12-048 may be necessary or appropriate.

� Since reduced to 1044 MMcfd due to core-to-noncore customer migration.

� The Green Book overlooks a bargained-for provision of the Global Settlement as approved by the Commission.  Section II.9. of the Global Settlement provides that the current Noncore Storage Balancing Account, which protects shareholders from stranded cost risk, will remain in effect at least until July 31, 1999.



� SoCalGas currently imposes a 10% monthly balancing requirement.  It occasionally has a 10 percent daily balancing requirement, but for the largest part of the year, customers can be significantly out of balance on a daily basis.

� Daily balancing requirements could be met with either flowing supply or firm storage withdrawals.



� D.97-08-055, Appendix, Gas Accord Settlement, Section G.5 and G.6.

� Only at the end of the merger proceeding has the City of Vernon suggested this approach in lieu of other proposals it made earlier in the merger proceeding.



� While the Green Book recommends only the forced exit of the utilities from all gas procurement services (Option 3), it seems at places to come very close to recommending other of the drastic measures.

� Expanded from an original 23 conditions, as more fully described in the appendix to the Applicants’ March 16, 1998, comments on ALJ Barnett’s Proposed Decision in A.96-10-038.

� The consent decree does not require a gas ISO for SoCalGas; it would, however, remove all restrictions on generation ownership and operation by the merged company if a gas ISO meeting its definition were created.

� At p.91, the Green Book notes that the Division of Strategic Planning is not aware that any gas marketing affiliates of the California gas utilities have been advantaged by the corporate affiliation.  The Companies submit that no such condition exists.  Although the Green Book solicits further factual input, one can safely assume that if there were any factual basis, it would have been pointed out to the Division in the broad consulting of stakeholders it conducted for the report.

� While the Green Book notes “lack of access to firm interstate capacity” at the time as a contributor to a “disfunctional” noncore procurement market, in fact, the operation of the interstate and intrastate gas transmission systems at or very near capacity before the construction of new capacity in the 1990’s was the most significant source of problems with “bumping” and “trimming”.  Liberal transportation imbalance rules were also a factor; the issues of transportation undernomination and overnomination did not go away even when the gas utilities’ roles in noncore procurement dwindled to very low levels.

� SDG&E has outperformed the market benchmark for each of the past four years and is on track to do so again through the first half of the fifth month.  For the first year under GCIM, SoCalGas’ costs exceeded the market benchmark by 0.5%, but it outperformed the market benchmark in years 2 and 3, and will do so again in its year 4, which ends in a week.



� SDG&E controls only a small amount of such capacity.

� SDG&E is supplied solely through SoCalGas and has no interstate pipeline receipt points.

� Not to mention the divestiture of SDG&E’s existing power plants and the restrictions on ownership/operation of other power plants in the PE/Enova consent decree that has been agreed to by the U.S. Department of Justice.

� SoCalGas requests that the Commission take official notice of that document in this proceeding.  SoCalGas has not appended it to these comments because of its bulk, but will provide a copy to any person on request.

� This position is consistent with what the Commission has done on electric restructuring:  the Commission is not subsidizing or mandating “green power”, but it is establishing a system that lets consumers select green power (and pay a premium if they feel is worth a premium).
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