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Pursuant to the January 21, 1998 Commission’s Order Instituting Rulemaking (“OIR”) and the February 10, 1998 Administrative Law Judge’s Ruling, Calpine Corporation (“Calpine”) provides the following comments on the Division of Strategic Planning’s Report “Strategies for Natural Gas Reform:  Exploring Options for Converging Energy Markets.”  Calpine is not providing specific responses to the individual questions proposed by the Commission in Appendix A of the OIR.  Rather, Calpine in these comments summarizes its interests and concerns with respect to natural gas regulation.


Calpine and its affiliates are independent power producers with significant gas requirements in the state of California.  Presently, all of Calpine’s gas-fired electric generation in California is produced pursuant to long term QF power purchase contracts with Pacific Gas and Electric Company (“PG&E”).  The viability of these power purchase contracts is dependent on reliable and cost effective natural gas transportation service.  In addition, Calpine is currently developing significant amounts of new gas-fired electric generation facilities in California which will compete in the new electric marketplace.  Calpine also owns and develops natural gas reserves in California.  Local gas production is an important resource for California, and access to this valuable resource is essential to Calpine’s ability to bring clean, efficient low cost electricity to consumers.  


Calpine is participating in this proceeding to protect its interests in its existing natural gas production and electric generation facilities, and to ensure that any Commission action provides a sound economic basis to develop the next generation of highly efficient, low cost and environmentally clean electric generation in California.


Calpine strongly endorses a competitive market for natural gas supply and transportation services.  Calpine believes that the rules adopted by the Commission with regard to natural gas regulatory over the last ten to twelve years have created significant competition in the natural gas industry.  The natural gas supply market is demonstrably competitive, with transparent prices and abundant access to overall supply.  Access to natural gas transmission has been improved by the unbundling of backbone transmission services under the PG&E Gas Accord.  This competition has grown without independent system operators or pervasive government regulation of gas supply providers.  The Commission should strive to preserve the flexibility inherent in the current regulatory structure and avoid measures that could dampen competition or increase costs for natural gas users, particularly electric generation customers.  The Commission should also avoid imposing policies and institutions developed for the electric or telecommunication industries on the gas industry.  Calpine fears that compelling the gas “round peg” to fit an electric or telecommunication “square hole” could stifle the creativity and competition that already exists.  


Pursuant to Rule 6(c)(2) of the Commission’s Rules of Practice and Procedure, Calpine agrees that this proceeding is appropriately characterized as “quasi-legislative.”  At this time, Calpine does not believe there is a need for evidentiary hearings.  However, the Commission has not yet proposed any specific changes to be made to natural gas regulation. Calpine reserves the right to request evidentiary hearings if material issues arise with respect to future changes proposed as a result of this OIR.


Further, in implementing any changes, the Commission should carefully consider the potential exercise of market power by utilities or their affiliates, ensure that rate design and cost allocation mechanisms result in fair competition among producers of electricity in California and ensure continuing access to competitively priced natural gas and transportation services.  A competitive natural gas market is an essential framework for providing low cost environmentally clean electric energy to California’s consumers and to advance the Commission’s own goals of promoting fair and vigorous competition in the electric generation market.


Calpine intends to continue to participate in this proceeding and will comment on issues that impact its business operations and long-term goals.  
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