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OIR. 98-01-011

RULEMAKING ON THE COMMISSION’S OWN MOTION

TO ASSESS AND REVISE THE REGULATORY STRUCTURE 

GOVERNING CALIFORNIA’S NATURAL GAS INDUSTRY



RESPONSE OF THE OFFICE OF RATEPAYER ADVOCATES TO THE RULEMAKING QUESTIONS LISTED IN ATTACHMENT A OF R. 98-01-011:



General Questions:



What reforms to California’s regulatory policies governing its natural gas market place are necessary?  What are the industry’s and other stakeholders’ priorities for natural gas reform in California?

RESPONSE:

The Office of Ratepayer Advocates (ORA) supports the stated goal of Chapter IV of the Division of Strategic Planning Report on Strategies for Natural Gas Reform: Exploring Options for Converging Energy Markets (DSP Report): to identify competitive and potentially competitive services that should be unbundled from monopoly services in order to promote a more dynamic California energy market.  Unbundling is necessary to promote competition among various providers of natural gas service (and other related services), and to provide increased flexibility and customer choice among service options.  The unbundling of competitive network components will also reduce barriers to entry by increasing the total percentage of the current utility bill that can be competitively provided by third parties.  Additionally, unbundling provides the opportunity for innovation and efficiency for various products by entities and market players.  The Commission should immediately initiate the unbundling of competitive network components as identified in the DSP Report.

An immediate priority of the Commission should be to make changes to the Southern California Gas Company (SoCalGas) and, to a lesser extent, the San Diego Gas & Electric Company (SDG&E) systems that provide customers with defined access and/or contractual rights to the transmission system, and that address core interstate capacity and storage unbundling.  

	ORA recommends the following reforms and proposals:

Provide core customers on the SoCalGas system with access to interstate capacity and storage on terms similar to noncore customers through a new core fully unbundled tariff.

Unbundle reliability and balancing services on the SoCalGas and SDG&E systems.

Direct SoCalGas to divest those storage facilities not required to serve the core.

Direct SoCalGas and SDG&E to unbundle and/or develop appropriate rates and services for the allocation of (or access to) capacity rights on their intrastate transmission systems.

Direct SDG&E to unbundle storage and reliability.  

Unbundle revenue cycle billing services.

Establish a working group to address metering and after-meter services.

Eliminate the current customer commitments of one to two years for core subscription service and eliminate core subscription service for new noncore customers. 

Eliminate the minimum aggregated volume limitations and 10% ceiling associated with the core aggregation program. 

Retain the utility procurement function in the near term. 

Ultimately integrate the BCAPs within the GRC/PBR proceedings for each of the gas utilities.

Set forth customer protection measures and develop gas public purpose programs consistent with electric programs, where applicable. 



ORA recommends that the Commission initiate the following actions:

Direct SoCalGas to submit proposals within a separate application or in its next Biennial Cost Allocation Proceeding (BCAP) filing: a) to unbundle or develop applicable rates and services for the allocation of capacity rights or access to customers on its intrastate transmission system; b) to unbundle storage costs for core (fully unbundled) customers; c) to submit a plan for operation of its storage facilities and a plan to divest any storage facilities unnecessary to serve the core; and d) to submit a plan to unbundle reliability and system balancing.

Unbundle interstate pipeline capacity costs for core customers on the SoCalGas system and establish a new core customer class no later than April 1, 1999;

Direct SDG&E to immediately file an advice letter (or application) to unbundle storage costs for its core customers immediately.

Direct Pacific Gas & Electric Company (PG&E), SoCalGas, and SDG&E to file applications to unbundle revenue cycle billing services no later than January 1, 1999.  

Establish a working group to address metering and after-meter services and a timeline for the utilities to submit applications by January 1, 2000 which propose unbundling of these services.  This process should be coordinated with and not impede similar actions in electric restructuring.  

Direct PG&E to submit its proposal to unbundle storage costs for its core customers in its next BCAP filing.

ORA recommends that the Local Distribution Companies (LDCs) currently remain the default provider of the core procurement function while competition evolves.  Before the gas utilities are eliminated from the procurement role, the market must evolve to the point that there is vibrant competition among various gas marketers.  If the Commission intends to immediately eliminate the utility procurement function as a matter of policy then ORA offers some options to consider.  ORA recommends that the Commission eliminate procurement by the utility for PG&E’s noncore customers by April 1, 2001, as set forth in the Gas Accord and for noncore customers of SoCalGas and SDG&E  by April 1, 2002.  ORA suggests a preliminary schedule for the elimination of the utility procurement function for core customers contingent on market share achieved by marketers in specific core segments and other appropriate factors. 

ORA offers two concepts for consideration that may spur and encourage further growth in competitive core procurement:  1) implement a program to provide information to customers regarding aggregation service from marketers and solicit customer responses to take service from aggregators, and 2) a program which allows marketers to bid against (e.g. at a discount to) the utility price for a portion (e.g. 10%) of the utility retail service that provides some marketable benefits (e.g. name recognition) to successful bidders.  

The DSP Report considers changes to the market structure of the natural gas industry that emulate the market structure for electric, specifically with respect to the concepts of a Gas Independent System Operator (ISO) and an Independent Procurement Agent (IPA) to procure gas.  While ORA agrees that the approach to certain functions such as revenue cycle billing services unbundling should be consistent between gas and electric, this does not apply to all aspects of the market. The natural gas industry has been driven and formed in ways different than the electric industry.  The market structure and organization of the natural gas industry was guided and formed in many respects by the market itself.  Even before deregulation, the gas market had been structured through contractual relationships between three primary entities, namely the producers, interstate pipelines and LDCs.  Once the contractual relationships between these parties were modified and terminated, the competitive commodity market developed through the interaction of the various market players.  By contrast, the structure of the electric industry was concentrated primarily within one integrated entity, the electric Investor Owned Utilities (IOUs).  Regulators wanted to break up that monopoly and to dilute the market power vested within the single company in their immediate service territories.  Therefore the regulators initiated the ISO and the Power Exchange.   

The natural gas commodity has been competitive for many years and interstate pipelines are guided by open access rules instituted by the Federal Energy Regulatory Commission (FERC).  Within California, the Commission placed the utilities at-risk for the operation, costs, and throughput on their transmission systems.  This structure was fostered in part, through the competition posed by new and proposed interstate facilities, such as Kern River Gas Transmission Company (Kern River), Mojave Pipeline Company (Mojave), and the proposed Mojave Northward expansion.  

In 1993, the Commission adopted the Global Settlement, which increased the risk associated with SoCalGas’ noncore throughput.  The PG&E Gas Accord adopted price caps for backbone and local transmission service.  The objectives in both cases were to place the utility at-risk (especially for customer discounts), to encourage efficient utilization of the transmission system, to maximize throughput, and to provide options for competitive transmission services.  The Gas Accord also provides marketers and customers with long-term capacity rights to portions of the system.  Since the Global Settlement expires in August 1999, ORA encourages the Commission to consider unbundling or other methods for regulating and providing access to the intrastate transmission systems of SoCalGas and SDG&E, similar to the Gas Accord.  With respect to the utility procurement functions, the retrospective reasonableness reviews of utility procurement have been replaced with market-based core procurement incentive mechanisms as a standard to measure utility performance and encourage the utility to minimize gas costs for its customers.  This has assured that all core customers receive the benefits of the competitive commodity market.

The gas commodity function for noncore customers has been open to competitive options since the late 1980s and currently over 90% of noncore throughput is moved by customers and marketers on a direct access basis.  Both interstate capacity and storage were unbundled about 5 years ago for noncore customers.  The core market has been open to competition for gas commodity since 1992.  For various reasons, marketers have decided only to pursue providing commodity service to certain segments of this market.  However, recent changes implemented as part of the PG&E Gas Accord have unbundled interstate pipeline capacity and intrastate backbone transmission for core customers.  On the SDG&E system, interstate pipeline capacity was recently unbundled for core customers.  Thus, the gas market structure within California has evolved considerably with regard to providing competitive options as shown in Table 1.  The ORA proposals, described in this report, are designed to encourage additional competitive commodity, storage, capacity and other service options to the core and noncore segments of the market.



TABLE 1

NONCORE CUSTOMER RATES 

 UNBUNDLED COMPONENTS



NETWORK ELEMENT�PG&E�SOCALGAS�SDG&E��COMMODITY�YES�YES�YES��INTERSTATE CAPACITY�YES�YES�YES��STORAGE	�YES�YES�YES��INTRASTATE TRANSMISSION	�YES�NO�YES/NO��LOCAL TRANSMISSION	�YES�NO�NO��DISTRIBUTION�NO�NO�NO��REVENUE CYCLE SERVICES�NO�NO�NO��

CORE CUSTOMER RATES

 UNBUNDLED COMPONENTS



NETWORK ELEMENT�PG&E�SOCALGAS�SDG&E��COMMODITY�YES�YES�YES��INTERSTATE CAPACITY�YES�NO�YES��STORAGE	�NO�NO�NO��INTRASTATE TRANSMISSION	�YES�NO�NO��LOCAL TRANSMISSION	�YES�NO�NO��DISTRIBUTION�NO�NO�NO��REVENUE CYCLE SERVICES�NO�NO�NO��





2.  Are the reform categories (i.e., consumer protection, unbundling and other reforms, regulatory streamlining, market structure reform) upon which the report is based the appropriate areas for the Commission’s attention?  Are there others?

RESPONSE:

The Commission should focus its efforts now on unbundling competitive network components, which has the most potential for positive impacts for all customers and enhancing the competitive market.  The market structure reforms should concentrate on the methods to unbundle competitive network components.  The LDCs should currently remain the default providers of the gas procurement function because the alternative default provider options proposed in the DSP Report are not viable substitutes.  The Commission should assure that sufficient information is provided to consumers to enable them to understand the changes and choices the market will bring.

Although the ultimate elimination of the utility retail procurement role may be a viable long-term vision, ORA recommends that the Commission not dedicate its attention to the alternative default provider concept now.  The concept fails to adequately consider the consequences and costs of implementing either option.  Implementation of either proposal would require excessive and direct regulatory oversight, control and involvement which substantially exceed the regulatory focus in the current PBR of the utility retail service.  The regulatory oversight of an IPA or bidding process is well beyond the minimal guidance the Commission was able to provide in (the highly litigious) reasonableness reviews of the past.   A very detailed evaluation and cost benefit analysis would be required for further consideration of the IPA.  The Commission oversight of a bidding process is not compatible with a market-driven gas commodity industry.

Commission resources and attention are best dedicated to unbundling competitive network components.  However, if the Commission chooses to pursue the concept of removing the utility from the default procurement, then ORA offers some options for consideration explained in its response to the DSP Report.



The report discusses the synergy between the gas and electric industries, and the resulting need to establish largely parallel reforms and structures between them in order to maximize the benefits of competition.  Are there differences between the gas and electric industries that make it unnecessary to establish parallel reforms:

in promoting customer choice for residential and small commercial consumers?

in consumer protections and public purpose programs?

RESPONSE:

There may be differences in the derivation and mechanisms of delivery of the commodities, but in the context of a service to the end user customer, there are few differences between the electric and gas industries.  The elements of service that a customer sees are or can be identical.  Solicitation, disclosure of terms and conditions, acceptance of offers, provision of service, metering, meter reading, meter data management, billing and collection are business transactions common to both the electric and gas industries.  Likewise, the issues of consumer education, privacy, abuse and redress are the same regardless of the commodity at issue.  It follows that the approaches to consumer protection should be consistent for both industries.



in services to be unbundled, such as revenue cycle services like real-time and time of use metering, and in the safety issues related to providing competitive metering and after-meter services?

RESPONSE 

	While in some areas there are subtle differences between gas and electric services such as safety issues associated with metering and after-meter services involving natural gas compared to electricity, many aspects of revenue cycle services (RCS) unbundling could be taken largely from the electric restructuring direct access proceeding.  A parallel process to unbundle gas revenue cycle services, similar to what has been undertaken on the electric side can provide the greatest level of various customer choices and market opportunities.   

Among the revenue cycle services, ORA recommends that the Commission move rapidly to unbundle billing services because there is currently unlimited opportunity, including the use of electronic media, that the market may be able to provide customers.  

To address the issues of unbundling metering and after-meter services, meter-reading, and meter data management that are unique to the gas industry, the Commission should establish working groups similar to those in the electric revenue cycle unbundling.  In addition, ORA agrees with the DSP Report that the Commission’s Safety Division should be involved to ensure that gas service safety is not compromised in the process of unbundling. 



in market power or anti-competitive behavior concerns?

RESPONSE

There are some subtle differences between gas and electric with respect to the manner in which the gas market existed and evolved as compared to the electric market which differentiate between the market power and anti-competitive concerns.  The basic market structure prior to deregulation was different between the regulated gas and electric industry.  The regulated electric investor owned utility (IOU) was a vertically integrated entity which owned and will continue to own and operate some generation assets.  On the other hand, gas LDCs did not typically own or produce the gas commodity.  The LDC was vertically integrated primarily through contractual agreements with interstate pipelines.  The interstate pipelines primarily held contracts with natural gas producers.  

Unlike IOUs that own(ed) and earn(ed) a return on generation, the LDCs do not own the gas commodity.  The LDCs benefit (only recently through PBR) through the retailing of gas commodity to the extent that they perform better than market benchmarks which measure their performance.  The objective of the gas procurement PBRs was to eliminate retrospective regulatory scrutiny of utility procurement and provide an economic incentive to LDCs to provide lowest cost gas supply to its procurement customers.  

The gas market evolved to a direct access market in which the commodity is competitively priced and large volumes of gas are procured on both a monthly and daily basis.  Gas utilities procure supply for core (and core subscription) customers in this competitive market which is akin to (electric) direct access.  Most pricing for electric is expected to occur hourly, while electric UDCs will procure electricity for its retail customers through the power exchange and the remaining generation resources which it continues to own and operate.  

A secondary issue that was mitigated in the gas market was the LDCs’ prior control of interstate transportation capacity into California. This structure changed dramatically after the construction of new interstate pipeline capacity into California, the relinquishment of LDCs capacity rights on PGT, El Paso and Transwestern, and implementation of FERC Open Access policies.  Therefore, the LDCs have no undue market power in interstate pipelines relative to marketers and aggregators.  

A remaining issue is the allocation and pricing of intrastate capacity rights and storage, especially related to the SoCalGas and SDG&E systems.  ORA has made recommendations in its responses and report regarding this issue.  In respect to intrastate transmission, there are different approaches to mitigate market power concerns.  For example, the PG&E Gas Accord set forth an open season to allow parties to secure intrastate transmission rights for the long-term and PG&E has sold vested interests on its backbone pipelines to SMUD.  The gas storage costs have been unbundled for noncore customers while the utility markets unbundled storage through Commission-approved tariffs.  ORA suggests that the utilities divest gas storage facilities not required to meet a public utility obligation to serve as opposed to marketing services through tariffs.  SoCalGas has recently filed an application to sell its Montebello storage facility.  

The three primary functions of the gas utility (distribution, transmission/storage, and procurement) all are currently regulated by the Commission. Under any potential market structure for intrastate gas transmission service (LDC bundled, LDC unbundled, divestiture, ISO modes, etc.), the rates are likely to remain regulated in some manner. The movement of electric generation into the competitive market, ownership of some generation facilities by the electric IOUs, the sale of utility generation into the Power Exchange, and transferring control of the transmission system to the ISO are differences in the market structure between gas and electric markets. 

The regulatory constructs such as the Power Exchange and the ISO implemented as part of electric restructuring don’t apply in the natural gas industry for several reasons.  The primary one is simply that the natural gas commodity has been traded and transported in a competitive environment for over ten years and that market operates on a direct access basis.  Gas LDCs do not produce or own the gas commodity.  Over 60% of the natural gas commodity transported to end-users in California is not procured by the gas utilities, but purchased primarily by noncore customers from marketers and producers on a direct access basis.  A Gas ISO is likely to entail add substantial cost to utilizing the gas transportation network, but not enhance the gas markets in any meaningful manner.  This can adversely impact both customers and producers, which is not beneficial to California.  Finally, even assuming that there were comparable issues, that does not necessarily mean that there needs to be parallel reforms, especially given the staggering costs associated with the Power Exchange and Electric ISO. 



Is the converging marketplace described in the report a fair assessment of utility industry trends?

RESPONSE

Convergence appears to be an emerging industry trend.  The DSP Report  appropriately includes that emergent trend and the discussion provides an overview of  current concepts and opinions of experts in the industry.  However, convergence is by no means a foregone conclusion.  While mergers between gas and electric companies are demonstrable evidence of business consolidation, such mergers are merely suggestive of future marketing practices.  In the short run, convergence may likely have greater implications for the larger more sophisticated customers that can substitute BTUs and fuel use.  With respect to the smaller customers, the concept of convergence is basically one of being served by a single energy provider for both gas & electric services.  This convergence can also be expanded to a single provider that bundles energy, telecommunication and/or other services.  At this point, there is little tangible evidence of convergence in the retail marketplace, particularly for smaller gas customers.  But that can change, and the Commission should create the conditions that will not preclude it from happening.

There are many possible outcomes.  Product convergence may not occur at all, may occur to a lesser extent than current trends would suggest, or may extend beyond gas and electricity to include other utilities and services.  There may be convergence in some areas of the market with little or no convergence in others, e.g. industrial customers compared to single family residences.  There are numerous scenarios upon which one may speculate regarding both the utilization and marketing of energy and other (non-utility) services.  Ultimately, the marketplace itself will determine the extent of convergence, and will shape itself as it evolves further.  The Commission should not attempt to predict the manner in which the markets may function and it seems inappropriate to premise a strategy based on a given outcome of convergence.  The Commission should enable and facilitate the market through unbundling competitive services. 

Any industry convergence is driven by the industries involved and the willingness of customers to buy the offerings.  The Commission cannot force convergence to occur, although Commission action may shape how convergence plays out.  The Commission can enable and facilitate convergence.  As industry participants identify regulatory needs and desires in order to better meet customer demands and expectations, the Commission should provide for prompt consideration of such changes.  The Commission should clearly signal that it will accommodate those requests that are reasonable and supported on a timely basis.



How should the Commission proceed in implementing the report’s recommended strategies?  What kinds of processes would be necessary and /or useful in considering the issues and recommendations raised in the report?  Discuss a timeframe in which the recommended strategies should be implemented?

RESPONSE

ORA supports the recommendations in the DSP Report related to unbundling, but opposes dedicating resources to the development of an alternative default provider as set forth in the report.  In general, ORA recommends that the Commission: 1) allow the recent changes to the PG&E system adopted in the Gas Accord to evolve, 2) consider specific structural changes to the SoCalGas (and SDG&E) systems, 3) initiate additional unbundling of competitive network components of the gas utilities, such as storage, billing, metering, balancing, and other services, 4) disregard changes that result in inefficiencies, significant additional transition costs, or other implementation costs (e.g. development of alternative default provider) that carry no tangible consumer benefit, and 5) eliminate the utility procurement role for noncore customers.  

ORA supports the concept of a collaborative process to consider issues and recommendations set forth in the DSP Report and in various parties’ responses.  The ORA response to the DSP report sets forth some general time frames for considering the implementation of strategies.  With respect to unbundling utility services, ORA recommends a general schedule as follows:



Interstate Pipeline Capacity

SDG&E/PG&E:  Previously unbundled from core rates through prior Commission orders.

SoCalGas:  Current target to unbundle costs from core rates at 1/1/99, and ORA recommends implementation no later than 4/1/99.



Intrastate Backbone and Local Transmission 

PG&E:  Unbundled pursuant to Gas Accord.

SDG&E/SoCalGas:   Submit proposals in a separate application or in its next BCAP filing.  Implement changes with the new BCAP rates effective 8/1/99.



Storage

SDG&E:   Direct SDG&E to file an advice letter or application to commence unbundling immediately.  

SoCalGas:  Submit proposals in a separate application or in its next BCAP filing.  Implement changes with the new BCAP rates effective 8/1/99 and consider divestiture of storage facilities not required to meet public utility obligation to serve. 

PG&E:  Direct PG&E to file a core storage unbundling proposal in its next BCAP. 



 Revenue Cycle Services

Direct all gas utilities to file applications to unbundle revenue cycle billing services and costs for all customers by January 1, 1999.  

Initiate a working group to address issues of unbundling metering, and after-meter services unique to the gas industry.  Also consider a time line for the utilities to file applications by January 1, 2000 for unbundling these services in conjunction with the action of the working groups.  



Procurement

Eliminate utility procurement service to noncore customers of PG&E effective April 1, 2001 as set forth in the Gas Accord and for noncore customers of SoCalGas and SDG&E effective April 1, 2002.

Direct the gas utilities to file tariffs which eliminate the current term commitment required for core subscription service and close the core subscription tariffs to new customers.

Direct the gas utilities to file tariffs which eliminate the minimum aggregated volume limitations and 10% ceiling associated with the core aggregation program. 

Allow the competitive market for core procurement service to naturally evolve to marketers.  If the Commission intends to pursue elimination of utility procurement consider the options 3 and 4.

Set forth a preliminary schedule for elimination of utility procurement service to core customers that would also be contingent on market penetration by aggregators and marketers in core market segments.  

Consider the options to enhance aggregation presented in ORA report.  





�Questions on Competitive Issues:

6.  Does the set of recommended strategies for regulatory reform (Chapter VIII) create an appropriate market and regulatory framework for California’s natural gas industry?  Does that structure enhance the benefits of competition for consumers?

RESPONSE

Unbundling competitive network components will lead to a more competitive industry structure for marketers and enhance competitive opportunities for consumers.  The Commission should focus its restructuring efforts on the unbundling of competitive network components.  The removal of the LDC from the retail gas procurement market through a default provider will not necessarily provide competitive benefits for consumers.  The displacement of the LDC from the procurement role is best accomplished through the natural evolution of the market rather than Commission initiated structural changes.  The facilitation of customer options for procurement and other competitive services is an important objective which should ultimately move toward reducing the utility role in procurement.  The retail procurement service provides a customer option and benefit which should not be eliminated today.  The Commission should more clearly define the utility procurement role as that of a default provider.  The Commission should adopt a goal of eliminating the utility retail procurement role as recommended by ORA .  This would provide time to allow the market to mature further and more naturally evolve to eliminating this utility role. 

The DSP report recognizes that the market power concerns and issues raised in Option 3 and Option 4 are, for the most part, theoretical.  The DSP report is far reaching with respect to the potential allegations of anti-competitive behavior with respect to utility procurement and fails to provide objective examples of such problems. The report alleges that “The need to create regulatory constructs and expend industry resources to monitor utility actions for cross-subsidization, for example, is substantially lessened.”  However, the role of regulation with regard to utility procurement is minimal due to the implementation of gas procurement PBR mechanisms, while the resources and costs required to develop the alternative default provider are substantial.  

The Commission already has adopted a very successful and innovative incentive mechanism for the core gas procurement functions of the major gas utilities in California.  These incentive mechanisms utilize the competitive gas market to measure the utility gas purchasing performance and the regulation is the most streamlined of any other regulated function.  In particular, ORA needed to dedicate only the equivalent of 1 person-year to the complete monitoring and evaluation of both the SDG&E and SoCalGas’ procurement incentive mechanisms in 1997.  

By contrast, the amount of resources that would have to be dedicated to developing workable rules and protocols to establish the structural elimination of the utility retail procurement role through a default provider are likely to be extensive.  Dedicating resources to supplant a successful incentive regulation that benefits ratepayers with a policy which could cost customers  tens of millions of dollars requires considerable justification.

There is no customer benefit obtained through immediately eliminating the utility retail procurement service, and implementing default provider approaches will only increase procurement costs.   The DSP report offers no analysis of customer benefit and seems to admit that there is no customer benefit.  The DSP report does acknowledge that removing the utility from the procurement role could increase commodity prices to core customers in the PG&E service territory if not addressed properly. The Commission has preserved the vintage value of pipeline capacity on the Pacific Gas Transmission Company (PGT) and (the northern route of the) PG&E systems for core customers.  The elimination of the market structure developed and adopted by the Commission in the Gas Accord for PG&E may be severely eroded by the elimination of the utility procurement role.  The preservation of the value of the vintaged capacity and wellhead pricing for Canadian supply would likely be lost and it is unlikely that core customers would continue to capture the value of the capacity.  The value may likely be transferred to marketers or other parties.  The DSP report asserts that “any procurement strategy should establish a framework that ensures lower Canadian prices continue to be reflected at the end-user level”.  ORA agrees and notes that the Gas Accord accomplishes that objective, so there is no reason to undo any of the gas procurement and other policy that has been adopted within that agreement.  

The Commission should merely reinforce a clear separation between utility core procurement and the utility transmission and distribution operations, and the clear distinction of LDCs as default providers of gas procurement service.  The separation of the utility procurement function from system operations was implemented for PG&E in the Gas Accord and is a proposed condition in the PE/Enova merger for both SoCalGas and SDG&E.  The minimization of the utility role in procurement was also an objective of the Gas Accord.  A clear policy of the manner in which the retail utility procurement function should serve as the default provider should be developed.  

If the Commission is intent on a policy of reducing the utility core procurement role as recommended in the DSP report, then ORA offers a few variations to the alternative default provider concept.  ORA’s proposal endeavors to offer potential ratepayer benefits and increase customer awareness of competitive procurement options.  However, ORA maintains that the natural evolution of the market remains its preferred approach.   



Would separating the electric and gas distribution functions for combined utilities enhance competition between electricity and gas?  Would this require divestiture to be effective?

RESPONSE 

ORA has not thoroughly analyzed the implications of such a potential separation of the gas and electric distribution functions.  The amount of fuel and appliance substitutability and fuel switching would need to be considered with the implications for a combined utility to influence those customer decisions.  A major portion of gas throughput in California already moves on a direct access basis to the largest customers (with the greatest fuel switching options).  As the market evolves and the retail role of the utilities in providing various services is displaced by marketers, the need for such separation may be less of an issue.   A major consideration in this regard is whether the same competitive benefits can be realized through the unbundling of competitive network components of both the electric and gas utilities versus a divestiture. 

  

Are there ways to enhance competition, particularly for the small commercial and residential market, beyond those discussed in the staff paper?  Discuss in detail.

RESPONSE

The unbundling of competitive network components and establishing an open access market structure provide the most efficient opportunity to enhance the competitive opportunity for small commercial and residential customers.  In particular, ORA recommends that the Commission move immediately toward unbundling competitive services as described in prior responses. The Commission should primarily facilitate the opportunity to serve the markets. The Commission and marketers will need to consider viable methods to reach and access customers.  It is also going to take the innovation of the marketers to develop approaches to provide enhanced services and benefits to the small commercial and residential customers to capture the market. 

Over the next several years, the Commission should initiate methods to proactively inform customers of the procurement and other options while unbundling utility competitive network components in order to provide greater market opportunities.  A program similar to that to be initiated by PG&E in the Gas Accord for noncore customers that take utility procurement service could be extended to core customers.  Another item that will need to be developed is a method for providing customers with the ability to easily change service or switch from one competitor (or the retail utility) to another competitor.  For competition to operate effectively for customers, they require access to be able to switch seamlessly from one competitor to another.  The methods for providing core customers with immediate price transparency, access to information and to empower them with the ability to make immediate choices will have to be developed further.  The long distance market in which a customer now can dial a 5 digit number (10-XXX, etc.) which gives them access to various companies’ long distance service is an example of the type of access that should be provided to energy customers. 

Small commercial and residential customers benefit from the competitive commodity market through the utilities’ providing a competitive procurement price to core customers.  In its report, ORA offers a few concepts regarding a customer solicitation and marketers bidding for a portion of the retail utility market share to increase program awareness and enhance opportunities for customers and aggregators. 

	

Does the report’s recommended strategy for California’s natural gas industry position California’s natural gas utilities and other energy service providers at a disadvantage compared to other, competing out-of state companies?

RESPONSE

The question is somewhat ambiguous since many natural gas marketers that conduct business in California are out-of state companies.  There are numerous entities located both in-state and out-of state that have marketed gas to both core and on a much larger scale to noncore customers for several years.  ORA does not perceive that California natural gas utilities and other service providers are at any disadvantage compared to other competing out-of state companies.  



Questions on Unbundling and Other Reforms:

Are the set of unbundling and other reform strategies in Chapter IV sufficient to promote the vibrant competition envisioned in this report?  What more must be done?

RESPONSE

Unbundling competitive network components will provide the most important foundation for the market to evolve.  It is also up to the marketers to compete on the basis of service, quality, price and other factors.  The role of the Commission should be primarily to facilitate the competitive market.  



 What role, if any, should the Commission play in defining/ and or enforcing reliability standards, especially with regard to serving residential and small customers, in a more competitive gas supply market?

RESPONSE

This is an extremely difficult issue to address because the experience of  marketers with being responsible for the reliability of service to core customers is virtually  non-existent.  Reliability is ultimately provided through the effective use of system facilities. The utility has reserved a specific volume of storage inventory, injection and withdrawal capacity to meet core winter season and peak day requirements, i.e. supply reliability.  (This also serves to assure there is generally sufficient transmission capacity for noncore customers to use flowing supply.)  Thus, the issue of core reliability will need to be considered with storage unbundling, because how it is accomplished may impact supply reliability of all customers.  When storage is unbundled, the customers will need to be responsible for maintaining supply reliability independently or through a marketer.  In concept, the Commission’s role should ultimately be limited solely to regulating the distribution network if the supply is functionally competitive and (possibly) to issuing general rules for the reliability of gas supply.  If the core procurement market evolved from one dominated by the LDC to being increasingly dominated by marketers, then the reliability standards would likely evolve with that market.  

The market structure should allow for a transition in which marketers and customers  take an increased responsibility for their own supply reliability.  The approach proposed by ORA regarding the market structure for SoCalGas would enable marketers to migrate core customers to fully unbundled options over time.  The proposal for unbundling storage for SDG&E would provide a more direct and immediate method for allowing marketers and customers to provide their own supply reliability.� 

 If the utility procurement function is expected to be eliminated through instituting a default provider, then greater attention needs to be given to defining and enforcing reliability standards and storage requirements.  The need for these rules will be more imperative in the short-term, and the immediate development and implementation of definitive reliability standards and other operational protocols that have not been considered would also be required.  

The gas utility should ultimately be responsible for the reliability of the physical distribution system and associated local transportation infrastructure.  Reliability standards for the performance of the distribution system can be established in a PBR or other regulatory process.  The gas supplier (either the LDCs, marketers, aggregators, or default providers of gas) should be entirely responsible for its reliable delivery.  If the market is able to evolve from one that is dominated by utility procurement for core customers to one in which marketers take over that role by building a customer base based on factors such as price, quality, dependability, service, brand name, and other factors, then supply reliability will evolve with it.  By contrast, if the Commission eliminates the LDC default procurement function, then it will also require an immediate resolution of issues related to a host of concerns that are inevitable which will include the means for ensuring reliability standards.  We suggest that is not the best way to proceed.



Questions on Regulatory Streamlining:

Which of the regulatory reform strategies discussed in Chapter V are most appropriate for the emerging natural gas industry?  Are there other options that the Commission should explore?

RESPONSE

A price-cap model� of incentive regulation may be potentially the most appropriate and efficient of the regulatory reform strategies discussed in Chapter V of the DSP Report.  A price-cap provides more discipline to utility efficiency than the traditional cost of service regulation.  As the services are further unbundled and markets become competitive, market forces can  replace price caps to benchmark and discipline the remaining monopoly operations and their pricing.   In ORA’s response to the DSP Report (see Chapter 3 of ORA’s Report), ORA details the status of the current gas regulatory environment for PG&E, SoCalGas, and SDG&E and suggests alternative utility specific approaches so that all three of the LDCs can, in the short-term, be on a comparable incentive-based scheme.  As service is unbundled further, the Commission may consider evaluating features of the telecommunication models which are marked by different pricing mechanisms applying to services in proportion to the degree of competitiveness in each.



 How can the Commission’s ratemaking reform efforts more effectively address the issues inherent in a competitive environment?

RESPONSE

In response to Question 12 above, ORA identifies the price-cap model as an alternative that can more effectively address the issues associated with the transition from regulatory services to competitive services.  With ORA’s recommendation to provide ample opportunity to unbundle as many services as possible, the customers can quickly capture the choices when the market signals availability. 



 Do the benefits of ratemaking reform discussed in Chapter V exceed the cost of the efforts required to make such changes?

RESPONSE

There are not likely to be large additional costs associated with such changes.  The Commission is already moving to incentive price regulation for all of the three major California gas utilities.  Most of the additional efforts are likely to focus on unbundling revenue cycle services.  The Commission can borrow the experience learned from electric revenue cycle unbundling to reduce the expenses needed for the gas side.  



Do you agree with the report’s conclusion that, in the context of examining ratemaking regulation, the re-examination of the Commission’s Long Run Marginal Cost Policy and methodology may be necessary, as well as reconsideration of the “core/non/core distinction”?



RESPONSE

The reexamination of the Commission’s LRMC policy is less imperative in the context of an OIR, as compared to the past.  In the case of PG&E, the unbundling adopted in the Gas Accord mitigated LRMC issues in the ensuing BCAP.  Of course, there are LRMC issues that will need to be addressed in the future, specifically related to SoCalGas.  However, as the Commission moves to address the unbundling of interstate capacity, storage, and intrastate transmission on the SoCalGas system, it may serve to somewhat (although not entirely) mitigate LRMC issues.  



THE BEST VENUE TO ADDRESS THE LRMC ISSUES, IS IN THE COMING BCAPS 

ORA is not convinced that this Natural Gas OIR proceeding is the appropriate forum to address the LRMC policy and issues.  If undertaken, the review should focus on unbundling services such that customer choices can be made as markets evolve. Expanding the OIR to address LRMC methodologies may tie up both the Commission and the involved parties’ resources for another year or two without necessarily  producing a satisfactory outcome for anyone.

The parties should continue to resolve the LRMC issues in a BCAP or other related proceedings.  For example, the PG&E Gas Accord substantially mitigated cost allocation issues in its current BCAP.  Parties may want to initiate some collaborative or settlement process to reduce the scope of disputes which would result in conserving both this Commission’s and other parties’ time and resources.  Disputes are likely to lessen once all of the gas utilities implement further unbundling and are guided by a price-cap regulation similar to PG&E. 



THE COMMISSION SHOULD MONITOR THE PRICE CAPS AS WELL AS THE EVOLVEMENT OF THE MARKETS TO SEE IF THERE MAY BE MARKET GUIDEPOSTS THAT CAN DISCIPLINE THE PRICES.

Once a market becomes more competitive, the Commission may be able to apply certain market information or pricing to discipline the utilities’ services.  The Commission should continue monitoring  the utility’s price cap performance.   Relying  more on market forces will likely reduce the need to apply the existing LRMC methodologies to determine pricing.  As more services are unbundled and the market responds to the demand, there will be more price differentiation for various choices.  For instance, price can be differentiated for support services at different reliability levels offered to the customers.   Customers, then, can make their own choices by paying more or less for a more or less reliable service.  Core and noncore market segregation can be used to allow customers to opt for service under tariffs which provide a measure of choice, while over time the distinctions will ultimately be less necessary. 



IT IS ALWAYS GOING TO BE DIFFICULT TO APPLY A THEORY TO DEVELOP METHODOLOGIES.

It took many years (between 1986 through 1992) for the Commission to adopt the LRMC methodologies.  Through the process, parties evaluated various methodology options, and each choice presented controversy.  After LRMC-based prices were adopted in D.92-12-058, parties have continued to proposed refinements to the methodology in subsequent BCAP proceedings.  In fact, the Commission has adopted some of these enhancements.  

The Commission is quite aware that applying a theoretical construct to the real world object is always a challenge.  The standing of a theory normally relies upon the assumptions that are framed around it.  As such, parties may apply different assumptions depending on their perspective, and lead to a different implementation of the theory.  Consequently, the proceedings become rather contentious when the issue that requires resolution may be dependent on a certain theoretical methodology.   Once this is understood, the Commission should have a reasonable expectation that the proceedings which require utilization of an economic theory are unlikely to arrive at a straight answer.



�

Questions on Market Structure:

 The report identifies a number of potential manifestations of anti-competitive behavior that could result from current utility vertical integration.  Are these potential outcomes likely?  The Commission is particularly interested in comments on this issue from industry participants with day-to-day gas industry experience on this issue.

RESPONSE

The DSP report “recognizes that the market power concerns and issues raised in Option 3 and Option 4 are, for the most part, theoretical.”  ORA is unaware of any recent anti-competitive conduct in this specific regard involving the LDC procurement function.  The prior issues regarding utility behavior were addressed years ago and the market structure has evolved and mitigated those prior issues.  The utilities’ retail procurement function is now regulated through PBRs and ORA’s analysis of these mechanisms has not uncovered market abuses.  Given that the utility has had a core procurement function for many years, any acute examples of market power would have been described in the DSP report. 

In some respects, the DSP report infers that the current utility market share for procurement service correlates to market power.  The current market share does not result through recent exercise of undue market power since procurement is unbundled and open to competitors.  The lack of market penetration by aggregators is due to various factors including :  1) high transaction costs associated with serving certain segments of the core market; 2) limited unbundling of  competitive network components; 3) limited ability or willingness of aggregators to discount procurement to capture market share; 4) customer access to aggregators; and 5) the LDCs provide core customers with a competitive commodity price.  The most important market structure issues relate to the manner in which competitive network costs are ultimately unbundled, opportunity for efficiency and enhanced services that can be provided by competitors, and utility obligation to serve.  As described in response to questions 3 and 17 there are methods within the Commission’s regulatory purview, such as the access to capacity rights provided on the PG&E system and the divestiture of those storage facilities not required to serve core requirements, that serve to address and mitigate alleged utility vertical market power associated with the transmission and storage network. 

	

 Are the options for mitigating potential anti-competitive behavior the appropriate options the Commission should consider?  Are there others?  What are the legal implications and/or impediments to the options?

RESPONSE

As previously discussed, the utility procurement function as structured under PBR benefits its procurement customers.  In a market-driven commodity industry such as natural gas, the alternative default provider proposals have fatal flaws. The potential anti-competitive concerns related to utility procurement may be somewhat overstated.  

The DSP Report presents the option of establishing an Independent System Operator (ISO) to manage the operation of the intrastate pipeline transmission systems. The ISO is unwarranted in a commodity market which is competitive and given the open access nature of interstate and intrastate pipelines.  Unlike the electric generation market, the gas commodity market has been competitive and efficient for years.  An ISO is unnecessary on the PG&E system since the Gas Accord fully unbundled interstate and intrastate capacity.  Customers and marketers can obtain access to capacity on their own terms.  The Commission should consider a similar approach to intrastate transmission on the SoCalGas system to provide customers and marketers with access to path specific rights.  The concept of putting utility shareholders at-risk for intrastate transmission to encourage efficient operation and general rules for non-discriminatory operation and access should be pursued by the Commission.  Additionally, ORA recommends the divestiture of SoCalGas’ storage facilities that are not required to meet core requirements.  The costs of establishing an ISO for the gas market have not been examined and consideration of a gas ISO would require thorough cost benefit analyses to determine its impact on customers and the market.   A Gas ISO is likely to add substantial costs to utilizing the gas transportation system but would not serve to enhance the gas market in any meaningful way.



 Does the gas utility’s access to, and use of, financial market tools (such as derivatives, hedging, etc.) raise anti-competitive issues?  If so, how? And, how should these concerns be resolved?

RESPONSE

No. Gas utility access to financial marketing tools has provided it with the ability to effectively manage gas procurement costs and resulted in positive benefits for the procurement customers of SDG&E and SoCalGas.  (The PG&E CPIM was recently initiated pursuant to the Gas Accord.)  The utilities’ gas procurement function and costs are benchmarked against market-based PBR mechanisms.  The utilities and their procurement customers share in any positive benefits as measured by the benchmarks and any penalties for costs above the benchmark tolerance.  Therefore, the risk of using these financial instruments is shared with ratepayers under the incentive mechanisms, consistent with other gas utility procurement costs.  Since the advent of the incentive mechanisms, neither SDG&E and SoCalGas procurement costs have been above the benchmark tolerance, and have generally resulted in shared savings for customers and the utilities.    



19.  Respond to the report’s discussion on the implications of eliminating the utility procurement function.  Are there other implications not raised in the report?

RESPONSE

The utility procurement performance under PBR over the past four years indicates that core customers have derived significant benefits.  The utility typically procures gas at market rates.  The gas procurement PBR mechanisms are streamlined market-based processes and represent efficient regulatory mechanisms.  

Replacing the LDC default procurement service with an IPA or a bidding process is likely to increase costs to utility procurement customers.  The approach will require increased regulatory vigilance compared to the market-based PBR regulation of the utility procurement function.  The current PBR mechanisms are a streamlined market-driven process for the evaluating whether utility procurement benefits customers.  The IPA and bidding process would require regulatory oversight more reminiscent of reasonableness reviews, which is a large step back from the current market-based gas procurement PBR mechanisms.  The innovation and drive of competitors should displace the utility procurement and other related functions; this outcome is preferred to another regulatory alternative.  The only way in which aggregators and marketers will effectively increase their market share will be through the ability to generate a profit from the market, while customers see a financial or other benefit from the service.  This opportunity will emerge as the Commission unbundles competitive services, streamlines transactions between marketers and customers, and allows competition to evolve.

The DSP Report does not discuss potential cost issues related to eliminating the utility procurement role, which include: 1) PG&E’s long term contract for Transwestern capacity, an issue which has been addressed through the CPIM adopted in the Gas Accord, 2) SoCalGas’ PITCO/POPCO issues, that were resolved in the Global Settlement, and 3) the SDG&E Canadian supply contracts and capacity on PGT and PG&E.  The risks associated with these arrangements have been settled and incorporated within the respective gas procurement PBR mechanisms.  Eliminating the utility procurement role will unravel these agreements and lead to relitigation of the issues previously settled.



 Respond to the criteria and other transitional measures presented in the report for eliminating the utility procurement function.  What are specific criteria that should be used ?  Are the transitional mechanisms discussed in the report appropriate or adequate?

RESPONSE

ORA opposes the immediate elimination of the utility procurement service, because the alternative default provider concepts are not viable.  ORA has offered a few alternatives to this proposal in our response to the DSP Report.  These include a proposal to phase out utility from the procurement role over time, based on the market share achieved by aggregators/marketers in specific core market segments.  The initial schedule would eliminate utility procurement for noncore customers (i.e. core subscription service) by April 1, 2001, for PG&E as set forth in the Gas Accord and April 1, 2002, for SDG&E and SoCalGas.  The experience in elimination of this service can be applied to determine the most effective manner to proceed in reducing the core procurement role of the utilities.

ORA has also offered two other concepts: 1) a direct solicitation with information to customers regarding aggregation service and 2) aggregators bidding against (i.e. at a discount to) the utility procurement price for a portion (e.g. 10%) of the utility retail service that provides some benefits to winning bidders.  However, ORA’s primary position is to allow the core market to naturally evolve.   



21.  What should be the utility’s role in the emerging energy marketplace with respect to the provider-of-last-resort and backstop provider?

RESPONSE

ORA recommends that the regulated utility remain the default provider of procurement services for the time being.  In the short term, the LDCs could continue to be provider-of-last-resort and backstop provider to core customers, but the provision of such services should be explicitly defined. 

If the market evolves naturally, then suppliers will provide necessary services, and the provider of last resort and backstop service is factored into providing service by the competitive market.   However, if the market fails to evolve naturally, then regulators have to maintain these services by requiring the utility to provide them.  This presents a problem if the utility is not a default provider.  This responsibility in the natural gas industry can amount to enormous potential costs, because providing backstop service requires analysis of potential supplier failure.  Given that the utility currently provides 95% of core procurement service, then a change to 0% will require conservative (and consequently more costly) backstop requirements, since there is no historical barometer to measure failure of core supply.  Thus, the market will operate less efficiently and the costs will most likely substantially outweigh potential benefit envisioned by the elimination of the utility.  If the Commission is committed to an alternate default provider concept then it needs to address the question: “Why should the utility retain any role as provider of last resort or backstop provider?” 



22.  Is a default provider necessary? What are the relative merits of the default provider alternatives described for Option 3 in Chapter VI?

RESPONSE

Yes, the utility should remain in the default role for the time being.  

The utility gas procurement role under incentive ratemaking has resulted in a streamlined regulatory process that has generally benefited procurement customers.  The alternate default provider will likely increase costs.  If there are competitors that can provide a better service to customers, then they are free to enter and serve the customers.  

 There are some relative merits to retaining the LDC as a default provider which include: 1) the competitive procurement market can naturally evolve; 2) the utility procurement service provides a benchmark price for customers and a viable procurement option; 3) there remains some reasonable level of regulatory accountability while retail competition for core customers is in its infancy stage;  4) it will avoid the need to develop detailed and precise rules and protocols and an increased governmental presence by regulators in utility procurement if an alternative to the utility was implemented; and  5) the Commission can focus its effort on refining the industry in areas that carry consumer benefits, such as unbundling competitive network components.   

The Commission should embed a clear separation between utility core procurement and the utility transmission and distribution operations, and the clear distinction of LDCs as default providers of gas procurement service.  The separation of the retail procurement function from system operations was implemented for PG&E in the Gas Accord and is a proposed condition in the PE/Enova merger for both SoCalGas and SDG&E.  The minimization of the utility role in procurement was also an objective of the Gas Accord. How the retail utility procurement function would serve as the default provider needs to be developed.  



Questions on Consumer Protection and Public Purpose Programs:

 In Chapter VII, the report emphasizes the need to have consumer protections which are similar to those in the electric industry.  Is this necessary?  Why or why not?  Are there other protections which should be considered?

RESPONSE

Yes, gas consumers generally require the same type of consumer protections which are in place for electric consumers.  The Commission should set a policy to maintain existing consumer protection and present standards on important issues as universal service, safety, reliability, emergency service, and customer service.  In addition, new consumer protections are needed which would cover the spectrum of customer experience with service providers, from initial marketing contacts to ultimate complaint investigation and resolution.  A common set of consumer protections applicable to both of these energy industries would also help consumers know what to do when they encounter problems in either area.  However, as change in the gas industry may proceed at a different pace, and as there may be somewhat less need of structural changes, there will be a significantly reduced need for  an up-front consumer education program such as that implemented by the Commission for electric restructuring (CEP).  Precisely because of the ongoing electric CEP, consumers will be aware of changes in utility regulation and their ability to choose service providers.   Therefore, nowhere near the same level of expenditure is needed for natural gas restructuring. Please see ORA’s Chapter 4 on Consumer Protections and Public Purpose Programs for more detail.



Are there other state agencies or other entities better positioned to ensure consumer protection and monitor for customer fraud and other marketing abuses?

	RESPONSE

The Commission’s lead role regarding regulated utility services places it in an unique and effective position to protect the interests and rights of California consumers of telecommunications, electricity and natural gas service.  The Commission’s processes for consumer remedies are more expedient, less intimidating and less expensive than the alternative, namely, litigation in the courts.  As the first line of defense for consumers, the Commission has firsthand knowledge of market problems.  It can detect patterns of consumer abuse and, with the proper authority, will take action to stop them.  The recent case against electric service provider Boston-Finney is a case-in-point.  The Commission received complaints about the marketing tactics of the company, quickly investigated the allegations and pursued a course of action, in accordance with its duly constituted authority under PU Code  394.25, that resulted in the withdrawal of the company from the market and an order of revocation of registration by the Commission.

The placement of consumer complaint handling and monitoring responsibility with the Commission does not preclude other agencies from pursuing charges of fraud and other marketing abuses, nor the right or ability of customers to pursue redress in the courts, if they so desire.  As with any commodity market, anti-competitive complaints and allegations can be addressed through the Attorney General and the Courts.  However, the Commission is the most logical, effective and expedient forum for ensuring consumer protection on all fronts, including customer fraud and other marketing abuses.



The report emphasizes the need to treat the administration and funding of gas public purpose programs similar to electric purpose programs.  Is this necessary?  Why or Why not?

	RESPONSE

Natural gas public purpose programs should be treated in a fashion consistent with the electric public purpose programs. For certain natural gas programs, there is an immediate need to institute similar treatment. The guidance provided by AB 1890 for the electric programs should serve as the model for the funding and administration of natural gas programs. The public purpose programs receiving this treatment should include:



Natural gas energy efficiency programs. PU Code Section 381 sets specific minimum funding levels by electric service territory to be allocated to cost-effective energy efficiency activities. Additionally, the Commission has established the California Board for Energy Efficiency (CBEE) to have overall responsibility for administration and distribution of these funds.  These activities replace the utilities-administered demand-side management (DSM) programs, which traditionally included natural gas programs. For administrative efficiency and marketplace certainty, the natural gas programs should continue to be operated under the same rubric as the electric programs, and hence should be transferred from the utilities to the CBEE. Funding levels should be set, absent legislative direction, by the Commission, based on recommendations by interested parties and the CBEE.



Natural gas programs for low-income customers. PU Code Section 382 sets minimum funding levels equal to 1996 levels for targeted low-income energy efficiency services and the California Alternative Rates for Energy (CARE) Program. The Commission has established the Low-Income Governing Board (LIGB) to have overall responsibility for administration and distribution of these funds. The LIGB-directed activities are scheduled to begin January 1, 1999, and for the same reasons above, should serve the same role for the natural gas programs for low-income customers. Funding levels should be set at 1996 levels, subject to modification by the Commission, based on LIGB recommendations.



Natural gas research, development, and demonstration (RD&D) programs. PU Code Section 381 sets specific funding levels by electric service territory for the purposes of conducting RD&D not provided by the competitive or regulated markets. It also directed that these funds be transferred to the California Energy Commission (CEC) to administer and expend these funds based on criteria to be established by the Legislature.  Absent legislation, funding for natural gas RD&D should be set by the Commission, based on recommendations from interested parties. 



What public purpose programs should be included in a nonbypassable natural gas surcharge?

	RESPONSE 

The natural gas surcharge should include funding for energy efficiency, low-income energy efficiency, CARE, and RD&D.
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�Chapter 1 

Summary



SUMMARY 

The Office of Ratepayer Advocates (ORA) supports the stated goal of Chapter IV of the Division of Strategic Planning (DSP) Report: to identify competitive and potentially competitive services that should be unbundled from monopoly services in order to promote a more dynamic California energy market.  Unbundling is necessary to promote competition among various providers of natural gas service (and other related services), and to provide increased flexibility and customer choice among service options.  The unbundling of competitive network components will also reduce barriers to entry by increasing the total percentage of the current utility bill that can be competitively provided by third parties.  Additionally, unbundling provides the opportunity for innovation and efficiency for various products by entities and market players.  The Commission should immediately initiate the unbundling of competitive network components as identified in the DSP report.

An immediate priority of the Commission should be to make changes to the Southern California Gas Company (SoCalGas) and, to a lesser extent, the San Diego Gas & Electric Company (SDG&E) systems that provide customers with defined access and/or contractual rights to the transmission system, and that address core interstate capacity and storage unbundling.  

	ORA recommends the following reforms and proposals:

Provide core customers on the SoCalGas system with access to interstate capacity and storage on terms similar to noncore customers through a new core fully unbundled tariff.

Unbundle reliability and balancing services on the SoCalGas and SDG&E systems.

Direct SoCalGas to divest those storage facilities not required to serve the core.

Direct SoCalGas and SDG&E to unbundle and/or develop appropriate rates and services for the allocation of (or access to) capacity rights on their intrastate transmission systems.

Direct SDG&E to unbundle storage and reliability.  

Unbundle revenue cycle billing services.

Establish a working group to address metering and after-meter services.

Eliminate the current customer commitments of one to two years for core subscription service and eliminate core subscription service for new noncore customers. 

Eliminate the minimum aggregated volume limitations and 10% ceiling associated with the core aggregation program. 

Retain the utility procurement function in the near term. 

Ultimately integrate the BCAPs within the GRC/PBR proceedings for each of the gas utilities.

Set forth customer protection measures and develop gas public purpose programs consistent with electric programs, where applicable. 



ORA recommends that the Commission initiate the following actions:

Direct SoCalGas to submit proposals within a separate application or in its next Biennial Cost Allocation Proceeding (BCAP) filing: a) to unbundle or develop applicable rates and services for the allocation of capacity rights or access to customers on its intrastate transmission system; b) to unbundle storage costs for core (fully unbundled) customers; c) to submit a plan for operation of its storage facilities and a plan to divest any storage facilities unnecessary to serve the core; and d) to submit a plan to unbundle reliability and system balancing.

Unbundle interstate pipeline capacity costs for core customers on the SoCalGas system and establish a new core customer class no later than April 1, 1999;

Direct SDG&E to immediately file an advice letter (or application) to unbundle storage costs for its core customers immediately.

Direct PG&E, SoCalGas, and SDG&E to file applications to unbundle revenue cycle billing services no later than January 1, 1999.  

Establish a working group to address metering and after-meter services and a timeline for the utilities to submit applications by January 1, 2000 which propose unbundling of these services.  This process should be coordinated with and not impede similar actions in electric restructuring.  

Direct PG&E to submit its proposal to unbundle storage costs for its core customers in its next BCAP filing.

ORA recommends that the Local Distribution Companies (LDCs) currently remain the default provider of the core procurement function while competition evolves.  Before the gas utilities are eliminated from the procurement role, the market must evolve to the point that there is vibrant competition among various gas marketers.  If the Commission intends to immediately eliminate the utility procurement function as a matter of policy then ORA offers some options to consider.  ORA recommends that the Commission eliminate procurement by the utility for PG&E’s noncore customers by April 1, 2001, as set forth in the Gas Accord and for noncore customers of SoCalGas and SDG&E  by April 1, 2002.  ORA suggests a preliminary schedule for the elimination of the utility procurement function for core customers contingent on market share achieved by marketers in specific core segments and other appropriate factors. 

ORA offers two concepts for consideration that may spur and encourage further growth in competitive core procurement:  1) implement a program to provide information to customers regarding aggregation service from marketers and solicit customer responses to take service from aggregators, and 2) a program which allows marketers to bid against (e.g. at a discount to) the utility price for a portion (e.g. 10%) of the utility retail service that provides some marketable benefits (e.g. name recognition) to successful bidders.  

The DSP Report considers changes to the market structure of the natural gas industry that emulate the market structure for electric, specifically with respect to the concepts of a Gas Independent System Operator (ISO) and an Independent Procurement Agent (IPA) to procure gas. While ORA agrees that the approach to certain functions such as revenue cycle billing services unbundling should be consistent between gas and electric, this does not apply to all aspects of the market. The natural gas industry has been driven and formed in ways different than the electric industry.  The market structure and organization of the natural gas industry was guided and formed in many respects by the market itself.  Even before deregulation, the gas market had been structured through contractual relationships between three primary entities, namely the producers, interstate pipelines and LDCs.  Once the contractual relationships between these parties were modified and terminated, the competitive commodity market developed through the interaction of the various market players.  By contrast, the structure of the electric industry was concentrated primarily within one integrated entity, the electric Investor Owned Utilities (IOU).  Regulators wanted to break up that monopoly and to dilute the market power vested within the single company in their immediate service territories.  Therefore the regulators initiated the ISO and the Power Exchange.   

The natural gas commodity has been competitive for many years and interstate pipelines are guided by open access rules instituted by the Federal Energy Regulatory Commission (FERC).  Within California, the Commission placed the utilities at-risk for the operation, costs, and throughput on their transmission systems.  This structure was fostered in part, through the competition posed by new and proposed interstate facilities, such as Kern River Gas Transmission Company (Kern River), Mojave Pipeline Company (Mojave), and the proposed Mojave Northward expansion.  

In 1993, the Commission adopted the Global Settlement, which increased the risk associated with SoCalGas’ noncore throughput.  The PG&E Gas Accord adopted price caps for backbone and local transmission service.  The objectives in both cases were to place the utility at-risk (especially for customer discounts), to encourage efficient utilization of the transmission system, to maximize throughput, and to provide options for competitive transmission services.  The Gas Accord also provides marketers and customers with long-term capacity rights to portions of the system.  Since the Global Settlement expires in August 1999, ORA encourages the Commission to consider unbundling or other methods for regulating and providing access to the intrastate transmission systems of SoCalGas and SDG&E, similar to the Gas Accord.  With respect to the utility procurement functions, the retrospective reasonableness reviews of utility procurement have been replaced with market-based core procurement incentive mechanisms as a standard to measure utility performance and encourage the utility to minimize gas costs for its customers.  This has assured that all core customers receive the benefits of the competitive commodity market.

The gas commodity function for noncore customers has been open to competitive options since the late 1980s and currently over 90% of noncore throughput is moved on a direct access basis.  Both interstate capacity and storage were unbundled about 5 years ago for noncore customers.  The core market has been open to competition for gas commodity since 1992.  For various reasons, marketers have decided only to pursue providing commodity service to certain segments of this market.  However, recent changes implemented as part of the PG&E Gas Accord have unbundled interstate pipeline capacity and intrastate backbone transmission for core customers.  On the SDG&E system, interstate pipeline capacity was recently unbundled for core customers.  Thus, the gas market structure within California has evolved considerably with regard to providing competitive options as shown in Table 2-1.  The ORA proposals, described in this report, are designed to encourage additional competitive commodity, storage, capacity and other service options to the core and noncore segments of the market.

�



Chapter 2

Unbundling, Regulatory Reform, & Market Structure





SUMMARY 



	ORA supports the stated goal of Chapter IV of the DSP Report: to identify competitive and potentially competitive services that should be unbundled from monopoly services in order to promote a more dynamic California energy market.  Unbundling is necessary to promote competition among various providers of natural gas service (and other related services), and to provide increased flexibility and customer choice among service options.  The unbundling of competitive network components will also reduce barriers to entry by increasing the total percentage of the current utility bill that can be competitively provided by third parties.  Additionally, unbundling provides the opportunity for innovation and efficiency for various products by entities and market players. 

	In contrast to the market structure discussed by the DSP Report which discusses the utility role in retail procurement, ORA focuses on specific market structures related to unbundled competitive network services which facilitate a more competitive market.  A similar type of unbundling for intrastate transmission adopted in the Gas Accord for PG&E should ultimately be applied to the SoCalGas and SDG&E systems.  ORA proposes specific changes to the structure for SoCalGas and some minor changes for SDG&E.  These structural changes are designed to: 1)  facilitate a more competitive market through appropriate market signals, 2) minimize cost allocation and stranded cost issues, and 3) treat ratepayers and the utility equitably.  The modifications that are required on SoCalGas’ system would provide consistent treatment for interstate pipeline capacity and storage between core customers served by marketers and noncore customers.  For SDG&E, ORA recommends that all storage costs and reliability services be unbundled from core transportation rates and be separately priced as part of SDG&E’s procurement charges.  The PG&E Gas Accord unbundled PG&E’s interstate and intrastate capacity providing the opportunity for more competitive options.  ORA recommends that PG&E be directed to propose an unbundled storage program for core customers in its next BCAP filing.  ORA recommends that all three utilities be directed to submit proposals to unbundle revenue cycle services.         

	The LDC should remain the default provider of the gas procurement function for the current time because the service provides an important competitive benchmark that benefits procurement customers.  The alternative default provider proposals are not viable options.  Although the long-term goal to eliminate utility procurement is appropriate, the alternative default provider concept fails to adequately consider the consequences of implementing the proposals.  Implementation of the concept would require substantial regulatory oversight in stark contrast to the current PBR environment which uses market based incentives to assure reasonable management of the utility procurement function.  The regulatory oversight required would be more akin to command and control regulation embedded in the reasonableness reviews of the past.  The default proposals do not match in a market-driven gas commodity industry and would likely result in higher gas prices for default customers.  If the start-up costs required to establish the electric ISO and Power Exchange (and annual operating budgets) are an indication of the costs to establish either the IPA, Gas ISO, or to develop a bidding procedure and process, then cost benefit analyses should be done.  



�DISCUSSION

UNBUNDLING

The DSP Report identifies eleven basic reforms believed necessary to establish a more competitive natural gas market for all customers.  ORA generally supports these reforms and provides a thorough response to each of the unbundling reforms described in the DSP Report.  The details involved in actually unbundling competitive services will ultimately prove to be the most difficult task.  Table 2-1 provides a visual summary of where unbundling stands today.  It identifies which of the network components for the three major LDCs have been unbundled for core and noncore customers.  ORA will concentrate its discussion of market structure on modifications to the SoCalGas system.    



TABLE 2-1

NONCORE CUSTOMER RATES 

 UNBUNDLED COMPONENTS



NETWORK ELEMENT�PG&E�SOCALGAS�SDG&E��COMMODITY�YES�YES�YES��INTERSTATE CAPACITY�YES�YES�YES��STORAGE	�YES�YES�YES��INTRASTATE TRANSMISSION	�YES�NO�YES/NO��LOCAL TRANSMISSION	�YES�NO�NO��DISTRIBUTION�NO�NO�NO��REVENUE CYCLE SERVICES�NO�NO�NO��

CORE CUSTOMER RATES

 UNBUNDLED COMPONENTS



NETWORK ELEMENT�PG&E�SOCALGAS�SDG&E��COMMODITY�YES�YES�YES��INTERSTATE CAPACITY�YES�NO�YES��STORAGE	�NO�NO�NO��INTRASTATE TRANSMISSION	�YES�NO�NO��LOCAL TRANSMISSION	�YES�NO�NO��DISTRIBUTION�NO�NO�NO��REVENUE CYCLE SERVICES�NO�NO�NO��



UNBUNDLING REFORMS

Action 1:  	Unbundle Revenue Cycle Services

ORA supports the recommendation of the DSP Report that gas utilities unbundle and be at risk for revenue cycle services.  Revenue Cycle Services (RCS) comprise meters and meter services (including most of the so-called “after-meter” services), meter reading and meter data management services, billing and collections, and the customer services developed around customer-specific databases.  Similar efforts currently being undertaken in the electric industry as part of direct access cannot be ignored and certainly should be matched.  Applying the lessons from the electric side may well provide substantial insights, reduce the risks of making similar mistakes, and ensure consistency in areas where applicable.  For example:  (1) gas and electric services are sometimes substitutes for each other and hence can be competitors to each other; and (2) there are economies of scope in one service provider providing both gas and electric services to the same customers.  Recent electric restructuring decisions defining Direct Access and its tariff structure are among the driving forces accelerating unbundling in the electric market.  These RCS services constitute the marketing activities through which competitive enterprises may create relationships with customers.  A fully competitive marketplace cannot be established unless these activities are unbundled from the public utility.  



Marketing Activities

Marketing is the body of business activities by which an enterprise presents and delivers goods and services to its customers.  The public interest requires utility services to be defined in public law and regulation, offered to “the public” without undue price discrimination, at fair prices fixed by tariff, and provided through facilities which have been “dedicated” to the public interest and for which a “reasonable” return is to be expected.  Market services, on the other hand, must contemplate the private choices of an unending variety of private “customers,” whose needs defy definition even as entrepreneurs struggle to estimate the demand of variously described market segments, and for whom the private and, presumably, relatively high expectation of reward is the only real motivation for placing capital at risk.  Classically, this task is resolved into four fundamental dimensions: the definition of product and its packaging, the setting of prices, the establishment of place of sale and/or channels of distribution, and promotional (sales) efforts.

While all of these concerns can be seen in each of the so-called revenue cycle services, salient corresponding relationships can be found.  Competitive businesses will characterize their markets, identify themselves to their target markets, and create and maintain their relationships with their customers through the customer-specific databases and scripts developed within customer service departments.  The traditional demarcation of the point-of-sale of commodity utility services is the meter, and the definition of inter-operable meter, meter-reading, and meter data management systems is key to allowing competitive variety in business relationships and industry structure.  The setting of prices can only be as complex as the accuracy, granularity, and reliability of meter-reading and meter data management systems allow.  The ultimate definition of product occurs in the presentation of the bill, with its breakout of charges, not to mention the significant background analysis that goes into calculating those charges.

That a competitive market can offer not only procurement, but a wide variety of billing options, data management, meter reading technologies, and meter services, misses the point.  The competitive market must first be able to offer these services if it is to exist at all.  RCS unbundling is essential for retailers to offer important customer interface services and create and maintain a market presence.  More than just an important component of the energy product, the ability to directly provide them determines the ability of potential competitors to exist in the marketplace, thus enabling meaningful customer choice of not only goods and services, but the providers of those goods and services.  Customer Choice is unbundled RCS.

To unbundle RCS, and enable Customer Choice, the Commission must also unbundle the elements of RCS –the meter, meter-reading and meter data management, billing and collections, and the management of customer-specific databases—and eliminate opportunities for powerful market participants to unreasonably constrain customer choices in each area.  Interoperability is the concept by which the technical systems employed in metering, meter reading, meter data management, and billing are made consistent with customer choice.  Open Architecture is the principle of engineering design by which interoperability is achieved.  Standards are the means by which the elements of open architecture are documented.



Customer Service

Customer Service, and the customer-specific databases upon which such service must revolve, is the central feature of any unbundled, competitive energy service.  First and foremost, it must be understood that customers own the data pertaining to their service.  Businesses legitimately gain commercial rights to data they acquire about the market in which they operate, just so long as customer-specific data cannot be deduced from that data.  Any access the Commission may find reasonable to provide market participants to certain customer information, and to the customers themselves, must be equal and universal for all competitors.



Billing and Collection Services

The DSP Report specifically mentions billing as one of the principal services that should be opened to competitive forces.  ORA supports DSP’s vision of billing as critical to the realization of convergence; that it is in the bill where different services will be joined from some consumers’ perspective.  

Recent decisions defining Direct Access for electric customers are directly applicable to the unbundled gas market which include customer choice in billing.  This includes choice the customer exercises to have either Utility Distribution Company (UDC) or Energy Service Provider (ESP) billing or a consolidated billing service.  The Commission has indicated, in D.97-05-039, that the billing must provide the customer with clarity regarding commodity consumption and other necessary information.  This should also be true for any similar efforts in the natural gas industry.   In addition, ORA recommends that, in the long term, it should be recognized that any service provider can provide billing and collection, not just those providers who offer the commodity or the transportation of gas.   This policy is currently adopted for the telecommunication services.  

In the short term, there may be logistical difficulties in allowing any entity to provide billing and collection services other than those who now offer commodity and transportation services.  However, for some marketers the economics may be sufficiently attractive to provide only billing services for various utility billings, including  gas, electric, water and telephone, without providing energy commodity or transportation services.   In fact, small customers may find this type of service more economic than shopping for alternative energy commodity and transportation providers.



Meter Reading and Meter Data Management Services

Decision 97-12-048 established the concept of Meter Data Management as a subcomponent of competitive energy services.  Meter Data Management includes meter reading, meter data validation, editing, and estimation (VEE), and distribution to UDCs, ESPs, and other customer-authorized entities via a standardized interface.  Consistency in the unbundling of RCS for both gas and electric services would allow retail providers full comparability in competing in related energy markets.  This would allow direct incorporation of the meter reading and meter data management standards developed in the electric restructuring proceeding to gas, with only the minor adjustments needed to accommodate concerns for gas safety as it relates to customer premises equipment for meter reading.  While safety, accuracy, and reliability requirements, and the standards addressing those requirements for gas service may vary from those for electric service, the anticipated work products of the Permanent Standard Working Group (PSWG) to address subsystem interoperability could be incorporated directly for the gas industry.

Customer choice does not obviate the need for minimum requirements for service quality, reliability, or safety.  While the current technology in meter reading relies on traditional meter reading methods and personnel; automated meter reading (AMR) may offer significant economies to many customers in the near future.  The key issue in AMR is not technical feasibility but the integration of a new technology on an existing system with its embedded costs.  Also the negative effects of the proprietary nature of information gathered from existing systems raises competitive questions for new providers.  



Meters and Meter Services

Decision 97-12-048 established the concept of Meter Service as a subcomponent of competitive energy services.  Meter Service, as defined in the electric industry, includes provision, installation, maintenance, and testing of electric meters.  The other so-called “after-meter services” could be appropriately distributed among meter services, other “energy management” services, or remain within the gas distribution business.  We agree that to maximize cost efficiencies, gas meter and meter services unbundling should mirror, to the extent possible, the unbundling for meter services on the electric side.  The work products of the PSWG can inform parties on the nature and scope of issues for gas meter services.

The greatest concerns for safety occurs in dealing with the gas meter and with other “meter” services, as well as in the continuing gas distribution services.  Without a doubt, special attention must be given to these concerns before meter services can be unbundled.  Since the most important issues distinguishing the unbundling of gas industry RCS from that of electric RCS are largely matters of gas safety, ORA proposes that any collaborative industry effort the Commission establishes be coordinated with the Commission’s Safety Division.



Action 2: 	Unbundle All Costs Associated with Procuring Gas

All costs associated with the utility’s procurement function should be separated from its transportation rates.  The three major California gas utilities have identified some level of these costs in their brokerage fees.  The current brokerage fees for SoCalGas and SDG&E were adopted in the recent BCAP decision (D.97-04-082), and the fee for PG&E was adopted in the Gas Accord Decision No. 97-08-055.  The DSP Report describes how the brokerage fee is designed to ensure that customers participating in the Core Aggregation Program do not double-pay for the costs associated with procuring the gas, and that complete separation of these costs from transportation rates will ensure that utility procurement services are not subsidized by other utility services.  ORA agrees that brokerage fees should be recovered exclusively from utility procurement customers. 



Action 3: 	Unbundle Interstate Pipeline Demand Charges

The DSP Report addresses the issue of unbundling interstate pipeline demand charges from core rates and proposes several alternatives for allocating stranded costs as a result of such unbundling.  The Report confronts the issue of who should share in the responsibility of any stranded costs resulting from unbundling the core’s interstate pipeline demand charges.  ORA agrees that the real issue pertaining to unbundling core interstate demand charges is the allocation of stranded costs or, who pays those costs associated with interstate capacity that is unmarketable or sold below current market value.  ORA comments on DSP’s three options for recovering potential stranded costs from unbundling interstate demand charges, noting that for practical purposes SoCalGas is the only LDC that will need to confront this issue.   ORA will offer a proposal for unbundling interstate demand charges for core customers on the SoCalGas system.  

As background to the DSP Report’s unbundling proposal, we briefly summarize the current status of interstate pipeline unbundling for PG&E, SoCalGas, and SDG&E.  Each of these utilities is in a different position regarding interstate pipeline capacity contracts, stranded costs associated with interstate pipeline unbundling, and the current status of core pipeline unbundling.  Thus, the application of a uniform analysis among the three utilities, as recommended in the DSP Report, does not acknowledge the specific circumstances relevant to each.   



Status of Unbundling

1.      PG&E

The only interstate capacity that PG&E holds today on behalf of core customers is 600 MMcf/d on the Pacific Gas Transmission (PGT) Pipeline.�  PG&E’s contract with PGT expires on  October 31, 2002.�  In addition, PG&E holds 578 MMcf/d and 588 MMcf/d, respectively, on the Alberta Natural Gas (ANG) and NOVA Canadian natural gas pipelines located upstream of PGT.  Capacity on PGT, ANG, and NOVA continues to be a valuable asset for PG&E and core customers. The gas produced in Canada has been and is forecasted to continue to be less costly relative to gas produced in the U.S. Southwest.   Access to NOVA and ANG reserved core capacity enables PG&E to directly purchase and negotiate competitively-priced gas supplies from Canadian producers in the basin rather than arrange for purchases at the Canadian-U.S. Border.  The core also holds lower-priced PGT capacity and vintaged PG&E Line 400 capacity, which makes the total delivered price attractive for the ultimate consumer.  In light of this situation, PG&E’s core customers have benefited and should continue to benefit from the PGT and upstream Canadian capacity that PG&E currently holds. 

In D.97-05-093, the Commission unbundled PG&E’s interstate transmission charges from core transportation rates.  Effective January 1, 1998, PGT, ANG, and NOVA capacity costs were unbundled and removed from core transportation rates, and have since been included and recovered in PG&E’s procurement rate.  As part of unbundling, core aggregators have a preferential right to a pro rata share of PGT capacity each month at 100% of the as-billed rate.  Pursuant to the Gas Accord, any unrecovered pipeline reservation costs resulting from PGT commitments will become a transition cost allocated to all core customers.  To date, no transition costs have been incurred related to stranded PGT capacity.  The extent of stranded capacity on PGT and/or the upstream Canadian pipelines is expected to be relatively minor, if any at all, because of the competitively-priced Canadian gas supplies.  The disposition of the interstate pipeline capacity issues for PG&E were resolved in the context of the Gas Accord.  



2.     SDG&E

SDG&E’s core interstate transportation costs are currently unbundled from rates.  In SDG&E’s recent BCAP decision (D.97-04-082), the Commission directed SDG&E to unbundle core interstate pipeline demand charges from core transportation rates.  SDG&E currently holds 10 MMcf/d of firm capacity on El Paso and 50 MMcf/d of capacity on the PGT/PG&E-401 Expansion.  Pursuant to the unbundling directives adopted in D.97-08-042, SDG&E is allowed to recover from core customers stranded costs resulting from the cost differential between its brokered capacity costs and the above market costs associated with the 10 MMcf/d of El Paso capacity.  ORA maintains that SDG&E should recover all interstate capacity costs including all El Paso capacity costs through its unbundled procurement rates. 



3.     SOCALGAS

Unlike PG&E and SDG&E, SoCalGas is the only major LDC whose core transportation rates do not reflect the unbundling of interstate demand charges.  SoCalGas holds 300 MMcf/d of capacity on Transwestern and 744 MMcf/d of capacity on El Paso reserved for the core.�  SoCalGas also has 406 MMcf/d of capacity on El Paso reserved for the noncore.�  SoCalGas’ core interstate capacity unbundling application (A.97-12-048) is currently pending before the Commission.  Because the issues associated with unbundling interstate demand charges from core rates uniquely pertain to SoCalGas, resolving them requires a specific rather than generic approach.      



ORA’s Comments on DSP Report

 ORA responds to the central issue in the DSP report: how should costs associated with the current assignment of interstate capacity to the core be allocated?  In responding to this question, ORA addresses the following points presented by DSP:  (1) no one segment of the industry is responsible for the excess interstate capacity costs, and therefore all segments of the industry should pay;  (2) the concept of full balancing account treatment for core’s excess interstate capacity costs should be examined;  and (3) the inequities associated with allocating all of the risks of excess interstate capacity to ratepayers and none to shareholders.  ORA comments on the three options DSP provides for the Commission to consider in recovering stranded costs resulting from interstate demand charge unbundling. 

The DSP Report suggests that no one segment of the industry is responsible for the current situation of excess capacity, and everyone should share in the costs associated with unbundling the core’s interstate capacity.   ORA agrees that the core alone should not bear full responsibility for stranded costs associated with unbundling of interstate capacity, in addition to the reserved core capacity costs.  When interstate capacity costs were unbundled from noncore transportation rates, the Commission determined that “no specific class of customers is responsible for stranded costs” but allocated a portion of stranded costs associated with noncore capacity to the core.  (D.92-07-025, p.18)  SoCalGas’ core customers continue to pay for stranded costs related to noncore capacity in the form of an Interstate Transition Cost Surcharge (ITCS) added to their transportation rate.  PG&E’s core customers no longer pay for stranded capacity costs as PG&E assumed this liability as part of the Gas Accord.  Under any interstate unbundling scenario, the allocation of noncore ITCS to core customers should be eliminated.  This issue pertains strictly to SoCalGas which is the only utility with interstate capacity costs not yet unbundled.

   The DSP Report suggests that the concept of full balancing account treatment for the core’s excess interstate capacity costs should be explored, as it would be inequitable for ratepayers to bear all of the risk of excess capacity.   In concept, ORA agrees that it is unfair for ratepayers to absorb all of the stranded costs and at the same time insulate the LDC’s shareholders.  Shareholders assuming risk during the transition to competitive markets is not a new phenomenon.  For example, shareholders of interstate pipelines assumed 25% of the liability associated with the buy-outs and buy-downs of supply contracts with producers.   The allocation of risk associated with unmarketable interstate capacity to shareholders will assure that the utility will release and broker capacity on an efficient basis.     	

The DSP Report provides three options for the Commission to consider in recovering stranded costs associated with unbundling interstate pipeline demand charges form core rates.  The first option analogizes interstate capacity to long-term purchase power contracts.  DSP suggests that the gas utilities marketing of interstate capacity could be subject to reasonableness review similar to QF contract administration. This is the approach that was essentially applied to SoCalGas brokering function in the Global Settlement.  A reasonableness review fails to resolve the issue of allocating excess capacity and stranded costs—which is the real issue here. 

The second option identified in the DSP Report for recovering stranded interstate capacity costs is to recover these costs from all customers through a volumetric throughput surcharge.  Under this option, it appears that utilities would be responsible for undercollections in the ITCS account related to throughput variations.  This is somewhat similar to the current treatment for noncore customers’ ITCS costs under the Global Settlement. 

Under the third option, a portion of stranded costs would be assigned to utility shareholders.  This is consistent with the position that all participants of the industry are responsible for excess capacity and all participants should share in the stranded costs.  Although this option is attractive, SoCalGas is provided recovery of stranded interstate pipeline costs under the Global Settlement. 

The three options presented do not resolve the issues regarding equitable allocation of stranded costs in conjunction with the unbundling of interstate capacity for core customers.  The primary objective should be to develop an approach to unbundling interstate pipeline capacity for SoCalGas that facilitates further opportunity for core market competition and is equitable to both core and noncore ratepayers.  ORA describes an approach later in this chapter.  

     

Action 4: 	Unbundle Storage from Core Rates

Action 4 of the DSP Report recommends that the costs of storage services should be unbundled from core customers’ gas rates in order to provide all customers access to the benefits and flexibility of the service.  The Report states that the Commission will need to examine storage requirements to ensure reliability during times of peak demand.  It recommends that: 1)  SoCalGas unbundle storage costs effective no later than January 1, 1999, 2) SDG&E unbundle its storage costs from core rates by April 1, 1998 or soon thereafter, and 3) PG&E unbundle storage from core rates beginning April 1, 1998 or as soon as feasible.  ORA generally concurs with the timetable set forth for SoCalGas and SDG&E.  However, ORA recommends that to be consistent with the Gas Accord adopted by the Commission in D. 97-08-055, PG&E should file its proposal to unbundle storage costs from core rates in its next BCAP filing.  

The unbundling of storage and system balancing are directly related to the issue of supply reliability.  The gas commodity is delivered to the LDCs primarily from out-of-state supply basins through interstate pipeline capacity and to a lesser extent from California sources.  In recent years, the Commission adopted an inventory reservation of storage, and injection and withdrawal rights for core customers.  The LDCs store, inject and withdraw natural gas from storage on a seasonal basis for core procurement customers.  Core aggregators are allocated a pro rata share of the core storage injection, withdrawal and inventory rights.  Noncore customers are responsible for managing their own storage requirements either directly or through their marketers. 

The delivery of gas supply through the LDCs intrastate transmission and distribution network to the customers’ burner-tip relies on withdrawal from storage to supplement deliveries from interstate pipelines on the winter peak-day (and on cold days).  The gas in storage also can provide alternative supply and reliability if interstate gas pipeline capacity is unavailable.  

Core customers’ storage requirements and level of supply reliability is somewhat related to the storage facility reservations.  In this regard, aggregators must use storage in a manner consistent with the total reservation for the core.  Thus, all core customers are implicitly provided a similar level of supply reliability.  This affects the customer options for aggregators and their customers because: 1) the proportional mix of storage services and interstate capacity must generally coincide with that of the LDCs; 2) it limits options that the aggregators can negotiate with customers, such as lower supply reliability or other options for those customers; and 3) there is no signal to the regulated utility regarding whether they need to retain storage to provide supply reliability customers to core customers or to divest facilities.  Therefore, even where the LDC has unbundled interstate capacity, the aggregators must continue to store gas in proportion to the entire LDC core storage reservation and operating plan.  

In the LDC system prior to any unbundling, there were public policy reasons for such treatment which must be revised by the Commission going forward.  The primary issue is the manner in which unbundling of storage for core will be implemented for the three LDCs.  A secondary issue is the public utility function that storage is required to provide.  Should all storage remain regulated, be divested, or should facilities not be required to meet any core requirements be divested?  In some respects, the three major LDCs are different with regard to the manner in which storage provides supply reliability.   For example, the SoCalGas system currently relies on greater proportional withdrawal from storage and inventory to meet core requirements than PG&E.  In addition, SoCalGas currently operates four major storage facilities compared to PG&E’s two facilities.  SoCalGas’ storage service capabilities exceed the core requirements and unbundling storage for core could reduce that embedded requirement further.  Another difference is that PG&E is at-risk for its unbundled storage costs.  Finally, SDG&E has no physical storage facilities but has a contractual storage agreement with SoCalGas that expires on April 1, 1998.  

The Gas Accord placed PG&E at-risk for its unbundled storage facilities, and in some respects this treatment provides a short-term resolution to the issue of divesting storage facilities.  Since PG&E is at-risk, it could opt to ultimately divest (e.g. Los Medanos facility), if it continued to provide the core storage and balancing from the remaining facilities pursuant to the terms of the Gas Accord.  The divestiture of some of SoCalGas’ facilities is a feasible course for the Commission to further investigate.  Recently, SoCalGas submitted an application to sell its Montebello storage facility (A. 98-01-015).  The Commission should also consider the feasibility of directing SoCalGas to divest another storage facility (e.g. Honor Rancho) in conjunction with the unbundling of storage for core customers.  The Commission should entirely eliminate any explicit or implicit  public utility obligation to provide storage or supply reliability for noncore customers.  The Commission will also need to consider to what extent the regulated utility should own and operate storage for its system and core customer supply reliability requirements.  

ORA recommends a core unbundled classification and tariffs for SoCalGas that provides the option of unbundled storage (and interstate capacity) service similar to noncore customers.  This represents an approach to unbundling of core storage which initially offers unbundled storage for those (e.g. larger and more sophisticated) core customers that opt to negotiate reliability with a marketer.  This would serve to provide direct signals to the utility of its shrinking reliability commitments to core customers and which storage facilities can be divested.   

A different and more immediate approach to unbundling can be applied to SDG&E since it holds storage through a contractual agreement with SoCalGas.  This provides an opportunity to implement a program to unbundle storage costs for core customers with no stranded cost issues.  This is because SDG&E has no physical storage assets and its storage contract with SoCalGas expires on April 1, 1998.  SDG&E would remain responsible for supply reliability associated with serving its core procurement function.  The aggregators and marketers would be responsible for supply reliability for their procurement customers, and any storage requirements.  

The implementation of the proposal to unbundle storage and supply reliability for SDG&E is fairly straight-forward.  All storage costs would be immediately unbundled from all SDG&E customers’ rates.  SDG&E would recover all storage costs on an unbundled basis similar to procurement and interstate pipeline costs.�  Alternatively, core transportation customers could receive a credit for the embedded storage costs.  SDG&E would reevaluate its storage requirements annually based on the changes in the demand for its procurement services.  The Commission could also evaluate the manner in which supply reliability is being handled by marketers.  ORA recommends that the Commission implement unbundling of storage costs for core customers of  SDG&E on a expedited basis through an advice letter or application.

ORA recommends that, consistent with the timetable anticipated in the Gas Accord adopted by the Commission in D. 97-08-055, PG&E should file its proposal to unbundle storage costs from core rates in its next BCAP filing.  ORA recommends that the Commission direct SoCalGas to propose to unbundle storage costs from core customers’ rates through either a separate application or in its BCAP filing. 



Action 5: 	At Risk and Pricing Flexibility for Unbundled Services

The DSP Report recommends that the utility should be placed at risk for partially competitive services such as revenue cycle, brokerage fees, and storage.  ORA agrees that putting the utility at risk for such services may be appropriate under this scenario if the utility is guided by the incentive to operate and provide services in the most efficient manner possible.  As competitive services are unbundled, new providers will emerge and compete with the utility to serve that market.  Assigning none of the risk associated with unbundled services to the utility may provide an unfair advantage compared to other providers of these services. 

The Commission has historically insulated the utility from the risk associated with various gas services provided to core customers through the Core Fixed Cost Account (CFCA).  The CFCA is a balancing account that tracks the difference between the utility’s authorized base revenue requirement with recorded revenues, providing for any overcollection or undercollection to be refunded to or collected from ratepayers.  PG&E, SoCalGas, and SDG&E all currently have a CFCA.  Similarly, for noncore services, the utility was authorized balancing account treatment for a portion (75%) of noncore revenues through the noncore fixed cost account (NFCA), while at risk for the remaining 25%.  However, the NFCA has now been eliminated for PG&E and SoCalGas.�  With the elimination of the NFCA the utility may have an incentive to shift more costs to core customers since it is guaranteed 100% recovery of gas fixed costs allocated to the core.   If the Commission decides to put the utility at full risk for certain gas services, then the CFCA and full balancing account protection should be eliminated, at least for the services that are unbundled.  

It is necessary for the Commission to examine each of the unbundled services on a case by case basis before deciding an appropriate level of risk to assign to the utility for these partially competitive services.  The Commission may determine that it is reasonable to place more risk on the utility with respect to one unbundled service over another.  Another factor that must be considered is how the specific service is unbundled (i.e., on the basis of LRMC or average embedded cost).   A generic approach that would assign the same percentage of risk for all services may not be an appropriate alternative. 

The DSP Report identifies revenue cycle and storage as two services for which the utility should be at-risk upon unbundling.  Revenue cycle services are mainly provided by the utility in the core market.  The penetration rate of revenue cycle services may be a gradual process and take time before other market participants are in the position to directly compete with the utility to provide this service in certain market segments.  As these services become more competitive and if the utility must provide revenue cycle services to remaining customers, then any risk to the utility would have to be balanced by such factors.  

 ORA agrees with the DSP Report that the utility should be placed at risk for unbundled storage services.  However, the risk assigned will ultimately depend upon how each of the utility’s storage services are unbundled.  In this respect, the utility should be encouraged to divest any storage facilities that are not essential to its public utility obligation.    

 ORA recommends that the issue of assigning risk associated with partially unbundled core services be addressed separately, at which time the following options will need to be explored:

Utility maintains full balancing account protection for all services;

Keep some variation of CFCA with partial not full balancing account protection for bundled and unbundled services;   

Keep some variation of the CFCA (i.e., full balancing account protection for bundled services only, utility at full risk for unbundled services);

Same as Item 3, but utility would be subject to partial risk for bundled service; or,

Eliminate full balancing account protection for bundled and unbundled services.



Action 6: 	Unbundle Public Purpose Programs

ORA supports both the unbundling and continuation of gas public purpose programs.  These programs should be administered similar to how electric public purpose programs are administered.  The Commission is moving in this direction, by supporting a non-bypassable gas surcharge for all customers except wholesale and UEG customers who are subject to their own nonbypassable public purpose program surcharge (D.97-06-108).  ORA recommends continuing gas programs for low-income assistance, energy efficiency and conservation programs, and public interest RD&D.  Please refer to Chapter 4 on Consumer Protection and Public Purpose Programs, and the responses to questions #25 and #26 for more information .



Action 7: 	Provide for a Secondary Transportation Market 

The DSP Report supports establishing a secondary market for existing intrastate capacity.  ORA agrees with this concept and recommends that SoCalGas and SDG&E be directed to file proposals by separate application or in their next BCAPs to unbundle intrastate transmission costs or similar proposal to provide access to transmission capacity with provisions for a secondary intrastate transportation market.   PG&E’s Gas Accord provides for a secondary intrastate transportation market, and the other utilities should build upon the market structure developed for PG&E’s system.  

  A secondary market for intrastate capacity will facilitate increased market participation and will provide an efficient use of the utility’s transportation system.   The secondary market could be established so that unused capacity held by a provider would be traded or posted on an electronic bulletin board similar to that instituted by FERC for interstate capacity brokering.  The provider could contract for the utility’s intrastate transmission capacity either on a short or long-term basis.   Under the Gas Accord, PG&E unbundled its gas transmission system and was placed at risk for the associated costs.  The manner in which PG&E operates and provides service off its transmission system is similar to that of an interstate pipeline.  However, because of operational and physical differences, the secondary intrastate transmission system ultimately established for SoCalGas and SDG&E may differ.     

      

Action 8: 	Tightening Balancing Service Tolerances 

The DSP Report recommends that balancing services be effectively unbundled from transportation rates altogether by adopting tighter monthly and daily balancing tolerances.  The Report notes the stricter balancing tolerances adopted in the PG&E Gas Accord.  ORA agrees with the recommendation in the DSP Report.  The balancing tolerance should be tightened and load balancing supplied by storage reserved by the transportation department for balancing.  The balancing tolerance should conform directly to the level of balancing reserved by the transportation department from storage.   ORA agrees that marketers, end-users and producers should provide supply-related load balancing services.  In theory, the entire load balancing service should be unbundled from transportation rates in conjunction with divestiture of utility storage facilities.  The progressive divestiture of utility storage facilities not required to serve core customers will ultimately provide support for these market-based load balancing services.  



Action 9: 	Remove Core Aggregation Transportation Program Limits

 The DSP Report recommends that the existing minimum aggregated volume of 250,000 therm per year and the ten percent of total retail core demand subscriber ceiling for core aggregation be eliminated.  ORA concurs with DSP on eliminating these restrictions.  It would be inconsistent to promote increased procurement choices for all customers regardless of size, while at the same time keep the existing core aggregation program restrictions in place. 



Action 10:	Re-examine UEG/Cogeneration Rate Parity

ORA agrees that it is a good time to examine the rate and cost allocation treatment of UEGs and Cogenerators.  PG&E has divested some of its UEG plants and will divest more.  SDG&E has plans to divest its UEG plants.  Thus, it is unclear at this point how much traditional utility-owned UEG plants will remain.  The issues relating to cogenerators and old and new UEG plants could be examined in the workshop suggested by Action #11 on UEG rate design.  By solving some of the emerging issues for a new generation class, some of the old parity issues may disappear.  The parity issue has changed because of recent developments in the gas industry and is likely to change more in the future.  For example, PG&E’s Gas Accord  largely eliminated rate differences between the cogeneration and the UEG classes, and SoCalGas and the CCC recently addressed some of their differences on these issues in a settlement filed in the SoCalGas/SDG&E merger proceeding.



Action 11:	Consistent Electric Generation Rate Design

ORA agrees that there should be more consistent rate design policy between the Electric Generation plants served by the different California gas utilities.  This issue attracts additional attention as UEG plants are being divested as part of Electric Restructuring.  This was an issue in the recent PG&E BCAP (D.97-03-002) where PG&E proposed an all volumetric UEG rate for both remaining and divested UEG plants.  The existence of divested plants raises other issues such as, how do these plants differ from other, non-utility generation plants?  ORA agrees that these and related issues should be explored in a workshop.  A case has been made for the creation of a new class of electric generation.  If this occurs, rates should be developed for customers based generally on the type of service they receive (i.e., transmission level or distribution level service, or the need of special facilities to serve a customer) rather than whether a customer is a cogenerator, UEG plant, or other generation plant.  Thus, generation rates could be calculated for transmission level and distribution level service.  The public purpose program surcharge  would apply for those customers who are not subject to their own nonbypassable public purpose program surcharge.  



MARKET STRUCTURE

The Commission should continue to provide competitive market opportunities in the gas industry mainly through the unbundling of competitive network components.  The methods and policy related to unbundling of services such as interstate capacity, storage, revenue cycle services, and utility obligation to serve are paramount with regard to the competitive market.  The Commission should focus its effort on developing effective unbundling methods as the most efficient means to facilitate competition within the market.  

A review of the total cost structure shows why further unbundling of competitive network components (and more seamless transactions) will provide the actual opportunity for competitive inroads in the core market.  Tables 2-A through 2-D set forth the rates for core residential, core commercial, and noncore industrial customers of SoCalGas.  An analysis of these rates, the unbundled components and average class throughput provide some insights regarding the need to prioritize the unbundling of services.  The current unbundled commodity gas component of the SoCalGas total rate for core residential is about 35%, for core commercial is 44% and for core large commercial is 57%.  The unbundled  commodity component of a noncore industrial rate amounts to about 75% of the total rate.  This is consistent with the fact that marketers have primarily focused on the noncore class and certain segments of the core market.   The total average purchase of a noncore customer is about 1,527,000 therms per year.  Thus, the annual savings from a marketer discounting procurement by 5% is about 4% savings of the total bill or $17,000 to that average customer.  A similar 5% discount to a typical residential customer would amount to $6.  Accounting for the transaction costs associated with serving the small customer only add to the economic differences associated with serving each customer.  

The Commission has already implemented the unbundling of interstate and intrastate capacity on the PG&E system through the Gas Accord.  There are significant structural issues relative to the SoCalGas system regarding unbundling interstate capacity, intrastate capacity, load balancing, and storage, that require immediate consideration.  ORA described its proposal to unbundle storage costs for SDG&E above.  These proposals will need to also be implemented in association with revenue cycle unbundling which provides the marketers a direct interface with customers. 



SOCALGAS STRUCTURE 

Addressing the issues and approaches related to unbundling interstate capacity and storage on the SoCalGas system, because of the cost allocation and stranded cost implications, is a high priority.  Appendix A describes four potential approaches to unbundling interstate pipeline capacity for core customers which are likely to be addressed in the SoCalGas interstate capacity unbundling proceeding (A.97-12-048).  Ultimately, the resolution of this issue will set the stage for the manner in which competition for core customers will progress over the ensuing years.  The primary issue is the cost allocation issues between core and noncore customers associated with unbundling interstate capacity and storage.  The most viable method for facilitating and enhancing the opportunity for workable competition for core customers is to provide core customers with the same competitive options as presented to noncore customers.  Such a proposal is developed by ORA under the Option 4 as described in Appendix A.  A summary of ORA’s proposal for unbundling interstate pipeline capacity is as follows:

Eliminate the allocation of noncore ITCS to the core and keep the core reservation initially at 1044 MMcfd.

Initiate a new tariffed service under which core customers could take service for interstate pipeline capacity and storage from marketers in the same fashion as presented to noncore customers.

Limit the new tariff service initially to 100 MMcfd (which exceeds the current core aggregation program throughput) and provide for annual increases of  50 MMcfd.

Name the new tariff the “core fully unbundled tariff”.  These core customers would be responsible for providing their own supply reliability (storage and interstate capacity) as noncore customers through the market.  

Both core and noncore customers share in any stranded costs as described.  

Utility procurement service is not available under the new core fully unbundled tariffs.

Provide an open season for the service prior to April 1, 1999 and annually thereafter.

Continue the core aggregation program for core customers that are not able or do not elect to take service under the unbundled tariff. 

Develop the unbundling of storage in a consistent manner for this tariff.

An important aspect of the new core fully unbundled tariff is that it deals equitably with the stranded cost issue in allocating the capacity, and it gives core customers the direct responsibility for deciding to take the service and providing their own supply reliability.  



ORA’s Comments on Market Structure and Retail Procurement in the DSP Report

Summary 

Chapter VI of the DSP Report focuses on retail utility procurement and whether competing incentives and the ability to exercise market power could undermine competition in the gas market.  ORA agrees that the Commission should examine market power and conflicting of interest issues, but these issues have generally been addressed in the market.  The DSP report does not provide any actual anti-competitive issues related to utility procurement.  The access to interstate capacity and unbundling of intrastate capacity which provides customers and marketers vested capacity rights address many of the alleged concerns.  

Neither of the two alternative default provider proposals offer an improvement over the utility procurement function or represent viable proposals to enhance customer choice.   The proposals to eliminate the utility procurement function will not serve to provide a more competitive market and framework for core customers at the burner-tip.  It would only serve to replace the utility procurement function with a highly regulated non-utility procurement function.  The alternative default provider results in an unnecessary layer of bureaucracy that will require increased regulatory vigilance, in stark contrast to the current market-based PBR regulation in place for the utility procurement function. 

The DSP report assumes that the current utility market share for procurement service correlates to market power.  The current market share is not the result of undue market power, since procurement is unbundled and open to competitors.  The lack of market penetration by aggregators is due to various factors including :  1) high transaction costs associated with serving certain segments of the core market; 2) limited unbundling of  competitive network components; 3) limited ability or willingness of aggregators to discount procurement to capture market share; 4) customer access to aggregators; and 5) the LDCs provide core customers with a competitive commodity price. 

There are also potential stranded cost issues related to eliminating the utility procurement role, which include: 1) PG&E’s long term contract for Transwestern capacity, an issue which has been address through the CPIM adopted in the Gas Accord, 2) SoCalGas’ PITCO/POPCO issues that were resolved in the Global Settlement, and 3) the SDG&E Canadian supply contracts and capacity on PGT and PG&E.  The risks associated with these arrangements have been settled and incorporated within the respective utility’s gas procurement PBR mechanisms.  Eliminating the utility procurement role will unravel these agreements and lead to relitigation of the issues previously settled with uncertain value to either ratepayers or shareholders. 

The Commission should focus its efforts on addressing the most effective and equitable manner for unbundling network components thereby enhancing a more competitive framework.  Unbundling various network components such as interstate capacity and intrastate capacity was addressed effectively for the PG&E system through the Gas Accord.  These issues remains extremely controversial with regard to the SoCalGas system.  The methodology for unbundling revenue cycle services is also imperative in order to provide a direct interface between customers and marketers.  These difficult market structure issues must be sufficiently addressed to enhance a competitive market framework.     

There is limited value in replacing the LDC default procurement through the implementation of either an IPA or the suggested bidding process.  The alternative default provider proposal would require increased regulatory vigilance compared to the market-based PBR regulation of the utility procurement function.  The current PBR mechanisms are streamlined market-driven processes for the evaluation of utility procurement costs which benefits customers.  The IPA and bidding proposals are reminiscent of command and control regulation and are a step backward from the current market-based gas procurement PBR mechanisms.  Aggregators and marketers will effectively increase their market share through the ability to generate a profit from the market, while customers see a financial or other benefit from the service.  This opportunity will be driven through the methods in which the Commission unbundles competitive services, the ability to provide more seamless transactions between marketers and customers, and allowing competition to evolve.   



Direct Access

In general, ORA recommends that at this time the Commission retain the current market structure for procurement or Option 1 in the DSP Report.  The LDCs would continue to serve as the default and reference price supplier for the market.  As noted by DSP, customers who wish to remain with the utility would have the option to do so, which is an important element of customer choice.  The report recognizes that keeping the utility in the procurement business will provide consumers with a regulated price reference and ensure that the competition among retail service providers reflects competition at the least cost source.  This is a valid factor given that the LDCs currently procure gas for about 95% of the core market.  Some potential options for transitioning the LDCs out of the procurement function are discussed below.  

The DSP Report asserts that the Commission will have to place additional emphasis on establishing appropriate benchmarks and in monitoring the interaction between CPIM gains and losses, and the result of utility affiliate ventures.  This is inaccurate.  First, the Commission and ORA will be dedicating the same effort on current gas procurement PBR mechanisms as in the past because the process is highly streamlined and efficient.  In 1997, ORA spent only about one person year auditing, evaluating, and monitoring the SDG&E and SoCalGas PBR mechanisms.  Second, there should be no connection between utility procurement and affiliate ventures, and the utilities must comply with the affiliate rules.  The gas procurement PBRs will remain a highly efficient and streamlined process which will continue to benefit procurement customers.



Separation of SDG&E’s Retail Gas and UEG Procurement Functions

Given that SDG&E has submitted an application to divest its gas-fired generation, and that divestiture has also been recommended in the Proposed Decision in the PE/Enova Merger proceeding, the issue appears to be moot.  The divestiture of SDG&E’s gas-fired generation eliminates the need for the Commission to initiate any changes in this area. 



Independent System Operator

The DSP Report presents the option of establishing an Independent System Operator (ISO) to manage the operation of the intrastate pipeline transmission systems. The ISO is unwarranted in a commodity market which is competitive and given the open access nature of interstate and intrastate pipelines.  Unlike the electric generation market, the gas commodity market has been competitive and efficient for years.  An ISO is unnecessary on the PG&E system since the Gas Accord fully unbundled interstate and intrastate capacity.  Customers and marketers can obtain access to capacity on their own terms.  The Commission should consider a similar approach to intrastate transmission on the SoCalGas system to provide customers and marketers with access to path specific rights.  The concept of putting utility shareholders at-risk for intrastate transmission to encourage efficient operation and general rules for non-discriminatory operation and access should be pursued by the Commission.  The costs of establishing an ISO for the gas market have not been examined and consideration of a gas ISO would require thorough cost benefit analyses to determine its impact on customers and the market.   A Gas ISO is likely to add substantial costs to utilizing the gas transportation system but would not serve to enhance the gas market in any meaningful way.



Divestiture of Retail Commodity 

The DSP Report describes a fully unbundled market in which marketers and aggregators purchase and re-bundle gas supply and delivery services on behalf of all customers, with the utility acting only as a common carrier of the transportation system. While ORA does not oppose the ultimate goal, it disagrees with the means to achieve the objective.  The report recommends the elimination of the utility procurement function by establishing a default provider (other than the utility) through either the establishment of an IPA or through a competitive bid process.  Eliminating the current utility role as a default provider as suggested will not facilitate a more competitive core market and is likely to create inefficiencies.  As proposed, the alternative default provider concept is a step backward from the current market-driven structure of the procurement PBRs. 

The IPA and competitive bid process proposals have command and control regulation aspects that existed before the current market-driven procedure for the evaluation of the utility core procurement costs.  The IPA would be a non-profit public interest organization with a mission to provide least-cost gas supply for its customers.  The bid model would rely on the Commission for establishing rates and criteria for the winning bidder.  If these proposals are implemented, the Commission’s regulatory presence would need to increase to either assure the accountability of the IPA or to develop the criteria, protocols and procedures for the bidding process.  The DSP Report acknowledges that the Commission has been successful in ensuring that utility procurement practices reflect competitive pricing through the market-based PBR mechanisms.  Additionally, the utilities carry some measure of accountability for their operation and performance.  There are no benefits to the competitive framework provided through either of the two alternative default provider options and they are likely to lead to market inefficiencies.  

Although the DSP proposal addresses structural considerations, the focus from a customer and market perspective should be to encourage innovation, opportunity, and choice.  ORA does not support a transitional bridge to retail competition as described in Option 3 of the DSP Report primarily because: 

The DSP model focuses resources on elimination of utility procurement by constructing another regulatory structure to be developed by regulators rather than the market. 

Accountability under the DSP proposals is suspect, while the utility in its procurement role remains accountable under PBR to the Commission.

The resources and costs needed to develop the regulatory structure are better directed to other venues to enhance a more competitive retail market. 

The model is intended to be transitional, but implementation of an IPA structure would likely be more permanent than intended.  The IPA would integrate the purchases of three LDCs into one quasi-governmental entity.

The DSP model eliminates the utility procurement role, but fails to enhance retail procurement competition.

	 

TRANSITIONAL OPTIONS

	If the Commission is intent on removing the utility from the procurement role, then ORA recommends that the Commission should study its options carefully.  As one option, ORA proposes a preliminary schedule and process under which the retail gas utility would exit the retail merchant function.  The process recommended by ORA would result in the utility completely exiting the merchant function in stages for various segments of the core market within ten years.  ORA would recommend that the Commission establish certain conditions to be required prior to the exit of the utility from procurement.  

The preliminary schedule for the elimination of the utility retail merchant function would be:  1) for all noncore customers in 3 years by April 1, 2001 consistent with the Gas Accord for PG&E and April 1, 2002 for SoCalGas and SDG&E;  2) for all core industrial and large commercial customers in 5 years by 2004;  3) for all commercial and the largest residential customers in 7 years by 2005; and  4) for all core customers including residential customers in 10 years by 2009.  The Commission would examine the initial elimination of the utility service to noncore customers (i.e. core subscription service) to determine the manner in which to proceed with the elimination of the utility from the core procurement role.  ORA would expect that certain minimum requirements for market penetration, of the specific core market segments would be required prior to the elimination, (e.g. 40% market share) by marketers to signify a workably competitive market.   

Over the next several years, the Commission could initiate methods to proactively inform customers of the procurement and other options while unbundling utility competitive network components in order to provide greater market opportunities.  A program similar to that initiated by PG&E in the Gas Accord for noncore customers that take utility procurement service could be extended to core customers.  Another item that will need to be developed is a method for providing customers with the ability to easily change service or switch from one competitor (or the retail utility) to another competitor.  For competition to operate for customers, they require access to be able to switch seamlessly from one competitor to another.  The methods for providing core customers with access to information and to empower them with the ability to make immediate choices will have to be developed further.  The long distance market in which a customer now can dial a 5 digit number (10-XXX, etc.) which gives them access to various companies’ long distance service is one example of the type of access that must be provided to energy customers. 

	 

SPECIFIC OPTIONS TO THE ALTERNATIVE DEFAULT PROVIDER

ORA recommends the direct access approach in which the utility remains a default provider of procurement and marketers increase their market share for core procurement using their own innovation.  However, if the Commission is intent on changes in the retail procurement area, then ORA offers two alternative approaches which are more efficient than the alternative default provider options offered in the DSP report.  These variations to the DSP proposals can be implemented quickly, can assure broad based customer benefits, provide customers with options, and will facilitate direct retail competition.

The first method allows customers at their discretion to select a potential alternate supplier through a direct solicitation via bill insert or separate mailing.  The direct solicitation would include three items:  1) a short explanation of the core aggregation program, 2) a list of gas aggregators/marketers with pertinent information to contact the aggregator, and 3) return postcard or other method (e.g. electronic/phone) access to select a specific aggregator.  In this approach, the LDCs would compile a list of all core aggregators interested in participating in the program.  All interested aggregators would be included on the list of aggregators sent to all participating customers and aggregators would commit to serve any customer requesting service.  The listing would include information regarding the manner in which to contact an aggregator.  Those customers interested in participating would either remit a return postcard with their choice of aggregator to the utility, contact the aggregator directly, or utilize phone verification.  Any customer that does not opt for service from an aggregator would remain with utility procurement service.  The program would not require any changes to the core aggregation program and pertinent storage and interstate capacity allocations would be as set forth in tariffs.  

The program would be implemented in two stages.  The first stage would involve two one-year solicitations for existing industrial, commercial, and large residential core customers that take procurement service from the utility and all core subscription customers.  It would entail providing information to customers by the end of 1998 with an implementation of 4/1/99, and a second process which would take place a year later for a 4/1/2000 target.  The basic structure would be for customers to take service for one year from an aggregator, although other terms would be appropriate.  The second stage would be to provide the same information to all residential core customers for implementation on 4/1/2001.  Of course, core customers could elect to take service from an aggregator at any time outside the solicitation program.  

The second proposal is for marketers to competitively submit their equivalents of a procurement incentive mechanism or bid to the utility for a portion of the utility’s retail core requirements.  For example, ten percent the first year and increasing in increments of 5-10% thereafter.  The marketers would compete against existing regulatory mechanisms or the utility procurement price and the exclusive right to sell to default customers for the term of the mechanism.  The utility would select the proposal that provides the greatest expected customer value.

ORA provides the following conceptual details on its second proposal:

What portion of default customers?:  This mechanism would be treated as an experiment for the first year or so, and allow competition for a portion of default customers or retail procurement demand.  For example, in PG&E’s service territory, the Competitive Default Incentive Mechanism might extend to one Bay Area county, or some given percentage of default throughput (e.g. 50% of all commercial core customer demand).  Should the experiment prove successful, it could then be extended .  Alternatively, the winning bidder(s) could be directly acknowledged on all customers bills as a designated procurement agent supplying a portion (e.g. 5-10%) of the customer requirements.

How long?:   An initial 12-18 month term may be appropriate.  The experiment would be evaluated after 12 months, so that a program could potentially be implemented more broadly at the end of the initial 12 or 18 month term.

How much supply?:  In the initial program, the total volume could be approximately 10% of the utility requirements for each month and increased in subsequent years.  For example, the volume could be broken down to be bid in two 5% packages and awarded to two marketers.  It may be more efficient to designate monthly baseload quantities that the winning bidders would be expected to flow each month.   

Who can compete?:   It is likely to be existing aggregators and other marketers, subject to meeting non-discriminatory financial and operational requirements.  Such requirements could be based on any existing LDC terms with third party gas providers.  Initially opening the program to the ten aggregators that have been participating in the core aggregation program the longest is another option and extending it to all aggregators in the future.  

How would the proposals be designed?:  This area may need further consideration and development. The simplest method would be to take bids measured against (e.g. discounted to) the monthly utility price with pro-rata (or more specific) allocation of the same resources used by the LDC.  Each proposal could also address relevant terms of the utility’s current procurement incentive mechanism:  risk, reward, brokerage fees, etc.  In addition, each proposal could add any valuable feature.  Although these additional matters may serve to only complicate the bidding.  

How would the proposals be evaluated?:  This issue may require further consideration.  Since ORA recommends that the bids simply be a bid against the monthly utility procurement price, the proposals that provided the greatest discount to the price would be accepted.

How would the proposal facilitate core procurement competition?:  If the gas was directed to specific customers, the gas utility would be obligated to display the competitive provider’s name on each default customer’s bill.  Each customer would be informed via their bill (perhaps at the end of the first 12 months) of the cost difference between the marketer/aggregator and the utility.  These measures provide value to the marketer to pursue retail customers directly.  First, the marketer gets name recognition.  Secondly, the marketer establishes a track record, so that customers not merely recognize the name, but can have some degree of confidence in choosing an alternative to their long term service provider.  Thirdly, the provider can make demonstrable claims of value to customers – not merely within the area of the experiment, but beyond.   Under this option, the customer could also opt to remain with the aggregator/marketer as a direct access customer after the term of the bid.

Alternatively, if the gas is simply a portion of the entire retail utility gas supply, the gas utility would be obligated to display the competitive providers’ names on each default customer’s bill.  A bill insert could be included in all customers’ bills (at the end of 12 months) describing the cost difference and information about the competitive aggregator.   Similarly, customers could opt to remain with the marketer beyond the bid period.
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APPENDIX 2A

UNBUNDLING AND MARKET STRUCTURE OPTIONS

SOUTHERN CALIFORNIA GAS COMPANY

UNBUNDING INTERSTATE CAPACITY



OPTION 1: SOCALGAS PROPOSAL IN A. 97-12-048                              

SoCalGas brokers all core capacity at a market rate and recovers any stranded core capacity costs from core customers.  SoCalGas continues to broker noncore capacity and allocate ITCS to noncore and core customers with 10% cap. 



OPTION 2: SOCALGAS PROPOSAL IN A.97-12-048 (AS AMENDED by ORA).

This option is the same as option 1 except that the allocation of noncore ITCS to the core is eliminated.  



OPTION 3: MARKET BASED RATE FOR ALL CAPACITY AND EQUAL CENTS PER THERM ALLOCATION OF ITCS.  (TURN PROPOSAL IN A. 96-03-031).

This option requires SoCalGas to broker all interstate capacity at market rates and allocate ITCS on an equal cents per therm basis to all customers. 

NOTE:  Under options 1, 2, and 3, the utility procures capacity for its retail procurement customers at the market rates. 



OPTION 4: HYBRID APPROACH (SIMILAR TO AGGREGATORS’ PROPOSAL IN A. 96-03-031) AS REFINED BY ORA.

This option recognizes the cost allocation issues inherent in interstate and storage unbundling and takes a hybrid approach in order to provide inroads to core competition.  This option treats core customers served by aggregators in a fashion similar to that given noncore customers.   A new class of customers would be developed (fully unbundled core) that would continue to pay the same distribution costs as core, however interstate pipeline and storage costs would be unbundled.  The customers served through these tariffs cannot procure gas from the utility.  

The unbundling of storage and interstate capacity would occur for aggregation customers beginning April 1, 1999 (adjusted for normal core to noncore transfers).  The allocation of noncore ITCS to the core is eliminated.  The core reservation would remain at the current 1044 MMcfd at April 1, 1999.  In an initial open season, up to 100 MMcfd of core volume is able to switch to the new core unbundled tariffs and another 50 MMcfd annually thereafter.  The tariff provides for unbundled interstate capacity and storage (and commodity) and these customers would pay the equivalent of noncore ITCS (and equivalent storage stranded costs).   The new rate schedules would be open to 50 MMcfd of demand annually pursuant to the schedule set forth below.  The noncore interstate capacity reservation would be increased by 60% of the total annual migration to the rate schedule (after the initial 100 MMcfd level) while the core reservation would be decreased by the same amount.  This method would serve to equitably spread any potential stranded costs from providing the service.  There would be an annual open season from Feb. 1 - March 31 for this service on a first come first serve basis and priority given to customers that have previously taken aggregation service.    

TABLE 2A-2

INTERSTATE CAPACITY UNBUNDLING PROPOSAL

                                             MAX. ANNUAL   TOTAL MAX         NONCORE

DATE           CORE RESERV         MIGRATION       MIGRATION     CAPACITY (Max). 

4/1/99               1044 MMcfd           100 MMcfd	       100 MMcfd           406 MMcfd

4/1/00               1014 MMcfd            50 MMcfd                150 MMcfd           436 MMcfd  

4/1/01		   984  MMcfd           50 MMcfd                200 MMcfd           466 MMcfd

4/1/02		   954  MMcfd           50 MMcfd                250 MMcfd           496 MMcfd

4/1/03  	   924  MMcfd           50 MMcfd                300 MMcfd           526 MMcfd

4/1/04                 894  MMcfd           50 MMcfd                350 MMcfd           556 MMcfd

4/1/05   	   864  MMcfd           50 MMcfd                400 MMcfd           526 MMcfd

�Chapter 3 

Regulatory Streamlining & Incentive Regulation





General Comments



	ORA agrees with the DSP Report’s conclusions that regulatory streamlining is necessary to reform regulation to reflect increased energy competition, and ensure safe and reliable natural gas utility services at low rates.  ORA also concurs with the Report that a price-cap model of incentive regulation may be potentially the most efficient option among the three regulatory reform options that the Report suggested.   The Commission’s prior decisions have already moved California gas utility regulation toward incentive regulation.  In the gas procurement PBR mechanisms, the Commission has utilized market prices to measure the utility performance.  The Commission also initiated core monthly pricing for the procurement component of utility rates to reflect the market price which enables better price signals for customers and marketers. 

In moving toward price-cap regulation and allowing more services to be unbundled, the Commission should ensure that the price cap model is flexible enough to incorporate the impact of further unbundling.   Furthermore, as more gas utility services are unbundled, the industry will continue to evolve and competitive pressures may increase.  Therefore, the Commission should acknowledge that the regulatory process inevitably will need to be continuously adjusted so as to be adaptive to the change of the industry.



Where We Are Now



	Before deciding the steps necessary to take us from today’s regulation to the price-cap model regulation, we should examine the status of the current regulation and how the rates are determined for each of the major California gas utilities: PG&E, SoCalGas, and SDG&E.	

PG&E

Gas Accord (D. 97-08-055):  This proceeding adopted rates for backbone, local transmission and storage service for both the core and noncore customers over the period between 1998 through 2002.  Essentially a price-cap model has been used for these services over a 5-year period.

BCAP (A.97-03-002):  This proceeding will determine distribution rates (including customer and demand-related distribution components) for both the core and non-transmission service level noncore customers for the period 1998 through 2000.

GRC (A.97-12-020):  This proceeding will determine the gas distribution base revenue requirement for 1999.  This new distribution revenue requirement will impact the distribution rates adopted in the BCAP for 1999.

PBR:  A distribution PBR is anticipated to be filed in 1998.  Either a price cap or revenue cap model will be implemented depending on the record.  In this proceeding, some marginal cost and cost allocation issues may have to be evaluated in determining the initial distribution rate or revenue for the PBR.

Gas commodity:  The entire procurement function (including interstate capacity and intrastate backbone costs) is unbundled with monthly pricing of the service.  The utility gas procurement costs and functions are regulated pursuant to the Core Procurement Incentive Mechanism (CPIM) adopted in D.97-08-055 which utilizes market rates to measure utility performance. 



SOCALGAS

PBR (D.97-07-054 ):   This proceeding determined and adopted a revenue per customer cap mechanism for years 1998 through 2002.

BCAP (A.96-03-031):  This proceeding developed the revenue allocation between customers for 1997 through July 1999.  A new BCAP application (1999-2001) is expected to be filed in late 1998, which will address marginal cost, revenue allocation and storage services, among other issues.  

Gas Commodity:  The procurement function is unbundled with monthly pricing of the service.  The utility gas procurement costs and functions are regulated pursuant to the Gas Cost Incentive Mechanism (GCIM) adopted in D. 97-06-061 which utilizes market rates to measure utility performance. 



SDG&E

Base Rate PBR (A.92-10-017): This proceeding determined a base rate revenue mechanism for the system for years 1993  through 1998.

New PBR (A.98-01-014):  This proceeding will develop the gas base rate cap mechanism beginning in 1999.  

BCAP (A. 96-04-030):  This proceeding determined revenue allocation between customers for 1997 through July 1999.  A new BCAP application (1999-2001) is expected to be filed in late 1998.  The SoCalGas BCAP will determine the revenues that SDG&E pays to SoCalGas, while SDG&E’s own BCAP allocates the costs associated with SDG&E’s own gas system between its customers.

Gas commodity: The procurement function (including interstate capacity) is unbundled with monthly pricing of the service.  The utility gas procurement costs and functions are regulated pursuant to the gas procurement PBR mechanism which utilizes market rates to measure utility performance.



Ways to Simplify the Coming Proceedings

PG&E

The Gas Accord already applied a price cap model to most of PG&E’s transportation components.  The only function remaining is the distribution component which can be determined in the coming GRC/PBR filing.  We may suggest ending the distribution PBR period when the Gas Accord expires at the end of 2002.  The parties can evaluate either to continue a similar model or to apply a different incentive regulation model.   Before the Gas Accord and distribution PBR (i.e. up to the end of 2002) expire, there is an expectation of another BCAP.  The Commission can utilize this BCAP to address core storage unbundling, refine core intrastate capacity reservation, adjust the price caps if revenue cycle services are unbundled, and to deal with ancillary issues including truing-up balancing accounts.

The distribution PBR rates could be determined through an alternate dispute resolution by settling potential marginal cost and cost allocation issues, since most of the transportation components are not at issue.

At the conclusion of the Gas Accord, the entire ratemaking process should be integrated within a single proceeding. 



SOCALGAS

In the coming BCAP that is to be filed later in 1998, parties will need to address the typical issues within the proceeding, including resource plan, marginal cost and cost allocation.  ORA recommends that the Commission direct SoCalGas to unbundle intrastate transmission, unbundle core storage, and address other issues that would be integrated into the implementation of new BCAP rates.  This BCAP period could be extended to the end of 2002 to coincide with the expiration date of the PBR, which would eliminate the need to have another BCAP filing before PBR period expires.   

SDG&E

The 1999 gas base rate PBR can determine the price caps for each customer class for SDG&E’s own gas transportation costs.  The SDG&E’s BCAP can be used to flow in the information from SoCalGas BCAP which determines the costs that SoCalGas will need to collect from SDG&E.  There may still be some limited allocation of this cost among SDG&E’s customers.  However, the issues should be much more limited.

It may be useful to end SDG&E’s gas rate PBR by the end of 2002 to coincide with SoCalGas’ PBR period.   

After 2002

	Following the above approaches, all three gas utilities would have completed a round of PBR ratemaking mechanisms.  Afterward, there are major events that may impact the three utilities.  First, it is not clear whether SoCalGas and SDG&E’s gas utilities are going to continue to operate as one single entity or two.  Furthermore, more of the gas services may be unbundled and become more competitive.  These factors will have to be evaluated to determine how the rates are going to be determined and based on what type of mechanism in the future.  If the markets for certain services are competitive enough, the prices may be determined largely based on some market benchmarks for those type of services.   ORA recommends that the Commission establish an objective of ultimately integrating all ratemaking processes involving the allocation and development of utility costs (e.g. GRC, PBR, and BCAPs) within one proceeding for each utility.  





�CHAPTER 4



CONSUMER PROTECTION AND PUBLIC PURPOSE PROGRAMS





I.	CONSUMER PROTECTION 



ORA believes that new consumer protection measures need to be implemented to help consumers as change occurs in the gas industry, and ORA believes that existing consumer protection and services should be preserved for all customer classes under a new gas regulation framework.  As a matter of policy, present standards on such issues as universal service, safety, reliability, emergency service, and customer service should be maintained or improved under the new framework. 



Universal Service

ORA supports the policy of Universal Service for utility customers in California.  For natural gas service, universal service considerations would include economic access and physical access.  The Commission has supported economic access through: 1) the baseline program, under which gas and electric customers receive a lower rate for a significant portion of their basic gas and electric needs; and 2) the California Alternate Rates for Energy (CARE) program, under which low-income gas and electric customers receive a discounted rate.  Gas customers receive a baseline rate for an amount of gas which should provide for a substantial part of essential uses according to season and climate zone. These programs help make the basic uses for gas more affordable and thus more easily available for all California consumers.  The Commission and the gas utility companies have pursued physical access by hooking-up new subdivisions and sometimes expanding service to new areas.  ORA recommends that the Commission establish a policy to safeguard the availability of gas service to present and future gas customers under a new scheme of gas regulation .  Gas LCDs should continue to hook up new sub-divisions, and new areas where feasible.  As the restructuring of the gas industry proceeds, ORA would be concerned if new subdivisions were no longer being hooked up, or if it became more difficult to obtain gas service in California.  The baseline program, CARE program, and ready availability to gas service should be maintained under new gas regulation.



Safety, Reliability, Emergency Services, and Customer Service

The gas LDCs in California have generally provided safe and reliable service, and have also generally provided adequate customer service and emergency service.  ORA’s proposed gradual changes to gas regulation would not affect safety or reliability, and the local utility would continue to provide safety and emergency services.  If customers have a safety concern or if they need to have their pilot light re-lit, then they could continue to call their local gas utility for help.  The Commission should establish a policy or commitment to maintain the current levels of safety, reliability, emergency service, and customer service, under new gas regulation. 

  ORA agrees with the  DSP report that residential and small commercial customers should be the focus of new consumer protection measures.  These new protection measures should be comparable to those in the electric industry.  The report enumerates five areas where action is recommended:

Consumer education

Customer information and privacy

Registration of service providers

Independent third-party verification

Written notice and disclosure



ORA concurs with DSP that action is required in all five areas mentioned in the report and recommends adding one more – consumer complaints and redress. The ability of the Commission to accept and resolve complaints with the non-regulated service providers is as necessary in the gas industry as it is in the electric industry.   A common set of consumer protections for both electric and gas will aid consumers in knowing what to do if they encounter problems.   ORA recognizes that legislation may be required to enable the Commission to handle customer complaints against the non-regulated entities and fully endorses the Commission's sponsorship of such legislation.  AB 1890 and SB 477 enacted consumer protections for the electric industry that would serve as a model for the gas industry.  

As for the level of action in each of the consumer protection areas, ORA recommends that all six receive the same treatment as in the electric industry, except for consumer education.  If the electric Consumer Education Program achieves its awareness goal, California utility customers will be primed for additional education about changes in the gas industry.  Consequently, the next effort can build on this at lower expense.  The CPUC should be able to take a more direct role in education in the gas arena and at a much reduced price tag.



Consumer Education

The CPUC’s regulatory mandate has been to protect customers from the abuse of monopoly power as well as to assure adequate quality of service.  Government, and specifically this agency, has a special role in notifying customers about choice.  Because of the CPUC’s mandate, its communications should be received with a relatively high level of trust.  As an impartial agent of customers, the CPUC has an inherent advantage in disseminating information.  Information provided under the aegis of the CPUC is more likely to be trusted than from a number of new, unknown, and partial industry participants acting in their own interest.  Focus groups conducted in the development of the Consumer Education Program for electric restructuring pointed to the CPUC as a trusted source of information on utility matters.

This has strong implications for the type of educational campaign the CPUC might consider.  The Commission should provide detailed information and reference material that focuses on education.  The best consumer protection is helping customers to protect themselves.  ORA recommends going beyond the concept of protection to include enabling customers to make good decisions.  There are several small, but strong actions which the Commission can take.

“How much does a minute of long distance cost?”  So went a relatively recent ad campaign of one of the major long distance carriers.  Customers didn’t have a clue.  Answers ranged up to a dollar a minute.  Few customers have much idea of the cost of energy, either on a per kWh or per therm basis, even though residential customer rates are billed in this manner.  The gas utilities have recently begun to include information regarding procurement costs on its monthly bill which provides customers that may want to research competitive options with valuable information.  This type of standardized information on the price of competitive services should be readily available because it can be used by consumers for comparison purposes.  The Commission could also use its website to provide information on the monthly commodity costs over the past few years and other information which would help consumers make decisions.

	

Customer Information and Privacy

Privacy issues are no different for gas customers than they are for electricity customers.  In the electric restructuring proceeding, ORA recommended customer information privacy protections, particularly where customer-specific and sensitive information were involved.  The legislature in SB 477 required the Commission to adopt and implement several minimum standards of conduct for registered ESPs, including maintaining the confidentiality of customer information.  [PU Code § 394.4 (a)]  The Commission complied by issuing D. 97-10-031, which ORA supports.  ORA supports and recommends similar treatment for the gas industry.  

In a different type of customer privacy concern, ORA supports the concept and implementation of a "do not call" list of gas customers.  SB 477 mandated establishment of such a list for electric utilities and ESPs to refer to before soliciting potential electricity customers by telephone.  [PU Code § 394.7]  The no-call list for gas customers could be created and maintained by the Commission's Energy Division or Consumer Services Division in conjunction with the electricity customer no-call list.



Registration of Service Providers

Registration can be an important element of consumer protections.  Not only does registration enable the Commission and customers to locate particular entities for various regulatory or customer complaint purposes, but the registration can constitute the authority to market to customers in California.  Such is the case for non-utility electric service providers with respect to residential and small commercial customers.  If the Commission has the power to suspend and/or revoke registrations, then a more orderly  conduct by market participants can be expected than would otherwise be the case.  A thorough registering and monitoring of service providers would help consumers have more confidence in a new system of gas regulation.



Independent Third-Party Verification   

Independent third-party verification of changes in service providers pursuant to PU Code § 2889.5 is intended to prevent unwanted changes in telephone service providers, commonly known as "slamming."  It has been an effective method of verifying customer intent to switch telephone service providers and may have resulted in decreasing incidences of slamming.  Independent third-party verification is a requirement for residential service provider changes and an alternative for non-residential service provider changes.  Similarly, independent third-party verification is required before any change in electric service provider can be made for residential customers, and it is one method of confirmation of small commercial customers' desire to switch as well.  (PU Code § 366.5)  Further, there is legislation pending that would require telephone corporations marketing to business customers to employ the independent third-party verification procedure in all cases.  (AB 2134, Escutia)

Slamming has been a problem in the telecommunications industry primarily for residential customers for several years.  The small business community is increasingly becoming the target of telephone slamming.  The motivations that lead to slamming in the telecommunications industry can also be expected to exist for gas service.  Consequently, ORA supports the report's recommendation that a verification process be established for gas marketing.  Specifically, ORA recommends that independent third-party verification be the mechanism applied and that it be mandatory for any service provider changes, whether for residential or small commercial customers.



Written Notice and Disclosure

In order for competition to thrive, customers must have full knowledge of what they are buying.  This means that for any service offered, the service provider must give the customer complete information on price, terms and conditions of service.  For the customer to be able to fully evaluate the offer, such information should be in writing , (It might also be possible to provide such information over the internet if guidelines are established which generally conform to the proposed written guidelines) to give the customer ample time to review it and to mitigate misunderstandings such as those that can arise from verbal representations.  ORA agrees with the report that written notice and disclosure rules analogous to those in the electric industry should be established for natural gas providers. 



Consumer Complaints and Redress

Although the report does not mention complaint handling and resolution, the functions are of utmost importance if the Commission is to protect the interest of customers in the restructured industries.  The Commission traditionally has been the first line of defense for customers abused by regulated entities under its jurisdiction.  It receives, investigates and resolves informal complaints from thousands of customers every year.  These complaints run the gamut of consumer problems, including disputes about billing, meter accuracy, and a host of service issues.  

The Commission has the authority to accept and help resolve consumer complaints against non-utility electric service providers, pursuant to PU Code § 394.2.  Further, it may initiate investigations into the operations of ESPs where it reasonably suspects a pattern of customer abuses.  Ultimately, the Commission may suspend or revoke the registration of an ESP under PU Code § 394.25, for dishonesty, fraud or deceit to the disadvantage of retail electric customers.  The Commission should similarly be responsible for handling consumer inquiries and informal complaints and adjudicating formal complaints concerning service of natural gas providers.  

	



II.         PUBLIC PURPOSE PROGRAMS

ORA supports the continuation of gas public purpose programs, and ORA recommends that the gas public purpose programs should be treated similarly to how electric public purpose programs are treated.  These gas programs should continue for low income assistance, energy efficiency and conservation programs, and public interest RD&D.  ORA further recommends that the costs of these programs (except for DSM) should be allocated to all gas customers except wholesale and UEG customers who are subject to their own nonbypassable public purpose program surcharges (see D.97-06-108, p.1,8,9) on an equal cents per therm basis.

The gas public purpose programs should be set up similarly to how they are currently set up for electric programs.  The programs set up under AB 1890 could serve as a model for the funding and administration of these gas programs.  Additionally, the Commission should continue “to pursue legislation with the Legislature that would require all end use customers to pay a nonbypassable gas surcharge to fund public purpose programs”.  (D.97-06-108.)

The gas public purpose programs should be continued for low-income assistance, energy efficiency and conservation programs, and public interest RD&D.  ORA also recommends maintaining the existing residential baseline rates which apply to the transportation component of residential rates.  Baseline rates have been maintained for electric customers, and consistent with that should be maintained for natural gas service. The Women, Minority and Disabled Veteran’s Business Enterprises (WMDVBE) should also be maintained.

The Commission, in D.97-06-108, supports a nonbypassable gas surcharge which would be paid by all customers except wholesale and UEG customers who are subject to their own nonbypassable public purpose program surcharge.  D. 97-06-108 also suggested that the Commission should examine the allocation formula for this surcharge in the Natural Gas Strategy.  ORA recommends that public purpose programs with the exception of DSM  be allocated on an equal cents per therm basis.  This would guarantee that all customers subject to the surcharge would pay the same surcharge per therm.  This would result in the core and the non-core paying roughly equal shares to fund these programs.  Some parties in the past have recommended an equal percent of marginal cost (EPMC) approach.  That approach would result in the core paying between 90% and 94% of  the program costs while taking less than half of total system throughputs.  Allocating these costs on an equal cents per therm basis is the most equitable way to allocate these costs.  



� These proposals are described in Chapter 2 of ORA’s Report on the DSP Report.



� ORA uses price-cap model in a more general sense that it includes other types of ratemaking incentive models, such as per customer revenue cap model. 

� PG&E’s contract with El Paso Natural Gas Pipeline terminated on December 31, 1997.  PG&E currently holds 150 MMcf/d of capacity on the Transwestern Pipeline, and is at 100% at risk for this capacity.  

 

� Pursuant to PGT’s General Rate Case Settlement at the FERC effective November 1, 1996, PGT assumed financial responsibility for any capacity above PG&E’s current core portfolio holdings. 



� SoCalGas’ contract with Transwestern terminates on November 1, 2005.  SoCalGas’ El Paso contract also expires in 2005.     



� SoCalGas’ noncore capacity reservation  reflects SoCalGas’ step-down of 450 MMcf/d on Transwestern in November 1996, and a step-down of 300 MMcf/d on El Paso in January 1996.  

�  Since SDG&E has a balancing account for fixed costs, it essentially wouldn’t need to change customers’ transportation rates, but instead would recover storage costs as a component of the PGA along with commodity and interstate capacity from procurement customers, rather than through the CFCA from all transportation customers.

� In the case of PG&E, the NFCA was eliminated by the adoption of the Gas Accord.  For SoCalGas, the NFCA was eliminated as part of the Global Settlement.  



�PAGE  �1�





�PAGE  �24�





�PAGE  �





�PAGE  �35�





�PAGE  �i�





�PAGE  �





�PAGE  �42�





�PAGE  �





�PAGE  �52�










