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Comments of

School Project for Utility Rate Reduction

On the CPUC’s Strategies for Natural Gas Reform

We applaud the “Strategies for Natural Gas Reform” in its effort to cover a lot of territory, and its willingness to address many issues which have not been allowed to be a part of any prior proceedings.  For example, we are pleased to see the CPUC’s recognition of the importance in opening up the role of the default supplier and the obligation-to-serve to competition.  However, one feature of the proceeding is missing.

SPURR, as a pioneer in the supply of natural gas to small customers in California, has noted one central failure of all prior CPUC efforts at stimulating competition.  That failure can best be described as the CPUC’s having never looked at the market from the perspective of the companies being asked to come in and compete.  It was always assumed that competition would develop at the small customer level for whatever items were being unbundled.  What is needed is for the CPUC to place itself in the position of a specific customer, and then look back through that total bundle of costs that comprise the retail price from the utility.  Then, the CPUC needs to:

· Look at which items of the bundle have been unbundled, 

· Identify which of these are costs are avoidable by the customer and finally, 

· Identify the structure and character of costs a competitor would incur to provide those unbundled components.  

With this analysis, what the CPUC would find is that competitive retail service, under current rules, can only be provided if significant duplication of functions and costs are incurred by the competitor.  From the perspective of the supply community, the inability to serve small customers is obvious, and we believe with the above analysis, it would also be obvious to the CPUC.

It is our thesis that if the CPUC wants to foster competition it must first be clear about the “value proposition” being offered to the marketplace. The CPUC needs to look critically, from the perspective of the business enterprises it hopes to encourage to offer competitive services, whether what has been opened up to competition is sufficient to sustain a business program.  This is a very different perspective than typically taken by the regulatory community, but the CPUC can no longer avoid evaluating the system from this view if it actually expects to see competition created.

Obviously, the CPUC must maintain its other perspectives of consumer protection, cost minimization and reliability.  When only one party was designated to provide the services and meet the goals of these original perspectives it was a simpler task to insure that all costs associated with meeting these needs were covered.  Now, however, if the CPUC wants others to provide some of the services and functions, it must put on another hat, that of the competitive supplier.  It is essential that the CPUC make an explicit part of these proceedings the analysis that will show how the adopted rules will facilitate the development of competitive pressures required to lower costs, improve service and reduce regulation.

There are several elements:

The unbundling of both the rights to supply services and the costs that go with them must cover enough depth and breadth to sustain a service offering.  This has been a basic failure of the unbundling efforts of the CPUC to date.

Subsidies inherent in the provision of any service must be available to all the CPUC may want to compete in the provision of that service.  Failure to understand the subsidies inherent in the current structure by which utilities collect their costs for different customers leads to the use of such incorrect phrases as “customers that may be unattractive to competition”.

Competition must be on the same terms to all parties, including both the rights and the responsibilities.  There are two key elements here that get to the very heart of how utility regulation has proceeded to date.

The CPUC has recognized the first element, i.e., the retention of certain responsibilities by the traditional utility, such as the obligation to serve.  Failure to unbundle this means that only the traditional utilities are in a position to charge for the costs associated with this service, which will comprise the bulk of utility charges.  It makes avoidable costs too small to sustain a firm’s ability to invest in comparable services and facilities.  

The second element is more complex.  It is the ability to make profitability from service and product offerings competitive.  Until utility profits are subject to competition, the marketplace is being expected to compete from a profoundly disadvantaged position.  However, given that virtually all utility profitability is built into rate of return on ratebase, the CPUC has in front of it a complex unbundling task.  SPURR has participated in the development of one set of proposals
 and others are possible.  It is important to recognize that unbundling utility profitability increases as the size of customer falls.

If true competition is to be sought in all customer segments, then the same mechanisms that make such service economically viable to the current utility need to be made available to the market place.  There is no such thing as a customer group that is unattractive.  The utilities, based on their method of profit generation and risk sheltering, are happy to provide energy services to low and high income residential customers, small and large business as well as both urban and rural meters.  It is the limitation on access to comparable economic terms that will make customer groups unattractive.  Thus, to see competition at the small customer level:

Many functions must be unbundled and made competitive.

The utility must lose its monopoly position as the default provider, and a new class of default providers must be created.

The costs that come out of the rates must include not only the simple direct costs, but must include proportional administrative and general costs and profit factors.

Only then will competition be on an equal footing, and will we be able to insure that the customers are not being saddled with new charges.

It is important not to expect too much, too fast.  We believe that there are a host of interim steps, which if implemented carefully, can start the process.  In this regard, we are happy to report that we have been in active discussions with PG&E on some experimental approaches by which to minimize the duplication of costs.  While these discussions remain preliminary, if successful it should enable some services to be made available to the smallest of customers.  How we get to an industry structure wherein competition is possible is somewhat less important than that it be clear policy that we are going to get there, so the market can anticipate, plan and invest accordingly.  This takes us directly to the issue of timing.

The importance of timing:

The CPUC must, in these proceedings be careful about assumptions of timing.  It is critical that the CPUC clearly articulate its vision, and stipulate a time when that vision is to be achieved. It must not be assumed that the vision can be achieved quickly; to do so may set the standard of performance too low.  Given that service comparable to that provided by the utility requires considerable investment, and investment requires time and a certain environment within which to make the investment, patience and clear targets are the most important output of the CPUC’s program.
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