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December 8, 2000

President Loretta Lynch

Commissioner Henry M. Duque

Commissioner Josiah L. Neeper

Commissioner Richard A. Bilas

Commissioner Carl W. Wood

California Public Utilities Commission

505 Van Ness Ave.

San Francisco, California 94102

Re:
Proposed Decision in Gas Industry Restructuring Proceeding:

I.99-07-003
Dear Members of the Commission:



The undersigned parties are all signatories to the Comprehensive Settlement Agreement (“CSA”) filed in the above-captioned proceeding.  Collectively, we are writing to the Commission to explain why the CSA remains the best option to benefit southern California gas consumers.  Indeed, the recent huge increase in prices for natural gas makes it even more important that the Commission adopt the CSA. 



First, the CSA  addresses the underlying problems in the southern California gas market, but the Proposed Decision does not..  As the Proposed Decision notes, gas prices are currently uncharacteristically high in southern California.  However, rather than providing gas consumers with the tools to help control or reduce these costs, the Proposed Decision defers for more than two years important reforms which would have fairly apportioned intra-state gas transmission capacity, produced lower citygate gas prices in southern California, improved balancing options, and created a more efficient gas storage market--a vital service of managing the risk of gas cost increases.  We are concerned that gas prices which are already high will end up being even higher, and the spillover effect on the electric generation market will worsen the impact of high electricity prices as well.


Second, the basic framework of the Comprehensive Settlement Agreement follows closely the structure that was unanimously approved by the Commission (including all of its current members) for use on the Pacific Gas & Electric Company (PG&E) system in two separate settlements earlier this year.   More importantly, the unbundled gas transportation and storage system in operation on PG&E’s system is working well.  The system is working as it was intended to.  Although gas prices are very high throughout the state, market prices are somewhat lower in PG&E’s service territory, where CSA-type reforms are in place, than in SoCalGas and SDG&E service territories. In addition, the failure to adopt a gas market structure for Southern California Gas Company (SoCalGas) which is consistent with the one unanimously approved by the Commission for PG&E makes it highly likely that there will be increased distortions in the price of electricity between northern and southern California, without any good reason for such differences.

Third, the Proposed Decision misinterprets developments in gas market prices since the record closed.  Developments since the record closed continue to show that the existence of firm capacity rights on the PG&E backbone system have not led to an increase in the cost of gas to customers.  The city-gate price on the PG&E system has continued to offer a discount, on average, to the market price of gas at the California-Arizona border plus the regulated rate for PG&E capacity from the border.  This continues to be the case in December, even with remarkably high prices for gas. 



Fourth, the Proposed Decision implies that residential and small commercial customers, collectively known as core customers, will not obtain sufficient benefits from the Comprehensive Settlement Agreement.  Yet the Commission’s own Office of Ratepayer Advocacy actively participated in the negotiations and supports the Comprehensive Settlement Agreement precisely because it does offer core customers substantial additional benefits, including access to more valuable capacity at SoCalGas’ interconnections with interstate pipelines, placing the risk of uncontracted transmission and storage on SoCalGas shareholders instead of core customers, and offering new opportunities for substantial additional savings in the procurement of gas for the core.  The Proposed Decision also misses an opportunity to enhance competitive opportunities for core customers through the core aggregation program.  Over the past decade the Commission repeatedly has recognized that for core aggregation to benefit core customers, those customers must have the same unbundled service options as noncore customers.  While the Proposed Decision takes the partial step of unbundling core interstate capacity, it fails to embrace the many other features of the Comprehensive Settlement Agreement that would provide significant additional choices for core customers.



Fifth, if the CSA is not adopted now, it will be much more difficult to implement similar reforms when the Commission later decides they should be adopted. The Comprehensive Settlement parties expended a tremendous amount of effort to provide the Commission with the settlement providing the details for implementing the reforms it had asked for.  This proceeding created a substantial record from which to decide, and the proposed decision indicates that this record is persuasive, in favor of the CSA. All of this work will have to be re-created if the Commission delays action very long, such as the two-plus years provided in the PD.  



The Commission still has the opportunity to claim the Gas Industry Restructuring as one of its most significant accomplishments, and to provide customers with the tools to reduce the high cost of natural gas they now face, by  adopting the Comprehensive Settlement Agreement.  We sincerely urge that course upon the Commission as the only way to avoid significant inefficiency and higher gas prices in southern California.

Sincerely,

CSA Signatories

2715/016/X19029-1 

� R.98-01-011


� On April 3, 2000, TURN, Aglet, and the Southern California Generation Coalition filed the Post-Interim Settlement, which also included the provisions of the Interim Settlement filed by other parties on December 27, 1999.





