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Memorandum 97-30

Public Utility Deregulation: Gas Industry

This memorandum summarizes the current status of deregulation in the

natural gas industry, and the input of stakeholders and the California Public

Utilities Commission on the need for code revisions. The material on the current

status of deregulation was prepared by Deborah Muns, of Stanford Law School.

CURRENT STATUS OF DEREGULATION

Deregulation of the natural gas industry began in 1978 with the Natural Gas

Policy Act. This resulted in federal decontrol of wellhead prices by 1985. The

Federal Energy Regulatory Commission then began the process of providing

wholesale access to natural gas transmission systems on a non-discriminatory

basis, thus providing the opportunity for competition.

Between 1984 and 1993, the California Public Utilities Commission instituted

reforms to restructure the natural gas industry at the state level. PUC unbundled,

or separated, gas sales from gas transportation services, reformed gas purchase

contracts, and opened up access to interstate pipeline transportation capacity to

promote gas supply competition. PUC also developed a pricing framework for a

new gas transportation and distribution market by unbundling interstate

pipeline charges from intrastate transportation rates, establishing intrastate rates,

implementing rules for brokering the utilities' interstate pipeline capacity rights,

and establishing pricing policy for new facilities. These regulatory steps have

allowed a diversity of competing natural gas supply and transportation.

Today, the natural gas industry is moving toward an increasingly competitive

market structure. It currently exhibits both competitive and monopoly

characteristics.

Consumers may now choose to purchase unbundled gas from non-utility

suppliers, with price governed by market forces. For these consumers, the role of

PUC is to protect consumers from fraud and misinformation, and to ensure that

competitors do not circumvent or distort market forces. Consumers who elect not

to participate in competitive gas procurement and transportation markets
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(generally residential and small businesses), retain the option of remaining with a

regulated provider. Because gas distribution is likely to remain monopolistic,

PUC plans to regulate it to protect customers from monopoly abuses. However,

rather than basing rates on the cost of service, the PUC is exploring a system that

will provide enhanced efficiency incentives to providers.

Although many of the reforms of the natural gas industry are already in

place, PUC believes a number of issues remain: maintaining clear standards for

regulated utilities that want to participate in unregulated gas procurement and

transportation markets; removing alleged market distortions in transportation;

ensuring equal, adequate access to market information; and addressing conflicts

of interest. In addition, PUC would continue to fulfill its traditional duty to

protect consumers from monopoly abuses and ensure "just and reasonable" rates

for monopoly services.

INPUT OF STAKEHOLDERS AND PUBLIC UTILITIES COMMISSION

PUC’s request for input on code revisions required by deregulation of the gas

industry resulted in the letter from Southern California Gas Company, attached

as Exhibit pp. 1-7. This letter identifies a number of areas where code revisions

may be appropriate.

We have attached a chart as Exhibit pp. 8-16, based on tables provided by

PUC, that shows by code section the suggestions of Southern California Gas

Company and the preliminary reactions of PUC.

Respectfully submitted,

Nathaniel Sterling
Executive Secretary
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