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PUC opens rulemaking to PRESERVE INTERSTATE PIPELINE
CAPACITY TO CALIFORNIA
To ensure that California retains sufficient interstate pipeline capacity to meet the needs of its natural gas and electric consumers, the California Public Utilities Commission (PUC) today issued two proposed rules for comment in response to the May 31, 2002 Federal Energy Regulatory Commission (FERC) order authorizing marketers currently serving California to turn back up to 725 million cubic feet per day (MMcf/d) of firm capacity on the El Paso Natural Gas Company (El Paso) interstate pipeline to El Paso’s East of California (EOC) customers.

As a result, California could permanently lose up to 725 MMcf/d of El Paso capacity unless replacement shippers acquire the turned back capacity.

The first proposed rule would require California’s natural gas utilities and electric utilities - Southern California Gas Company (SoCalGas), Pacific Gas and Electric Company (PG&E), San Diego Gas & Electric Company (SDG&E), Southwest Gas Corporation (Southwest Gas), and Southern California Edison (Edison) - to sign up for as much of this turned back capacity as possible at appropriate El Paso delivery points unless other California replacement shippers sign up for the turned back capacity.  

The second proposed rule states that the Commission pre-approves and finds just and reasonable the California utilities’ subscription to this turned back capacity.

Permanent loss of existing interstate pipeline capacity to California can occur as early as July 31, 2002.  To ensure that California retains sufficient interstate pipeline capacity to meet the needs of its natural gas and electric consumers, the Commission will decide this issue at its July 17, 2002 meeting.  Initial comments are due on the two proposals by July 8, 2002; reply comments are due by July 12, 2002. 

The Commission will address other issues that relate to these proposed rules at a later date.  

Background

On April 4, 2000, the Commission filed a complaint with the FERC challenging anticompetitive contracts between El Paso, the largest interstate pipeline serving California, and its marketing affiliate, El Paso Merchant Energy, L.P.  The Commission presented evidence that El Paso and its affiliate withheld substantial amounts of interstate pipeline capacity to California, causing $3.2 billion of excessive natural gas costs to California consumers during the 15-month term of the contracts.  The issues in the CPUC v. El Paso complaint proceeding still are being litigated before the FERC.  

It is undisputed that during winter 2000/2001, El Paso only made available to California shippers approximately 2,600 MMcf/d of interstate pipeline capacity, almost 700 MMcf/d less than El Paso’s certificate obligation to California of 3,290 MMcf/d.  It is also undisputed that during winter 2000/2001, natural gas prices at the California border were at least two to three times higher than natural gas prices anywhere else in the nation.

One of the factors contributing to the loss of interstate pipeline capacity to California during winter 2000/2001, was the substantial growth in demand of El Paso’s EOC customers and El Paso’s failure to expand its system to meet all of its customers’ needs.  The Commission, along with numerous other parties, challenged El Paso’s practice of allowing certain of its EOC customers to usurp California shippers’ capacity, and sought a reasonable limit on El Paso’s EOC customers’ capacity rights along with a requirement that El Paso expand its system.  On May 31, 2002, the FERC issued its “Order on Capacity Allocation and Complaints” (May 31 Order) and required El Paso’s EOC customers to convert their capacity rights from unlimited “full requirements” to a limited Contract Demand (CD) amount of firm capacity.  

FERC’s May 31 Order requires El Paso’s EOC customers to decide by July 31, 2002 how much El Paso capacity rights they will need in CD contracts in the near future.  The FERC also found that marketers currently serving California under CD contracts are willing to turn back between 592 MMcf/d and 725 MMcf/d of firm capacity to EOC customers to meet new EOC CD demands (in addition to EOC customer’s use of El Paso’s expansion of its facilities).  

Although the Commission filed comments in the FERC proceeding arguing that any turned back capacity by marketers currently serving California should first be offered to willing replacement shippers serving California, the FERC’s May 31 order does not address the Commission’s proposal.  
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