Decision No. C01-112

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF COLORADO

DOCKET NO. 01I-046G

IN THE MATTER OF THE INVESTIGATION INTO gas pricing by REGULATED natural gas utilities.

ORDER OPENING INVESTIGATORY
DOCKET and notice of inquiry

Mailed Date:  February 8, 2001

Adopted Date:  January 31, 2001

I. BY THE COMMISSION:

Statement

1. The Colorado Public Utilities Commission gives notice of an investigation into potential regulatory changes to reduce the recent volatility in natural gas prices.  The Commission is concerned about the impacts on customers of the recent significant increases in the price of natural gas.  The Commission’s Gas Cost Adjustment Rules require utilities to file information related to management of their supply portfolios.  However, utilities are not required to implement measures to mitigate price volatility. While there is nothing specifically within the Commission’s Gas Cost Adjustment Rules or other regulatory mechanisms which specifically mandate spot market purchases, it appears that many utilities are purchasing gas based on spot market prices.  This strategy is advantageous to customers during periods of generally falling prices, as we have experienced during the past decade.  It has resulted in large price increases during the past year.  The Commission will open this investigatory docket to determine whether greater price stability for natural gas is an appropriate goal and to examine options to achieve this goal.

2. This docket begins the inquiry.  Depending on the outcome here the Commission may modify its Gas Cost Adjustment Rules through rulemaking, or take other actions.  The course of this inquiry is to be determined by the nature and content of the information gathered.  

3. The Commission has identified three options to reduce natural gas price volatility.  At the outset, the Commission would like interested parties to address the following questions:

a. Is the reduction of gas price volatility an appropriate goal of the Commission?

b. What costs are likely to be incurred to achieve the goal of lower price volatility?

c. Under what circumstances will the various options discussed below actually increase customer gas costs?

d. Do various types of customers have different views concerning the benefits and costs of greater price stability?

4. One option that has been indentified to reduce natural gas price volatility is for regulated utilities to make greater use of longer term contracts and hedging techniques as a part of their regulated gas supply portfolio.

a. What are the current impediments to utilities use of longer term contracts and hedging techniques which may have the effect of reducing the volatility of natural gas prices?

b. Should the Commission’s current Gas Cost Adjustment Rules be modified to encourage utilities to use longer term contracts and hedging techniques?

c. What are the potential costs and risks associated with using longer term contracts and hedging techniques?

d. What methods are suggested to determine the portion of a utilities total gas portfolio that should be subject to longer term contracts or hedging techniques?

5. A second option is for regulated utilities to offer an optional service under its regulated utility tariffs which will be less volatile compared to the standard utiliity gas portfolio offering.

a. What are the practical difficulties in order for utilities to offer such an optional service?

b. What restrictions would be appropriate concerning the ability of customers to switch between the standard tariff and the fixed price tariff?

6. Finally, the Commission is interested in comments concerning whether gas unbundling, in which customers can choose their supplier, has the potential to reduce gas price volatility.  This could occur if customers can match the type of contract they desire to their tolerance for risk, budget constraint, or cash flows.  The Commission is aware that SB99-153 allows natural gas utilities to file voluntary plans for unbundling the sale of natural gas to residential customers, subject to the approval of the Commission.  At this point, no utility has submitted a natural gas unbundling plan.  Note that the Commission is not interested in receiving commments concerning all aspects of gas unbundling, but for commenters to focus on the link between unbundling and price stability.

a. What is the evidence concerning the offering of fixed price contracts in states that have implemented unbundling?

b. What is the evidence concerning the actual delivery of gas by companies who offered fixed price contracts after spot market prices increased?

7. The Commission is interested in receiving comments concerning other aspects of reducing gas price volatility that may not be mentioned in this order.  For example, the possible use of incentive mechanisms to reduce price volatility.

8. The Commission will set the following procedure for this docket:

-
The Commission requests that written comments be filed by interested persons on or before close of business Friday, March 16, 2001. After reviewing the written comments, the Commission will issue further instructions regarding this docket.

II. ORDER

A. The Commission Orders That:

9. This investigatory docket is opened for the purposes discussed above. 

10. Interested persons may file written comments in this matter consistent with the above discussion.  These initial submissions should address issues, structure, scope, timing, and process, as discussed above.  Subsequently, the Commission shall set further procedures for this docket. 

11. This Order is effective on its Mailed Date.

B. ADOPTED IN COMMISSIONERS’ WEEKLY MEETING 
January 31, 2001.

THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF COLORADO
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Bruce N. Smith
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