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Comments of Dominion Retail, Inc.

Dominion Retail, Inc. (“Dominion Retail”) hereby respectfully submits these Comments in response to the specific questions posed by the Pennsylvania Public Utility Commission (“Commission”) in its May 27, 2004 Order in the above-captioned Docket and provides its general views on the level of competition that exists currently in the natural gas supply service market in Pennsylvania.  Dominion Retail is a Natural Gas Supplier (“NGS”) serving retail choice customers in the service territories of three Natural Gas Distribution Companies (“NGDC”) in the western part of the Commonwealth, namely, Columbia Gas of Pennsylvania, Equitable Gas Company, and Dominion Peoples Gas Company.  Dominion Retail has participated in Natural Gas Choice in Pennsylvania since the beginning and has a solid history of providing reliable service to its customers.  

I.  PRELIMINARY COMMENTS

In the early years, the Pennsylvania model for retail energy competition was recognized nationally for its innovation in bringing competition to the energy markets.  And in fact energy choice for natural gas has made significant inroads in western Pennsylvania and among larger consumers.  However, published data shows that only slightly over seven percent of the Commonwealth’s residential consumers have switched to alternative suppliers and the trend shows little new activity.  Of eleven NGDCs in the state, only two–Columbia of Pennsylvania and Dominion Peoples–can boast a meaningful level of residential shopping.    Among the rest of the NGDCs, shopping is either negligible or non-existent.  

In Dominion Retail’s view, this lack of success across the state is attributable to three major  flaws.  These are:  1) the Price-to-Compare (“PTC”) problem that results from (i) the mismatch between NGDC gas cost rates and the actual market price of gas and the resulting perennial problem of NGDC gas cost undercollection, and (ii) the fact that the NGDCs unrealistically promote their system supply sales gas (the price of which equals the PTC) as a fixed price product; 2) supplier tariff rules established  by the individual utilities that are costly or administratively burdensome; and 3) the lack of incentives for NGDCs to improve and promote choice with the goal of increasing customer participation.  

Additional discussion of these issues is provided below:

A.
Price to Compare 


The PTC as currently formulated sends improper and incorrect signals to consumers.  Two  major flaws exist with the PTC:  1) utilities underestimate their gas costs which translates into below-market PTCs, and 2) the PTC is presented to the market as an annual gas cost, which implies it is fixed for one year, but in reality it is a variable rate.   

With regard to the undercollection phenomenon, it is no secret that the 1307(f) process provides an incentive for NGDCs to underestimate gas costs in the present, and to then collect those costs in the future, along with interest.  This creates a dramatic PTC distortion/disparity for suppliers.  The result of this behavior is easy to recognize in that, on average, NGDCs across the state are nearly $1/mcf behind in collecting gas costs.  This means that the average PTC is at least $1/mcf too low and that NGSs trying to get into the market, or stay in the market, are competing against this artificially low price.   This price disparity is perhaps the most significant factor preventing the development of robust supplier competition.

Regarding the fixed vs. variable nature of the PTC,  NGDCs promote their gas costs as fixed for one year with potential quarterly adjustments.  The reality, though, is that the utility gas cost is a variable price comprised of gas purchased each month from a variety of sources at market prices.  Utilities should explain that their PTC is not fixed and if gas costs are adjusted upward upon reconciliation the consumer will pay later.

B. 
Supplier Tariffs and Rules 


The supplier rules​–the rules developed by the NGDCs for their individual choice programs–also account for the lack of active suppliers.  Many of these rules are viewed by suppliers as costly, biased in favor of NGDC system supply gas, and/or administratively burdensome.  Fortunately, we believe that most NGDCs are willing to improve their programs.  But we also believe that NGDCs are, as a group, risk-averse and have a tendency to favor their own system supply gas purchases under the 1307(f) process.   In our view, immediate action is needed to ensure that supplier rules are balanced and fair.   In particular: 1) imbalance penalties should be market-based (incurred costs) at the time the imbalance occurs (similar to those in the wholesale electric markets); 2) all NGDCs should either release or utilize the storage assets fairly as between choice and non-choice customers; 3) local gas production under long-term utility contracts should follow the customer; 4) the purchase of imbalance gas, monthly/daily cash-outs, and storage gas in place should simply be priced at then-current market, rather than under the complicated and unpredictable pricing schemes presently being used by the NGDCs;  5) more uniform and efficient customer enrollment processes should be adopted; 6) NGDCs should be encouraged to purchase suppliers’ accounts receivable and the Commission should establish a bad debt tracker on each Pennsylvania gas utility; and 7) financial security requirements must be bilateral and must reflect the financial risk borne by each party.  In our experience, supplier rules generally favor the utilities or the large transportation customers, while placing a significant, and sometimes intolerable, level of risk on small customer suppliers operating, or considering operating, in Pennsylvania.  Modification of these rules is essential for market development and will go a long way toward encouraging retail suppliers to look at Pennsylvania as a viable market.

C. 
NGDC Incentives

In enacting the Gas Legislation, the Pennsylvania General Assembly established guidelines for the Commission to lead the change from a regulated retail gas market to a competitive gas market.  The Commission has taken significant steps to do so.  But a weakness remains: the NGDCs have no incentive to make choice work.  Dominion Retail submits that the Commission strongly consider adopting specific incentives for utilities and/or their consumers to revive and stimulate the retail marketplace.  The Commission should look for ways to reward utilities to drive improvements in retail choice and eliminate barriers to entry for suppliers.  

If the parties are serious about maintaining and growing a healthy competitive natural gas supply market in Pennsylvania, then these major issues must be addressed expeditiously.  In Dominion Retail’s view, the most efficient and effective procedural approach to addressing these major issues is via direct Commission action.  Collaboratives, work groups and the like are not advisable given the pressing need to reinvigorate natural gas choice in Pennsylvania.  We encourage the Commission to take the bold step of establishing a goal of at least 20% residential shopping by 2006 for all NGDCs.  In the process, the Commission should examine ways to incentivize the utilities to reach this goal as well as foster innovative approaches to encouraging more residential customers to shop.  Moreover, the Commission should direct the revision of NGDC supplier tariff rules that frustrate competition.  

II.  RESPONSES TO SPECIFIC COMMISSION QUESTIONS
1) The assessment of the level of competition in Pennsylvania’s natural gas supply service 
market.


Statistics published in July 2004 by the Pennsylvania Office of Consumer Advocate indicate that only two NGDCs, Columbia Gas and Dominion Peoples, have shopping levels in excess of 20 percent. Six utilities have no shopping at all and three others have 8.3 percent (Equitable), 1.1 percent UGI), and 0.4 percent (PECO Gas), respectively.  Statewide, residential shopping is only 7.3 percent out of more than 2.5 million customers.  In short, with the exception of Columbia and Dominion, residential shopping is nearly non-existent.  For there to be any hope of a turnaround, steps must be taken at both the statewide and NGDC level, with the goal of increasing shopping to a minimum 20% participation level.   

2) The effect of the price of natural gas on competition.


In a commodity market such as natural gas, price is the major consideration driving a customer purchase decision.  The rising price of natural gas clearly has had a detrimental effect on retail competition, particularly since utility prices lag actual market prices.  As a consequence, the prices offered by gas suppliers often appear relatively high and unattractive to potential shoppers, who otherwise can remain with their NGDC.  The PTC price lag exacerbates the problem because the PTC more than likely fails to reflect current gas market prices even as prices continue to rise.  Of course, the opposite is rarely true because there is a stronger incentive for NGDCs to lower their PTC if prices decline.  The volatility of the market and resulting confusion may also serve to deter potential shoppers from purchasing their supplies from suppliers other than their local utility.  


Given the undeniable evidence of NGDC under-collection, coupled with the negative impact on competition and shopping, we believe that a re-formulation of the PTC as the competitive “bogey” is called for.  There are several possible alternative compositions of the PTC that should be considered, for example:  1) the PTC could be set as the “Total Gas Cost” of the NGDC;  2) NGDC sales of system supply gas could be made non-reconcilable;  3) the NGDCs could move to a monthly price system that would require only minimal reconciliation, if any;  4)  the Commission could create incentives for the NGDCs to minimize price lag by limiting under/over-collection adjustments to no more than, say, $0.25/mcf.    The goal should be to make the utility’s price more reflective of the true market price, since current utility rates portrayed as “stable” are really not stable at all.  
3) The effect of consumer education on competition.


Pennsylvania has done an outstanding job over the last several years of educating consumers about energy choice programs.  Dominion Retail typically talks to over 30,000 Pennsylvania gas customers annually and finds them quite well informed and knowledgeable about customer choice.  This issue is of much lower priority than other issues relating to barriers to market development and certain anti-competitive rules that exist.

4) The effect of customer information/service on competition.


A better, more complete and efficient method of data flow and communications from the NGDCs to the natural gas suppliers would provide a better environment for suppliers and potential suppliers.  For example, some utilities provide incomplete or difficult to interpret customer lists for suppliers to use when trying to enroll customers.  Some utilities do not provide “aged” reports that indicate the status and duration of unpaid customer bills when the utility performs consolidated billing. This lack of efficient reporting makes it more costly and difficult for suppliers to conduct business and less likely they will want to operate in a particular NGDC’s service territory.


Another method to facilitate competition would be to revise the rules governing notification of residential customer contract renewals. The 60- and 90-day notice requirements could be streamlined to require only one notice.  However, even in the event that two notices are required to keep consumers  informed, it would serve consumers well if the NGDC would allow NGS messages on customer bills.  Allowing customers to be notified of impending contract changes by means of a bill message would be less bothersome to consumers than receiving letters in the mail and less costly to suppliers (and ultimately to consumers).

5) The effect of supplier financial security requirements on competition.


Current supplier financial security requirements are stiff and undeniably act as a barrier to retail competition in some utility service areas.  A minimum financial viability threshold should be adopted above which no financial security should be required of suppliers.  Furthermore, the NGDCs should publicly provide the mathematical calculations underlying their security requirements to provide transparency and to assure non-discriminatory treatment.  Uniform statewide standards on the forms of financial security, that includes corporate parental guarantees as a permissible form, also should be adopted by the NGDCs.  Moreover, the Commission should eliminate any existing requirements that suppliers post security to both the Commonwealth and individual NGDCs.  Security obligations also should be reciprocal.  In those situations where the utilities perform consolidated billing for suppliers, and thereby hold the suppliers’ cash for a period of time, those NGDCs should be required to meet specific financial creditworthiness standards.  If the NGDC is deficient it should also be required to post financial security.   
6) The effect of natural gas distribution company penalties and other costs on competition.


The unreasonable level of certain penalty charges imposed by certain NGDCs clearly is a major deterrent to suppliers.  Accordingly, the Commission should carefully review the effect of these non-market-based penalties on the retail market.  Penalties levied by some NGDCs can be as high as $75/Dth, plus other fees, on a supplier that violates the utility’s daily delivery rules or operational requirements, even though it may not have been at fault.  Natural gas rarely, if at all, trades at this price level.  Consequently, a penalty of this magnitude cannot be market-based and in application is punitive and anti-competitive.  While such penalties may discourage intentional violations, they have little effect at discouraging unintentional violations, which are often the result of simple mistakes.  Further, such penalties clearly discourage suppliers from operating in the NGDC’s service area, since few suppliers are willing to bear the financial risk associated with such onerous penalties.  For example, a de minimus computer error could easily result in a penalty in the hundreds of thousands of dollars.  The utility may not have even been harmed by the supplier’s error, yet the NGDC could stand to benefit financially.  Ironically, the utilities themselves are not subject to this level of penalties by the interstate pipelines, and have long opposed the efforts of interstate pipelines to impose similar penalties.  


A more reasonable means of insuring good conduct would be to impose fines based on actual damages incurred by the utility plus a nominal fee.  Such provisions would not only deter deliberate supplier misconduct, since there would be no financial benefit in doing so, but would also allow the supplier to serve the NGDC’s market with the knowledge that a single mistake would not put it out of business.  It would additionally be beneficial to the market if such NGDC penalties could be uniform throughout the state for purposes of ease of administration as well as to avoid possible “gaming” of penalties by suppliers between utilities in the state. The Commission may also wish to consider the use of a band of tolerance for suppliers (such as 5-10 percent of over/under-deliveries) before a penalty takes effect.


Ironically, the existing utility penalty scheme may well be a contributing factor to some of the extreme price spikes experienced in the market over the past several years.  Some suppliers who have been caught short of supply may be willing to pay exorbitant prices for incremental gas supplies, up to a price level just under the utility’s penalty level.  Effectively, the NGDC’s penalty tariffs would then establish the marginal price of gas supplies in the spot market at major trading points because wholesale suppliers are aware of the penalties and can withhold supplies knowing that NGSs will try to avoid the penalty.

7) Discuss any avenues, including legislative, for encouraging increased competition in Pennsylvania.


There are several issues that should be addressed by the Commission, or through legislation, that would remove barriers to market development and hopefully expand competition in the state.  These are:  

1) Correct the distorted PTC. 

2) Eliminate costly/burdensome/unfair supplier rules on a utility-by-utility basis in some of the following areas:

a) The minimum annual usage threshold for participation in choice programs.

b) Antiquated operational requirements for balancing and utilizing gas delivery points.

c) Punitive, non-market-based NGDC penalties on gas balancing.

d) The excessive and duplicative nature of financial security standards and the lack of bilateral treatment by the utilities.

e) The release or utilization of storage assets between choice and non-choice customers.

f) The lack of market-based pricing for the purchase of imbalance, cash-out and storage gas.

g) The failure of utilities to allow local gas production under utility contracts to follow the customers.

h) The lack of complete and efficient data communications and reporting by the utilities to the suppliers.

i) The lack of uniform NGDC rules on customer enrollment.

j) The failure of most NGDCs to purchase suppliers’accounts receivable.

k) Artificially high supplier customer acquisition costs attributable to the inability of suppliers to obtain customer lists and account numbers at a reasonable cost from the utilities.

l) Restrictions on allowing suppliers to trade gas supply imbalances at pool points.

m) The inability of suppliers to communicate with customers on the utilities’ consolidated bills.

3) The mandatory assignment of pipeline capacity by certain LDCs is often excessive and/or unusable or too costly to serve retail consumers. Natural gas suppliers should have the sole option of deciding whether or not to take assignment of upstream capacity.

4) The following additional points also merit consideration:  

· First, the NGDC role should be that of a Supplier-of-Last-Resort, not a Supplier-of- First-Resort.  Utilities should be de-emphasizing their own system supply sales and should instead be encouraging new customers to select a competitive supplier.  The PUC should consider how a SOLR function can be made market-based and non-reconcilable.  The Commission might consider ordering a study on the feasibility of the NGDCs exiting the SOLR function.

· Second, as noted earlier, utility incentives should be created to develop retail competition, especially in those NGDC service areas where participation rates are less than 20 percent.  In this regard, Dominion Retail calls the Commission’s attention to recent actions by the New York PSC. 

· Third, the PUC and Legislature should consider legislation authorizing the creation of allocation programs for the purpose of cost effectively moving large segments of the customer base to energy choice.  The PECO electricity allocation program, for example, has proven to be successful.

WHEREFORE, Dominion Retail, Inc. respectfully submits these Comments and requests the Commission’s careful consideration of the matters addressed herein.
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ANNEX A

Natural Gas Suppliers’ Information

Natural gas suppliers are directed to provide specific information regarding sales volume and customer number. For each of the quarters of the years 1999 to 2004, provide the following:

(1) Number of customers (by class) for each distribution system on which the  supplier operates.

Dominion Retail has separately filed the requested information pursuant to a request that the information be afforded proprietary and confidential treatment because of its competitively-sensitive nature.  

(2) Volume of natural gas delivered to customers (by class) on each system on which the supplier operates.

Dominion Retail has separately filed the requested information pursuant to a request that  the information be afforded proprietary and confidential treatment because of its competitively-sensitive nature.  

(3) Numbers of customer complaints/disputes regarding slamming or unauthorized change of supplier; changing a supplier; selecting a supplier; confusion regarding a bill on which charges appear for natural gas from an alternative supplier, error in billing for a supplier; and any other competition-related issue.

Dominion Retail does not keep records of customer complaints according to the categories stated in this information request.  Such information may be available from the BCS.
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