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INTRODUCTION
Good afternoon, everyone, and thank you all for being here.  It is an honor and a pleasure to discuss with you some of our current natural gas industry issues, particularly from a regulatory standpoint.  I preside over the majority of the California Public Utilities Commission’s natural gas industry proceedings, and sit on the National Association of Regulatory Utility Commissioners Natural Gas Committee, the Gas Speculation Subcommittee, and Critical Infrastructure Committees.  

· There are some complex market forces and dynamic policy changes at work in the natural gas industry that present challenges to developing gas regulatory policies.  We are witnessing a major, tectonic shift in energy policy at the state and federal level that will have a potentially significant macroeconomic ripple effect on natural gas supply and demand.  The costs of infrastructure are rising, and the credit crunch will invariably create hurdles to project development.  We are also waiting to see how President-Elect Barack Obama fine tunes his energy policy, and what it will mean for the natural gas industry.
· So, we are clearly facing uncertainty on a number of fronts -- these are the things I want to discuss with you today.  But first, let me briefly tell you about some of the gas proceedings and policy efforts recently addressed or currently under way at the CPUC:
KEY COMMISSION GAS CASES

· Ruby Pipeline: 
As many of you are aware, last Thursday, the CPUC voted out 5-0 my Proposed Decision approving long term gas transportation arrangements for PG&E on the proposed Ruby Pipeline from Opal, Wyoming to Malin, Oregon.  PG&E negotiated the Ruby Precedent Agreement, for a combined 375,000 dekatherms of firm pipeline capacity rights for PG&E’s Core Gas and Electric Fuels Departments.  
The Agreement also includes a Most-Favored-Nation clause that gives PG&E the lowest rate available as the anchor-shipper on this pipeline.  Thus, PG&E negotiated the highly favorable rate of $0.68 per dekatherm or 5% below the Initial Recourse Rate (IRR), whichever is lower.  At $93.1 million annually, this represents an excellent deal for California ratepayers.  In addition, this deal provides PG&E with much needed access to the prolific gas supplies in the Rocky Mountain Basin.  This is a pragmatic move that helps PG&E diversify away from declining Canadian gas supplies, thereby increasing reliability of gas supply and developing a broad gas portfolio across multiple regions.
· Sacramento Natural Gas Storage Application:
Another important proceeding is the Sacramento Natural Gas Storage Application for a Certificate of Public Convenience and Necessity (CPCN) for an underground natural gas storage project.  This would give Sacramento Natural Gas Storage approximately 7.5 billion cubic feet of working inventory, and would allow interconnection with PG&E and Sacramento Municipal Utility District.  This Application has been protested by the Avondale Glen-Elder Neighborhood Association (AGENA).  This proceeding has been bifurcated to afford evidentiary testimony while awaiting the EIR pursuant to CEQA.
· R.07-11-001: LNG Supply Contracts Rulemaking:

This rulemaking examined whether and how California’s Investor Owned Utilities (IOUs) should enter into long term procurement contracts with LNG suppliers on the West Coast.  The proceeding evaluated a potential LNG procurement framework for core customers and for electric generation.  The final decision was voted out in October 2008, and rejected the development of standards regarding supply reliability and/or cost guarantees in an LNG procurement framework, but encouraged competition between LNG and domestic supply.  
· A.07-12-006: Joint PG&E, SDG&E, and So Cal Gas Application to Reallocate Gas Public Purpose Program Costs Among Customer Classes:
In this case, the utilities have requested the reallocation of gas Public Purpose Program costs to residential customer from commercial and industrial customers.  This request would change the allocation of costs from the existing Equal Cents Per Therm basis to an Equal Percent of Base Revenues basis, which would generally make the surcharge higher for smaller customers and lower for larger customers.  The Proposed Decision is in its final stages and may be voted out by the end of the year.

· SoCal Gas and SDG&E Biennial Cost Allocation Proceeding (BCAP):
This proceeding examines how SoCal Gas and SDG&E allocate non-procurement costs approved in various rate proceedings among their customer classes and revise gas transmission, distribution, and storage rates accordingly.  The Phase I Decision, which addresses natural gas storage issues, will also be taken up on the Commission Agenda before the end of the year.  Phase II will be dealt with in 2009.
· Assorted Gas General Rate Cases:

SDG&E and SoCal Gas requested updates to their gas and electric revenue requirements and base rates for Test Year 2008, and the Commission issued a final decision in that proceeding in July.  In addition, Southwest Gas also requested an update to its revenue requirement in its 3 California service territories.  Settlement has been reached by parties in the Southwest Gas case, and a final decision is expected by the end of the year.
GAS POLICY IN THE NEW ENERGY ECONOMY
· As I alluded to earlier, the gas industry is in flux, and we have a number of variables to consider when setting gas industry policy.  LNG supply and demand and the transition to a cleaner energy sector create several moving parts that require examination.  However, price fluctuations due to global recession and stagnated credit markets bring great concern about the viability of financing the infrastructure needed to advance America's energy independence. 
· The Natural Gas Industry plays a vital role in this equation and Washington must integrate gas policies in order to provide a bridge to a future more reliant on renewable generation.  Renewables are the future of our energy economy, but the intermittent characteristics require a less carbon-intensive and reliable power source.  Natural gas is clearly part of the solution to the challenge of Climate Change.
· LNG: The Blue Bridge to the New Green Economy
· LNG has the potential to serve as the “Blue Bridge to the New Green Economy.”  I support LNG facility buildout on the west coast where those facilities can be sited in a safe and environmentally benign manner. Although increases in unconventional domestic production of natural gas are currently having a favorable impact on market prices, we should remain open to LNG development as a means to increase supply options.  
· My philosophy has been to support market mechanisms that that create opportunities for continued gas exploration, transport, storage, and importation of LNG. Natural Gas is a critical component of California's energy portfolio. With advancing carbon capture and sequestration, storage technologies and LNG should not be haphazardly abandoned, but rather supported as the pathway to a functional carbon-constrained energy supply.  

· LNG supply will continue to be an essential resource, but transportation costs will remain high until sufficient competition develops.  In the long-term, additional LNG terminals on the west coast should alleviate some of the upward pressure on natural gas prices.

· I have visited the Mitsubishi LNG facility in Yokohama, Japan, and Sempra Energy’s newly christened LNG terminal at Costa Azul, Baja California.  Whereas Japan has long relied exclusively on imports in the absence of its own supply of natural gas, the Costa Azul terminal is the first of its kind on the Western seaboard of North America.  It is a huge step forward in providing LNG supply to the west coast, and other proposed terminals in California, Oregon, and British Columbia are in the planning and approval stages.  To this end, California must address the permitting quagmire that creates enormous obstacles to infrastructure growth.  We must ensure that excessive NIMBY-ism does not impede our efforts in this area, particularly given our current economic conditions, which clearly do not afford us the luxury of aesthetic debates.
· Climate Change and New Procurement Mandates

· California Senate Bill 1368 set an Emissions Performance Standard that limits long-term procurement of baseload generation to 1100 pounds of Carbon Dioxide per Megawatt hour, the level achieved by a modern gas plant.  This will ensure continued procurement of less carbon-intensive resources, including gas.
· With SB 1368 and the passage of Assembly Bill 32, California’s energy supply rapidly is moving toward cleaner, reliable, diversified resources.  Demand for natural gas fired generation, renewables, energy efficiency, and demand response is increasing.  
CCS Development and Natural Gas Impacts
· Depending on the Obama administration’s progress in promoting clean coal technologies, it is unclear how the movement away from dirtier resources will generally impact natural gas demand in Western states other than California, where coal resources are de minimis.  
· Nevertheless, future developments in Carbon Capture and Sequestration (CCS) might allow us to retrofit plant to mitigate emissions from all fossil fuel based generation.  We should know more about the timelines for coal CCS development in the near future.  If it becomes a safe and cost-effective alternative for coal and natural gas fired generation, it could certainly help reduce emissions along with renewables and energy efficiency.
Energy Efficiency and Renewables
· Energy Efficiency is currently our cheapest and most reliable resource, and will serve as the cornerstone of our greenhouse gas emissions reduction efforts.  Renewable energy sources are still fairly expensive to develop and deploy relative to existing fossil fuel-based generation, particularly given transmission needs.  The Renewable Energy Transmission Initiative (RETI), as well as general renewable energy market transformation, should help to make renewables a more competitive and economic alternative in the long run.  
HOW NATURAL GAS FITS IN THE BROAD POLICY PICTURE
· Natural gas will, for the foreseeable future, remain an essential low-carbon fossil fuel for heating and electric generation.   Its use as another low-carbon supply option for vehicular use through CNG may increase provided that it is economical to do so.  

· While renewables and energy efficiency are on the rise through increasing legislative mandates and policy programs in California, we also must attempt to keep our energy supply portfolio as cost-effective as possible.  

· Load projections for core and non-core users will sustain natural gas demand.  In addition, natural gas will continue to be necessary as a fuel for electric generation, in conjunction with intermittent renewable resources.  So long as there is an adequate and competitive supply of domestic and international natural gas, it will continue to be a critical low-carbon fuel source for residential, commercial, and industrial end users. 

· The key questions going forward are whether natural gas supply and demand will remain balanced and what the trajectory of the commodity price and transportation costs will be.  Again, there are a lot of moving parts in the energy sector, including rising demand for natural gas overseas, that make these questions challenging to answer.  As we wean ourselves from high carbon energy sources, natural gas will play a critical role in the new energy economy.  

· North American Natural Gas Supply 
· Perceived natural gas supply constraints in the US are being somewhat mitigated by continued discoveries of unconventional production, particularly in shale basins in the US and Canada.  

· The Rockies Basin will provide a large and much needed source of gas as other basins continue to mature and resources deplete.  New Canadian and Alaskan gas supply will also be critical for serving expanding Canadian and US demand going forward.

· As I stated earlier, market forces for natural gas are becoming more complex and somewhat difficult to predict.  GHG emissions reduction standards will necessitate increasing reliance on lower carbon natural gas resources.  

· On the other hand, increasing renewable supply and major expansion of energy efficiency efforts will counterbalance the increased demand for natural gas to some extent.  Finally, growing dependence on natural gas in Asian countries and the need to diversify transportation fuel options in North America will increase demand as well.  
· Ultimately, given how significant state and federal climate change emissions regulations will be in steering long term procurement practices, we must remain open to the least-cost supply portfolio to meet our carbon constraints.  Natural gas will have to continue to play a large role in this transformation.
CLOSING
In closing, we must recognize that the natural gas industry is in the midst of tremendous change.  These are fascinating times in the world of energy, and I have faith that the Obama administration will begin installing a cohesive and consistent national policy congruent with California’s progress toward the new green energy economy.
Thank you.
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