Commissioner Simon’s Talking Points on the Proposed Decision Approving Gas Transportation Arrangements 
on the Proposed Ruby Pipeline
Colleagues:

This Proposed Decision approves PG&E's gas transportation arrangements on the proposed Ruby Pipeline.  This is a $3.5 billion pipeline project from Opal, Wyoming to Malin, Oregon, on the California-Oregon border, where it will interconnect with PG&E’s Redwood Path.  The pipeline will have a firm delivery capacity of 1.3 billion cubic feet per day (Bcf/d) and 1.5 billion cubic feet per day.  This is a favorable deal for California’s ratepayers, as the Ruby Precedent Agreement includes a Most-Favored-Nation clause that ensures that PG&E receives the best possible deal among the shippers that subscribe to Ruby capacity for a period of 1 to 15 years.  In addition to this clause, PG&E negotiated the following contract terms for firm capacity with Ruby Pipeline, LLC:

Terms of the Contract

· PG&E will acquire firm pipeline capacity of 375 thousand dekatherms per day (MDth/d) for a period of 15 years beginning November 1, 2011.  250 thousand dekatherms per day is for PG&E’s Core Gas Supply Department and 125 thousand dekatherms per day is for PG&E’s Electric Fuels Department.  PG&E will initially acquire 250 thousand dekatherms per day for Electric Fuels from July 1, 2011 to October 31, 2011.

· PG&E also seeks to acquire matching downstream capacity on the Redwood Path for Electric Fuels at 250 thousand dekatherms per day for four months beginning July 1, 2011, and 125 thousand dekatherms per day for a 15 year period.

· PG&E will pay an anchor-shipper rate equal to the lower of $0.68 per dekatherm or 5% lower than the Initial Recourse Rate.  At $0.68 per dekatherm, the annual cost of the total 375 thousand dekatherms of capacity would be $93.1 million.  In addition, PG&E will pay a fuel charge equal to 1.1% of the actual volume shipped.

· PG&E has the right to receive any lower rate the Ruby Pipeline, LLC, provides to another similarly-situated shipper.

· Finally, PG&E may annually reduce its Ruby Pipeline capacity by 20% increments beginning in year 11 of the initial 15 year term.  In addition, PG&E may, for a one-year-term, renew all or part of the contracted capacity.  This right to renew contracted capacity expires after 10 years.

Ruby Pipeline Will Provide Benefits to California Consumers
· The PD finds that the proposed Ruby Pipeline transportation arrangements are in the public interest.  The transportation arrangements are clearly reasonable and cost-effective, and will provide PG&E with access to growing gas supplies in the Rocky Mountains.  This will help to diversify PG&E’s gas procurement away from Canadian gas supplies, which are declining while demand increases.  Consistent with Commission policy goals, this proposed contract will help to facilitate a more diverse portfolio of interstate pipeline capacity from multiple regions for PG&E, which will ensure adequate and reliable supplies.  Moreover, the Ruby Pipeline will provide California with dedicated gas supply as well as increased gas-on-gas competition, which could create more favorable market prices for ratepayers.
The Ruby Pipeline Negotiations Process Was Open and Appropriate
· As noted in the PD, competitors were given a reasonable opportunity to “meet or beat” the Ruby Precedent Agreement, but did not do so.    In addition, although the PD finds that there was a conflict of interest between PG&E’s customers and its shareholders when PG&E Corporation obtained an option to acquire an ownership share in the Ruby Pipeline during PG&E’s negotiations with Ruby LLC, there is no evidence of harm to ratepayers, and there is no violation of our Affiliate Transaction Rules.  This option for an ownership stake was never exercised by PG&E Corporation.

· This issue of conflict of interest has raised a lengthy and healthy discussion among our Offices about the Commission’s Affiliate Transaction Rules and their effectiveness in protecting consumers.  Although the PD finds that there were ultimately no adverse consequences to ratepayers in the negotiation of the Ruby Precedent Agreement, this case serves as a reminder that we must remain vigilant of potentially less-than-arms-length transactions in any proceeding going forward.  

CLOSING

In closing, let me reiterate that the Ruby Precedent Agreement was appropriately executed and clearly represents a pragmatic move to procure the currently prolific gas supplies in the Rocky Mountains region.  There was no better deal for ratepayers proposed on the record, and the execution of this contract for firm capacity is an intelligent and essential step forward in diversifying California’s gas supplies, while providing reasonable rates and healthy competition to the ultimate benefit of California’s ratepayers.


The crafting of this Proposed Decision was in many ways a monumental undertaking, and the review process by my Office has been rigorous, as many can attest.  I want to thank parties for their substantial contributions to this proceeding.  PG&E, GTN, Jan Reid, DRA, and TURN were prominent voices in this process.  I would also like to express my sincere thanks and appreciation to ALJ Tim Kenney and to the Energy Division’s Gas Team for their Herculean efforts in this case and a job well done.  In particular, I would like to thank Rich Myers, Wendy Phelps, Jonathan Bromson, and to anyone else that I may have missed for their hard work and for continuously availing themselves to my Office throughout this proceeding.  This process was not without significant debate and vetting, and they were instrumental in the development of the final product.

I ask my colleagues for their support.
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