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INVESTIGATORY ORDER 
AND REPORT TO THE GENERAL ASSEMBLY
BY THE COMMISSION:

In accordance with Section 2204(g) of the Public Utility Code, 66 Pa. C.S. §2204(g), by Order entered May 28, 2004 at Docket No. I-00040103, the Pennsylvania Public Utility Commission (“Commission”) initiated an investigation into competition in Pennsylvania’s retail natural gas supply market.  Section 2204(g) directs the Commission to investigate and evaluate Pennsylvania’s retail natural gas supply market to assess the resulting level of competition five years after the effective date of the “Natural Gas Choice and Competition Act” (“Act”).  Section 2204(g) also directs the Commission to report its findings to the General Assembly.   If the Commission determines that “effective competition” does not exist, the Commission is required to reconvene the stakeholders in the natural gas industry “to explore avenues, including legislative, for encouraging increased competition in this Commonwealth.”  66 Pa. C.S. §2204(g).  With this Order, the Commission is (1) issuing its Report to the General Assembly on Competition in Pennsylvania’s Retail Natural Gas Supply Market finding that “effective competition” in the retail natural gas supply services market does not exist on a statewide basis; (2) directing the Stakeholders to convene to consider means to increase competition in the retail natural gas market statewide; and (3) closing this investigation docket.
DISCUSSION
Procedural History


On May 28, 2004, the Commission initiated an investigation into the effectiveness of competition in the natural gas industry.  In its Order the Commission directed natural gas distribution companies (“NGDCs”) and natural gas suppliers (“NGSs”) to file specific data relating to the natural gas market.  Also, the PUC invited other interested parties to provide comments or written testimony addressing topics that are relevant in assessing the level of competition in that market.  Twenty-four commenters,
 including one pipeline company,
 filed comments.

Responses to data requests were filed by all of the NGDCs.
  Nineteen licensed NGSs
 filed responses to the Commission's questions.


The PUC held an en banc hearing on September 30, 2004 to further explore the level of competition in Pennsylvania.  Ten witnesses
 representing the Energy Association of Pennsylvania (“EAP”), the Office of Consumer Advocate (“OCA”), the Office of Small Business Advocate (“OSBA”), and various NGSs testified at the hearing.  Representatives from the NGDCs did not present testimony but were available to be questioned by the Commissioners.  Reply comments were permitted to be filed by October 12, 2004.  Nine reply comments were filed.

Report to the General Assembly

After extensive review of the record evidence presented in this investigation, the Commission has prepared the instant report for delivery to the General Assembly, and public release
.  

It is the Commission’s judgment that the existence of “effective competition” in the retail natural gas supply
 market in Pennsylvania would be demonstrated by participation in the market by many buyers and sellers, the lack of substantial barriers to market entry for suppliers, the lack of substantial barriers that would discourage customer participation, and the presence of sellers offering buyers a variety of products and services.  Based on this standard and the record in this proceeding, there is not “effective competition” in the retail natural gas supply market on a statewide basis at this time.  The Commission’s competitive assessment is based on its findings, which are summarized as follows:
(1) The record demonstrates a lack of participation by natural gas suppliers and buyers in the retail natural gas supply services market on a statewide basis.

(2) The record indicates that natural gas distribution companies tend to act as price leaders in their respective service territories because many customers are not aware that that the commodity price of natural gas, i.e., the “Price to Compare” or “PTC,” is a quarterly reconcilable price, based on projections, rather than a fixed annual price.

(3) According to suppliers, substantial barriers to entry in the retail natural gas supply market exist because of differing security requirements among natural gas distribution companies.

(4) According to suppliers, substantial barriers to entry and continued participation by natural gas suppliers in the retail natural gas service supply market exist as the result of the omission of procurement, administrative and other costs from the natural gas distribution company’s commodity price of natural gas, i.e., the “Price to Compare” or the “PTC.”
(5) According to suppliers, substantial barriers to supplier participation in the retail natural gas supply market exist because of penalties placed on suppliers that vary among natural gas distribution company systems and that are not cost-based.

(6) The regulatory lag in establishing and implementing quarterly price adjustments by natural gas distribution companies tends to mask the current market price of natural gas.

(7) The marketplace lacks accurate and timely price signals; as a result, the market cost of natural gas supply service offered by natural gas distribution companies is not communicated immediately to customers.


In light of the above findings and conclusion the Commission directs, pursuant to its authority at 66 Pa. C.S. §2204(g), that the stakeholder group in the natural gas industry convene to explore avenues, including legislative (if appropriate), for increasing competition in Pennsylvania’s retail natural gas supply service market.  The Stakeholders shall examine the issues discussed in the report and other matters that are relevant to the retail natural gas supply service competitive market, and develop recommendations regarding changes that need to be made to the market structure and operation.  Also, the stakeholders shall recommend any amendments that need to be made to the “Natural Gas Choice and Competition Act” and the Public Utility Code and revisions to the Commission regulations that would enhance competition.

The Commission will issue a Secretarial Letter announcing the date for this meeting and soliciting comments for a proposed agenda.  We anticipate that the first stakeholders meeting will be held before the end of 2005; 
THEREFORE,

IT IS ORDERED:


1.  That the Report to the General Assembly on Competition in Pennsylvania’s Retail Natural Gas Supply Market (Report) is adopted and issued for public release.

2.  That the Secretary shall cause a copy of this Order and the Report to the be delivered to the Chief Clerks of the House of Representatives and the Senate of Pennsylvania, the Chairman of the Senate Consumer Protection and Professional Licensure Committee, the Chairman of the House Consumer Affairs Committee and the Governor.

3.  That the Secretary shall serve a copy of this Order and the Report to the Office of Consumer Advocate, the Office of Small Business Advocate, the Energy Association of Pennsylvania, all jurisdictional natural gas distribution companies, all licensed natural gas suppliers, and all other participants to this investigation.


4.  That a copy of this Order and the Report shall be posted to the Commission Internet site at http://www.puc.state.pa.us .


5.  That the Natural Gas Stakeholders shall convene to begin to examine avenues, including legislative, to increase competition in the retail natural gas supply services market before the end of 2005.

6.  That the docket for this investigation be closed.


BY THE COMMISSION:
James J. McNulty

Secretary

(SEAL)

ORDER ADOPTED:  October 6, 2005
ORDER ENTERED:  October 6, 2005
�  Office of Consumer Advocate, Office of Small Business Advocate, Energy Association of Pennsylvania, the Mack Service Group, Equitable Gas Company (“Equitable”), Columbia of Pennsylvania, Independent Oil and Gas Association (“IOGA”), NRG Energy Center Pittsburgh (“NRG”), Constellation New Energy – Gas Division (“New Energy”), Amerada Hess Corporation (“Amerada Hess”), PEPCO Energy Services; Interstate Gas Supply Inc. (“Interstate Gas Supply”); Natural Fuel Resources, Inc. (“NRG”), UGI Utilities, Inc. – Gas Division (“UGI”); Peoples Natural Gas Co (“Dominion Peoples”); Texas Eastern Transmission, Inc. (“Texas Eastern”); Shipley Energy Company (“Shipley”); Dominion Retail, Inc. (“Dominion Retail”); National Energy Marketers Association; Agway Energy Services; PEPCO Energy Services; Utilitech, Inc.; Shell Energy Company (“Shell Energy”); and Direct Energy Services (“Direct Energy”).





�  Texas Eastern.





�  The NGDCs filing responsive data include natural gas distribution companies with annual operating income greater than $6,000,000, 66 Pa. C.S. §2202, and the Philadelphia Gas Works.





�  NGSs are defined at 66 Pa. C.S. §2202 to include entities other than NGDCs that provide natural gas supply service to retail gas customers utilizing the jurisdictional facilities of the NGDC.  The number of suppliers varies as suppliers enter and exit the market.  As of September 30, 2004, there were 82 licensed NGSs in Pennsylvania.





�  Witnesses testifying at the hearing represented EAP, Amerada Hess, Direct Energy, Dominion Retail, Interstate Gas, Shell Energy, Shipley, NRG, OCA and OSBA.





�  EAP; T.W. Phillips, Inc.; New Energy; Industrial Energy Customers of Pennsylvania; OSBA; Dominion Peoples; Equitable; and Amerada Hess filed separate comments.  Joint Comments were filed by Direct Energy, Dominion Retail, Interstate Gas, Shell Energy, and Shipley Energy.  





�  The report is incorporated by reference into this order.





�  The term “Natural Gas Supply Services” is defined at 66 Pa. C.S. §2202 as including “(i) the sale or arrangement of the sale natural gas to retail gas customers; and (ii) services that may be unbundled by the commission under section 2203(3)(relating to standards for restructuring of natural gas utility industry.”
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