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Bernie Orozco, Director
State Governmental Affairs

January 23, 2003

California Energy Commission
Attention: Jairam Gopal, Supervisor

Natural Gas Unit
1516 Ninth Street, MS-48

Sacramento, CA  95814

Dear Mr. Gopal:

RE:  
Sempra Energy Comments on the December 2002 Staff Paper 
“Natural Gas Supply and Infrastructure Assessment”

Sempra Energy (“Sempra”) commends staff on a well-considered and insightful perspective on the natural gas outlook in California and the western U.S.  In particular, the staff paper correctly observes the recent upward trend in natural gas prices and correctly notes that the fundamental origins of this phenomenon are far-reaching and likely to impact natural gas prices throughout the full forecast period.

FORECAST UPDATES

More specifically, Sempra observes that this staff paper correctly updates a fundamental assumption requiring change in the 2002-2012 Electricity Outlook Report issued February 2002.  This fundamental update is the 50% reduction in the reserve appreciation factor.  This single change helped align the supply/demand balance such that the upward trend in natural gas prices is better observed and matches today’s realities.  The resulting gas price forecast sets an appropriate base case for the further refinements planned by staff in the upcoming months.

One of the noted areas of further refinement to the gas price forecast is the short-term analysis planned for the next cycle of the price analysis in 2003.  This next cycle will consider the impacts of: (1) temperature extremes; (2) droughts; (3) demand swings due to seasonal changes; and (4) financial difficulties within the natural gas industry.  Sempra is convinced that the careful evaluation of these potential impacts will result in even greater upward pressure on natural gas prices.  While the staff appears to only attempt a quantification of these impacts over a short-term study period, Sempra hopes that the insights gained in this analysis can in some way be projected out further in the forecast period, at least as a sensitivity case.  Price levels that might actually be experienced based on these known volatility factors have a tendency to improve capital investment decisions as well as provide the type of broader policy guidance expected from the Integrated Energy Policy Report (“IERP”).
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REQUESTED SENSITIVITY ANALYSIS

Sempra Energy is fully supportive of the procedure and sequencing of activities used by staff to develop the IERP.  The fundamental drivers of the industry are developed first and help provide a foundation for further analysis.  This foundational analysis can then be followed by reasoned judgment to develop qualitative policy positions.  However, when a policy decision is needed on a specific well-defined topic, a directly quantified recommendation is more persuasive than a qualitative one.  

Two topics that could benefit from direct quantitative analysis are: (1) the advisability of a new liquefied natural gas (LNG) regasification facility supplying natural gas directly into California, and (2) the ability of new gas-fired combined cycle units to displace the existing system of aging power plants now operating in the state.

New LNG Regasification Facilities

Although the staff paper does not assume the development of new LNG regasification facilities, a number of potential LNG regasification facilities have identified the California and Baja, Mexico coasts as preferred sites.  A new LNG regasification facility could provide two important benefits to California natural gas users: (1) improved access to diverse supply alternatives in the region, and (2) downward pressure on the price of natural gas throughout California.  Both these benefits are core IEPR components.  

Therefore, a quantification of the economic benefits of lower gas prices for Californians due to a new LNG regasification facility should contribute greatly toward formulating the correct policy decisions regarding these projects.  The natural gas pricing model being used by staff is uniquely structured to make these types of assessments.

Sempra would also recommend that a second sensitivity scenario with a new, generic, LNG regasification facility producing between 1 to 1.5 Bcf/d be analyzed.  This increase in supply, while the demand remains constant, will show a decrease in natural gas prices throughout the state.  This scenario would provide useful information for various policy formulations, such as:

(1) The net present value (NPV) of the difference in natural gas prices over the forecast period times the natural gas volumes in those years yields the economic benefits to consumers of this additional facility, and;

(2) The price forecasts of both the “before and after” cases provide producers with help in evaluating the cost-effectiveness of these capital investment decisions and consumers with the likely reduction in prices they can expect when these facilities become operational.  
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Displacement of Existing Plants by New Plants

The staff paper correctly notes that when new and efficient gas-fired combustion turbine combined-cycle plants are introduced to California, the energy from these new plants displaces the energy that would have otherwise been produced from the older, less efficient power plants.  The net effect on natural gas supplies is that this displacement effect reduces the need for power plant fuel in the state and, in some cases, frees up otherwise constrained transportation pipelines.  Furthermore, this displacement effect also reduces air emissions.  A quantification of these impacts would be most helpful in evaluating the policy recommendation in the IEPR regarding new gas-fired facilities.

CONCLUDING REMARKS

Staff is to be commended for a report that is thoughtfully prepared and contains careful analytical work that captures recent trends in the industry.  Sempra Energy is committed to help the commission develop what can be an indispensable reference source for all energy professionals and regulators throughout its periodic two-year update cycle.  

Sincerely,
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