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Foreword

This primer is the culmination of a project sponsored by the Energy Conservation
- Committee of the National Association of Regulatory Utility Commissioners (NARUC).
In 1990, the Energy Conservation Committee formed a Subcommittee on Gas Integrated
" Resource Planning to examine technical and policy issues relevant to integrated resource
planning (IRP) for gas utilities. The purpose of this effort is-to provide the same useful
discussion of issues for regulators as had been achieved through two previous handbooks
related to IRP for electric utilities. We gratefully acknowledge the outstanding work
which: has “been: accomplished by Chuck Goldman, Alan Comnes, John Busch and
Stephen Wiel of the Lawrence Berkeley Laboratory and express our appreciation for the
project funding provided by the Department of Energy (DOE) through the Assistant
Secretary for Energy Efficiency and Renewable Energy.

This primer- addresses utility and regulatory considerations which are relevant to the
strategic planning process in the provision of natural gas utility service. Such strategic
planning is key to the prudent operations of gas utilities, just as it is for electric utilities.
An optimum resource selection process should not be viewed as new to-either industry,
but rather is already or should have been an integral part of a given' company’s
operations. This primer is not intended to serve as a handbook, but rather as a treatise
exploring considerations which are worthy of review by those willing to give the subject
of IRP for natural gas fair and objective consideration. One of the very purposes of this
project is to compare key similarities and differences between strategic planning
processes for electric and gas utilities. While IRP for electric utilities has received more
attention, that does not make it more important, particularly to the customers of gas
utilities.

As background research was in progress, the Energy Policy Act of 1992 (EPACT) was
passed which requires state regulatory commissions to consider whether it is appropriate
to implement IRP for gas utilities. The EPACT requirements positively affect the
timeliness and relevancy of this primer because it provides state commissions and their
staffs with information on technical and policy issues they will face in their consideration
of gas IRP.

We believe an unprecedented and successful effort has been made in the development of
the primer to obtain input and comments from industry groups, consumer representatives
and technical experts through the formation and active involvement of a Technical
Advisory Group (see “Acknowledgements”). This document has also been reviewed
extensively by individuals from the NARUC Energy Conservation and Gas Committees
and their respective Staff Subcommittees. Over 40 individuals contributed their ideas
during this project, and helped assure that this primer provides a fair and balanced
treatment of gas IRP policy and technical issues. We sincerely thank those individuals

Xi



who together have contributed hundreds of hours improving the quality and usefulness
of the report.

As this primer goes to press in the fall of 1993 many Local Distribution Compames
(LDCs) and their customers are experiencing mgmﬁcant price increases as the result of
implementation of FERC Order 636.and increased demand for natural gas. Pncmg trends
- and multiple choxces for supply make state-of-the—art resource ‘planning for natural gas
critical. . . . : R

We trust that fyoﬁ; thc' :rekader,’ wxll ﬁnd this pfitﬁér to be a,rgsourée of greé.,_t value.

e

Commissioner Steve Ellenbecker ~~ Commissioner Jo Ann Kelly
Gas IRP Subcommittee Chair ... Gas Committee Liaison

,Paul Newman o
Lead Staffmember Gas IRP Subcommlttee
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Executive SUmmarx

State public utility commissions (PUCs) have taken increased interest in integrated

resource planning (IRP) for gas local distribution companies (LDCs). IRP involves a
~process -used by utilities to assess a comprehensive set of supply- and demand-side

options based upon consistent planning assumptions to create a resource mix that reliably

satisfies customers’ short-term and long-term energy service needs at the lowest total
- cost. Consideration of gas IRP by state PUCs is driven by several factors:

e environmental concerns and energy policies at the national and state levels
‘that ‘emphasize reliance on environmentally acceptable, domestic energy
resources;

© internal dynamics and changes in the gas industry; and

© developments in the electric power industry (e.g., widespread use of IRP
processes in that industry).

The growing energy and environmental concerns of the U.S. government are illustrated
by the Energy Policy Act of 1992 (EPACT). EPACT includes provisions that encourage
energy efficiency and requires state PUCs to consider use of integrated resource planning
by gas LDCs. ~ B

- During the past fifteen years, profound changes in the U.S. gas industry have resulted
from. market . forces and regulatory policies (see Figure ES-1)(Arthur Andersen &
Company and Cambridge Energy Research Associates 1988). Gas wellhead prices were
deregulated and vibrant markets for spot gas, short-term contracts, and futures have
developed, which allow producers and gas marketers to sell directly to LDCs and large-
volume end users. In a series of Federal Energy Regulatory Commission (FERC) Orders
(436, 500, 636), interstate pipelines were required to provide open access to end users
and gas marketers/brokers, completely unbundle their merchant and transportation
services, develop capacity release mechanisms, and shift to a “straight-fixed variable”
rate design. The resulting industry restructuring has had a major impact on gas utilities
who must now become active managers of their own gas supply portfolios, choosing
among different suppliers and developing the proper mix of short- and long-term supply.
LDCs are faced with deciding whether to develop their own gas supply portfolios or
contract out portfolio aggregation and rebundling functions to other parties (e.g.,
producers, pipeline affiliates, marketers). ‘

State regulators face the challenge of managing and responding to the competitive forces
- that have been unleashed by gas industry restructuring. PUCs will have to decide to what

xv



Figure ES-1. Evolution of Gas Marketing
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extent they want to extend and replicate FERC policies and goals for pipelines in their
regulatlon of gas LDCs. State PUCs and gas LDCs are likely to continue recent trends
in which they dlstmguxsh between captive core and large volume noncore customers in
terms of the services offered, the extent of regulation, and their obligation to serve.

Current procedures for monitoring gas supply costs and reliability may also have to be
adapted in the period after FERC Order 636. State PUCs must also consider differences
between electric and gas utility industries when developing appropriate regulatory policies
and expectatlons for gas LDCs.:

Some states have adopted formal gas IRP regulations with mixed success; regulators of
adopting states were influenced by the electricity industry’s IRP paradigm and tried to
transfer that approach to the gas industry. In some cases, PUCs were also attempting
to be consistent in their treatment of regulated energy industries or wanted to facilitate
statew1de mtegrated electnc and gas planmng

Table ES-1 highlights dlfferences between the U.S. gas and electric industries in ﬁve
major areas: industry structure and organization, planning practices, end-use market
characteristics, avoided supply .costs, and access to retail utility service. Distinctive
features of gas LDCs compared to electric utilities include a lack of vertical integration,
shorter planning horizons, a focus on supply procurement and distribution system
expansion rather than generation capacuy expansion, more intense compefition in end-use
markets, and lower avoided supply costs Low avoided gas supply costs mean that it is
more difficult for gas conservation programs conducted by gas utilities to pass cost-
effectiveness tests. o

Integrated resource planning for: gas- LDCs 1s one approach for state PUCs to consider
in addressing the challenges of gas industry restructuring. An IRP regulatory process
may typlcally involve:

P a formal integrated resource plan presented by a gas LDC in a regulatory
forum that is separate from rate cases; »

° explicit consideration of a-wide variety of supply- and demand-side Bptions;
° public participation in the d_evelopm_ertt and/or review of the resource plan;

e review, and possibly approval, of the utility’s plan by a regulatory
comrmsswn



Table ES-1. Differences Between Gas and Electric Utilities

Industry Structure
and Operation

Planning Practices

End-Use Market
Characteristics

Av'oide'd : Sup,ply, ,‘("Zostys .

Access to Retail Utility

Service

“ “Vertically-
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except for new
generation

10-30 yrs
Electricify is an
essential

service
“‘More difficuit

to fuel switch

H.in,h.er;tﬁa,,n gas

when adjusted
for equivalent

‘energy services

provided
Methods
reasonably. well
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Potential benefits of gas IRP cited by proponents include:

e IRP provides documentation and support for the strategic planning activities

of gas LDCs;

e IRP may provide for implicit or explicit risk-sharing on major supply and

capacity decisions between utilities and regulators;

xviii



IRP helps overcome market bamers and imperfections that inhibit penetration
of high-efficiency .end-use options, and by encouraging gas DSM, may
provide new opportunities for high-efficiency gas technologies where societal
benefits can be demonstrated;

IRP facilitates public participation and input in resource planning;

_IRP helps facrhtate coordmated energy and environmental planning.

' Others mvolved m the gas mdustry beheve that there are slgmﬁcant drawbacks to gas

] IRP regulatory processes.. ‘They conclude that 51gn1ﬁcant differences between electric and
. gas ) utilities mean that the beneﬁts captured by a formal IRP proceedmg are likely to be
small and wrll not. Jusnfy the addmonal transaction costs of such a process. They are
generally suppornve of some IRP ob_;ectlves (e y- o falr consrderatton of supply- and
demand-side options, development of appropriate evaluation criteria for DSM programs),
but conclude that the regulatory process associated with addressing IRP objectives should
be far less complex and costly than approaches typically used for electric IRP. In
critiquing the value of gas IRP regulatory processes they raise the following issues:

The direct and mdtrect costs of an addmonal gas IRP regulatory process can

- be substantial, and the beneﬁts are uncertam and likely to.be small. Critics

note that gas IRP ‘processes _often mvolve srgmﬁcant amounts of uuhty,

o regulatory, and third party staff time, .which could be better spent, given

limited resources, on other activities. Concems over the costs of the process
.are important because the potenttal beneﬁts of gas] IRP are. mherently less than
-those that can be realized by an.electric IRP. process. Supply-s1de decisions
,, ;for gas LDCs do not imply. large long-term irreversible cost commitments

and competmve gas markets limit opportunities for a public process to further
reduce gas costs.

‘A .gas IRP regulatory process, particularly ;one, that .implies regulatory
_preapproval, is incompatible with the development of a competitive gas

L 1industry.

‘The gas conservatxon potenttal that can. be acqmred cost-effecttvely by an
LDC is relattvely small because much of the economic potential will be

captured through government appliance and Jbuilding  standards and codes.
Moreover, the potential scope for developing cost-effective energy efficiency
programs is less for gas utilities than for electric utilities because gas avoided
costs are lower.



Both proponents and critics of gas IRP regulatory processes agree that strategic planning
is critically important for gas LDCs. To some degree, the incremental benefits of a
formal IRP process will depend on the extent to which a LDC’s existing strategic
planning process already includes and adequately addresses IRP goals and objectives.
Alternative regulatory approaches can achieve many of the goals of IRP for gas LDCs;
a variety of regulatory strategies are currently being considered and tested by state PUCs.

The primary focus of this primer is on technical and analytical issues that gas LDCs and
‘state regulators are likely to confront in attémpting to achieve IRP objectives and goals.
A 1991 survey conducted by the National Association of Regulatory Utility
Commissioners (NARUC) found that a lack of information on various IRP-related
- technical and analytical issues limited consensus.  This primer, prepared at the request of
NARUC’s Energy Conservation ‘Committee, is intended to fill the informational gap.
Because gas IRP is a relanvely new phenomenon and there is l