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ABSTRACT

State and federal regulators have long treated the electric and gas utility sectors as distinct industries providing
largely separate and non-competing energy services. However, greenhouse gas mitigation policies paired with
improvements in electric cooking and heating technologies are increasingly putting the two sectors in direct
competition. Rather than attempting to reactively manage ratepayer-funded competition between electric and gas
utilities, both safe, just utility regulation and rapid, effective decarbonization require a more deliberate and proactive
response. State Public Utility Commissions should begin to formally plan around a single, unified energy sector.
Doing so can provide the basis for a coordinated, least-cost transition to zero-carbon utility services while minimizing
stranded gas assets, transitional inequity, unsafe operating conditions, and ratepayer risk. In addition to integration
and coordination of planning processes, Commissions should consider whether the emergence of a single energy
utility sector calls for the consolidation of separate gas and electric utilities that serve the same territory, evaluate
the feasibility of such mergers, and generate policy frameworks to ensure barriers to such consolidation, where
appropriate, do not impede the energy transition. Managing a safe and affordable decrease in gas systems’ size will
require thoughtful and sustained planning, whether it occurs in a context of competing gas and electric utilities or
via integration of these services into a combined gas-electric utility. To achieve this, joint energy-sector planning and
regulation should become the norm rather than the exception.

INTRODUCTION:
RECOGNIZING INTER-UTILITY COMPETITION

Over the last decade, electric utilities have begun to increase their share of load in the building heating and cooking
sectors, two markets that have been predominantly served by gas' utilities across much of the United States for
the last forty years. Mounting political will and public awareness of climate change are intensifying this competition,
primarily by providing policy inducements for consumers to transition from gas to electric appliances.? In addition,
increasing awareness of the localized health impacts of gas-powered appliances has led to a public and regulatory
backlash against those appliances on the basis of consumer protection and safety.® Electric utilities are promoting
the benefits of building electrification, proposing new utility investment in such projects, and focusing their own

1 Inthis article we use gas to refer to methane, whether produced via fossil fuel extraction or other processes. Gas utilities also serve electricity generators and
industrial customers that require gas as either an input to chemical manufacturing processes or for high quality heat inputs to manufacturing. Our discussion
here concerns residential and commercial customers served by Local Distribution Companies over the retail gas distribution network. While industrial
customers account for a substantial fraction of gas network throughput, they represent a small fraction of most gas utilities’ total network and customer
base. Also, because of traditional gas rate designs, these customers do not pay their proportionate share of network system costs. See, e.g., CAL. PUB.
UTIL. COMM., Natural Gas and California (last accessed Sep. 17, 2024),
https://www.cpuc.ca.gov/industries-and-topics/natural-gas/natural-gas-and-california.

See, e.g., THE WHITE HOUSE, Inflation Reduction Act Guidebook (Sep. 21, 2023), https://www.whitehouse.gov/cleanenergy/inflation-reduction-act-guidebook
See, e.g., PSE HEALTHY ENERGY, Case Study on Gas Stove Research (Jan. 3, 2024), https://www.psehealthyenergy.org/case-study-on-gas-stove-research.
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decarbonization plans on widespread building electrification. Gas utilities, in response, are mobilizing to preserve
their market share, crafting their own competing decarbonization strategies,® mounting aggressive marketing
campaigns,® and lobbying for legislative protection against state and local climate regulations which seek to
accelerate or systematize electrification.”

All signs suggest that this form of competition will only increase in scope and intensity in the coming years.® Electric
appliances such as heat pumps and induction stoves will become cheaper, more efficient, and more familiar to
vendors, installers and consumers, improving their ability to compete with gas appliances across a growing variety
of climates, building types, and price points. At the same time, state and local governmental policies are diverging,
producing a patchwork of government interventions that alternately support each utility, and which collectively
reinforce a system of duplicative energy monopolies that provide increasingly substitutable energy services. Electric
utilities are buoyed by patchwork climate policies that either encourage or mandate building electrification,® while in
other jurisdictions gas utilities are protected by state-wide bans on such policies.”® The federal Inflation Reduction
Act has turbocharged this emerging competition, offering robust subsidies for electric appliances on the one hand,
while incentivizing gas utilities to pursue hydrogen alternatives on the other." As energy policies proliferate, overlap,
and conflict, judicial intervention is adding legal uncertainty to the mix.”> Where utility ownership crosses jurisdictional
lines, the competitive consequences of these conflicting subsidies become even more tangled.™

Standard approaches to economic regulation of utilities are largely blind to this growing competition for market share
because they assume a monopoly over service of distinctly-defined markets and do not contemplate contexts where
utilities are compelled to shrink.' As state-regulated monopolies, electric and gas utilities are legally exempt from

4 See, e.g., SOCAL EDISON, SCE Files Bold Plan to Accelerate Transition to Healthier, Clean Energy Homes (Dec. 20, 2021),
https:/newsroom.edison.com/releases/sce-files-bold-plan-to-accelerate-transition-to-healthier-clean-energy-homes

See, e.g., SOCAL GAS, Aspire 2045: Our Sustainability Strategy (last accessed Sep. 17, 2024), https://www.socalgas.com/sustainability/aspire-2045
See, e.g., Dharna Noor, Revealed: US Utility Firms Offer Builders Cash and Trips to Fit New Homes with Gas Appliances, THE GUARDIAN (Dec. 21, 2023),
https://www.theguardian.com/us-news/2023/dec/21/new-home-builder-contractor-fossil-fuel-utilities-natural-gas.

7 Joe Rubin and Ari Plachta, SoCalGas Fought a Key California Climate Solution for Years. It Cost Customers Millions, SACRAMENTO BEE (Aug. 17, 2023),
https://www.sacbee.com/news/politics-government/capitol-alert/article277266828.html

8  While this is not direct competition for customers in a traditional sense of competing sales pitches and inducements to buyers, energy utilities do not operate
as “normal” companies in a competitive market. Instead, they are parallel state-chartered monopolies that provide substitutable energy services. As such, we
use “competition” here to refer to advocacy by utilities or their trade associations to influence consumer or regulatory behavior in ways that favor continued or
increased use of their commodity.

9  See, eg., STATE OF MASS., Massachusetts Climate Report Card: Buildings Decarbonization (Dec. 1, 2023)
https://www.mass.gov/info-details/massachusetts-climate-report-card-buildings-decarbonization

10 Tom DiChristopher, Half of US States are on Pace to Prohibit Local Gas Bans, S&P GLOBAL (June 21, 2023),
https://www.spglobal.com/marketintelligence/en/news-insights/latest-news-headlines/half-of-us-states-are-on-pace-to-prohibit-local-gas-bans-76245300.

11 See THE WHITE HOUSE, supran.2.

12 This most impactful cases to date involve issues of federal preemption of state and local attempts to limit the expansion of gas in buildings.
See Cal. Restaurant Ass’n v. City of Berkeley, 89 F.4th 1094 (2024).

13 For example, SoCal Gas serves communities that favor the electrification of buildings such as Santa Monica and also communities that are opposed to these
mandates. See Lisset Marquez, Why These 17 Cities Oppose Eliminating Natural Gas in California, DAILY BULLETIN (August 28, 2019)
https://www.dailybulletin.com/2019/07/31/why-these-17-cities-oppose-eliminating-natural-gas-in-california.

14 In antitrust litigation, anticompetitive conduct is evaluated only after a “market definition” is outlined by the court. See FTC v Whole Foods Market, 548 F.3d
1028 (D.C. Cir. 2008).
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most antitrust liability and thus are authorized to behave anticompetitively,” and both are empowered to use their
financial resources to advocate against competition that threatens their monopoly franchise.'® When two would-be
monopolists’ actions are backed by state authority, competition over a single defined market — the one for home
energy services — can become intractable, costly for ratepayers, wasteful for the sector, and an obstacle to climate
progress.

Regulators are ill-prepared to referee competition between two public utilities as electricity and gas markets continue
to converge. First, regulators have little recent practice responding to competition between two regulated utilities within
a single service territory, because they have not traditionally viewed shifts in market share between gas and electric
utilities as competition. Since the advent of utility regulation, the Federal Energy Regulatory Commission (FERC),

state Public Utility Commissions (PUCs), and courts have instead largely focused on competition taking place at the
outer boundary of a regulated sector, between regulated utilities and unregulated market entrants.'” As a result, few
regulators are parsing the struggle over building electrification as an issue of competition between regulated sectors.

Second, utility regulation is extremely complex, and involves numerous stakeholders who often have divergent
objectives and different levels of information. Utility regulation involves utilities, regulators, and consumers, and
implicates legislatures, ratepayer advocates, environmental advocates, business groups, and others.™ The diverse
nature of individuals affected by and participating in utility regulation makes reaching solutions that appeal to broad
coalitions of these groups challenging, which encourages incremental regulatory approaches to emerging problems.

Moreover, modern gas utilities often have starkly different incentives than regulators, climate advocates, and the
public. Typically, PUCs authorize regulated utilities to recoup the capital costs of adding system infrastructure from
their customers.'® Both electric and gas utilities thus have a financial incentive to push for additional infrastructure —
but in the face of accelerating climate change, new gas system infrastructure comes with high externalized
environmental or economic costs. As decarbonization policies drive decreases in gas consumption, many of these
new assets also risk becoming economically stranded.?® Under these conditions, utility commissions may struggle
to manage both the need to maintain safe and reliable service for legacy gas customers and the need to achieve
decarbonization goals, which effectively require gas systems to shrink over time.

Driven in part by the incentives of utility rate design, gas utilities have responded to climate policies that favor
electrification by mounting counter-campaigns which harness both their competitive powers and their status as state-
chartered monopolies. Many gas utilities are attempting to position themselves as central to a zero-carbon future

15 See Parker v. Brown, 317 U.S. 341 (1943).
16 See California Motor Transport Co. v. Trucking Unlimited, 404 U.S. 508 (1972).
17 See, e.9., MCI Communications Corp. v. AT&T Co., 708 F.2d 1081 (7th Cir. 1983); MCI Telecommunications Corp. v. AT&T Co., 512 U.S. 218 (1994).

18  Elizabeth Baldwin, Exploring How Institutional Arrangements Shape Stakeholder Influence on Policy Decisions: A Comparative Analysis in the Energy Sector, 79
PUB. ADMIN. REV. 246 (2019), https://onlinelibrary.wiley.com/doi/epdf/10.1111/puar.12953.

19 JIM LAZAR, ELECTRICITY REGULATION IN THE US: A GUIDE, REG. ASSISTANCE PROJECT 47-60 (2d. ed. 2016),
https://www.raponline.org/wp-content/uploads/2023/09/rap-lazar-electricity-requlation-US-june-2016.pdf.

20 Claudia Kemfert et al., The Expansion of Natural Gas Infrastructure Puts Energy Transitions At Risk, 7 NATURE ENERGY 582 (2022),
https://doi.org/10.1038/s41560-022-01060-3.
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by rebranding their product as low-carbon, and their infrastructure as capable of delivering non-fossil alternatives.?!
Accordingly, they have tended to put forward plans that rely heavily on “renewable” gas and hydrogen, despite
projections that demonstrate that environmentally beneficial supplies of both fuels may be both unaffordable and
insufficient to serve significant portions of gas utilities’ needs.?? Serious questions have also arisen concerning
whether these replacements are typically actually as low-carbon as their proponents claim.?® Nonetheless, regulators
are often hesitant to pursue alternatives to gas utilities’ fuel-replacement plans. Such alternatives necessarily require
shrinkage and decommissioning of the gas system, a challenging prospect when regulators lack clear precedents or
key system data to make such shrinkage safe and reliable.

In recent years, PUCs have made some progress in identifying structural disincentives and obstacles to decarbonizing
utility energy systems.?* However, regulators’ failure to recognize competition has prevented them from approaching
the core problem head-on. Below, we trace the history of inter-utility competition and highlight precedents regulators
may be able to apply to prevent competition from derailing the energy transition, financially destabilizing gas utilities,
and producing unjust risks for ratepayers and utility workers.

THE RISTORY OF INTER-UTILITY COMPETITION

In the case of building electrification, competition is taking place at the nexus, rather than the periphery, of two
regulated sectors: that is, thanks to a combination of technological developments and new climate policy priorities,
electric utilities are increasingly providing energy services that were until recently served by gas. These factors

are making competition for heating and cooking markets pervasive in the present day. But this is not the first time
these markets have experienced intensive competition. Inter-utility competition over these sectors waxed and waned
throughout the twentieth century. Those precedents are instructive for regulators facing increasingly intense and
asymmetrical competition in the present day.

21 See generally Julie Lieberman et al., Regulatory Pathways for Advancing Low-Carbon Gas Resources for Gas Distribution Companies, AM. GAS FOUNDATION
(Feb. 2023), https://gasfoundation.org/wp-content/uploads/2023/02/AGF-LCR-Study-Full-Report-Final-Final-2.6.23.pdf; ICF, Renewable Sources of Natural
Gas: Supply and Emissions Reduction Assessment, AM. GAS FOUNDATION (Dec. 2019),
https://gasfoundation.org/2019/12/18/renewable-sources-of-natural-gas

22 Some gas utilities are now proposing to repurpose their existing gas systems to incorporate biogas or hydrogen fuels, arguing that these alternatives will
effectively decarbonize their services. Even under repurposing scenarios, substantial portions of their gas distribution infrastructure will have to be retired.
In a hydrogen-distribution scenario, major portions of gas distribution infrastructure will have to be replaced, as existing distribution networks cannot handle
high levels of hydrogen gas. Burcin Cakir Edener et al., A Review of Technical and Regulatory Limits on Hydrogen Blending in Natural Gas Pipelines, 48 INT'L
J. HYDROGEN ENERGY 5595 (2023).

23 CAL. DEP'T. JUSTICE, Attorney General Bonta Secures Settlement Against SoCalGas Over Misleading Marketing Statements (Aug. 14, 2023),
https://oag.ca.gov/news/press-releases/attorney-general-bonta-secures-settlement-against-socalgas-over-misleading.

24 Most notably, over the past five years many PUCs have undertaken long-term gas planning rulemakings. Several of these proceedings were opened in
recognition of the tension between business-as-usual gas utility operations and state climate policies. Long-term gas planning rulemakings have resulted in
important steps such as the collection of basic gas system data, preliminary modelling for incorporating so-called “non-pipeline alternatives” into planning
processes, and creation of life-cycle frameworks to identify the probable impacts of new gas infrastructure on emissions. See Elaine Prause, Modemnizing
Gas Utility Planning: New Approaches for New Challenges, REG. ASSISTANCE PROJECT (Sep. 15, 2022), https://www.raponline.org/knowledge-center/
modernizing-gas-utility-planning-new-approaches-new-challenges. However, to our knowledge, no state regulator has yet adopted a comprehensive plan for
managing gas system decarbonization. See BUILDING DECARBONIZATION COALITION, Future of Gas Proceedings in the US (Aug. 2024),
https://docs.google.com/spreadsheets/d/1SxNbTAFoRHogEL RnlgJgtdvyg-wrOW35Yq6AerxoiMY/edit#gid=0
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The earliest wave of electric companies in the United States got their start as competitors for municipal street

lighting franchises, which were invariably held by incumbent gas companies. As the cost and quality of electric
service improved, this zone of competition expanded to encompass consumer lighting. Incumbent gas companies
responded by introducing brighter-burning and cleaner “natural” gas in place of manufactured gas, working to expand
the nascent market for gas heating, or in some cases offering electric service themselves or acquiring electric
companies, creating the first combined gas-and-electric companies.?

Throughout the interwar period, overlap between gas and electric markets was almost complete. During the turn

of the century, the gas industry had pivoted towards heating to compensate for the encroachment of electrical
companies into the lighting market; now, utility showrooms offered appliances such as electric-resistance heaters
and gas-powered refrigerators. Despite this all-encompassing competition, both gas and electric utilities’ load growth
remained so rapid that a decline in market share for a particular service sector or territory rarely endangered gas or
electric companies’ continued growth.

In the postwar decades, electric utilities and appliance manufacturers collaborated on a sweeping Live Better
Electrically campaign which aimed to redraw the scope of the electric market not only by introducing new electric
appliances, but also by electrifying gas utilities” most prominent retail domains, cooking and heating.?” Throughout
the 1960s, rising gas prices and falling electricity prices helped make this effort a definitive success, especially in the
fast-spreading housing tracts and commercial buildings of the American Southwest, where new developments were
often built without gas distribution infrastructure. Both gas utilities and non-regulated fuel-oil companies objected

to electric utility competition as competition, critiquing ratepayer-funded electrification incentives and advertising
campaigns before state and federal legislatures, regulatory bodies, and courts.?

The Energy Crises of the 1970s, rather than gas-utility or fuel-oil industry lawsuits, halted this incursion into gas
utility markets. During the 1960s and 1970s, scarcity of oil and gas meant that utilities and regulators alike were
more focused on assuring adequate supply than on inducing demand growth. For the remainder of the twentieth
century, gas and electric utilities existed in a relative détente. Limited active competition between utilities during
these years helped to resurrect consumers’ perception that gas and electricity are each well-suited to different tasks.
Though electricity and gas roles vary from region to region, across much of the country at the end of the twentieth
century electricity’s market territory included lighting, power, and air conditioning, while gas predominated in cooking
and heating.?®

25 See CHARLES M. COLEMAN, P.G. AND E. OF CALIFORNIA: THE CENTENNIAL STORY OF PACIFIC GAS AND ELECTRIC COMPANY, 1852-1952, 80-82
(1952).

26 See, e.g., C.0.G. Miller, Pacific Lighting Corporation, One Hundred Years of Gas Service: A Good Deal of History and a Little of Prophecy (Sep. 9-12, 1930), in
PROCEEDINGS OF THE THIRTY-SEVENTH ANNUAL CONVENTION OF THE PACIFIC COAST GAS ASSOCIATION 11, 14-17 (1931).

27 See RICHARD F. HIRSH, TECHNOLOGY AND TRANSFORMATION IN THE AMERICAN ELECTRIC UTILITY INDUSTRY 48-56 (1989).

28  See Ari Peskoe, Unjust, Unreasonable, and Unduly Discriminatory: Electric Utility Rates and the Campaign against Rooftop Solar, 11 TEX. J. OIL, GAS, &
ENERGY L. 211, 248-252 (2016).

29 ENERGY INFORMATION ADMIN., Residential Energy Consumption Survey (RECS) (2020) https://www.eia.gov/consumption/residential/data/2020/; ENERGY
INFORMATION ADMIN., Commercial Buildings Energy Consumption Survey (CBECS) (2018), https://www.eia.gov/consumption/commercial/data/2018.
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The Energy Crises also introduced energy efficiency as a driver of both energy policy and consumer choice. After

the Energy Crises prompted a wave of energy efficiency regulations targeting both utility sectors, utilities became
less likely to pursue — and regulators became less likely to sanction — marketing campaigns aimed at expanding
consumption or competing for market share. As energy costs jumped and the intensive Live Better Electrically
campaign faded, some consumers turned away from less-efficient electric-resistance technologies, restoring some of
gas utilities” market share.®® By the end of the decade, residential and commercial consumption of electricity and gas
had stabilized, bringing an end to a century-old paradigm of perpetual utility load growth.®'

Not until the last few years have a new generation of electrification policies, electric appliances, and electric vehicles
returned load growth to electric utilities” playbooks. Gas utilities, however, are not experiencing a similar expansion

in retail loads and available markets, producing a lopsided competitive terrain in which gas utilities’ residential and
commercial market share stands to shrink substantially as electric utilities’ market share expands. This is especially
significant for the gas utility business model, because residential and commercial customers — via long-standing rate
designs — pay the preponderance of gas system capital costs.*?

Both government action and consumer preference are driving this new competitive dynamic. Despite industry
protestations to the contrary, the gas industry’s sole current product is incompatible with a low-carbon economy.®
In recognition of this fact, some governments are now subsidizing the growth of electricity’s market share.® In a
few cases, state and local governments are also more directly constraining gas’ market share by preventing gas
hookups in new construction or removing subsidies that have supported new connections in the past.® In addition,
some combined gas and electric utilities and their regulators are beginning to explore decommissioning the local gas
distribution system in areas designated for electrification — a process known as branch pruning.® New research on

30 U.S.DEP'T OF ENERGY, Electric Resistance Heating (last visited Sep. 17, 2024), https://www.energy.gov/energysaver/electric-resistance-heating.
31 ENERGY INFORMATION ADMIN., US Natural Gas Residential Consumption (last visited Sep. 17, 2024), https://www.eia.gov/dnav/ng/hist/n3010us2a.htm.

32 Some gas utilities have recently suggested that rate structure reforms designed to transfer more system maintenance costs to industrial users may be
necessary in order to maintain their systems. See, e.g., SOCALGAS The Role of Clean Fuels and Gas Infrastructure in Achieving California’s Net Zero Climate
Goal 10 (Oct. 2021), https://www.socalgas.com/sites/default/files/2021-10/Roles Clean Fuels Full Report.pdf.

33 See, e.g., Justin Gundlach & Elizabeth B. Stein, Harmonizing States’ Energy Utility Regulation Frameworks and Climate Laws: A Case Study of New York, 41
ENERGY L.J. 211, 224 (2020) (“Though [New York’s Climate Leadership and Community Protection Act] does not expressly repeal or modify section 30
of the Public Service Law, it mandates greenhouse gas reductions by 2050 that are almost certainly unattainable while gas utilities continue to furnish
residential customers with the amount of gas service they currently receive.”).

34 In some cases, governments are also subsidizing zero-carbon fuel alternatives to gas, such as with the subsidy for bio-methane contained within California’s
Low Carbon Fuel Standard. See generally CAL. AIR RES. BD., LOW CARBON FUEL STANDARD GUIDANCE 19-05: REPORTING AND RECORDKEEPING
FOR NATURAL GAS AND BOOK-AND-CLAIM ACCOUNTING FOR BIOMETHANE (Oct. 2019), https:/ww?2.arb.ca.gov/sites/default/files/classic/fuels/Icfs/
guidance/Icfsguidance 19-05.pdf. Such examples do not provide a direct counterpoint to government electrification policies, though, because they do not
seek to expand gas utilities’ retail market share. Rather, they are aimed at creating substitutes for gas in existing markets. In doing so, these programs help
to reinforce gas utilities’ hold on their existing retail market share, in no small part by buttressing their social license to operate.

35 CAL. PUB. UTIL. COMM., CPUC Decision Makes California First State in Country to Eliminate Natural Gas Subsidies (Sep. 15, 2022),
https://www.cpuc.ca.gov/news-and-updates/all-news/cpuc-decision-makes-ca-first-state-in-country-to-eliminate-natural-gas-subsidies; CAL. PUB. UTIL.
COMM., CPUC Eliminates Last Remaining Utility Subsidies for New Construction of Buildings Using Natural Gas (Dec. 14, 2023), https://www.cpuc.ca.gov/
news-and-updates/all-news/cpuc-eliminates-last-remaining-utility-subsidies-for-new-construction-of-buildings-using-gas-2023#:~:text=Today's %20
decision%20follows%20a%20prior,beginning%200n%20July%201%2C%202023.

36 CAL. PUB. UTIL COMM., 2024 JOINT AGENCY STAFF PAPER: PROGRESS TOWARDS A GAS TRANSITION (R.20-01-007) (Feb. 22, 2024),
https://docs.cpuc.ca.gov/PublishedDocs/Efile/G000/M525/K660/525660391.PDF; CONSOLIDATED EDISON CO., REQUEST FOR PROPOSAL:
NON-PIPELINE ALTERNATIVES TO PROVIDE WHOLE BUILDING-ELECTRIFICATION SERVICES (July 12, 2021),
https://www.coned.com/en/business-partners/business-opportunities/-/media/23db06efb6e145379d6fc8d420743736.ashx.
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https://www.cpuc.ca.gov/news-and-updates/all-news/cpuc-eliminates-last-remaining-utility-subsidies-for-new-construction-of-buildings-using-gas-2023#:~:text=Today’s%20decision%20follows%20a%20prior,beginning%20on%20July%201%2C%202023
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https://docs.cpuc.ca.gov/PublishedDocs/Efile/G000/M525/K660/525660391.PDF
https://www.coned.com/en/business-partners/business-opportunities/-/media/23db06efb6e145379d6fc8d420743736.ashx

indoor air quality has raised serious concerns about gas appliances’ health effects, while at the same time, a new
generation of electric appliances has begun to undermine the gas industry’s claim to superior service in its core use
cases. At current gas and electricity prices, these recent developments together constitute a potentially existential
threat to many gas utilities over the coming decades.

INTER-UTILITY COMPETITION'S
POTENTIAL BENEFITS

There are arguably some potential benefits to electric and gas utilities competing to supply the same energy services.
Even though the regulatory paradigm was not designed with competition in mind and lacks mechanisms to referee

it, under the right circumstances, competition may create societal benefits. Benefits to customers might accrue
when utilities are growing rapidly and competing to provide service to new, unserved customers. Competition can
also foster innovation and service improvements for customers that cost-of-service regulation of monopolies may
otherwise struggle to provide.*”

These positive consequences of inter-utility competition do appear to be present in many utility markets. When faced
with competition from lower-carbon electricity, gas utilities are striving to decarbonize — or merely rebrand — their
services faster than they otherwise might. On the electrical side, the building electrification movement’s focus on
demand-side appliance-switching depends on electric utilities’ and appliance manufacturers’ ability to compete for
cooking and heating market share.

INTER-UTILITY COMPETITION'S
NEGATIVE CONSEQUENCES

However, inter-utility competition is also creating potentially significant costs and negative consequences that utility
commissions are struggling to manage effectively. The intensifying competition between gas and electric utilities has
a variety of negative consequences for both consumers and society at large.

First, competition between regulated monopoly utilities seeking to provide the same service generates economic
waste. The foundational logic of the state-enabled and state-enforced utility monopoly is that in certain network
industries, such as electricity and gas service, duplication is wasteful. Traditionally, this duplication has manifested as
like-for-like competition—for instance, between multiple electric utilities that constructed parallel distribution systems
in many American city centers prior to the advent of state utility regulation.® Now, though, competition between
electric and gas utilities is becoming duplicative wherever gas and electric service are provided for identical end uses,

37 Alfred Kahn, THE ECONOMICS OF REGULATION: PRINCIPLES AND INSTITUTIONS VOL. | 21-35 (1970).
38 SeeRichard F. Hirsh, TECHNOLOGY AND TRANSFORMATION IN THE AMERICAN ELECTRIC UTILITY INDUSTRY 21-25 (1989).
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at near-identical quality. While serviceable electric alternatives to every major retail gas appliance have been available
for many decades, the development of high-quality induction cooktops and cost-effective, reliable heat pumps for
space and hot water heating have made electric utilities increasingly capable of replacing residential gas service
entirely. Even as gas utilities are becoming duplicative in the services they provide, though, the obligation to serve
imposed by utility statutes and regulations guarantees that both systems continue to be maintained for all customers
in all locations.®® The increasingly unnecessary cost of maintaining two parallel distribution infrastructures for energy
services is placing a double burden on ratepayers, just as when multiple electric companies maintained duplicate
distribution grids in the same service territories.

Inter-utility competition is also provoking a fragmented landscape of municipal regulation, as different jurisdictions
adopt pro- or anti-electrification regulations which differentially favor one type of utility or the other. Historically,
utilities have felt themselves and their business models vulnerable to the regulatory burdens and rent-seeking
opportunities enabled by municipal divergence, under which different city and county governments imposed different
requirements on the same utility franchise. In the early decades of the twentieth century, electric and gas utilities
sought state utility regulation to resolve this exact challenge.*° Today, a similar dynamic is emerging in many utility
service territories, in which divergent local pro-electrification and pro-gas policies are potentially destabilizing to
utility system economics. Many of these local policies have been challenged on federal preemption grounds, further
complicating the regulatory landscape.*!

Lastly, competition in these regulated sectors is slowing decarbonization and entrenching new fossil fuel
infrastructure. Whereas historically, much inter-utility competition centered around expansion to serve new
customers and new end uses, most competition now focuses on existing customers. By failing to address inter-
utility competition, PUCs are leaving gas utilities with a strong incentive to plan around their existing service model’s
continued viability rather than beginning to plan for its replacement.*? As long as gas utilities are free to resist

and compete against electrification, they have strong incentives to continue to undertake expansions of the gas
system, reinvest and modernize gas distribution infrastructure, and make other potentially wasteful long-term capital
investments.*® In addition, they will continue to be incentivized to promote a vision of the decarbonized future that
relies heavily on renewable gas and hydrogen even if this is based on unrealistic assumptions regarding availability
and cost. All of these activities increase the looming stranded-asset problem facing gas distribution systems.

39 Even when there is ambiguity about the extent to which this obligation applies, regulators have been leery of phasing out gas due to its potential applicability.
See Olivia Bonner and Amanda Zerbe, What Should We Do When The Natural Gas Company Leaves Town?, SLS BLOGS (May 21, 2023),
https://law.stanford.edu/2023/05/21/what-should-we-do-when-the-natural-gas-company-leaves-town/.

40 Most famously, see Samuel Insull, President, Nat'l Electric Light Ass'n, Standardization, Cost System of Rates, and Public Control (June 7, 1898) in Samuel
Insull, CENTRAL-STATION ELECTRIC SERVICE: ITS COMMERCIAL DEVELOPMENT AND ECONOMIC SIGNIFICANCE AS SET FORTH IN THE PUBLIC
ADDRESSES (1897-1914) OF SAMUEL INSULL 34, 34-47 (William Eugene Kelly ed., 1915).

41 Only those local codes that clearly avoid preemption by the Energy Policy Act of 2005 appear likely to survive judicial scrutiny. See Cal. Restaurant Ass'n,
supra n.12, at 1101-1106. See also Cal. Pub. Res. Code § 25402.1 (allowing local codes more stringent than state standards); 42 U.S.C. § 6297(f)(1)-(3), 42
U.S.C. § 6316(0)(2)(B) (Energy Policy and Conservation Act of 2005 express preemption provisions).

42 For a discussion of emerging regulatory responses to this dynamic, see supra n.24

43 Some PUCs have moved to restrict major new gas-system investments, a resource-intensive regulatory solution that does not alter gas utilities” underlying
incentive structure. Rather, this approach simply encourages gas utilities to justify more of their proposed capital projects on the bases of safety and
reliability. See CAL. PUB. UTIL. COMM., CPUC Creates New Framework to Advance California’s Transition Away From Natural Gas (Dec. 1, 2022),
https://www.cpuc.ca.gov/news-and-updates/all-news/cpuc-creates-new-framework-to-advance-california-transition-away-from-natural-gas.
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MANAGING COMPETITION WITH A
UNIFIED ENERGY UTILITY SECTOR

While historically, PUCs have generally failed to recognize inter-utility competition, there are exceptions. Legislatures’
and commissions’ most potent, proactive tool for preventing competition that involves a utility sector has been to
redefine the boundaries of utility service, either including or excluding the area of developing competition from utility
regulation.** Many of the most prominent examples of regulator intervention in utility competition address the strategy
of cream-skimming, in which an unregulated market entrant attempts to selectively poach high-value customers

from utility service. In such cases, regulators have often responded by redrawing the boundaries of the regulated
sector to account for technological and market change, either introducing new services into the utility’s or regulator’s
purview or deregulating portions of the utility’s business. For instance, after long-distance trucking began to compete
successfully with rail transport in the 1920s, first regulators and then legislators subjected it to cost-of-service
regulation similar to that long applied to the railroads.*® By contrast, as PURPA Qualifying Facilities began to compete
with utility-owned power plants in the late twentieth century, FERC opted to shrink rather than expand the regulated
sector, exempting a broader class of wholesale generators from cost-of-service regulation.*®

This longstanding approach offers a promising solution to the present-day problem of inter-utility competition as
well. Regulators may fruitfully understand the current competition as reminiscent of the conflicts that occurred when
utilities originally developed and expanded their customer bases, or when new entrants have threatened a regulated
company’s business model. Once PUCS recognize competition between gas and electric utilities, they can respond
by redrawing the artificial boundary separating the two services. Recategorizing gas and electric networks as two
systems serving a single, unified energy market would allow regulators to begin drawing on well-established tools to
preclude wasteful duplication and coordinate both systems’ development over time. Regulators can move towards a
unified energy utility sector by transitioning to unified resource planning processes, and by enabling, incentivizing, or
even requiring mergers between separate gas and electric utilities serving the same territory. These two approaches
offer regulators the option to proactively manage inter-utility competition either “within the firm” by creating combined
energy utilities, “beyond the firm” by emphasizing joint planning between utilities, or through a combination,
depending on the circumstances they face. PUCs can also examine historical records of their proceedings to identify
how they might use their significant powers to manage inter-utility competition.

A. Establishing Unified Energy System Planning

Planning presents the first venue in which regulators can transition towards consideration of a unified energy utility
sector. Current organizational structures, planning processes, and economic regulatory designs largely segregate

44 See e.g., Motor Carrier Act of 1935, 49 Stat. 543, ch. 498 (approved Aug. 9, 1935); see also MCI v. AT&T, 512 US 218 (1994). See also text accompanying
n.5 supra.

45 Alfred Kahn, THE ECONOMICS OF REGULATION: PRINCIPLES AND INSTITUTIONS VOL. Il 14-18 (1970).
46 Federal Energy Regulatory Commission, Citizens Power & Light Corp., 48 FERC § 61,210 (1989).
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electricity and gas systems into separate and unrelated proceedings. This functional separation masks the duplicative
nature of many utility expenditures and hinders regulators’ ability to consider the two systems’ interdependencies.
As competition over traditional gas end uses intensifies, these influences will continue to magnify, becoming a
critical factor in load forecasting and a stumbling block for utilities as they attempt to formulate capital expenditure
plans.*” The key to adapting planning processes to cover a single unified energy sector is acknowledging the
interdependency of gas and electric demand. Mechanisms that allow joint optimization of gas and electric system
investment will complicate high-level planning processes like today’s electricity-specific Integrated Resource Plans,
but will also make those plans more effective tools for implementing state energy and climate policies. Lower-level
processes like Distribution Resource Planning, a process some PUCs have experimented with, could be well-suited
to this joint optimization, and could enable regulators to compare new investments in gas and electric distribution
networks directly for the first time.*¢ Some utilities are already seeking ad hoc opportunities to conduct joint planning
or test alternatives to gas system expansion, while others have themselves begun to call for increased joint-planning
opportunities.*® By systematizing these efforts, PUCs can uncover vastly more opportunities for cost savings and for
low-carbon energy service provision than utilities are currently pursuing.

Over the last fifty years, managing electricity and gas utility planning separately has produced asymmetries in data
gathering, which likewise hinder regulators’ ability to manage inter-utility competition or plan for the accelerating
energy transition. In many states, electric utilities now participate in a variety of planning and data gathering
processes which do not have parallels in gas utility planning,®® making it difficult to compare system investments
and distribution network development, or to systematically target network branches for wholesale electrification. By
expanding these planning processes to encompass the entire energy utility sector, regulators and other stakeholders
can access the data necessary to assess where parallel gas and electric service is redundant, thereby proactively
shrinking zones of competition.

Though territories served by a single combined gas and electric utility are not experiencing inter-utility competition

in the same way, these companies are still wasting vast resources on duplicative energy-provision systems, which
they manage separately within a unified ownership structure. Requiring these companies to conduct integrated gas
and electric resource planning as well could also offer substantial planning benefits to regulators and cost savings to

47 Electric load and consequent capital expenditure needs are forecast and planned for via processes commonly referred to as integrated resource planning,
typically with a 10-year forecast horizon. By contrast, most gas systems do not engage in regular, public long-term planning. (For further discussion, see
below.) In California, the California Energy Commission has begun to incorporate the effects of building electrification into its plans through the introduction
of fuel substitution assumptions that modify its electricity and gas demand forecasts. See, e.g., CAL. ENERGY COMM., Final 2021 Integrated Energy Policy
Report Volume IV: California Energy Demand Forecast (last visited Sep. 17, 2024), https://www.energy.ca.gov/data-reports/reports/integrated-energy-policy-
report/2021-integrated-energy-policy-report.

48 The California PUC’s 2015-era experiment with Distribution Resource Planning and its successor, the ongoing High Distributed Energy Resource proceeding,
are efforts to conduct this sort of low-level network planning for the electric system, but neither includes consideration of the retail gas system. CAL. PUB.
UTIL. COMM., R.14-08-013, R.21-006-017.

49  See, e.g., CONEDISON, Non-Pipeline Alternatives for Natural Gas Customers (last visited Sep. 17, 2024), https://www.coned.com/en/business-partners/
business-opportunities/non-pipeline-solutions; SOCALGAS, The Role of Clean Fuels and Gas Infrastructure in Achieving California’s Net Zero Climate Goal 67
(2021). See also CAL. ENERGY COMM., GFO-20-503: Strategic Pathways and Analytics for Tactical Decommissioning of Portions of Natural Gas Infrastructure
(2020), https://www.energy.ca.gov/solicitations/2020-12/gfo-20-503-strategic-pathways-and-analytics-tactical-decommissioning-portions.

50 Pending legislation in California would expand mapping requirements for gas corporations, which could help to put data gathering for the gas system
on a more even footing with electricity planning. S.B. 1221 Sec. 661(a) (Min) (2024), https:/leginfo.legislature.ca.gov/faces/billTextClient.xhtmI?bill
id=202320240SB1221
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customers. Requiring this sort of joint planning could also encourage combined utilities to begin operating as unified
energy service providers rather than maximizing future returns on potentially redundant infrastructure. These utilities
would also reap internal benefits from being able to consider their two systems in parallel and devise more efficient

and beneficial service plans.

Realizing the full potential of joint planning will not be a simple task for PUCs. Though in most locations joint planning
will likely yield a variety of avoided duplicate investments, achieving the deeper climate and financial benefits of

joint planning will require clarification or revision of obligation-to-serve requirements imposed on gas and electric
utilities by state laws and may require more extensive statutory revision.®! In addition, it will require extremely close
coordination with customers as gas system components are decommissioned and replaced with all-electric service
to homes in a community. To create an efficient, fully unified energy utility sector, regulators and utilities will need the
authority to phase out gas service and substitute electric service in territories where electricity is better suited than
gas to affordably meet decarbonization goals and ratepayers’ energy needs. Joint planning will further that goal by
giving PUCs the data necessary to determine whether and when lifting gas utilities’ obligation to serve can uphold
system reliability, reduce duplication of service, and support existing climate mandates.

B. Creating Energy Utilities

In territories served by two separate, rivalrous gas and electric utilities, the problem of competition can be addressed
within the firm as well as beyond it. By leveraging a variety of existing authorities and incentives, PUCs can encourage
mergers between gas and electric utilities. The resulting unified energy utilities are proven alternatives to these
territories’ increasingly competitive status quos, having existed for over a century in many jurisdictions. By replacing
inter-firm competition with intra-firm strategic planning, utility mergers may be able to better align incentives for
managed phaseout of gas distribution systems, simplify regulators’ increasingly complex planning proceedings, and
offer ratepayers, utility employees, and investors more certainty in the energy transition. In addition, creating unified
energy utilities may help to defuse the political reticence many stand-alone gas utilities have displayed in the face of
building decarbonization efforts.5?

PUCs have a wide range of potential policy levers at their disposal that can be combined to encourage utility mergers.
The first set of strategies aims to give gas utilities a pathway out of the looming stranded asset and cost-spiral

crises that they face if the current unmanaged energy transition continues. Establishing clear standards and rapid,
predictable schedules for approving gas-electric utility mergers can give investors and executives a certain, easily
accessible pathway to a buyout, and a ready means for justifying the decision not to resist electrification. Utility
mergers are never simple, but FERC and the Department of Justice can, at minimum, indicate their favorable view of
gas-electric utility combinations in overlapping service territories by developing policy statements that recognize the

51 Nicholas Wallace, Amanda Zerbe, Michael Wara & Deborah A. Sivas, Removing Legal Barriers to Building Electrification, STANFORD LAW SCHOOL, MILLS
LEGAL CLINIC, ENVIRONMENTAL LAW CLINIC (2020); Justin Gundlach, Amanda Zerbe, Sarah Barth, and Brooks Weinberger, The Obligation to Serve in
Massachusetts, INST. FOR POL. INTEGRITY (2023); Gundlach & Stein, supran.33, at 224.

52 As described above, combined gas and electric utilities do still have financial and institutional incentives to preserve their gas systems — and retain two profit
streams. However, these incentives are relatively weak compared to the existential pressures which dedicated gas utilities are facing. Not coincidentally,
dedicated gas utilities are often the most committed orchestrators of anti-electrification and anti-efficiency campaigns around the country.
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advantages of combined ownership during the current energy transition.5® Similarly, state PUCs can incentivize such
mergers by specifying how combined gas-electric utilities will be able to recover costs from stranded gas-system
assets. PUCs can also consider offering a higher rate of return to combined gas-electric utilities, a method that FERC
has long used to incentivize other utility decisions.®*

A second set of strategies aims to give electric utilities better incentives to merge with gas utilities whose territories
they share. In many cases, electric utilities may be reluctant to take on the complexity of a second energy system,
or the many liabilities associated with gas utility assets. PUCs can give electric utilities certainty that they will be
able to transition these gas systems by revising obligation-to-serve requirements and can also guarantee that
unified energy utilities will be able to recoup the costs of transition activities such as gas network branch pruning.
Similarly, legislatures can enact statutes that clarify the extent to which shareholders of unified energy utilities and
stand-alone gas utilities, respectively, will be made whole for assets stranded in the transition.®® PUCs can also
adjust appliance efficiency programs and other grants to offer additional funding to unified energy utilities. In cases
where an investor-owned gas utility competes with a publicly owned electric utility, PUCs can also encourage unified
ownership by offering technical assistance, accelerated valuations, and other support. Finally, PUCs and state and
local governments have authority to condition utilities’ licenses to operate in ways that may facilitate mergers.5®

RISKS OF INACTION AND BENEFITS OF
UNIFIED ENERGY SYSTEMS

If PUCs decline to address intensifying competition between gas and electric utilities, ratepayers, utility employees,

and the implementation of state climate policies will all suffer. Refusal to address or simple avoidance of the increasing
duplication of functions and infrastructures will yield growing inefficiencies that increase the duration and cost of the
energy transition, with substantial consequences for customer affordability, not to mention states’ cumulative greenhouse
gas emissions. Even in regions where the cooking and building-heating sectors do eventually decarbonize — whether

via total electrification or a combination of electrification and an as-yet unproven combination of low-carbon fuels — the

53 FERC and the Department of Justice have joint oversight of utility mergers under the Section 203 of the Federal Power Act (requiring FERC approval for sale
of utilities) and Section 7 of the Clayton Antitrust Act (authorizing DOJ to prohibit transactions that substantially lessen competition in any industry in any
region of the country). 16 U.S.C § 824(b); 15 USC §18.

54 FERC has long provided utilities with an increased rate of return on transmission assets if they choose to join a qualifying Independent System Operator or
Regional Transmission Organization to effectively share the savings these organizations create between shareholders and ratepayers. See FERC Order 679,
116 FERC 61,057, 18 C.F.R. pt. 35 (July 20, 2006); FERC Order 679-A, 18 C.F.R. pt. 35 (Dec. 22, 2006).

55 Such legislative clarifications were critical to electric utility restructuring statutes in an earlier era. See for example the “transition charge” allowed by
California’s electricity restructuring statute, AB 1890. AB 1890, Cal Stat. Ch. 854 (1996).

56 Franchise renewals can be one place where local governments can exert influence over electric and gas utilities. The recent renewal of San Diego Gas
& Electric’s franchise agreement exemplifies this. See CITY OF SAN DIEGO, Mayor Gloria Applauds Final Council Approval of Energy Franchises: Gas and
Electric Franchise Agreements Negotiated By Mayor Represent A Better Deal for San Diegans (June 8, 2021), https://www.sandiego.gov/mayor/mayor-gloria-
applauds-final-council-approval-energy-franchises. In addition, the State of California has placed extensive conditions on Pacific Gas & Electric in legislation
enacted as a part of its second bankruptcy process. See GOVERNOR GAVIN NEWSOM, Governor Newsom Signs SB 350, Giving the State Protection That
PG&E Will Be Transformed Into A Safer Utility (June 30, 2020), https://www.gov.ca.gov/2020/06/30/governor-newsom-signs-sb-350-giving-the-state-
protection-that-pge-will-be-transformed-into-a-safer-utility/.
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consequences of inter-utility competition threaten PUCS’ climate, equity, and ratepayer-protection mandates.

As decarbonization policies cause gas utilities’ customer bases to shrink, system maintenance costs will be distributed
across progressively fewer consumers. The only way to make sure that those maintenance costs decline in proportion to
consumption is to coordinate shrinkage of the gas distribution system through the process of branch pruning. Effective
branch pruning will require PUCs and utilities to synchronize the planned retirement of elements of one energy system
with the planned expansion of another. Utilities will need to upgrade electric distribution infrastructure and ensure that
customers phase in electric appliances across specific footprints that can then be fully transitioned away from utility gas
service.5’

If instead, the gas system decline progresses without energy system coordination, gas utilities will be forced to maintain
a complete distribution network on behalf of an increasingly sparse set of consumers, exposing those consumers to

a vicious cost spiral. This cost spiral will be worsened if gas utilities opt to employ far more expensive renewable gas

or hydrogen fuels. Because ratepayers must make upfront investments in new appliances in order to disconnect from
gas service, gas utilities’ last customers under these conditions will disproportionately be poorer, non-white, and more
vulnerable to rising energy costs.*® Renters are also particularly vulnerable under this scenario, because they generally do
not control purchase of appliances or energy services for their residences but nevertheless bear financial responsibility
for energy bills.*°

Without inter-utility coordination, even the branch-pruning approach to gas system decline may have profound equity
consequences. To minimize the legal risk of holdout customers resorting to the courts or seeking legislative remedies,
gas utilities may seek to prune gas system branches in areas where electrification is already high — namely, wealthy
areas that can afford the up-front costs of electrification. Popular building decarbonization approaches such as subsidies,
building code changes, and other measures that subsidize electrification could thus pose serious equity risks if they are
unaccompanied by the systemwide, integrated planning that is essential to informed, equitable decision making in the
regulated utility monopoly context.

By more robustly addressing inter-utility competition, PUCs can also decrease consumer uncertainty about the future
of the utility energy systems they rely on. For most retail energy consumers, appliances such as stoves, water heaters,
and space heaters are major financial investments. PUCs that decline to manage the building-energy transition will
leave ratepayers without a reliable understanding of utility systems’ future, making their appliance purchases riskier. In

57 See Salma Elmallah, Anna M. Brockway, and Duncan Callaway, Can Distribution Grid Infrastructure Accommodate Residential Electrification and Electric
Vehicle Adoption in Norther California?, 2 ENVT'L. RES.: INFRASTRUCTURE & SUSTAINABILITY (2022).

58 CAL. ENERGY COMM., Strategic Pathways and Analytics for Tactical Decommissioning of Portions of Natural Gas Infrastructure (2021),
https://www.energy.ca.gov/solicitations/2020-12/gfo-20-503-strategic-pathways-and-analytics-tactical-decommissioning-portions; ALISON ONG,
MICHAEL MASTRANDREA, AND MICHAEL WARA, THE COSTS OF BUILDING DECARBONIZATION POLICY PROPOSALS FOR CALIFORNIA NATURAL GAS
RATEPAYERS: IDENTIFYING COST-EFFECTIVE PATHS TO A ZERO CARBON BUILDING FLEET, STANFORD WOODS INST. ENV'T, CLIMATE AND ENERGY
POL. PROGRAM (June 2, 2021), https://woodsinstitute.stanford.edu/system/files/publications/Building_Decarbonization Policy CA_Natural Gas
Ratepayers_Whitepaper.pdf; GRIDWORKS, CALIFORNIA'S GAS SYSTEM IN TRANSITION: EQUITABLE, AFFORDABLE, DECARBONIZED AND SMALLER
23 (2019), https://gridworks.org/wp-content/uploads/2019/09/CA_Gas_System_in_Transition.pdf; CARMELITA MILLER ET AL., EQUITABLE BUILDING
ELECTRIFICATION: A FRAMEWORK FOR POWERING RESILIENT COMMUNITIES (2019), https:/greenlining.org/wp-content/uploads/2019/10/Greenlining
EquitableElectrificationReport 2019 WEB.pdf.

59  SeeMiller et al., supran.58.
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a managed transition, by contrast, PUCs and utilities can provide ratepayers with a clear and location-specific picture of
how their energy supply will evolve over the coming years. By launching energy sector-wide planning processes, PUCs
can create greater certainty about the future for customers as those customers make multi-decade investments in new
appliances, thereby protecting ratepayer finances. This greater certainty is itself likely to accelerate consumer adoption of
lower-carbon appliances.

Unified energy system planning processes will also maintain public safety and reduce the potential for gas distribution
assets to become stranded. If the gas distribution network does not shrink in conjunction with gas consumption, gas
utilities will be faced with unwieldy and increasingly unaffordable maintenance challenges. As industry revenues and
borrowing capacity decling, the risk of vital safety maintenance being deferred will mount.®° In addition, avoiding an
unmanaged building-energy transition will help to protect the public from significant unfunded gas-system remediation
and transition liabilities.®’

Joint energy utility planning can also facilitate a safer, more predictable path to building decarbonization for utilities

and their investors. Unified planning can reduce the risk of gas system assets becoming stranded by helping utilities
plan progressive asset retirement schedules that take depreciation into account. At the same time, integrated energy
system planning will facilitate cost-effective upgrades to the electric distribution system by more fully accounting for (and
spatially differentiating) load growth due to building decarbonization. By gathering more data and conducting unified
planning, PUCs and utilities can prioritize older or higher-risk segments of both gas and electric distribution systems for
transition, proactively ensuring system safety and a least-cost transition.

Lastly, by addressing inter-utility competition, PUCs can better protect utility workers who might otherwise be sidelined
by unmanaged gas system decline, providing an ideal platform for PUCs to factor labor equity into their decisionmaking.
If electric system growth is not coordinated with gas system shrinkage, utility gas workers could find themselves without
a pathway to comparable employment, threatening these workers’ livelihoods and entrenching their unions’ opposition to
state and local climate policies.®? At the same time, by creating predictable career-transition pathways between gas and
electric workforces, unified energy system planning can help to ensure that an adequate gas workforce is maintained as
that system shrinks.5®

Ratepayers, utilities, and labor can all reap clear benefits by rapidly moving towards unified energy systems via unified
PUC planning processes and combined ownership of gas and electric utilities. Likewise, without a unified energy system
the risks posed to all these stakeholders by unmanaged building decarbonization increase substantially.

60  For further discussion, see Emily Grubert and Sara Hastings-Simon, Designing the Mid-Transition: A Review of Medium-Term Challenges for Coordinated
Decarbonization in the United States, 13 WIRES CLIMATE CHANGE 1, 9 (2022).

61 For a recent analogous situation, see the shedding of environmental remediation and employee pension liabilities by major U.S. coal mining firms. See
generally Joshua Macey & Jackson Salovarra, Bankruptcy as Bailout: Coal Company Insolvency and the Erosion of Federal Law, 71 STANFORD L. REV. 879
(2019)

62 See id. (describing the risks faced by fossil fuel workers as a fossil fuel industry collapses).
63 Declining industries risk losing their skilled workforces, exacerbating maintenance and safety challenges. See generally Grubert and Hastings-Simon, supra
n.60. A recent and potentially relevant success story for the unionized utility workforce is the planned transition of workers at the Diablo Canyon Nuclear

Power Plant. See Tom Dalzell, Diablo Canyon: A Just Transition for Workers and the Environment, UNIV. CAL. BERKELEY (Nov. 30, 2018),
https:/laborcenter.berkeley.edu/diablo-canyon-just-transition-workers-environment/.
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CONCLUSION

Utilities that operate as state-chartered monopolies have always been heavily regulated by their PUCs. Today,
technological innovation and decarbonization efforts have placed electric and gas utilities in a new form of direct
competition that is largely unmanaged, deeply wasteful, and itself obstructive of decarbonization. Achieving a safe,
affordable and fast transition to low-carbon energy systems will require thorough coordination between electric
and gas utilities, a challenging goal which is put further out of reach by these utilities’ intensifying skirmishes over
market share.

To be sure, PUCs could attempt to coordinate the building energy transition by continuing to work around inter-
utility competition, punishing utilities that overstep the bounds of their anticompetitive powers on a case-by-case
basis and pushing incrementally more stringent efficiency and decarbonization policies. But this approach leaves
regulators in a reactive position, while maximizing opportunities for political obstruction and ultimately creating
higher costs and greater risks for ratepayers. Given the rapid transition timelines mandated by state climate
policies and international climate agreements, this approach may also move too slowly. And PUCs know full well
that building decarbonization is but one of many demands for limited ratepayer funds, making the energy system’s
cost efficiency a determining factor of its success. Taking decarbonization seriously requires PUCs to confront
inter-utility competition, and utility regulation’s own history suggests that the best, most direct way to do this is to
eliminate the boundary along which competition has developed.

By setting out to decarbonize our building stock, we are committing to overhaul the network infrastructure that
supports our communities and homes. It should not come as a surprise, then, that this transformation strains
financial and regulatory infrastructure which has overseen physical energy infrastructure for more than a century.
But this is not the first time that system has experienced strain. The current regulatory inadequacies highlighted
by the nascent building-energy transition harken back to earlier periods of rapid change and evolution of energy
networks, including the period of chaotic network expansion that PUCs were founded to coordinate. Put simply,
this new and developing energy landscape requires us to reshape not just physical energy networks themselves
but also the financial and regulatory boundaries that define what are currently separate sectors.

By addressing gas and electric utilities as components of a single, unified energy sector, regulators can guarantee
coordination while reducing the costs of both maintenance and transition. Unified energy sector planning can

help PUCs manage that transition to a decarbonized utility system in a way that is economically efficient, places
minimal strain on both gas and electric distribution networks, is equitable for ratepayers, and presents a reliable
employment transition for workers. Achieving these outcomes requires unified regulation and management of gas
and electric utilities.
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