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RESOLUTION

Resolution G-3316.  Southern California Gas Company (SoCalGas) to revise Schedule G-IMB, Imbalance Trading Service.

By Advice Letter 3012 Filed on April 6, 2001. 

__________________________________________________________

Summary

This Resolution approves SoCalGas Advice Letter (AL) 3012, filed on April 6, 2001, requesting revisions to its tariffs.  Specifically, SoCalGas requests modification of its Schedule G-IMB, which contains provisions for Imbalance Trading Service.  SoCalGas proposes that the utility’s Standby Procurement Charge for natural gas imbalances exceeding the 10% tolerance band should be revised so that it will be calculated as 150% of the highest daily border price index at the Southern California border.  SoCalGas also requests that the time period for calculating the Standby Procurement Charge be changed so that it does not lag so far behind the imbalance trading period.  SoCalGas proposes that the Standby Procurement Charge will be posted at least one day in advance of each corresponding imbalance trading period.  SoCalGas requests these changes in order to protect core customers from financial harm due to natural gas price volatility.  We approve the modifications requested by SoCalGas.  
Background

In D. 90-09-089, we adopted for SoCalGas and PG&E the monthly imbalance charge mechanism in the basic form currently contained in SoCalGas’ G-IMB tariff.  Specifically, we approved a rate for “standby service” (monthly under-deliveries/negative imbalances in excess of a 10% tolerance band) equal to the higher of 150% of the core WACOG (weighted average cost of gas) for the month or the highest incremental cost of gas for the month.  

In D. 97-11-070, we adopted more stringent balancing rules for SoCalGas for the winter heating season, noting that the then-existing rules “serve mainly to reduce noncore customers’ exposure to market risk, potentially at the expense of core customers.”  D. 97-11-070 also noted that “ SoCalGas’ existing rules help create a circumstance which provides an incentive for noncore customers and marketers to under-deliver gas supplies from their gas suppliers and then purchase cheaper supplies from SoCalGas’ storage.”  We implemented winter balancing rules that established a Daily Balancing Standby Rate as 150% of the highest Southern California Border price during the relevant winter balancing rule periods.  

Recently, two major changes occurred in the California gas market.  First, natural gas prices at the California border have shown great upward volatility, resulting in prices that have, at times, been significantly higher during the imbalance trading period than during the flow month
 when the imbalance was incurred.  Second, the natural gas prices at the California border now greatly exceed prices in the producing basins serving California, from which SoCalGas purchases the majority of the natural gas for its retail core and core subscription customers. Historically, the difference between basin prices and California border prices (basis differential) has been less than $1.00 per MMBtu.  Recently, however, the basis differential has jumped significantly, reaching levels as high as $49 per MMBtu in December of 2000.  These changes have rendered obsolete the imbalance charge mechanism established in D. 90-09-89.

Notice 

Notice of AL 3012 was made by publication in the Commission’s Daily Calendar.  SoCalGas states that a copy of the Advice Letter was mailed and distributed in accordance with Section III-G of General Order 96-A. 

Protests

Advice Letter AL 3012 was not protested.  

The Office of Ratepayer Advocates (ORA) and Toward Utility Rate Normalization (TURN) filed a letter in support of AL 3012.

Discussion

SoCalGas’ existing monthly imbalance charges are calculated as the higher of 150% of SoCalGas’ core subscription charge or 100% of the highest incremental cost of gas purchased by SoCalGas during the prior flow month when the imbalance was incurred.  Therefore, it has now become more economical for a noncore customer to pay the imbalance charge and take retail core’s gas than to trade for gas at higher market prices.  Thus, the existing imbalance charges have become increasingly inadequate to encourage noncore customers and Core Transport Agents (CTAs) to avoid excess negative imbalances in the first place or to cure their monthly negative imbalances through imbalance trading.  If noncore customers and CTAs do not cure their monthly negative imbalances in excess of the 10% tolerance band, these volumes are sold to them from retail core storage inventory at the Standby Procurement Charge and must be replaced by core flowing supplies at the prevailing market price at the Southern California border.   Such replacement clearly imposes a great hardship on core customers.  

Moreover, it is clear that the core subscription price historically used to establish the Standby Procurement Charge does not accurately reflect the market price of natural gas delivered into the SoCalGas system at the Southern California border.  

SoCalGas therefore proposes to calculate the Standby Procurement Charge as 150% of the highest daily border price index at the Southern California border for the period
. 

The existing method also provides incentives for noncore customers to use imbalance trading as a price-hedging mechanism because the imbalances from the previous flow month are not traded until the next month.  If the price of gas has risen significantly in the meantime, therefore, the customers have an incentive to simply pay the imbalance penalties in the form of the Standby Procurement Charge rather than trade the imbalances.  

SoCalGas recommends that daily gas price volatility requires that the Standby Procurement Charge be calculated during the time period that begins on the first day of the flow month and ends five days prior to the start of the applicable monthly imbalance trading period.  Currently, a customer’s monthly imbalances are stated on the customer’s monthly bill.  On the 25th calendar day of the month in which the customer receives the bill, the customer is allowed to trade the imbalances on SoCalGas’ GasSelect computer system.

Under the SoCalGas’ revised method, the Standby Procurement Charge would be posted no later than one day in advance of the start of the monthly imbalance trading period.  This will ensure that the Standby Procurement Charge sufficiently reflects market pricing to provide noncore
 customers and CTAs with the proper incentive to cure monthly negative imbalances, while still providing these customers with a posted Standby Procurement Charge prior to the start of the applicable monthly imbalance trading period
.  

SoCalGas states that failure to authorize the requested changes could have detrimental effects on the core customer class.  The retail core customer class has a specified amount of firm interstate transportation capacity, storage injection, and storage inventory rights to be used in summer months to achieve sufficient storage levels entering the winter heating season for maintaining reliable service throughout winter.  These rights assume that there are no significant core storage losses to the noncore and CTA markets due to sales through the Standby Procurement Charge during the summer storage injection season.  To the extent the retail core storage inventory is lost through Standby Procurement Charge sales, the core must replace this gas with expensive purchases at the Southern California border.  This could result in higher gas costs for the retail core as well as possibly reducing retail core’s storage inventory.  The likelihood of this happening increases with increased gas price volatility at the California border.  

Expectations are that such high volatility would most likely occur during periods of high electric generation demand in the third quarter of the calendar year, towards the end of the retail core’s storage injection window.  The ability of SoCalGas to replace the lost gas at reasonable prices could be limited at that time by the competing need for available gas supplies to meet electric generation load.  SoCalGas would bid for gas supplies at the California border in competition with highly inelastic electric generation load in a market with finite supplies.  Depending on the required volume of gas to be replaced, this might not be feasible under certain market conditions, thus potentially undermining retail core’s winter service reliability.  

We agree with SoCalGas and conclude that recent gas price increases have demonstrated that SoCalGas’ existing imbalance charge mechanism can no longer provide the proper incentives to noncore customers and CTAs to cure their monthly negative imbalances.  As SoCalGas demonstrates, during a recent noncore imbalance trading period, Southern California baseload prices exceeded $14 per MMBtu as compared to the $7.75 per MMBtu Standby Procurement Charge (based on 150% of the applicable core subscription price).  SoCalGas explains that during this imbalance trading period, the core lost about 0.5 Bcf of gas through Standby Procurement Charge sales to noncore customers and CTAs.  Replacement of this volume at the prevailing market price increased retail core gas costs by about $3 million.  

We have repeatedly reiterated our policy that the utilities’ balancing services should promote good planning and should not impose additional costs on the utilities or their core ratepayers and that balancing services should not replace storage services.  Moreover, it has always been this Commission’s overall goal that the utilities’ core customers should not be subsidizing their noncore customers’ or CTAs’ gas supply or storage costs.  As ORA and TURN point out, the volatile natural gas markets of recent months have rendered SoCalGas’ existing imbalance charges incapable of providing proper incentives to noncore customers and CTAs to balance within the 10% monthly intolerance band.  We believe that the modifications proposed by SoCalGas to its Schedule G-IMB will provide the correct incentives for noncore customers to balance their natural gas use without imposing hardship on core customers.

Therefore, we adopt the two changes proposed by SoCalGas in AL 3012 to revise its Imbalance Trading Service Schedule, G-IMB.  

Comments

This is an uncontested matter in which the resolution grants the relief requested.  Accordingly, pursuant to PU Code 311(g)(2), the otherwise applicable 30-day period for public review and comment is being waived.

Findings

1. In D. 90-09-089, we adopted for SoCalGas and PG&E the monthly imbalance charge mechanism in the basic form currently contained in SoCalGas’ G-IMB tariff.  

2. In D. 90-09-089, we approved a rate for “standby service” (monthly under-deliveries/negative imbalances in excess of a 10% tolerance band) equal to the higher of 150% of the core WACOG (weighted average cost of gas) for the month or the highest incremental cost of gas for the month.

3. In D. 97-11-070, we adopted more stringent balancing rules for SoCalGas for the winter heating season, noting that the then-existing rules “serve mainly to reduce noncore customers’ exposure to market risk, potentially at the expense of core customers.”

4. Recently, two major changes occurred in the California gas market.

5. Natural gas prices at the California border have recently shown great upward volatility, resulting in prices that have, at times, been significantly higher during the imbalance trading period than during the flow month when the imbalance was incurred.

6. Natural gas prices at the California border now greatly exceed prices in the producing basins serving California, from which SoCalGas purchases the majority of the natural gas for its retail core and core subscription customers.

7. These changes have rendered obsolete the imbalance charge mechanism established in D. 90-09-89.

8. On April 6, 2001, SoCalGas filed AL 3012, requesting revisions to its tariffs.  

9. In AL 3012, SoCalGas requests modification of its Schedule G-IMB, which contains provisions for Imbalance Trading Service.

10. By AL 3012, SoCalGas requests that the Standby Procurement Charge should be calculated at 150% of the highest daily border price index at the Southern California border for the period.  

11. The highest daily border price index proposed by SoCalGas is an average of the highest prices from “NGI’s Daily Gas Price Index - Southern California Border Average” and “Gas Daily’s Daily Price Survey - SoCal gas, large pkgs Midpoint.”

12. By AL 3012, SoCalGas also requests that the calculation period for the Standby Procurement Charge should begin from the first day of the “flow month” and end five days prior to the start of each corresponding imbalance trading period.

13. A flow month is the month in which the imbalance is created. 

14. SoCalGas proposes that the Standby Procurement Charge will be posted at least one day in advance of each corresponding imbalance trading period.

15. Advice Letter AL 3012 was not protested.

16. The Office of Ratepayer Advocates (ORA) and Toward Utility Rate Normalization (TURN) filed a letter in support of AL 3012.

17. SoCalGas’ existing monthly imbalance charges are calculated as the higher of 150% of SoCalGas’ core subscription charge or 100% of the highest incremental cost of gas purchased by SoCalGas during the prior flow month when the imbalance was incurred.

18. It has now become more economical for a noncore customer to pay the imbalance charge and take retail core’s gas than to trade for gas at higher market prices.

19. The existing method also provides incentives for noncore customers to use imbalance trading as a price-hedging mechanism because the imbalances from the previous flow month are not traded until the next month.  If the price of gas has risen significantly in the meantime, therefore, the customers have an incentive to simply pay the imbalance penalties in the form of the Standby Procurement Charge rather than trade the imbalances.  

20. The revised method proposed by SoCalGas will ensure that the Standby Procurement Charge sufficiently reflects market pricing to provide noncore customers and CTAs with the proper incentive to cure monthly negative imbalances, while still providing these customers with a posted Standby Procurement Charge prior to the start of the applicable monthly imbalance trading period.

21. If noncore customers and CTAs do not cure their monthly negative imbalances in excess of the 10% tolerance band, these volumes are sold to them from retail core storage inventory at the Standby Procurement Charge and must be replaced by core flowing supplies at the prevailing market price at the Southern California border.

22. Replacement of negative imbalances in excess of the 10% tolerance band under the current market conditions imposes a great hardship on core customers.

23. The core subscription price historically used to establish the Standby Procurement Charge does not accurately reflect the market price of natural gas delivered into the SoCalGas system at the Southern California border.

24. It has always been this Commission’s policy that the utilities’ balancing services should promote good planning and should not impose additional costs on the utilities or their core ratepayers and that balancing services should not replace storage services.

25. The modifications proposed by SoCalGas to its schedule G-IMB will provide the correct incentives for noncore customers to balance their natural gas use without imposing hardship on core customers.

26. The revisions proposed by SoCalGas to its Schedule G-IMB in AL 3012-G are reasonable and in the public interest.

Therefore it is ordered that:

1. The request of Southern California Gas Company to revise its Schedule G-IMB as filed in Advice -G is approved.

2. The revised tariff will be effective June 1, 2001. 
3. This Resolution is effective today.

I certify that the foregoing resolution was duly introduced, passed and adopted at a conference of the Public Utilities Commission of the State of California held on May 24, 2001; the following Commissioners voting favorably thereon:







 _____________________









 WESLEY M. FRANKLIN







 

       Executive Director

The flow month is the month that the imbalance is created in.


The highest daily border price index is an average of the highest prices from “NGI’s Daily Gas Price Index - Southern California Border Average” and “Gas Daily’s Daily Price Survey - SoCal gas, large pkgs Midpoint.”


Noncore references include wholesale.  The requested changes to the Standby Procurement Charge shall also apply to wholesale customers.


As part of their service from SoCalGas, CTAs are provided firm storage rights that can be used to stay within the monthly tolerance band and for purposes of curing negative imbalances in excess of the tolerance band.
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