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BEFORE THE PUBLIC UTILITIES COMMISSION 

OF THE STATE OF CALIFORNIA 

In the Matter of the Application of   )  
Southern California Gas Company (U 904 G) ) 
Regarding Year 16 (2009-2010) of Its  ) Application 10-06-___ 
Gas Cost Incentive Mechanism   ) 
      ) 

APPLICATION OF  
SOUTHERN CALIFORNIA GAS COMPANY (U 904 G)  

REGARDING YEAR 16 (2009-2010)  
OF ITS GAS COST INCENTIVE MECHANISM 

Southern California Gas Company (“SoCalGas”) hereby submits its sixteenth annual 

application (“Application”) under the Gas Cost Incentive Mechanism (“GCIM”).  The 

Commission established the GCIM in Decision (“D.”) 94-03-076, modified and extended it in 

D.97-06-061, extended it on an annual basis beginning with Year 6 in D. 98-12-057, and further 

modified and extended it on an annual basis beginning in Year 8 in D.02-06-023.1  Pursuant to 

these decisions and SoCalGas’ Tariff Preliminary Statement Part VIII, Gas Cost Incentive 

Mechanism, SoCalGas is to file an application and report in June of each year to address its 

performance under the GCIM for the previous April 1 through March 31, period (“GCIM 

Year”). 

                                                           
1 Pursuant to D.02-06-023, the GCIM will continue on an annual basis until the Commission modifies or terminates 
it after giving interested parties notice and an opportunity to be heard.  See D.02-06-023, mimeo., at 16, 21-22, and 
p.1 of Attachment A. 
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In this Application, SoCalGas provides its report on gas supply and storage operations for 

the twelve-month GCIM year ending March 31, 2010 (“Year 16”), and submits its request for 

Commission approval of a shareholder reward of $6,012,199 for its Year 16 performance.  

SoCalGas’ Year 16 Annual Report is Attachment A to this Application. 

I. BACKGROUND 

A. Establishment of the GCIM 

On March 16, 1994, the Commission approved SoCalGas’ A.93-10-034 implementing a 

new method by which the Commission oversees the reasonableness of gas purchases and gas 

storage decisions made by SoCalGas on behalf of core sales customers (D.94-03-076).  The 

Commission initially established a three-year experimental GCIM program beginning April 1, 

1994.  As stated in D.94-03-076, the GCIM program originally consisted of two separate 

elements, one that measured performance for gas procurement efforts and the other that 

measures performance for efficient gas storage operations for the core class.  The original GCIM 

affected approximately 75 percent of SoCalGas’ total gas purchases. 

The original GCIM established a benchmark against which to measure the price 

SoCalGas pays for core and core subscription gas supply.  The benchmark was based on a 

combination of monthly gas price indices published in Natural Gas Intelligence, Inside FERC 

Gas Market Report, and a New York Mercantile Exchange (“NYMEX”) component for gas 

futures.  The GCIM proposal included a “tolerance band” to allow SoCalGas to meet objectives 

related to service reliability and supply security.  The approved tolerance band was initially 

established at four and one-half percent during the first year of the GCIM and four percent for 

the subsequent two years. 
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In establishing the GCIM in D.94-03-076, the Commission ordered the Commission 

Advisory and Compliance Division (“CACD”) to conduct an evaluation of the GCIM by 

August 1, 1996, to provide the Commission with guidance regarding the success or failure of the 

program prior to its three-year completion.  The Division of Ratepayer Advocates (“DRA”) was 

given the task of auditing SoCalGas’ annual reports on the GCIM. 

In D.02-06-023, the Commission approved a Settlement Agreement executed in July of 

2001 by SoCalGas, the Office of Ratepayer Advocates (“ORA”), and The Utility Reform 

Network (“TURN”).  The Settlement Agreement extends the GCIM on an annual basis into Year 

8 and beyond, until such time as the Commission approves -- after giving the parties notice and 

an opportunity to be a heard -- a request for modification to or termination of the GCIM. 

B. GCIM Year 1 

Consistent with D.94-03-076, SoCalGas filed its first annual GCIM report on June 22, 

1995 (A.95-06-043).  A.95-06-043 outlined the performance for SoCalGas during GCIM Year 1 

and proposed six modifications to the GCIM.  DRA conducted its audit of SoCalGas’ report 

opposing only two of the proposed modifications.  SoCalGas settled with DRA in agreeing on 

four of the six proposed modifications, and the Commission granted SoCalGas its requested 

shareholder award. 

C. GCIM Year 2 

On June 17, 1996, SoCalGas filed A.96-06-029 reporting on its gas supply and storage 

operations during Year 2.  The deadline set in D.94-03-076 for the CACD, or its successor the 

Energy Division, to file an evaluation report passed on August 1, 1996.   

On February 13, 1997, SoCalGas and ORA filed a Joint Motion for order adopting 

Stipulation and Agreement, Suspending Procedural Schedule, Waiving Oral hearings, Limited 
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Consolidation of Indicated Docket, and for Other Relief.  Among other things, the Stipulation 

and Agreement resolved all issues related to the Year 2 application, proposed to replace the four 

percent tolerance band with a tolerance band of two percent above and one-half percent below 

the benchmark, and provided for revisions to, and extension of, the GCIM program on an annual 

basis beyond the original expiration date of March 31, 1997. 

In D.97-06-061, the Commission adopted the joint recommendation of ORA and 

SoCalGas with one modification.  The sole modification was to limit the current extension of the 

GCIM to a two-year term ending March 31, 1999, “in order for the Commission to revisit this 

program, if it chooses, as part of its gas strategy.”2 

D. GCIM Year 3 

On June 16, 1997, SoCalGas filed its Year 3 report.  That filing was reviewed and 

accepted without modification by ORA on December 5, 1997, and approved without hearings, 

by the Commission in D.98-06-024. 

E. GCIM Year 4 

On June 18, 1998, SoCalGas filed its Year 4 report.  That filing was also reviewed and 

accepted without modification by ORA and approved by the Commission, without hearings, in 

D.98-12-057.  The Commission stated in Ordering Paragraph 2 of D.98-12-057 that: 

SoCalGas’ GCIM is extended on an annual basis for 12-month cycles, 
beginning in Year 6, the period April 1, 1999 through March 31, 2000, 
unless the mechanism is modified or discontinued by order of the 
Commission. 

 F. GCIM Year 5 

On June 15, 1999, SoCalGas filed its Year 5 report in A. 99-06-027, which was reviewed 

and approved without modification by ORA and was approved, without hearings, in D.00-06-
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039.  In D.00-06-039, the Commission did not order modifications to or termination of the 

GCIM, but did order the Energy Division to conduct an evaluation of the GCIM before the 

Commission would consider modifications to the GCIM, including whether to extend or 

terminate the mechanism. 

 G. GCIM Year 6 

On June 15, 2000, SoCalGas filed its Year 6 report in A.00-06-023.  On October 30, 

2000, ORA issued its Monitoring and Evaluation Report of A.00-06-023, which “verified that 

the Commission approved sharing mechanism results in a $14.4 million benefit to ratepayers and 

a shareholder reward of $9.8 million.”  In its report, ORA supported the continuation of the 

GCIM into Year 7 and recommended the continuation of the GCIM program into Year 8 with 

two refinements to the mechanism.3  Pursuant to D.00-06-039, on January 4, 2001, the Energy 

Division issued a comprehensive 37-page analysis of the history, function, and results of the 

GCIM.  In its analysis, the Energy Division concluded that gas purchases made by SoCalGas 

under the GCIM “are definitely far more favorable to ratepayers than those made when 

reasonableness reviews were in effect.”4  The Energy Division noted that “the GCIM has 

achieved the Commission’s goals for the GCIM,” and recommended that the GCIM be 

continued, explaining that “the GCIM is superior to various alternatives, such as traditional 

reasonableness reviews, elimination of SoCalGas from the gas procurement function, or 

inclusion of gas procurement costs in an overall performance-based ratemaking mechanism.”5  In 

D.01-05-002, the Commission approved, without hearings, SoCalGas’ GCIM award for its Year 

                                                                                                                                                                                           
2 D.97-06-061, mimeo., at 1. 
3  The two refinements to the GCIM for Year Eight were: 1) the modification of the lower tolerance band from the 
current 0.5% to 1.0%, and 2) replace the NYMEX benchmark with published (daily or weekly) indices with a set 
25% weighting.  ORA GCIM Year 6 Monitoring and Evaluation Report, pg. 1-4 dated October 30, 2000. 
4  Energy Division Analysis at 20; see also D.02-06-023, mimeo., at 5 referencing the analysis. 
5  Energy Division Report of the SoCalGas GCIM, page 1, dated January 4, 2001. 
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6 performance and opened Phase 2 of A.00-06-023 to address whether the GCIM should be 

extended with or without modification.   

In D.02-06-023 the Commission approved a settlement agreement among SoCalGas, 

ORA, and TURN, which extended and made the following changes to SoCalGas’ GCIM:  

1. Elimination of the NYMEX Program as a benchmark index, beginning in Year 8.  
2. Shareholder awards will be capped at 1.5 percent of the actual annual gas 

commodity cost. 
3. The sharing bands below the benchmark will be: 

 
Sharing Band Ratepayer% Shareholder% 
0.0%-1.00% 100% 0% 
1.00%-5.00% 75% 25% 
5.00% & Above 90% 10% 
 

Pursuant to D.02-06-023, SoCalGas’ GCIM will continue on an annual basis until further 

modified or terminated upon Commission order.6   

 H. GCIM Year 7 

On June 15, 2001, SoCalGas filed its Year 7 GCIM report in A.01-06-027, seeking a 

shareholder award of $106.1 million.  Year 7 represented an extremely volatile year in gas 

prices, compounded by unusually cold weather, higher wholesale electric prices, lower 

hydroelectric generation in the Pacific Northwest, higher electric generation demand, and lower 

throughput on the El Paso Natural Gas Company interstate pipeline system due to a system 

rupture.  Despite all of these factors, SoCalGas was able to effectively manage its assets to the 

benefit of core ratepayers, resulting in gas for the core being purchased at an average price of 

$5.16 per MMBtu -- well below the benchmark of $5.72 per MMBtu.   

Pursuant to the Settlement Agreement adopted in D.02-06-023, SoCalGas retroactively 

applied its new 1.5% commodity cost cap, and reduced its proposed GCIM Year 7 shareholder 

                                                           
6  D.02-06-023, mimeo, at 25-26 and page 1 of Attachment A (the settlement agreement). 
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award from $106.1 million to $30.8 million.  The Commission approved SoCalGas’ revised 

$30.8 million GCIM Year 7 shareholder award request in D.03-08-065.   

 I. GCIM Year 8 

SoCalGas filed A.02-06-035 on June 17, 2002, requesting an authorized shareholder 

award of $17.4 million for GCIM Year 8, an amount that also reflected the retroactive 

application of the new 1.5% commodity cost cap on shareholder awards.  In GCIM Year 8, 

California continued to experience a volatile natural gas market.  Despite this volatility, the 

GCIM continued to provide SoCalGas’ core customers with reliable natural gas supplies at 

below market cost.  SoCalGas realized an average gas cost of $3.13 per MMBtu, $0.51 per 

MMBtu below the benchmark price of $3.64 per MMBtu.  The Commission approved 

SoCalGas’ $17.4 million GCIM Year 8 shareholder award request in D.03-08-064. 

J. GCIM Year 9 

SoCalGas filed A.03-06-021 on June 16, 2003 summarizing its GCIM Year 9 activities 

and requesting an authorized shareholder award of $6.3 million.  While Year 9 provided more 

stability to the gas market than in the two preceding years, California’s natural gas market 

continued to be very dynamic.  Despite these changing conditions, SoCalGas’ core customers 

continued to receive reliable natural gas supplies at $39 million below market cost.  The 

Commission approved SoCalGas’ $6.3 million GCIM Year 9 shareholder award request in D.04-

02-060. 

K. GCIM Year 10 

SoCalGas filed A.04-06-025 on June 15, 2004, summarizing its GCIM Year 10 activities 

and requesting a GCIM Year 10 shareholder award of $2.4 million.  During GCIM Year 10, 

SoCalGas continued to provide its core customers with reliable natural gas supplies, at $27 
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million below market cost.7  The Commission approved SoCalGas’ $2.4 million GCIM Year 10 

shareholder award request in D.05-04-003. 

L. GCIM Year 11 

A.05-06-030 was filed on June 15, 2005, which requested a GCIM shareholder award of 

$2.5 million for Year 11.  SoCalGas provided natural gas supplies to its core customers at $31.4 

million below the benchmark during GCIM Year 11.  On November 30, 2005, ORA issued its 

GCIM Year 11 Monitoring and Evaluation Report which concurred with SoCalGas’ proposed 

shareholder award of $2.5 million, but also recommended two modifications to the GCIM 

mechanism.8 

1. SoCalGas should inject gas into storage on a uniform ratable basis during the 

injection months. 

2. SoCalGas should meet a strict minimum of 70 Bcf inventory level in storage by 

November 1.   

On February 17, 2006, DRA (formerly “ORA”), TURN, and SoCalGas filed a Joint 

Recommendation which resolved the concerns raised by DRA in its Monitoring and Evaluation 

Report.  Specifically, the Joint Recommendation proposed the following changes to the GCIM: 

� The core’s October 31 physical inventory storage target will change from 70 Bcf +5/-5 
Bcf to 70 Bcf +5/-2 Bcf.  This core physical inventory does not include any net park and 
net loan positions. 

� If additional storage inventory capacity is allocated to SoCalGas’ core beyond 70 Bcf, 
core’s October 31 physical inventory storage target will be increased by that amount. 

� SoCalGas must obtain the consent of DRA and TURN to rely upon its existing secondary 
storage target. 

� Unless otherwise agreed to by DRA and TURN, SoCalGas must have a minimum core-
purchased inventory of 49 Bcf on July 31, 2006.  This target may include net loan 
positions. 

� For the years beyond 2006, SoCalGas will obtain agreement from DRA and TURN for 
                                                           
7  D.05-04-003, page 3. 
8  ORA GCIM Year 11 Monitoring and Evaluation Report, page 1-2. 
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mid-season core-purchased inventory target(s) which must be met unless otherwise 
agreed to by DRA and TURN.  Each of these changes would be reflected in SoCalGas’ 
GCIM tariff. 

The Joint Recommendation of DRA, TURN, and SoCalGas was adopted by the 

Commission in D.06-10-029 along with SoCalGas’ requested shareholder award for Year 11 of 

$2.5M.9 

M. GCIM Year 12 

SoCalGas filed A.06-06-017 on June 15, 2006 and requested a GCIM shareholder award 

of $9.8 million for Year 12.  During GCIM Year 12, SoCalGas continued to provide its core 

customers with reliable natural gas supplies, at $69.1 million below market cost.  In October 

2006, DRA issued its Monitoring and Evaluation Report for GCIM Year 12 and recommended 

approval of SoCalGas’ requested shareholder award.  The Commission approved SoCalGas’ 

$9.8 million GCIM Year 12 shareholder award request in D.07-11-005.   

N. GCIM Year 13 

SoCalGas filed A.07-06-021 on June 15, 2007 and requested a GCIM shareholder award 

of $8.9 million for Year 13.  During GCIM Year 13, SoCalGas continued to provide its core 

customers with reliable natural gas supplies, at $57.7 million below benchmark cost.  In October 

2007, DRA issued its Monitoring and Evaluation Report for GCIM Year 13 and recommended 

approval of SoCalGas’ requested shareholder award.  A.07-06-021 was approved by the 

Commission on January 31, 2008 (D.08-01-035), finding that SoCalGas reasonably managed its 

gas acquisition and operations in Year 13 within the context of the GCIM that existed at the 

                                                           
9  As with GCIM Yr 7, Yr 8, Yr 9, and Yr 10 shareholder awards granted by the Commission, this GCIM Yr 11 
award was made subject to refund or adjustment, as may be determined in I.02-11-040.  However, in D.06-12-034, 
the Commission closed I.02-11-040 with prejudice and terminated the conditions imposed upon these GCIM 
shareholder awards.  
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time, and that the calculation and amount of the shareholder award is correct pursuant to the 

GCIM modifications adopted in D.02-06-023. 

O. GCIM Year 14 

SoCalGas filed A.08-06-016 on June 16, 2008, requesting a GCIM shareholder award of 

$6.5 million for Year 14.  During GCIM Year 14, SoCalGas continued to provide its core 

customers with reliable natural gas supplies, at $50.1 million below benchmark cost.  In 

November 2008, DRA issued its Monitoring and Evaluation Report for GCIM Year 14 and 

recommended approval of SoCalGas’ requested shareholder award.  In February 2009 the 

Commission issued D.09-02-005, approving A.08-06-016 and SoCalGas’ requested shareholder 

award of $6.5 million. 

P. GCIM Year 15 

SoCalGas filed A.09-06-014 on June 15, 2009, requesting a GCIM shareholder award of 

$12 million for Year 15.  During GCIM Year 15, SoCalGas continued to provide its core 

customers with reliable natural gas supplies, at $75.6 million below benchmark cost.  In October 

2009, DRA issued its Monitoring and Evaluation Report for GCIM Year 15 and recommended 

approval of SoCalGas’ requested shareholder award.  In January 2010 the Commission issued 

D.10-01-018, approving A.09-06-014 and SoCalGas’ requested shareholder award of $12 

million. 

 

II. PURPOSE OF APPLICATION AND RELIEF SOUGHT 

The purpose of this Application is to request a GCIM shareholder reward of $6,012,199 

for SoCalGas’ performance in Year 16 pursuant to the revised GCIM established by 
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D.02-06-023.  As documented in Attachment A, in Year 16, SoCalGas was able to purchase gas 

at $39.9 million below the GCIM benchmark.  The actual cost of all purchases by SoCalGas 

subject to the GCIM was $1,713,612,056 while the benchmark cost was $1,753,539,090. 

Pursuant to the revisions to the GCIM adopted in D.02-06-023, if the Commission determines 

that these figures are accurate, SoCalGas will be entitled to a shareholder reward of $6,012,199.   

The relief sought by SoCalGas in this Application is a GCIM Year 16 shareholder award 

of $6,012,199. 

III. STATUTORY AND PROCEDURAL REQUIREMENTS 

A. Category, Need for Hearing, Issues, and Schedule – Rule 2.1(c) 

SoCalGas proposes that this proceeding be categorized as “ratesetting” because 

SoCalGas’ proposals will have a future effect on rates.  SoCalGas does not believe that a hearing 

is necessary.  Given the record that has already been developed in other Commission 

proceedings, and given the GCIM settlement adopted by the Commission in D.02-06-023, 

SoCalGas does not believe that its proposals in this proceeding will raise any issues of fact that 

will require a hearing. 

The issue to be considered in this proceeding is whether SoCalGas should be awarded the 

GCIM Year 16 shareholder award of $6,012,199 it has requested. 

 

 

 

SoCalGas proposes the following schedule for this Application: 

EVENT DATE 

SoCalGas files Application June 14, 2010 

Deadline for responses to Application July 14, 2010 
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Prehearing Conference August 16, 2010 

DRA Report October 15, 2010 

Proposed Decision January 2011 

Commission Decision February 2011 

B. Authority – Rule 2.1 

This Application is made pursuant to Sections 451, 454, 489, 491, 701, 728, and 729 of 

the Public Utilities Code of the State of California, the Commission’s Rules of Practice and 

Procedure, and relevant decisions, orders, and resolutions of the Commission, including D.02-

06-023. 

C. Corporate Information and Correspondence – Rule 2.1(a) and (b) 

SoCalGas is a public utility organized and existing under the laws of the State of 

California.  SoCalGas’ principal place of business and mailing address is 555 West Fifth Street, 

Los Angeles, California.  All correspondence and communications regarding this Application 

should be addressed to: 

Jeff Salazar 
Regulatory Case Manager 
Southern California Gas Company 
555 West Fifth Street, GT14D6 
Los Angeles, California   90013-1011 
Phone: (213) 244-5916 
Fax:  (213) 244-3201 
E-mail:  jlsalazar@semprautilities.com 
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A copy should also be sent to: 

Michael R. Thorp 
Southern California Gas Company  
Law Department 
555 West Fifth Street, GT14E7 
Los Angeles, California   90013-1011 
Phone: (213) 244-2981 
Fax:  (213) 629-9620 
E-mail:  mthorp@semprautilities.com 

D. Request for Ex Parte Approval – Rule 2.1 (c) 

The Commission is familiar with SoCalGas’ GCIM and the limited issues presented by 

this Application.  SoCalGas believes that the information provided by this Application and 

accompanying Year 16 Report will be a sufficient basis for the Commission to reach a decision 

without hearings.  Accordingly, SoCalGas respectfully requests that the Commission approve 

this Application expeditiously, and without evidentiary hearings. 

E. Articles of Incorporation – Rule 2.2 

SoCalGas previously filed a certified copy of its Restated Articles of Incorporation with 

Application No. 98-10-012, and these articles are incorporated herein by reference. 

F. Balance Sheet and Income Statement – Rule 3.2(a)(1) 

Attachment B to this Application is SoCalGas’ Balance Sheet as of March 31, 2010.  

Attachment C to this Application is SoCalGas’ Income Statement for the three-month period 

ended March 31, 2010. 

G. Rates – Rule 3.2(a)(2) and (3) 

The rate changes that will result from this Application are described in Attachment D. 

H. Property and Equipment – Rule 3.2(a)(4) 

A general description of SoCalGas’ property and equipment was previously filed with the 

Commission on May 31, 2004, in connection with SoCalGas’ Application No. 04-05-008 and is 
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incorporated herein by reference.  A statement of account of the original cost and depreciation 

reserve attributable thereto is attached to the Application as Attachment E. 

I. Summary of Earnings – Rules 3.2(a) (5) and (6) 

Attachment F to this Application is a Summary of Earnings for the 3 months ended 

March 31, 2010. 

J. Exhibits and Readiness – Rule 3.2 

SoCalGas’ GCIM Year 16 Annual Report accompanies this Application.  SoCalGas is 

now ready to proceed with its showing. 

K. Depreciation – Rule 3.2(a)(7) 

For financial statement purposes, SoCalGas has computed depreciation of utility plants 

on a straight-line remaining life basis at rates based on the estimated useful lives of plant 

properties.  For federal income tax accrual purposes, SoCalGas generally computes depreciation 

using the straight-line method for tax property additions prior to 1954, and liberalized 

depreciation, which includes Class Life and Asset Depreciation Range Systems, on property 

additions after 1954 and prior to 1981.  For financial reporting and rate purposes, "flow through 

accounting" has been adopted for such properties. 

For property additions in years 1981 through 1986, SoCalGas has computed its tax 

depreciation using the Accelerated Cost Recovery System.  For years after 1986, the Company 

has computed its tax depreciation using the Modified Accelerated Cost Recovery Systems, and, 

since 1982, has normalized the effects of the depreciation differences in accordance with the 

Economic Recovery Tax Act of 1981 and the Tax Reform Act of 1986. 
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L. Proxy Statement – Rule 3.2(a)(8) 

A copy of SoCalGas’ most recent proxy statement, dated April 29, 2010, was mailed to 

the California Public Utilities Commission on May 13, 2010 and is incorporated herein by 

reference.   

M. Pass Through of Costs – Rule 3.2(a)(10) 

The shareholder reward sought by SoCalGas in this Application would not simply pass 

through to customer’s costs to SoCalGas for services and commodities furnished by it. 

N. Service and Notice – Rule 1.9 

SoCalGas is serving this Application on all parties to A.09-06-014.  Within ten days of 

filing, SoCalGas will mail notice of this Application to the State of California and to cities and 

counties served by SoCalGas, and SoCalGas will post the notice in its offices and publish the 

notice in newspapers of general circulation in each county in its service territory.  In addition, 

SoCalGas will include notices with the regular bills mailed to all customers affected by the 

proposed rate change.   
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IV. CONCLUSION 

For the reasons set forth above, SoCalGas respectfully requests that the Commission 

approve a Year 16 GCIM shareholder award of $6,012,199 on an expedited and ex parte basis. 

Respectfully submitted, 

SOUTHERN CALIFORNIA GAS COMPANY 

By:  /s/ James P. Harrigan   
   James P. Harrigan 

        Vice President Gas Acquisition 
 
 

By:   /s/ Michael R. Thorp   
Michael R. Thorp 

MICHAEL R. THORP 
Attorney for  
Southern California Gas Company 
555 West Fifth Street, 14th Floor 
Los Angeles, California 90013-1011 
Telephone:  (213) 244-2981 
Facsimile:  (213) 629-9620 
E-mail:  mthorp@semprautilities.com 

June 14, 2010 



 

 

VERIFICATION 

I, James P. Harrigan, am an officer of Southern California Gas Company, and I am 

authorized to make this verification on its behalf.  The content of this Application is true, except 

as to matters that are stated on information and belief.  As to those matters, I believe them to be 

true. 

I declare under penalty of perjury that the foregoing is true and correct. 

Executed on June 14, 2010, at Los Angeles, California. 

      /s/ James P. Harrigan   
    James P. Harrigan 

        Vice President Gas Acquisition 
 



 

 

CERTIFICATE OF SERVICE 

I hereby certify that I have this day served a copy of the foregoing Application of 

Southern California Gas Company (U 904 G) Regarding Year 16 (2009-20010) of Its Gas 

Cost Incentive Mechanism on all parties identified in A.09-06-014 by electronic mail, and to 

Administrative Law Judge Darwin Farrar by overnight service.   

Dated at Los Angeles, California, this 14th day of June 2010. 

  /s/ Rose Mary Nava   
Rose Mary Nava 

CALIFORNIA PUBLIC UTILITIES COMMISSION 
Service Lists - Proceeding: A.09-06-014 - Last update:  April 23, 2010 

GHealy@SempraUtilities.com; JLSalazar@SempraUtilities.com; MThorp@SempraUtilities.com; 
npedersen@hanmor.com; CentralFiles@SempraUtilities.com; cem@newsdata.com; edf@cpuc.ca.gov; 
rmnava@semprautilities.com; jb2@cpuc.ca.gov; 
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Southern California Gas Company 

Annual Report on the Gas Cost Incentive Mechanism 

April 1, 2009 through March 31, 2010 

I. Summary of Year 16 GCIM Results 

This report summarizes the results of the Gas Acquisition Department’s activities on behalf of 

Southern California Gas Company’s (SoCalGas) and San Diego Gas and Electric’s (SDG&E)1 core 

customers under the Gas Cost Incentive Mechanism (GCIM) during the period April 1, 2009 

through March 31, 2010 (Year 16).  This report also requests a shareholder award under the GCIM 

for Year 16.  The award is based on the GCIM as amended through D.02-06-023.  

In GCIM Year 16, California continued to experience a dynamic natural gas market, although not as 

volatile as in prior years.  Despite changing market conditions, SoCalGas’ and SDG&E’s core 

customers continued to receive reliable natural gas supplies at below-market cost.  These results 

were achieved with no curtailments of service and in compliance with all requirements and 

guidelines established by the California Public Utilities Commission (CPUC).  Table 1 below 

summarizes performance under the GCIM during the last 16 years, highlighting the fact that 

ratepayers have realized the benefit of gas purchases below the GCIM benchmark (Benchmark) in 

fifteen of the past 16 years.  Additionally, a GCIM Summary Report for the past 16 years 

delineating the various GCIM components is included in Appendix A. 

 

 

 

 

 

 

 

 

                                                           
1 D.07-12-019 authorized the consolidation of the core portfolio for SoCalGas and SDG&E into one single portfolio 
managed by SoCalGas.   
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TABLE 1 
GCIM Performance 
Year�Ended�March�31�

� � � � � � � � � �

Year Net Purchases 
(Border Volumes) Net Gas Cost Benchmark Gas 

Commodity Cost 
Comparison to Benchmark 

($Millions) 

  Million 
MMBtu/d 

Million 
MMBtu 

Total ($ 
Millions) 

Unit Cost 
($/MMBtu) 

Total ($ 
Millions) 

Unit Cost 
($/MMBtu) 

Customer 
Savings 

Shareholder 
Award Total 

1995 0.76 277 $445  $1.61 $441  $1.59 ($1.1) $0.0  ($1.1) 

1996 0.66 243 $322  $1.33  326  $1.35  $3.2  $3.2  $6.4  

1997 0.66 243 $530  $2.18  550  $2.27  $10.6  $10.6  $21.2  

1998 0.66 241 $542  $2.25  549  $2.28  $4.8  $2.0  $6.8  

1999 0.75 275 $520  $1.89  538  $1.95  $10.4  $7.7  $18.1  

2000 1.06 385 $902  $2.34  926  $2.40  $14.4  $9.8  $24.2  

2001 1.09 398 $2,055  $5.16  2,279  $5.72  $192.8  $30.8  $223.6  

2002 1.01 370 $1,159  $3.13  1,349  $3.64  $172.4  $17.4  $189.8  

2003 1.03 376 $1,333  $3.55  1,373  $3.65  $32.7  $6.3  $39.0  

2004 1.02 374 $1,730  $4.63  1,757  $4.70  $24.6  $2.4  $27.0  

2005 1.03 375 $2,103  $5.61  2,134  $5.69  $28.9  $2.5  $31.4  

2006 1.06 387 $2,923  $7.54  2,990  $7.72  $59.3  $9.8  $69.1  

2007 1.02 372 $2,135  $5.74  2,192  $5.89  $48.8  $8.9  $57.7  

2008 1.03 376 $2,349  $6.25  2,399  $6.38  $43.6  $6.5  $50.1  

2009 1.15 418 $2,661  $6.36  2,737  $6.54  $63.5  $12.1  $75.6  

2010 1.11 406 $1,548  $3.82  1,588  $3.91  $33.9  $6.0  $39.9  

Total 0.944  5,516  $23,257  $4.22  $24,128  $4.37 $742.8  $136.0  $878.8  
 
* Years 1- 3 exclude benefits related to Storage Incentive Mechanism (“SIM”), which was eliminated in Year 4. 
 The SIM shareholder awards for Years 1, 2, 3 were $103,364, $67,645, and $171,106 respectively. 

 
 

As indicated in Table 1, Gas Acquisition acquired gas at $39.9 million below the Benchmark in 

Year 16.  The Benchmark consists of a volume-weighted average of published indices for the 

locations where Gas Acquisition buys gas for the core customers.  Gas Acquisition’s average cost 

was $3.82 per MMBtu, or $0.09 per MMBtu below the Benchmark price of $3.91 per MMBtu.   

During GCIM Year 16, Gas Acquisition purchased a net 406 million MMBtus for its retail core 

load.  Gas Acquisition’s interstate capacity rights primarily on El Paso, Transwestern, and Kern 
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River pipeline systems enabled the core’s requirements to be met largely through basin purchases 

rather than purchases at the California border/citygate.  

II. Description of Gas Procurement Activities 

SoCalGas’ Gas Acquisition personnel have a high level of expertise in fundamental analysis, gas 

trading, gas transportation, risk management, and back office operations.  This expertise has 

continually been developed over the past fifteen years of operation under the GCIM.  As a result, 

Gas Acquisition has been able to effectively manage gas procurement in the gas markets during 

Year 16, and ultimately lowering their gas costs.  The GCIM encourages Gas Acquisition to 

proactively lower gas costs and protect core customers from price volatility through physical and 

financial trades, storage, and interstate pipeline capacity.  

As in the previous 15 years of the GCIM, Year 16 results continue to show that the GCIM program 

is successful in meeting its objectives originally established in D.90-07-065 and R.90-02-008: 

� Improve the utility’s incentives to operate efficiently;  

� Reduce the burden of regulatory oversight, both for the regulators and the utility; 

� Provide a more stable and predictable regulatory environment; 

� Implement a system that is readily understandable; 

� Fairly balance risk and reward for the utility, and provide positive as well as negative 

incentives; 

� Implement a regulatory structure that allows management to focus primarily on costs 

and markets, rather than on CPUC proceedings; and 

� Align the interests of utility shareholders with those of utility customers. 

Over the past 16 years, the GCIM has increased the efficiency of regulation by reducing the burden 

of regulatory oversight and providing a structure that enables SoCalGas to focus on securing 

reliable, low-cost gas for its core customers. 

Gas Acquisition’s procurement activities were conducted to achieve the primary objectives of 

supply security and service reliability at a low cost.  SoCalGas accomplished these objectives in 

Year 16 by: 



 Ensuring that firm long-term contracts, together with readily available monthly supplies 

and core storage, are adequate to meet core requirements during the peak demand season 

(November to March).  In GCIM Year 16, SoCalGas maintained a gas supply portfolio 

primarily weighted toward long-term supply agreements (62%).  Month-to-month and 

daily gas purchases, net of sales, accounted for 38% of the portfolio. 

 Reaching its minimum core-purchased inventory of 51 Bcf on July 31, 20092, and its 

October 31 core physical storage inventory target of 79 Bcf +5/-2 Bcf, in compliance 

with D.06-10-029 and D.07-12-019.3  SoCalGas’ core-purchased inventory on July 31, 

2009 was 52.4 Bcf; its core physical inventory on October 31, 2009 was  77.0 Bcf 

(excluding 0.9 Bcf of SMS parked volumes, and including 1.3 Bcf of Core Aggregation 

Transportation (CAT) volumes)4.  

 Managing the use of the rights and assets assigned to the retail core including storage 

inventory, injection and withdrawal rights, and flowing supply through the use of 

Secondary Market Services (SMS).  SMS transactions and fees are based on existing 

market conditions and are completed on a non-discriminatory basis. SMS transactions 

continued to contribute to the overall lower gas costs achieved by Gas Acquisition by 

using assets not needed for core reliability5. 

 Making physical and financial trades on behalf of core customers to reduce retail core 

gas costs.  

 Utilizing Gas Acquisition’s interstate and FAR capacity rights to provide portfolio 

diversification and lower the cost of gas.   

In summary, the GCIM provides an incentive for SoCalGas to efficiently use retail core’s interstate 

pipeline and storage rights to deliver reliable, low-cost gas supplies to its retail core customers.  

                                                           
2 D.06-10-029 adopted a joint recommendation of DRA, TURN and SoCalGas, establishing a minimum core purchase 
inventory target on July 31, 2006.  For subsequent years, SoCalGas must obtain agreement from DRA and TURN for 
mid-season inventory target which must be met unless otherwise agreed to by DRA and TURN.  SoCalGas obtained 
agreement from DRA and TURN for a mid-season minimum storage target of 51 Bcf as of July 31, 2009 , and filed 
Advice Letter 3993 to reflect this target in its GCIM tariffs. 
3  D.06-10-029 changed the core physical storage target as of October 31 from 70 Bcf +5/-5 Bcf to 70 Bcf +5/-2 Bcf.  
D.07-12-019 approved storage capacity for the combined core portfolio at 79 Bcf.   
4 Effective April 1, 2009, SoCalGas implemented the remaining provisions of D.07-12-019, subjecting the core to new 
balancing requirements.  No imbalance charges were incurred by the core during the reporting period. 
5 Gas Acquisition continued to record California Energy Hub (CEH) revenues in GCIM from transactions entered into 
prior to July 18, 2008, when the CEH was transferred to the System Operator, through April 2009 by which time all 
CEH transactions revenues had been invoiced and recorded.  
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Reliability is achieved by constructing a portfolio of natural gas supplies that is diversified by 

contract type, geographic region, and supplier.  SoCalGas uses tools available to a typical trading 

organization, including purchases, sales, loans, parks, wheels, derivatives, and transportation 

contracts.  These tools enhance SoCalGas’ ability to make economic use of core assets, when not 

directly needed for reliability, to lower overall gas costs to its core customers.  

Interstate Capacity 

The capacity planning range for the combined portfolio of SoCalGas and SDG&E during GCIM 

Year 16 was established at 1,103 MDthd – 1,324 MDthd, pursuant to Advice Letter 3929, approved 

by the Commission in December 2008.  On March 2, 2009, SoCalGas and SDG&E filed Advice 

Letter 3969, requesting the continuation of the interstate pipeline contract approval procedures 

adopted in D.04-09-022, with one minor modification, that on a go forward basis, SoCalGas and 

SDG&E be required to hold firm interstate pipeline capacity that is no less than 90% of their 

forecasted core procurement annual average daily load during spring and summer months and no 

less than 100% of their forecasted core procurement annual average daily load during fall and 

winter months.  Appendix C to this report, which identifies SoCalGas’ core interstate firm capacity 

holdings by month for the current GCIM year and subsequent three years, shows that SoCalGas’ 

capacity holding during each month of Year 16 met the minimum capacity requirement for the 

combined portfolio, i.e. 90% of 1,103  MDthd or 993 MDthd during spring and summer months 

(April to October) and 100% of 1,103 MDthd during the winter months (November to March). 

Winter Hedging 

On April 24, 2009, SoCalGas and SDG&E filed Application A.09-04-023, seeking Commission 

approval and authority to implement its 2009-2010 Winter Hedging Plan for the combined portfolio 

of SoCalGas and SDG&E6.  The proposed program was similar to SoCalGas’ winter hedging 

program approved by the Commission in each of the prior four winters.  In D.09-08-008, the 

Commission approved A.09-04-023, and authorized SoCalGas to purchase additional hedges for the 

combined SoCalGas/SDG&E core portfolio for the 2009-2010 winter. 

                                                           
 
 
6 In D.07-12-019, the Commission authorized SoCalGas to engage in winter hedging for the combined portfolio outside 
of SoCalGas’ GCIM. In accordance with this authorization, all financial transactions used by SoCalGas to hedge natural 
gas prices for the combined core portfolio for the period from November through March each year are to be excluded 
from the calculation of costs and savings allocated under the GCIM.  
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SoCalGas was able to acquire hedges at a net cost of $5.4 million, well below the $30 million 

maximum expenditure authorized by the Commission, which resulted in a very limited increase in 

core customer gas costs.  Pursuant to D.09-08-008, all transactions under the approved Gas Hedging 

Plan have been separately identified in monthly and annual GCIM reports, and all costs and benefits 

associated with these transactions flowed directly to core customers, with no GCIM sharing.  The 

Division of Ratepayer Advocates (DRA) and TURN staff were kept apprised of SoCalGas’ winter 

hedge positions via weekly position reports and bi-weekly conference calls throughout the period.  

In addition, pursuant to Ordering Paragraph 7 of D.09-08-008, SoCalGas filed a report with the 

Commission on March 31, 2010, providing detailed information about its 2009-2010 Winter 

Hedging Program and results. 

III. GCIM Monitoring and Evaluation 

Throughout the GCIM program, SoCalGas has worked closely with the DRA to establish an 

efficient monitoring and timely reporting system to keep the DRA and Energy Division informed of 

Gas Acquisition activities.  Pursuant to the provisions of General Order 66-C and Section 583 of the 

Public Utilities Code, SoCalGas provides a monthly report, 60 days after the end of each month, to 

the DRA and Energy Division on a confidential basis.  This report includes details of: 

� All gas purchases and sale transactions 

� All SMS transactions 

� All financial transactions 

� Capacity Holding Report 

� Capacity Utilization Report 

� Calculations of the GCIM benefit  

SoCalGas has also communicated frequently with the DRA and the Energy Division on all 

important Gas Acquisition issues during GCIM Year 16, including its winter hedging activities.  

Finally, SoCalGas has at all times operated within the CPUC’s Affiliate Transaction Rules and 

related Remedial Measures. 

IV. Recommendations 

SoCalGas concludes from its Year 16 results that the GCIM continues to be a successful program 

that provides measurable benefits to SoCalGas’ core customers.  During Year 16, each of the CPUC 

established objectives for incentive regulation were met, in addition to SoCalGas’ primary 
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objectives of supply security and reliable service at low cost.  SoCalGas therefore recommends that 

the Commission approve a GCIM Year 16 shareholder award of $6,012,199 on an expedited and ex 

parte basis.  



SOUTHERN CALIFORNIA GAS COMPANY

Summary of GCIM Results to Date

GCIM Benchmark Actual (Over)/Under Upper Tolerance Lower Tolerance Lower Tolerance Lower Tolerance Subject to
Year Dollars Dollars Benchmark Dollars  * Dollars  0.5% Dollars  1.0% Dollars  5.0% Sharing**

1 $567,448,362.30 $568,566,019.81 (1,117,657.51)$        $17,089,530.26 N/A -$                         

2 448,713,458.73           442,313,458.73          6,400,000.00           13,058,694.40         N/A 6,400,000.00           

3 680,061,509.12           658,875,669.99          21,185,839.13         22,014,553.98         N/A 21,185,839.13         

4 672,131,591.15           665,307,357.07          6,824,234.08           10,977,634.41         2,744,408.60            4,079,825.48           

5 649,294,620.31           631,138,278.30          18,156,342.01         10,761,347.94         2,690,337.00            15,466,005.01         

6 1,061,264,614.31        1,037,113,228.11       24,151,386.20         18,527,591.62         4,631,897.91            19,519,488.29         

7 2,411,105,910.49        2,187,533,957.27       223,571,953.22       45,580,915.01         N/A 22,790,457.52            113,952,287.60          200,781,495.70       

8 1,480,091,362.36        1,290,296,697.89       189,794,664.47       26,979,669.81         N/A 13,489,834.90 67,449,174.52 176,304,829.57       

9 1,506,037,786.25        1,467,033,460.42       39,004,325.83         27,458,163.89         N/A 13,729,081.94 68,645,409.70 25,275,243.89         

10 1,892,688,525.92        1,865,659,815.59       27,028,710.33         35,140,805.34         N/A 17,570,402.67 87,852,013.34 9,458,307.66           

11 2,277,899,575.12        2,246,521,572.99       31,378,002.13         42,689,291.43         N/A 21,344,645.73 106,723,228.59 10,033,356.40         

12 3,126,842,589.57        3,057,709,956.84       69,132,632.73         59,836,551.77         N/A 29,918,275.86 149,591,379.39 39,214,356.87         

13 2,308,210,816.08        2,250,470,332.65       57,740,483.43         43,849,019.93         N/A 21,924,509.96 109,622,549.83 35,815,973.47         

14 2,513,802,466.59        2,463,728,945.05       50,073,521.54         47,972,531.01         N/A 23,986,265.50 119,931,327.53 26,087,256.04         

15 2,894,131,586.73        2,818,571,495.70       75,560,091.03         54,736,538.80         N/A 27,368,269.40 136,841,347.00 48,191,821.63         

16 $1,753,539,090.12 1,713,612,055.95       39,927,034.17         31,756,473.48         N/A 15,878,236.76 79,391,183.73 24,048,797.41         

$26,243,263,865.15 $25,364,452,302.36 $878,811,562.79 $508,429,313.08 $10,066,643.51 207,999,980.24          1,039,999,901.23       661,862,596.55$     

*  Upper Tolerance band of 4.5% for GCIM Year 1,  4% for Years 2 - 3, and 2% for Years 4 - 16.
**  For Years 4-6, GCIM Gain/(Loss) subject to sharing is the Amount Under Benchmark less the 0.5% Lower Tolerance Band.  For Years 7-16, the Gain/(Loss) subject to sharing 
     is the Amount Under Benchmark less the 1% Lower Tolerance Band, pursuant to D.02-06-023

Note:  Benchmark and Actual Dollars are inclusive of all transportation costs for delivery of gas to SoCalGas' system.
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