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Southern California Gas Company 

Annual Report on the Gas Cost Incentive Mechanism 

April 1, 2010 through March 31, 2011 

 

I. Summary of Year 17 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, 2010 

through March 31, 2011 (Year 17).  This report also requests a shareholder award under the GCIM 

for Year 17.  The award is based on the GCIM as amended through D.02-06-023.  

In GCIM Year 17, California continued to experience a dynamic natural gas market, although much 

less volatile than seen three to four years ago.  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 core service and in compliance with all 

requirements and guidelines established by the California Public Utilities Commission (CPUC or 

Commission).  Table 1 below summarizes performance under the GCIM during the last 17 years, 

highlighting the fact that ratepayers have realized the benefit of gas purchases below the GCIM 

benchmark (Benchmark) in sixteen of the past 17 years.  Additionally, a GCIM Summary Report 

for the past 17 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  
2011 1.11 406 $1,559  $3.84  1,600  $3.94  $34.7  $6.2  $40.9  

Total 0.953  5,922  $24,816  $4.19  $24,128  $4.07 $777.5  $142.2  $919.7  
 
* 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 $40.9 million below the Benchmark in 

Year 17.  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 $3.84 per MMBtu, or $0.10 per MMBtu below the Benchmark price of $3.94 per MMBtu.   

During GCIM Year 17, 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 

River pipeline systems enabled the core’s requirements to be met largely through basin purchases 

rather than purchases at the California border/citygate.  
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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 sixteen 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 17, 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 16 years of the GCIM, Year 17 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 17 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 17 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 17, SoCalGas maintained a gas supply portfolio 
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primarily weighted toward long-term supply agreements (55%).  Month-to-month and 

daily gas purchases, net of sales, accounted for 45% of the portfolio. 

• Reaching its minimum core-purchased inventory of 51 Bcf on July 31, 2010,2 and its 

October 31 core physical storage inventory target of 80 Bcf +0/-2 Bcf, in compliance 

with D.06-10-029, D.07-12-019 and D.08-12-020.3  SoCalGas’ core-purchased inventory 

on July 31, 2010 was 54.9 Bcf; its core physical inventory on October 31, 2010 was 78.2 

Bcf (excluding 0.2 Bcf of Secondary Market Services (SMS) loan volumes, and 

including 1.4 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 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 directly needed for 

reliability. 

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

gas costs.  

• Utilizing Gas Acquisition’s interstate and Firm Access Rights (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.  

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 

                                                           
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, 2010, and filed 
Advice Letter 4116 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.  
Also, “if additional storage inventory is allocated to SoCalGas’ core beyond 70 Bcf, the core’s October 31 physical 
inventory storage target will be increased by that amount”.  D.07-12-019 approved storage capacity for the combined 
core portfolio at 79 Bcf.  D.08-12-020 adopted the Settlement Agreement (SA) dated August 22, 2008, allocating 1 Bcf 
of the storage expansion capacity to the combined core’s storage inventory in each of the four years 2010-2013.  
Therefore, the core storage capacity in Year 17 was increased to 80 Bcf.  D.08-12-020 also effectively eliminated the 
upper tolerance of the core storage capacity by requiring that the “combined core customers of SDG&E/SoCalGas… 
balance within the storage inventory capacity allocated to them under this SA.” 
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. 
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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.  

A. Interstate Capacity 

Pursuant to Advice Letter 3929, approved by the Commission in December 2008, the capacity 

planning range for the combined portfolio of SoCalGas and SDG&E during GCIM Year 17 was 

established at 1,108 MDthd – 1,330 MDthd, which represented 100% to 120% of the forecasted 

core procurement annual average daily load.  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.5  The minimum firm capacity required for the period April to October 2010 was 

thus established at 997 MDthd, while the minimum required for November 2010 to March 2011 

was 1,108 MDthd.  On March 4, 2010, SoCalGas’ System Operator issued an ENVOY notice 

informing shippers that the Topock receipt point with El Paso would not be available from August 

30, 2010 through October 24, 2010 due to a planned retrofit of Line 3000.  In order to avoid 

stranded capacity that would otherwise result from this project, SoCalGas and SDG&E filed Advice 

Letter 4093 on March 29, 2010, requesting a temporary reduction of the minimum firm interstate 

capacity requirement for the months of September and October 2010 from 997 MDthd to 800 

MDthd.  Appendix C to this report, shows that SoCalGas’ capacity holding during each month of 

Year 17 met the minimum capacity requirement for the combined portfolio. 

B. Winter Hedging 

During the previous five GCIM years (Years 12 to 16), financial gains and losses and associated 

transaction costs from winter hedge programs were excluded from the GCIM.6  In D.10-01-023, 

issued on January 25, 2010, the Commission adopted an incentive framework to motivate optimal 

                                                           
5 Spring and summer months are the seven-month period April to October; winter months are November through 
March. 
6 D.05-10-043 approved SoCalGas’ and SDG&E’ petition to allocate all costs and benefits of winter hedging 
transactions directly to their core gas customers for GCIM Year 12.  Subsequent decisions D.06-08-027, D.07-06-027, 
D.08-09-005 and D.09-08-008 approved the continued exclusion of gains and losses from winter hedging transactions 
for GCIM Year 13 through 16 respectively. 
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use of natural gas hedging for California utilities, modifying the treatment of financial gains and 

losses for SoCalGas and SDG&E to include 25% of gains and losses attributable to the winter 

hedging program within the GCIM,7  SoCalGas/SDG&E is no longer required to seek Commission 

approval of an annual hedging plan or file an annual report on its winter hedge transactions, but 

must continue to follow existing requirement to apprise the Division of Ratepayer Advocates 

(DRA), The Utility Reform Network (TURN) and the Energy Division of its hedging activities.  

Pursuant to D.10-01-023, this Year 17 GCIM report includes 25% gains and losses and transaction 

costs from Gas Acquisition’s winter hedging activities in total actual costs.  In addition, 25% of 

option premiums and related transactions costs incurred in March 2010 (the last month of Year 16), 

for Year 17 winter hedging activities have also been recognized in this report.  Total net costs from 

Year 17 winter hedge activities amounted to $4.15 million, of which $1.04 million was included in 

GCIM.   

The DRA and TURN staff were kept apprised of SoCalGas’ winter hedge positions via weekly 

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

 

C. System Reliability 

D.07-12-019 transferred the responsibility for maintaining SoCalGas’ Southern System Reliability 

from Gas Acquisition to the System Operator, specifically the Operational Hub.  However, Gas 

Acquisition remains the “provider of last resort” on a best efforts basis.8  On February 2 and 3, 

2011, as the result of severe weather conditions in the producing basins causing deliveries to the 

Southern System to be significantly cut, SoCalGas Operational Hub requested Gas Acquisition to 

acquire additional supplies as the provider of last resort.  Gas Acquisition purchased approximately 

71,000 Dth of net incremental supplies on behalf of the Operational Hub, and redirected 

approximately 28,000 Dth of core portfolio supply to Blythe from other system receipt points.  

Pursuant to SoCalGas Tariff Rule 41, Gas Acquisition charged the System Operator the actual 

incremental costs incurred to provide the additional supplies and rerouting supplies to Blythe.  

Consequently, these incremental costs have been excluded from GCIM. 

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 
                                                           
7 D.10-01-023, mimeo., at 70 (Ordering Paragraph No.4). 
8 SoCalGas Tariff Rule No. 41, section 12. 
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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; and 

• 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 17, including its winter hedging activities and 

Southern System Reliability issues.  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 17 results that the GCIM continues to be a successful program 

that provides measurable benefits to SoCalGas’ core customers.  During Year 17, each of the 

CPUC-established objectives for incentive regulation were met, in addition to SoCalGas’ primary 

objectives of supply security and reliable service at low cost.  SoCalGas therefore recommends that 

the Commission approve a GCIM Year 17 shareholder award of $6,222,061 on an expedited and ex 

parte basis.  
 










































































