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As required by Ordering Paragi 02-10-062, and clarified in

■ -06- 1 A 062,!' ! 028, D.04-12-048 and D.07-12-052, San Diego Gas

& Electric Compan i&E) hereby provides its Quarterly Compliance Report (QCR.)

demonstrating that its procurement-related transactions during the period January 1,2014

through March 31,: '! 2) were in compliance with the latest CPUC-approveo i. 7

Long-Term Procurement Plan (I.TPP) adopted by the Commission in Resolution E-4189.

Durit S executed transactions consistent with least cost dispatch, as

described in its LTPP. All transactions were conducted using processes specified in the

vny transactions executed with affiliates are disclosed in confidential Attachment

A, Ql 2014 Transactions or Attachment I.I, Q1 2014 New Contracts Executed and

Amended. All non-investment grade counterparties that SDG&E transacted with during

:*e shown in confidential Attachment B, Ql 2014 Counterparty Information. In

addition, the top 10 counterparties transacted with by dollar value for both electric and

gas transactions are listed in confidential Attachment B.

Confidential Attachments €, Electric Transactions Summary, and D, Natural Gas

Transactions Summary, are summaries of the electric and gas transactions executed

durin ifidential Attachment E, Ql 2014 Other Transactions, is a description of

any additional transactions that occurred dur . The quantities shown in these

attachments are based on the delivery period specified in the transactions. Therefore,

volumes received durin ursuant to transactions executed in prior quarters are

excluded. Also excluded are transactions in the California Independent System

1
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Operator’s (CAISO’s) real-time and ancillary sendees markets, since these transactions

are, for the most part, made by the CAISO on behalf of SDG&E and are made without

regard to SDG&E’s LTPP.

SDG&E’s procurement activity is greatly influenced by its mandatory

participation in the CAISO’s Integrated Forward Market (IFM), which has significantly

reduc E’s need to mitigate the majority of its forecast day-ahead energy

positions via brokered and bilateral trading. A summary of SDG&E’s CAISO activity

can be found in Attachment O.

2
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11 1 -062, Appendix B, as clarifia i ! ■ 06-076, sets forth specific

elements to be addressed in this report. Each element is discussed below.

1 j
t

All procurement-related activity durir eas approved and executed cither by, or

under the direction of both the Vice President of Electric and Fuel Procurement, and the

Senior Vice President of Power Supply, consistent with the delegation of authority

effective for the period.

2. 1 be uli eer.

The “decision maker” for a particular contemplated transaction depends on many

factors, including term, volume, notional value, etc. For many of the transactions during

he “decision maker” was a gas or power transaction employee executing

transactions {e.g., day-ahead or hour-ahead power purchases and sales) per the

establish or to achieve a particular objective (such as balancing the portfolio

supply and demand). For such transactions, briefing packages are not prepared. Briefing

packages which were prepared during Q1 for large or unusual transactions are listed in

confidential Attachment F, QI 2014 Key Briefing Packages, and included in the

workpapers.

In addition, copies of presentations made by SDG&E to its Procurement Review

Group (PRG) duriti 'e listed in Attachment F, and briefing packages are included in

the workpapers.

3
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t

a) Electric

Description of Procurement Processes

The approved procurement processes used during QI were as follows:

• Bilateral Contracts - Description can be found on sheets 24-25 of the LTPPt

• Voice brokers and Exchanges - Description can be found on sheets 29-30 of the

LTPPt

Justification for Procurement Processes

SDG&E did not execute transactions for electric power as the result of competitive

solicitations .

In Ql, SDG&E entered into market transactions of the following general types: 1)

energy purchases; 2) energy sales; and 3) financial fixed price futures. The details of

these transactions can be found in confidential Attachment A, and a summary of the

transactions can be found in confidential Attachment C, QI 2014 Electric Transactions.

For all of the above products, SDG&E traders monitor voice brokers, electronic

exchanges, and bilateral offers from counterparties, so as to facilitate transactions using

the transaction method with the best available price.

In making trading decision &E utilized two different models to forecast energy

needs: (1) GenTrader, a dispatch model from Power Costs Inc. (PCI); and (2) Financial

Engineering Associates (FEA), a financial option model. Both PCI and FEA are

4
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described further in Attachment /., Description of Models. Included in confidential

Attachment A, for comparison purposes, are the day-ahead Intercontinental Exchange

(I hi |h and low prices for all standard deals. information is only available for

standard deals at licpid trading hubs. This type of transaction docs not always best meet

SDG&E’s needs. A portion of SDG&E’s purchases are non-standard deals for which

there are no exchanges to compare, because these are not traded frequently enough to

support exchange trading

SDG&E’s market transactions, including non-standard transactions, are summarized

in Attachmc Electric Transactions. This attachment includes a comparison

of SDG&E’s non-standard transactions with the CAISO’s IFM settled prices.

Please note the following regarding the comparison of: (T) the notional value of

non-standard over-the-counter (OTC) transactions executed by SDG&E durii and

(2) the pricing of similar products subsequently transacted in the applicable CAISO

markets:

• The non-standard transactions in the comparison include all physical and financial

electric deals reported in ti: in Confidential Attachment C that were not

listed as standard day-ahead on-peak or off-peak products.

•A' ' " als were compared wi > ■ 1 hourly prices for the same OTC

delivery hours using comparable delivery locations.

• I.lour-ahead OTC deals were compared with CAISO real-time market (RTM)

prices for the same delivery hours using comparable delivery locations.

• These after-the-fact comparisons are provided for illustrative and informational

purposes only. Public Utilities Code section 454.5(d)(2) requires that the

5
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Commission “[eliminate the need for after-the-fact reasonableness reviews of an

electrical corporation’s actions in compliance with an approved procurement

plan.” To that end, section 454.5(b)(7) requires that a procurement plan include

“upfront standards and criteria by which the acceptability and eligibility for rate

recovery of a proposed procurement transaction will be known by the electrical

(emphasis added)

cr-the-counter transactions to

transactions that occurred after-the-fact may not be used to determine whether

SDG&E’s transactions complied with SDG&E’s Commission-approved AB 57

Procurement Plan.

• These cost comparisons ignore relevant market information known to traders at

the time edition (e.g., knowledge of transmission constraints at a

particular delivery location).

Energy P

The structure of the CAISO market no longer requir i&'E to rely on physical

energy trades, but energy trades do play a role in protecting SDG&E from prices that

clear in the IFM. &E makes market energy purchases when it is less expensive than

dispatchable generation in orderredu.ee its exposure to the IFM. When buying such

energy, SDG&E compares variable generation costs (e.g., fuel, variable O&M for

generation, and start up costs) to the delivered costs for market purchases. SDG&E may

do this inside the CAISO as an Inter Scheduling Coordinator Trade (1ST) or outside the

CAISO and import the power.

6
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In QI, SDG&Epurchased energy in the day-ahead markets that are executed within

the Western Systems Power Pool i heduling guidelines (usually the day prior to

delivery for weekdays and two or three days prior for weekends and holidays); month -

ahead: balance of the month; and the hour-ahead trades that are executed after day-ahead

trades and before the CAISO hour-ahead scheduling deadline. For day-ahead and hour-

ahead markets, SDG&E compared market prices to actual generation costs.

In Ql, SDG&E had bilateral sales in the day-ahead and hour-ahead markets for least

cost dispatch. Consistent with the >G&E has pursued a sales strategy that

optimizes portfolio value and ratepayer benefit. In Ql, SDG&E made sales at then-

current market prices. SDG&E will make sales to avoid congestion risk, monetize

premium prices at trading locations, or at prices above the incremental cost of generation.

From time to time, SDG&E may make sales that appear to be below the cost of the

marginal generating unit. This is because when considering the cost associated with a

unit shutdown and next-day start-up, the overall most cost-effective and least-cost

dispatch decision was to carry the particular unit and sell the energy in the bilateral

market at below the cost to generate and have the unit available to meet next-day

expected demand.

Financial Fixed Price Futures and Swaps

The physical power market inside of the CAISO has become fairly illiquid. As a

result, SDG&E will also execute financial trades, which are much more actively traded

than physical transactions in the CAISO. SDG&E’s execution of these trades conforms

to its LTPP. These trades are financially settled against the IFM. With the structure of

?
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the CAISO market, SDG&E’s exposure is to the day-ahead and/or real time market

clearing prices. Since the CAISO now has the responsibility for matching demand with

suppl , !! ■ i&E can reduce its exposure to CAP ■ 1 prices equally effectively with

financial trades or physical trades. The economic decision to buy or sell is the same for

financial products as for physical products described above. SDG&E monitors both

physical and financial prices, and will select the product(s) that provide the best price for

SDG&E’s customers.

A further benefit to using financial futures is that financial futures can be cleared

through ICE. This reduces potential credit problems since ICE acts as a clearing house

with established margining provisions.

b) Natural Gas

Description of Procurement Processes

The approved procurement processes used durin ore as follows:

• Bilateral Contracts - description can be found on sheets 24-25 of the LTPP.

• Voice brokers and Exchanges - description can be found on sheets 29-30 of the

LTPP.

• Open Season..description can be found in Appendix C 15

Justification for Procurement Processes

SDG&E did not execute any transactions for natural gas as the result of competitive

solicitations .

8
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Gas transactions arc made in order to supply gas, manage imbalances, and reduce

price risk for the SDG&E-controlled gas fired power plants. The physical gas products

SDG&E transacted m 1. vere: (1) Bascload Gas; (2) Swing G 1 " ^rational Gas;

and (4) Financial I.ledges. The details of these transactions can be found in confidential

Attachment A, and a summary of the transactions can be found in confidential

Attachment D, Ql 2014 Gas Transactions.

For all of the above products, as with the electric products, SDG&E traders monitor

voice brokers, electronic exchanges, and bilateral offers from counterparties, transacting

at the best available price.

SDG&E baseloads part of its gas requirements as forecasted by FEA and PCI for

generation which serves SDG&E customer load. Purchasing baseload gas assures that

the major portion of gas to be used to serve bundled customers remains hedged after

financial hedges expire, a few days prior to the delivery month.

SDG&E expects to meet the balance of its physical gas requirements throughout the

month in the spot market at prevailing prices. These are purchases or sales made during

normal trading hours to meet the daily expected gas requirement at the plants.

"1

Operational gas trades are trades to manage operational factors such as real-time

dispatch and pipeline imbalances. M'ost operational trades occur during cycles 2 through

4 or late in cycle 1, where market liquidity is lower than cycle 1 trading. These trades

were made for changes in operations that could potentially lead to penalties for

9
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operational flow orders ;) or imbalances, or where the real-time economic dispatch

of the generation units, taking into consideration the gas expense, warranted the trade.

The price for operational gas prices are accounted for in calculating generation cost at the

dispatchablc power plants (gas costs there will be discounted for electric dispatch

purposes by any anticipated operational premium on that gas, if it were not consumed at

the plant). Because these trades typically occur after normal time periods for trading

activity, operational gas trades are usually transacted bilaterally.

SDG&E often needs to execute operational gas trades, because day-ahead generation

schedules are not known until after the day-ahead IFM market is published by the

CAISO, which is after the cycle one scheduling deadline.

Gas Storage

Gas Storage gives SDG&E operational flexibility for generating facilities

because it allows SDG&E to inject gas into storage during periods of OFOs and

withdraw gas during winter balancing in order to avoid operational penalties. In

addition to allowing SDG&E to avoid penalties, storage gives SDG&E the ability to

hedge winter exposure at summer natural gas prices. SDG&E procured gas storage

during SoCal Gas’s normal open season process.

Financial hedges were made to reduce portfolio open positions or to close out

previously executed financial hedges. Forward open positions are based on the volumes

produced by SDG&E’s FEA model. , the financial hedges transacted by SDG&E

were futures, fixed price swaps and futures, basis swaps and futures, and call options.

10
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The purpose of hedging is to add price stability and act as a hedge against adverse

market price movements for the ratepayer. The deals were transacted based on market-

prices at the time of the transaction, and any price movements that occur after the

execution of a term trade cannot be known at the time of purchase. Therefore,

comparison of forward hedges to settlement prices does not provide meaningful

information or comparison.

c)

Description of Procurement Processes

The approved procurement processes used during Q1 were as follows:

• CRR Monthly Allocation - Description can be found on she a LTPP.

• Bilateral - Description can be found on sheet i&E’s LTPP.

• Convergence Bids - Description can be found on sheet 36-37 of the LTPP..

SDG&E did not execute any transactions for other commodities as the result of

competitive solicitations in Ql.

as limited to February, March and April monthly

proccsse &E submitted its February nominations for the two allocation rounds on

11
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January 13 and January 17, 2014. The monthly auction was held on January 24 through

January 27. A global de-rate factor of 17.5% was applied to the allocation and auction

process. The nomination limit for the first and second allocation rounds are the monthly

limits less previously awarded CRTs.

SDG&E submitted its March nominations for the two allocation rounds on February

10 and February 14. The monthly auction was conducted on February 21 through

February 24. A global de-rate factor of 15% was applied to the allocation and auction

process. The nomination limit for the first and second allocation rounds are the monthly

limits less previously awarded CRRs.

April 2014 nominations for the two allocation rounds were submitted on March 12

and March 18, and the auction was conducted from March 24 through March 25. A

global de-rate factor of 17.5% was applied to the allocation and auction process. The

nomination limit for the first and second allocation rounds are the monthly limits less

previously awarded CRRs.

A further description of the CRRs that SDG&E procured can be found in

Attachment E.

A convergence bid (also known as a virtual bid) is not backed by any physical

generation or load, and therefore is completely financial. Convergence bidding allows

market participants to arbitrage expected price differences between the Day-Ahead and

Real-Time markets. Using convergence bids, market participants can sell (buy) energy in

the Day-Ahead market, with the explicit requirement to buy (sell) that energy back in the

Real-Time market without intending to physically consume or produce energy in Real-

12
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Time. Convergence bids that clear the Day-Ahead market will either earn, or lose, the

difference between the Day-Ahead and Real-Time market prices at a specified node

multiplied by the megawatt volume of their bids.

SDG&E has been an active participant in convergence bidding since its inception,

and uses three possible strategies. The first convergence bidding strategy allows S'DG&E

to use convergence bids to hedge risks associated with generation outage and load

uncertainty. The second convergence bidding strategy allows SDG&E to use

convergence bids to hedge against uncertainty regarding renewable generation

scheduling. The third strategy allows SDG&E to guard against market manipulation that

can impact wholesale electricity prices. These three strategies alio1 &E to take

measures that will benefit ratepayers by mitigating market price volatility and improving

the pricing of renewable resources in the CAISO’s day-ahead market. Previously,

convergence bids were reported through a separate report, but D.l 0-12-034 requires that

convergence bidding information be reported in the Quarterly Compliance Report filings

beginning with i i ■ 1 2012 filings. The summary o' , ; &E’s Convergence Bids can

be found in confidential Attachment P Convergence Bids.

In January, there were three instances in which convergence bids were

inadvertently submitted and accepted at the beginning of January 2014 for Cabazon Wind

which, as of 12/31/2013, was no longer a SDG&E controlled resource. Two bids were

accepted on 1/1, nd one bid was accepted on 1/5/2014. Upon discovery, Cabazon

Wind was removed from our bidding portfolio. The three accepted bids led to a small net

gain of $48.21.

13
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4.

tions needed to match

forecast supply and demand ahead of the deadline for submitting final hour-ahead

schedules to the CAISO. This objective was achieved by gradually reducing the

forecasted open (i.e., short or long) energy positions through the use of term, day-ahead,

and hour-ahead transactions, etc., employing both standard and non-standard products.

When selecting electric transactions to match forecast supply and demand, the best-priced

bids/offers were selected first (merit-order selection) among those available for the

required products at the time of the transaction, subject to credit and other limitations and

operational constraints. Such operational constraints include the local area reliability

requirements of the CAISO, as set forth i -07-028.

The timing of gas transactions was largely driven by the requirement to ensure that

the delivery of fuel to the gas-fired electric facilities managed 1 i&E matched such

facilities’ forecast burn, and to reduce exposure to the spot gas price.

Further explanation of the tirrn i&E’s transactions can be found in

confidential Attachment N, Ql 2014 Transaction Timing.

;d for

n of the monthly system conditions is included in confidential Attachment J,

QI 2014 load Requirements and Conditions.

14
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‘ >kI

The goal of the LTPP’s risk strategy is to produce stable rates by managing the

portfolio’s open position such that overall procurement costs do not exceed the baseline

forecast of total procurement costs by more than the Consumer Risk Tolcranc

Toward that end, SDG&E monitors the risk associated with market price movements and

its effect on the remaining open position and CRT. SDG&E’s Risk Strategy is detailed in

its LTPP. SDG&E may, after considering its overall hedge position and market

condition, further increase or reduce its hedges as necessary in an attempt to mitigate the

metric position(s).

Throughout Ql, SDG&E executed transactions in accordance with its risk

management strategy a' ■ : . i ' \113&E briefed th ft ■ ■ its open position and CRT.

This information is included in the PRG briefing packages in confidential Attachment F.

To the extent there were any notifications to the PRG of one of the metric triggers, the

notifications are included in Attachment K, QI 2014 Risk Management Communication.

7. C ract.

A list of contracts over three months executed and/or modified by SDG&E durin 1

is included in confidential Attachment I.I, along with references to the workpapers

containing the contracts.

15
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IT

SDG&E provides the valuation results for the contracts filed via this QCR in

Attachment I.I, Q1 2014 New Contracts Executed and Amended, with details of the

valuation method contained in the workpapers.

9. or

SDG&E relics on a number of information sources to assess and make trading

decisions. &E has purchased licenses and subscriptions for the data services listed

in the categories below. The Commission is familiar with these information sources and

subscribes to many of the same services used by SDG&E. Due to their large quantity,

copyright restrictions, and relatively short-lived usefulness (e.g., weather forecasts, spot

price and market data), electronic copies of these information sources have not been

included. SDG&E will provide samples of any of the sources used to analyze

transactions upon Commission request, to the extent that it is permitted to do so under its

license agreement(s) with the relevant provider(s).

Gas Daily.Gas industry news and daily price data

Megawatt Daily..Power industry news and daily price data

Reuters..Live market price data

Bloomberg..Live market price data

Intercontinental Exchange ve market price data

Tullctt Liberty..Forward price data

C jup.com..Gas futures and basis price data

16
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• CAISO..State-wide load forecasts, unit curtailments, transmission capacity

ices

• MDA Weather Services ..Weather data and forecast

There were no follov alyscs requested b QLorni

Commission has not sought any further information pertaining to the transactions

executed during QI.

To

As required by Ordering Paragraph 12 of D.07-01-039, SDG&E has included in

confidential Attachment I, Summary of Retained Generation Investments, investments in

retained generation that were completed duri , as well as any multiple contracts of

less than five years with the “same supplier, resource or facility.” (See confidential

Attachment I at Section

17
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A
A
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C
C
D
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F
F

PRG briefing presentation F
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F
F
F
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G
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Market Transactions 
Summary of Convergence Bidding 
GHG Transaction Detail 
GHG Forecast and Limit Updates

H

1

Ql 2014 Load Requirements and Conditions.docx 3

Ql 2014 Risk Management Communicaiion.xls K
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FEA-based rnodel.doc 
PCI GenTrader.pdf

L
L
L
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(Attachment Mj.docx
Timing of Ql 2014 Transactions,doex
Ql 2014 Purchases and Sales in IFM.xlsx

M

N
O

Alt P Convergence Bidding Ql.2014,xlsx
Ql 2014GHG.Deals.xlsx ......
Attachment R.GHG Forecast and Limit updates
Ql 2014,doex

P
Q
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