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CHAPTER 1

EXECUTIVE SUMMARY

R. Mark Pocta

1.1
Summary 

On February 14, 2001, Pacific Gas and Electric Company (PG&E) submitted its Core Procurement Incentive Mechanism (CPIM) Performance Report for the period November 1, 1999 through October 31, 2000 in compliance with the Gas Accord Decision (D.) 97-08-055.  The report addresses the gas procurement costs, interstate and intrastate transportation costs, and the ratepayer savings and shareholder awards during the CPIM period.  The PG&E report shows that the total recorded gas costs as measured against the CPIM benchmark are between the upper and lower limits of the tolerance band.  Therefore, there is no shareholder penalty or reward for the CPIM period. 

The Office of Ratepayer Advocates (ORA) conducted a comprehensive review, audit, and evaluation of the data submitted by PG&E in its CPIM performance report for the 2000 record period.  This was the third year in which PG&E operated under the post-1997 CPIM mechanism that was approved by the Commission in D.97-08-055.  The details and results of ORA’s audit analysis are described in Chapter 2 of this report.  ORA’s audit of PG&E CPIM performance report verifies that PG&E’s recorded gas costs were between the upper and lower tolerance bands as reported by PG&E.  Therefore, the purchased gas costs incurred are reasonable and there is no shareholder reward or penalty for the CPIM period. 


On August 1, 1997, the Commission issued D.97-08-055, which approved the CPIM as set forth in the PG&E/ORA Post-1997 CPIM Agreement and PG&E’s Supplemental Report Describing the Post-1997 CPIM.  PG&E’s CPIM performance report was filed in compliance with that decision and covers the annual period of November 1, 1999 through October 31, 2000.  As provided in the PG&E/ORA Post-1997 Agreement, ORA submits this report in order to review, evaluate and audit the CPIM results to assure the program is functioning as intended. 

In December 1998, ORA and PG&E entered into a Memorandum of Understanding, which addressed certain procedural and implementation details associated with the CPIM.  The agreement primarily clarifies issues related to: 1) the conversion factor for interstate capacity; 2) the storage injection and withdrawal profile; 3) the mismatch of interstate and intrastate capacity at Malin; and 4) the Canadian / U.S. exchange rate.  This agreement was originally provided in Appendix A of PG&E’s CPIM Performance Report filed on January 15, 1999, and was described in both that report and ORA’s Year 1 CPIM report.  ORA has confirmed that PG&E’s latest CPIM performance report accurately reflects the items as set forth in the agreement. 

Pursuant to the Gas Accord, PG&E’s Core Gas Procurement Department holds a firm reservation of intrastate backbone pipeline capacity.  When the core market does not need this capacity, it can be brokered to generate revenues for core customers.  The CPIM provides an incentive for the Core Procurement Department of PG&E to broker unneeded core capacity.  Since these revenues flow through the CPIM to reduce total gas costs, shareholders can benefit to the extent that gas costs are below the lower tolerance band (although that did not occur in this CPIM period). 

Although the CPIM provides PG&E’s Core Gas Procurement Department with an incentive to broker any excess core intrastate backbone capacity, this capacity can compete with capacity marketed by PG&E’s California Gas Transmission (CGT) Department.  In its orders, the Commission identified the potential corporate conflict of interest associated with brokering intrastate capacity.  In D.97-08-055, the Commission stated in ordering paragraph number 6 that PG&E should not favor shareholder interests at the expense of core customer interests in the execution of the adopted CPIM.  In D.98-06-073, the Commission directed PG&E to abide by its assurances that PG&E’s core procurement department will attempt to broker excess intrastate core capacity if that results in a lower overall cost of gas to the core and to exercise due diligence in brokering excess core capacity.  Therefore, ORA reviewed the Core Gas Procurement Department’s brokering of core capacity to assure that they exercised due diligence in brokering this capacity during those periods that it was not needed to serve the requirements of core customers.  

PG&E provided ORA with monthly summaries regarding capacity volumes and revenues associated with the brokering of intrastate backbone pipeline capacity.  PG&E brokered firm core capacity on the Baja and Silverado paths during the CPIM period.  PG&E’s Core Gas Procurement Department generated $3.9 million in revenue from brokering its firm intrastate backbone capacity.  This revenue served to reduce total core gas procurement costs.  The total, firm CGT backbone and storage reservation charges of $68.0 million were reduced by the $3.9 million, which resulted in core ratepayers paying $64.1 million in net demand charges for firm intrastate backbone and storage capacity in the CPIM period.  This represents a 5.74% reduction to the total CGT demand charges.  The CGT backbone reservation costs (excluding firm storage) amounted to $30.2 million after the reduction of the $3.9 million of brokering revenues.  The $3.9 million in revenues represented an 11.4% reduction to the core intrastate backbone capacity reservation costs.  

The monthly data shows that PG&E’s Core Gas Procurement Department continued to generate revenues by brokering core firm intrastate capacity when it was not needed to serve core requirements during the current CPIM period.  The brokering revenues generated a significant reduction of 11.4% to the core intrastate backbone reservation costs.  In any month that PG&E does not plan or have a need to nominate its firm, core intrastate capacity, it should be brokering the capacity in the secondary market consistent with current practices.  

In conjunction with its annual CPIM audit, ORA will continue to review PG&E Core Gas Procurement Department’s management and brokering of its firm intrastate backbone capacity.  PG&E is expected to comply with the requirements set forth by the Commission in D.97-08-055 and D.98-06-073 as stated above, for the duration of the Gas Accord period.   

PG&E incurred premium fees
 in the current CPIM 2000 record period for risk management activities that result in carryover benefits for the next CPIM 2001 period.  ORA identified total premium fees of $1,581,000 (US dollars) associated with Southwest gas transactions and $6,720,199 (Canadian dollars) associated with Canadian related gas transactions.  These premiums, which were incurred in the current CPIM period but result in a carryover benefit, should ultimately be credited against any savings/benefits derived in the next CPIM period.  ORA made no adjustment to the actual gas procurement current costs in the current record period because it would not have served to impact the ultimate CPIM results.
  ORA will likely propose an appropriate adjustment to the CPIM results in the next record period.   

During the current CPIM record period, natural gas prices nationwide began to rise precipitously beginning in April / May 2000.  The market also experienced increased volatility in prices, which continued through about July 2001.  The gas market has recently returned to a more stable environment with gas prices closer to their historic levels.  There are a number of factors and events that had various implications in the gas market.  First, wholesale electric prices increased dramatically and there was a number of energy alerts called by the California Independent System Operator.  Second, El Paso Natural Gas Company (El Paso) entered into three contracts with its marketing affiliates El Paso Merchant Energy-Gas, L.P. and El Paso Merchant Energy Company (collectively “El Paso Merchant”) which provided El Paso Merchant more than one-third of El Paso’s firm capacity to California (i.e. approximately 1,220 MMcfd of firm capacity rights).  The term of the contracts was through May 31, 2001.  The CPUC has a complaint pending at the FERC (Docket No. RP00-241-000) alleging that El Paso and El Paso Merchant exercised market power, and that El Paso violated its certificate obligations, the FERC’s orders approving the 10-Year Settlement, and the FERC’s affiliate abuse regulations.  Third, PG&E began to experience problems procuring gas supply due to an increasingly unstable financial situation.  Fourth, beginning in November 2000, the gas price basis differential between the Southwest producing basins and the California border increased dramatically.   Fifth, the California border price experienced a divergence in price between gas delivered into the SoCalGas system and prices delivered into the PG&E system.  ORA is particularly concerned with the ultimate impact of this factor on the CPIM benchmark in the 2001 period.  The CPIM indexes are intended to reflect the price of gas into PG&E.  However, there was a lag in reporting a separate prices for gas delivered into the PG&E system by the publications (utilized in the CPIM benchmark indices).  All these factors will be evaluated, considered, and addressed more extensively in ORA review of PG&E’s next CPIM filing.  ORA has recommended that the shareholder reward be capped for the SoCalGas GCIM
.  This is because of high gas prices and volatile conditions that may exist from time-to-time in the natural gas market.  This may also be an appropriate interim measure to consider for the November 1, 2000 through October 31, 2001 PG&E CPIM period.  ORA will evaluate these issues further in the next PG&E CPIM filing.  

ORA will continue to monitor and evaluate the performance of PG&E’s CPIM, and report on its findings in its annual reports.  ORA will confer with PG&E and other appropriate parties to address issues (such as those described above) in order to assure that the CPIM properly reflects the market and functions as intended.  

CHAPTER 2

MONITORING AND EVALUATION REPORT

William A. Scott

2.1 Audit Report CPIM Development  

Pacific Gas and Electric Company (PG&E) filed and documented its natural gas Core Procurement Incentive Mechanism (CPIM) Performance Annual Report on February 14, 2001.  This was in compliance with the Gas Accord Decision (D.97-08-055) issued on August 1, 1997.  In that decision, the Commission approved the CPIM method for PG&E’s recovery of core gas procurement and transportation costs for the periods January 1, 1998 through December 31, 2002. 

PG&E was required to file quarterly and annual reports on its core procurement operations within 30 days after the completion of one year of Gas Accord operating experience. The annual gas cost cycle defined in the CPIM is November 1 through October 31.  PG&E’s current report covers the period November 1, 1999 through October 31, 2000, which is coincident with the PG&E natural gas storage cycle.  Since the actual recorded gas costs for this period are within the CPIM tolerance band, PG&E does not meet the requirements for a shareholder award, and a penalty is not appropriate.

The monitoring and evaluation audit and procedures used by the Office of Ratepayer Advocates (ORA’s) report, are consistent with the monitoring and evaluation reports used for the San Diego Gas and Electric “Performance-Based Ratemaking Mechanism,” (PBRM) (A. 92-10-017) and the Southern California Gas Company, Gas Cost Incentive Mechanism (GCIM) (A.00-06-023). 

The Office of Ratepayer Advocates (ORA’s) review of the PG&E Annual Report for the CPIM 2000 natural gas year costs, found that the reported results are within the upper and lower limit tolerance benchmark bands or within the zone of reasonableness around the benchmark.  ORA recommends that the Commission consider the actual commodity costs and demand transport costs reasonable under the CPIM Year 2000 program.  ORA recommends that the natural gas commodity costs and transportation demand charges be recovered in full from ratepayers as specified by the CPIM, Chapter 2, Part III, Incentive Rewards and Penalties, and PG&E’s Gas Preliminary Statement Part C. 13d.  ORA does not recommend a shareholder award or penalty for CPIM Year 2000 and no further advice letter filing should be necessary for this natural gas year.  ORA shows comprehensive descriptions of the PG&E performance cost components directly related to the CPIM Year 2000 gas year in its detailed work papers and tables later in the ORA report.  ORA’s Table 1 shows the overview of the natural gas cost components and benchmark for CPIM Year 2000.  
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2.2
 Audit Scope and Program

The ORA field audit review was confined to the PG&E Core Procurement Report, its summary of benchmark prices, and actual costs reported for the period November 1, 1999 through October 31, 2000.  This report includes a review of PG&E’s implementation of the Memorandum Of Understanding (MOU) agreed upon by PG&E and ORA on December 17, 1998.

The Commission approved the standard and alternate benchmarks in the PG&E CPIM program.  During the audit period, PG&E did not use the alternate benchmarks.  ORA made a thorough review of the standard benchmark prices used in CPIM Year 2000.  
 

The CPIM standard benchmark is made up of three components: 1) a fixed transportation cost component which includes the costs of Canadian, interstate and intrastate transportation capacity; 2) a variable cost component, which includes commodity costs and Canadian, interstate and intrastate volumetric transportation costs; and 3) a storage cost component, which includes both reservation and variable costs.

ORA reviewed the following publications for its index benchmark pricing: Canadian Natural Gas Prices, Natural Gas Intelligence, and Natural Gas Week.  ORA found that PG&E’s gas procurement CPIM calculations reflected the proper indices and were computed accurately.  The ORA audit review verification procedures were performed on a random sample basis for the gas cost year.  (November 1, 1999 through October 31, 2000).  ORA examined and reconciled all gas commodity, volumetric transportation, and transportation reservation costs recorded in the CPIM Year 2000.  ORA verified any changes that occurred between the detail and summary annual reports.

ORA’s audit determined that all recorded costs are being properly recorded and are consistent with the current program and the implementation of the MOU of December 17, 1998.  The MOU established the storage profile for withdrawals and injections based on the full core reservation of 33.5 MMdth.  The actual ratemaking treatment of the core storage reservation provides for a fully bundled cost with no variable charge.  However, for CPIM calculation purposes, a variable storage cost has been included in order to provide an appropriate economic incentive to use storage services efficiently.

The PG&E staff provided timely and efficient information to ORA and other Commission staff.  ORA recommends that PG&E continue to provide monthly monitoring and evaluation reports on their gas procurement program.  

2.3
Actual Natural Gas Costs

ORA confirmed the actual cost of all commodity purchases and demand charges reported by PG&E and subject to the CPIM.  The interstate and California net cost of commodity purchases was $927,521,438.  The interstate and California demand charges as reported in PG&E’s Annual CPIM Performance Report were $152,520,370 for actual transport demand charges.
  The demand charges include intrastate and interstate demand charges for PG&E Gas Transmission North-West (NW); Trans-Canada Pipelines Limited-B.C. System (Formerly Alberta Natural Gas (ANG)), and Trans-Canada Nova Gas Transmission Ltd., net of brokering revenue.  The actual commodity costs and demands charges for CPIM Year 2000 are reported on Table 2 as follows:
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TABLE 2

Actual Commodity Costs:

Actual Commodity and Demand Costs

CPIM 7-November 1999-October 2000


2.2 Benchmark Commodity and Demand Charges: 

The CPIM standard benchmark costs based on published indices and demand charges were verified as $926,536,106 for benchmark commodity costs at the city-gate and $142,316,551 for benchmark demand charges.  The total benchmark costs of $1,068,852,657 are reported in Table 3 and in ORA Exhibit A-3 work papers.

The “upper limit” of the benchmark tolerance band includes an addition based on 2.0% of benchmark commodity for a total of $945,066,831 and benchmark demand charges of $142,316,551 that compute to the “upper limit” tolerance benchmark band of $1,087,383,382.  This is measured against total actual costs of $1,080,041,808 showing PG&E’s actual procurement costs are within the allowable upper tolerance band.

The “lower limit” tolerance band includes the total benchmark commodity costs of $917,270,748 ($926,536,106 commodity costs less 1% lower tolerance band), plus benchmark demand charges of $142,316,551, or a lower limit tolerance of $1,059,587,296.  This comparison shows that actual costs of $1,080,041,808 are above the calculated lower benchmark tolerance band of $1,059,587,296.  This makes PG&E ineligible for the shareholder award for CPIM Year 2000.  The overall results allow PG&E’s gas costs to be considered as fully recoverable under the Commission approved CPIM for this period.  ORA recommends that PG&E’s actual gas and transportation costs be recovered from ratepayers as specified by PG&E’s Gas Preliminary Statement Part C.13d.
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Pacific Gas and Electric Company

CPIM Overview-November 1999-October 2000


2.3 Transwestern Pipeline Demand Charges in Actual Costs: 

The total Transwestern pipeline demand charges have been verified as $11,471,7430 in ORA Exhibit A-10.  These actual demand charges are net of brokering revenues in the amount of $1,494,207.  The detail of these costs were reconciled as follows: Actual Demand Charges Transwestern Pipeline Company: $12,965,943, less capacity brokering revenues of $1,494,207.  They are identified in ORA Exhibit A-2 of this report.

Transwestern reservation charges may be included in the actual gas costs at the full as-billed rate on any given day up to the amount of Topock volumes included in the daily benchmark sequence, subject to a maximum of 150 MDth/d of reservation charges.  When the sequenced Topock purchase volumes are less than the 150 MDth/d, the reservation charges associated with the Transwestern capacity not used in meeting the benchmark sequence are excluded from the gas cost charged to core ratepayers. 
  ORA Exhibit A-10 shows the Transwestern charges sequenced on a monthly basis.

The treatment accorded Transwestern demand charges is addressed in the Memorandum of Understanding (ORA/PG&E MOU), in the PG&E Supplemental Report describing the Post-1997 CPIM dated October 18, 1996 (Supplemental Report), filed in PG&E’s Gas Accord proceeding (A. 96-08-043).

2.4 Storage Costs

In accordance with PG&E’s Gas Accord and the CPIM program, monthly distribution of winter storage withdrawal and summer storage injection is used in the calculation of the monthly benchmark purchase volumes.  These monthly benchmark distributions are allocated evenly over each day of the month.  PG&E often deviates from the daily benchmark distributions in order to balance portfolio supplies with changeable core loads, to comply with interstate and intrastate pipeline tolerances and balancing rules, to conserve gas in storage for peaking needs and to capture arbitrage opportunities.  The PG&E Gas Accord reported the methodology of its storage cost component of the CPIM benchmark in the “PG&E Supplemental Report of the PG&E Gas Accord Appendix” and Item #2 of the MOU dated December 17, 1998.

ORA’s work paper Exhibit A-4 shows the current benchmark storage cost of $33,902,550 for the year ended October 31, 2000.  ORA Exhibit A-6 reports actual injections and withdrawals as follows: injections, 26,215,675 MMBtus, withdrawals: 26,537,741 MMBtus.  The benchmark pre-determined storage inventory injections of 31,668,109 MMBtus and withdrawals of 31,544,844 MMBtus are consistent with the withdrawal and injection profile for the storage component of the benchmark associated with the full core reservation of 33.5 Mdth.  

The actual ratemaking treatment of the core storage reservation provides for a fully bundled cost with no variable charge.  However, for CPIM calculation purposes, a variable storage cost has been assumed in order to provide an appropriate economic incentive to use storage services efficiently. 

2.5 U.S. Canadian Foreign Exchange Transactions 

ORA and PG&E have agreed to set the exchange rate, used in the calculation of CPIM benchmark components purchased, in Canadian dollars at the actual exchange rate that PG&E is able to receive in the marketplace when it purchases Canadian dollars to pay Canadian suppliers.  ORA verified the accounts payable and treasury department foreign exchange wire transfer function for the purchase of natural gas in Canadian dollars from various Canadian suppliers during the CPIM Year 2000 gas year.

2.6 Miscellaneous Costs and Credits 

PG&E provided ORA with the detail of its miscellaneous cost and credits that are summarized in Exhibit A-5 and in PG&E’s overview for CPIM 2000.  These costs and credits are detailed as follows: PG&E broker fees paid, $44,685; exchange fees, $17,311; winter demand fees, $266,600; negotiated storage charges, $120,262; and parking and lending costs of $103,512.  The total miscellaneous costs reported for CPIM 2000 were $552,370 and are consistent with the costs reported in prior years by PG&E.  These actual costs and calculations were verified in the PG&E workpaper files from the Gas Department and reconciled with the general ledger.

2.7 General Ledger and Balance Account Reconciliation

PG&E provided ORA with its component reconciliation of the Purchase Gas Cost Account (PGA) between its CPIM 2000 program and the actual cost detail in the PG&E general ledger.  The monthly closing of books of PG&E’s Corporate Accounting Department for balancing of the PGA and the Core Fixed Cost Account (CFCA) is about two months.  PG&E averages some forty suppliers per month. These suppliers sold PG&E’s Core Gas Department $1,031,955,876 of natural gas before adjustments for balancing, sales, volumetric transport, and miscellaneous costs and credits.  ORA confirmed PG&E’s, Table II overview of natural gas net purchases (after adjustments) in the amount of  $927,521,436.

PG&E’s Accounting Department is in the process of developing a monthly general ledger review and reconciliation that will accompany its monthly monitoring and evaluation reports for the CPIM 2001 record period.  Corporate Accounting applies estimates into the balancing accounts until the final closing of actual purchases and costs are reconciled between the Gas Department detailed work papers and general ledger balancing journal account entries.   ORA Table 4 shows the components of the commodity gas balance and the PGA for CPIM 2000.
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2.8 General Ledger- Core Fixed Cost Balance Account Reconciliation 

The CFCA reconciliation provided to ORA by the PG&E Gas Department for the gas year ended October 31, 2000 was confirmed to PG&E’s, Table II overview of actual demand charges in the amount of $152,520,370.

The monthly closing of books by PG&E’s Corporate Accounting Department for balancing of the PGA and the CFCA is about 2 months.  Corporate Accounting currently applies estimates into the balancing accounts until the final closing of actual purchases and costs are reconciled between Gas Department detailed work papers and general ledger balancing account entries.   ORA Table 5 shows the components of the CFCA balancing account for CPIM 2000 and the related timing differences in this account.

PG&E’s Gas Department and Corporate Accounting Department are in process of developing a monthly general ledger review and reconciliation that will accompany its monthly CPIM monitoring reports for the CPIM year 2001.
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2.9 Financial Settlement Programs 
Financial settlements are a component of the actual cost detail.  ORA has been working with, and making recommendations to, the natural gas utilities on the “Hedge and Risk-Management” and derivative programs that are currently being used more frequently in the natural gas procurement environment.  While ORA is reporting the actual gain and loss results of financial settlement hedges in this chapter, the specific policy recommendations concerning these matters were described in Chapter 1.  

ORA’s Table 6 shows the results of financial hedging activities as follows:  losses from market hedging activities were $4,048,185 and gains from hedging activities were $1,093,625.  The result was a loss of $2,954,560 for CPIM Year 2000.  Physical trades in the exact amount offset the hedging activities reported in Table 6 of the CPIM year 2000 trading period.
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2.12
Carryover Benefits

During the month of October 2000, PG&E made financial investments of $1,581,000 in the United States Southwest for its CPIM 2001 hedging activities.  PG&E also made Canadian investments in Canadian dollars in the amount of C$6,720,199 for its Canadian (AECO) market operations.  ORA calculated the American dollar equivalent as $4,471,688.  These investments are accountable in PG&E’s CPIM year 2001.  

PG&E provided the following explanation to ORA: “During the fall of 2000, PG&E sought to protect ratepayers from expected rising winter 2000-2001 gas prices by purchasing price protection for a portion of its winter supply portfolio.  This was accomplished by paying premiums to a number of suppliers in October 2000, in exchange for limiting commodity price increases through price caps and collars.  As natural gas market prices rose to unprecedented levels during the winter period from December 2000 through March 2001, these prices resulted in significant gas cost savings.  These savings will be reported in PG&E’s November 2000 through October 2001 CPIM Annual Report.”  ORA reported this investment item because the initial transactions impact two annual gas years, specifically the CPIM Year 2000 that ended October 31, 2000 and CPIM Year 2001, which will end on October 31, 2001.  This matter was discussed in Chapter 1.

2.13 
Sales Transactions

PG&E reported total sales of $127,512,089 for the CPIM year ended October 31, 2000.  The sales were reported as follows: sales from U.S. operations were $84,311,668; sales from Canadian operations were $43,717,687 less prior years adjustment of $517,266.  Total sales were confirmed as $127,512,089.  PG&E contracted with more than 42 suppliers in its sales portfolio.  The average sales price was $2.72/MMBtu based on a total of more than 46,866,692 MMBtus of natural gas supplies.  The revenue from the gas sales is credited against the actual gas cost under the CPIM.  The ratepayer’s benefit by a resulting reduction in the cost of total gas costs.  PG&E utilizes gas sales in a similar manner as storage deviations, to help manage assets and reduce gas costs.  PG&E routinely sells gas supplies to comply with daily pipeline balancing requirements, respond to changeable core loads, and to capture any price arbitrage opportunities.  Gas sales are an effective tool to expeditiously balance supply and demand in the market, and can be a viable tool to accommodate decreased loads while maintaining adequate storage levels for peaking purposes.  ORA Exhibit A2-7 reports PG&E ‘s detailed sales by United States and Canadian markets and provides Table 7 as a general summary.
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2.14 Audit Findings and Recommendations:  
· ORA finds that PG&E’s current report of gas costs covering the period November 1, 1999 through October 31, 2000 are within the CPIM year 2000 tolerance band. PG&E does not meet the requirements for a shareholder award, and a penalty is not appropriate.

· ORA recommends that the Commission find the gas commodity costs and transportation costs reported by PG&E in Application 96-08-043 as recoverable from ratepayers as specified by the CPIM, Chapter 2, Part III, Incentive Rewards and Penalties, and PG&E’s Preliminary Statement Part C. Part 13d.  ORA does not recommend a shareholder reward or a penalty for CPIM Year 2000.

· ORA finds that the balancing account differences between the PG&E general ledger and the CPIM Year 2000 actual gas costs are timing differences between report and book.
· PG&E made carry-over initial investments transactions in October 2000, which impact CPIM Gas Year 2001.  This is discussed in Chapter 1.  
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� These are the costs associated with certain financial transactions associated with risk management activities.  


� Even if the premiums were removed in the current period, the total recorded gas costs would have remained between the upper and lower tolerance levels.  There would be no shareholder benefit or penalty.   


� See Joint Motion For Adoption of Settlement Agreement in A.00-06-023 (page 7). 


� Appendix 1 to the Gas Accord Settlement Agreement, page 57, filed with the Commission on August 21, 1996, authorized PG&E to file a CPIM mechanism applicable for the period January 1, 1998 through December 31, 2002.  Appendix #1 was incorporated into D.97-08-055 (See APP.B to D.97-08-055).


� PG&E Annual Report, A.96-08-043, Filed February 14, 2001; Para 1; Page 4





� PG&E Annual CPIM Performance Report, Application 96-08-043, dated February 14, 2001, Page 9.


� PG&E’s Core Procurement Incentive Mechanism (CPIM Year 7), Application 96-08-043, dated February 14, 2001, Para 1, Pg. 7.


�  PG&E Annual CPIM Performance Report, A.96-08-043, Para 2; Page 5.


� PG&E A.96-08-043, Appendix A to the Gas Accord Settlement Agreement, Supplemental Report, Memorandum of Understanding (ORA/PG&E MOU), submitted January 15, 1999 and incorporated in D. 97-08-055. (Also App.#B to D.97-08-055).


� PG&E Application 96-08-043, Core Gas Procurement Report (CPIM) Section d. Storage Component, Pg. 6; dated February 14, 2001.
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Table 2

		TABLE 2

		Actual Commodity and Demand Costs

		CPIM 7-November 1999-October 2000

		Actual Commodity Costs:

		Baja Path				$   239,730,067

		Mission Path				64,353,608

		Redwood Path				742,476,454

		Silverado Path				2,631,818

		Financial Settlements				2,954,560

		Imbalance				- 0

		Commodity Sales				(127,512,089)

		Miscellaneous Costs				552,370

		Storage Volumetric Charges				2,334,650

		Net Commodity Actual Costs				$   927,521,438

		Actual Demand Costs:

		Alberta Natural Gas				$   10,805,209

		California Gas Transmission				64,098,290

		Nova Gas Transmission Ltd.				22,094,234

		PG&E Gas Transmission NW				44,050,894

		Transwestern Pipeline Company				11,471,743

		Total Demand Charges				$   152,520,370

		Total Actual Costs CPIM 7				$   1,080,041,808
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Table 1

		TABLE 1

		Pacific Gas and Electric Company

		CPIM Overview-November 1999-October 2000

		Annual Period		CPIM 2000		Annual Period		CPIM 2000

		Nov.-1999-Oct.-2000		Actual Costs		11-1999-10-2000		Benchmark

		Commodity Gas Costs		$   927,521,438		Benchmark Commodity:		$   926,536,106

		Demand Charges - Actual		152,520,370		Demand Chg - Benchmark:		142,316,551

		Total Actual Costs:		$   1,080,041,808		Total Benchmark Costs:		$   1,068,852,657

		II.     Tolerance Bands

		CPIM Upper Limit				Commodity + 2%		$   1,087,383,379

		CPIM Lower Limit				Commodity - 1%		1,059,587,296

		III.    CPIM Tolerance Band				Upper & Lower Limit		With-in

		IV.   Reward/(Penalty)						None





Exhibit A-1

		TABLE 1

		Pacific Gas and Electric Company

		CPIM 7 Overview-November 1999-October 2000

		Annual Period		CPIM 2000		Annual Period		CPIM 2000

		Nov.-1999-Oct.-2000		Actual Costs		11-1999-10-2000		Benchmark

		Commodity Gas Costs		$   927,521,438		Benchmark Commodity:		$   926,536,106

		Demand Charges - Actual		152,520,370		Demand Chg - Benchmark:		142,316,551

		Total Actual Costs:		$   1,080,041,808		Total Benchmark Costs:		$   1,068,852,657

		II.     Tolerance Bands

		CPIM Upper Limit				Commodity + 2%		$   1,087,383,379

		CPIM Lower Limit				Commodity - 1%		1,059,587,296

		III.    CPIM Tolerance Band				Upper & Lower Limit		With-in

		IV.   Reward/(Penalty)						None
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Benchmark SEQ Comm

		TABLE 3

		Benchmark Sequenced Commodity Costs

		CPIM November 1999-October 2000

		Benchmark Commodity Costs

		California Firm		$   67,236,714

		Kingsgate		15,315,697

		95% of Malin Firm		625,017,657

		Topock Firm		163,447,294

		5% of Malin Firm		4,464,238

		100 Mdth Topock Firm		12,369,701

		Topock as Available		36,086,697

		Sub-total-Commodity		$   923,937,998

		Add: Storage Volumetric Charges		2,598,108

		Net Commodity Costs		$   926,536,106

		Benchmark Demand Charges

		Alberta Natural Gas		$   10,805,209

		California Gas Transmission		65,949,444

		Nova Gas Transmission Ltd.		21,511,004

		PG&E Gas Transmission NW		44,050,894

		Transwestern Pipeline Company		- 0

		Total Demand Charges		$   142,316,551

		Total Benchmark Sequenced Costs		$   1,068,852,657
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Sheet1

		Pacific Gas and Electric Company

		Gas Procurement CPIM Calculation

		Financial Settlements

		November 1999 - October 2000

		Table 6

				Losses		Gains				Purchases		Sales				Purchases		Sales				Purchases		Sales				Purchases		Sales				Purchases		Sales				Purchases		Sales				Purchases		Sales				Purchases		Sales				Purchases		Sales		Total

		Nov-99		$95,250		$   (10,500)				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0		$84,750

		Dec-99		$0		(237,925)				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0		($237,925)

		Jan-00		$0		(233,275)				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0		($233,275)

		Feb-00		$19,575		(142,100)				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0		($122,525)

		Mar-00		$0		(135,625)				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0		($135,625)

		Apr-00		$2,016,750		(64,500)				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0		$1,952,250

		May-00		$0		0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0		$0

		Jun-00		$0		0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0		$0

		Jul-00		$0		0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0		$0

		Aug-00		$0		0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0		$0

		Sep-00		$1,899,521		0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0		$1,899,521

		Oct-00		$17,089		(269,700)				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0		($252,611)

		Total		$4,048,185		(1,093,625)				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0				$0		$0		$2,954,560
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PGA CPIM Recon

		TABLE 4

		Pacific Gas and Electric Company

		Purchase Gas Account (PGA)

		Reconciliation to CPIM 2000

		Commodity Purchases				$   1,031,955,876

		Volumetric Transport				17,236,070

		Add (Deduct)

		Commodity Sales				(127,512,089)

		Miscellaneous costs and Credits				552,370

		Storage Costs				2,334,650

		Financial Settlements				2,954,559

		CPIM 2000 Commodity Gas Costs:		Table II		$   927,521,436

		Add (Deduct)

		Timing Difference Volumetric				(641,078)

		October 1998 Trueup				1,257,022

		September 1999 Trueup				(5,625,819)

		Timing Difference CPIM 1999				4,540,983

		Sub-total-Timing Differences				(468,892)

		Total PGA Balance Account				$   927,052,544
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Table 7

		TABLE 7

		Pacific Gas and Electric Company

		Summary of CPIM Gas Sales

		November 1999 - October 2000

		SALES		MMBtu's		$'s

		Canadian Sales		15,658,894		43,717,687

		U.S. Sales		28,355,600		84,311,668

		Sales Swaps		2,146,144		- 0

		Less:

		Prior Year Sales Adjustment		293,946		517,266

		Totals		45,866,692		127,512,089
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CFCA

		TABLE 5

		PG&E Core Procurement

		CFCA Demand - CPIM Reconciliation

		Alberta Natural Gas		$   10,805,209

		California Gas Transsmission		64,098,290

		NOVA Gas Transmission		22,094,234

		PG&E Gas Transmission N.W.		44,050,894

		Transwestern Pipeline Company		11,471,743

		CPIM 2000 - Exhibit A-2		$   152,520,370

		CFCA Demand Account:

		SAP Journal Entries:		$   117,450,792

		Fixed Storage Costs		33,902,550

		Prior Period Adjustments		494,026

		Demand Fees		(266,600)

		Transwestern Demand charges		(525,438)

		CTA Capacity Credits (PG&E GT NW		1,478,879

		Sub-total CFCA Balance Account		$   152,534,209

		Add (Deduct)

		October 1999 True-up Timing Diff.		434,686

		September 2000 True-up Timing Diff.		771,302

		Prior CPIM 1999 timing Difference:		(1,219,827)

		Demand Charges - CPIM 2000		$   152,520,370
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