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CHAPTER 1

EXECUTIVE SUMMARY

1.1
Overview and Summary 

On June 15, 2001, the Southern California Gas Company (SoCalGas) submitted its seventh annual application under the Gas Cost Incentive Mechanism (GCIM).
  The GCIM was initially approved by the Commission in Decision (D.) 94-03-076, was modified and extended in D. 97-06-061, and was extended on an annual basis in D.98-12-057.  In D.00-06-039, the Commission’s staff was ordered to conduct and submit an evaluation of the GCIM, and the Commission deferred judgment on whether it would extend the GCIM into year seven until completion of the report.  On January 4, 2001, the Energy Division issued its report.  On May 3, 2001, the Commission issued D.01-05-003 in Phase 1 of A.00-06-023, which awarded SoCalGas $9.76 million in shareholder incentives for Year 6 of the GCIM.  Phase 2 of that proceeding remains open for purposes of addressing whether the GCIM should be extended into Year 7 and Year 8, with or without modification. 

 In its application, SoCalGas provides its report on the results of year seven of the GCIM program for the twelve months from April 1, 2000 through March 31, 2001.  For Year Seven, SoCalGas states that it was able to purchase gas at $223.6 million below the GCIM benchmark, which is based on market indices.  The actual cost of all purchases by SoCalGas was $2.1875 billion, while the benchmark cost was $2.411 billion.  Pursuant to the GCIM structure established in D.97-06-061, the shared savings of $212.2 million from purchases below the benchmark lower tolerance were to be shared equally between SoCalGas and its customers.  The application requests a shareholder incentive reward of 50 percent of the shared savings equal to $106.1 million.  

Notwithstanding the request, SoCalGas notes that the Commission will address in Phase 2 of A.00-06-023 the issue of whether modifications to the GCIM are required.  SoCalGas notes that in A.00-06-023, SoCalGas, the Office of Ratepayer Advocates (ORA), and The Utility Reform Network (TURN) agreed in principle on certain modifications to the GCIM that would, if approved by the Commission, apply to year seven to reduce the shareholder reward to $30.8 million.  

On July 5, 2001, SoCalGas, ORA and TURN filed a Joint Motion for Adoption of Settlement Agreement.  This Settlement would resolve all issues in Phase 2 of A.00-06-023 by implementing modifications to the GCIM, which would result in a reduction in the shareholder reward for year seven from $106.1 million to $30.8 million.  On September 28, 2001, ORA submitted its Report in Support of the Joint Motion for Adoption of Settlement Agreement.  SoCalGas and TURN also submitted testimony in support of the Settlement.   

  The Office of Ratepayer Advocates (ORA) conducted a comprehensive review, audit, and evaluation of the GCIM Year 7 results submitted by SoCalGas in its application.  The details of ORA’s analyses are described in Chapters 2 through 4 of this report.  ORA’s audit of the SoCalGas’ GCIM Year 7 confirms cost savings of $223.6 million below year seven market prices, as measured by the GCIM benchmark, were achieved.  ORA verified that the current sharing mechanism approved in D.97-06-061 results in shared savings of $212.2 and a potential shareholder reward of $106.1 million.  However, ORA recommends that SoCalGas be authorized to recover a shareholder reward of $30.8 million in Year 7 consistent with the Settlement Agreement filed in A.00-06-023.  Notwithstanding the ultimate disposition of the issue in A.00-06-023, ORA’s recommendation in this proceeding is that SoCalGas be authorized a shareholder award of $30.8 million based on a cap of 1.5% of its actual gas procurement commodity costs.
  SoCalGas should be authorized to recover an incentive award of $30.8 million associated with Year 7 of the GCIM through its Purchased Gas Account (PGA).

ORA’s analysis and evaluation, of the application and year seven results, concludes that the GCIM continues to provide favorable benefits to SoCalGas’ natural gas procurement customers.  In Year 7, core procurement customers will accrue gas cost savings of approximately $192.8 million based on the recommended shareholder award of $30.8 million.  In prior years of the GCIM, gas procurement customers of SoCalGas derived total gas cost savings, as measured against market benchmarks, of:  $14.4 million in year 6; $10.4 million in year 5; $4.8 million in year 4; $12.1 million in year 3; $4.3 million in year 2; and $0.7 million in year 1.  The total ratepayer savings, measured against market-based GCIM benchmarks, totaled $46.7 million over the first six years of the GCIM program.  The total ratepayer savings in year seven amount to about four times the total savings of the first six years of the program.  This can be attributed to both the significant market volatility and the ability of SoCalGas to effectively manage its procurement costs during this turbulent period. 

During Year 7 of the GCIM, natural gas commodity prices skyrocketed nationwide to levels never previously experienced.  The prices in the gas producing basins increased from under $3.00 per decatherm (Dth) to a peak price of almost $10.00/Dth in January 2001.
  Some of the reasons generally attributed to the significant increase in commodity gas prices were lower relative supply availability, increasing gas demand, low storage levels nationwide, and extremely cold weather during the early months of the heating season (November and December 2000).  The bid week price of natural gas at the California border increased from about $3.00/Dth to a peak of over $16.00/Dth in January 2001.
 

During this volatile and turbulent period in the natural gas commodity market, SoCalGas did an effective job of managing its overall gas procurement costs and core procurement prices.  During year seven, SoCalGas’ monthly weighted average cost of gas (WACOG) varied from a low of $3.00/Dth (in April 2000) to a high of about $10.00/Dth in January 2001.  The peak WACOG price of $10.00/Dth, occurred in January 2001, when mainline gas prices were $10.00/Dth and border prices were $16.00/Dth.  Even though SoCalGas needed to procure incremental gas supply at the border in that month, they maintained a WACOG close to the basin price.  The various procurement strategies employed by SoCalGas helped to keep core procurement costs low, which is ultimately measured through the GCIM savings calculation.  

During the Year 7 period, SoCalGas was able to manage its core gas procurement prices in a manner which cushioned the impact of the volatile gas market on its customers.  The core procurement rate only exceeded $0.70 per therm in one month, when it hit $0.74 per therm in March 2001.  In the three high use winter months of December 2000 through February 2001, the core procurement rate averaged about $0.65 per therm.
  

More recently, for the months of July through October 2001, the core procurement rate has decreased significantly to a level below $0.30 per therm ($3.00/Dth).  The fact that SoCalGas now has low cost gas prices can be partly attributed to the existence of the GCIM.  The GCIM allowed SoCalGas to effectively manage its procurement costs during a tumultuous market period.  It discourages impulsive, rash decisions such as entering into long-term fixed prices deals when the market is chaotic and prices are at a premium.  A common reaction to a hectic market is for entities to panic and make poor contractual and long-term decisions.  The GCIM encourages the utility to employ appropriate risk management tools and utilize thoughtful, pragmatic procurement practices.  SoCalGas’ gas procurement customers are currently seeing the benefits of these incentives through lower, gas procurement costs consistent with past historical prices, and are not saddled with uneconomic, high-priced long-term gas supply contracts.  

ORA is thoroughly convinced that the GCIM is the single most important factor in allowing SoCalGas to effectively manage its gas procurement costs and ultimately achieve significant cost savings during extremely volatile market conditions.  The internal department structure, corporate support, staff expertise, and risk management strategies which SoCalGas’ Gas Acquisition Department was able to develop internally by operating under an incentive program for many years, was an important factor that contributed to implementation of successful risk management tools and programs such as the Winter Hedge Program.  

In Year 7, SoCalGas implemented the Winter Hedge Program to protect core customers against a significant increase in gas prices.  This program generated approximately $70 million in benefits during year seven.  The Gas Acquisition Department utilizes a variety of financial transactions and derivatives to complement its gas purchasing efforts and to manage price risk.  These transactions include future contracts, swaps, options and other related activities.  SoCalGas would not have the capability, internal risk management processes and expertise, and the strategic ability to structure and effectively manage the financial instruments and the related internal controls necessary to implement the Winter Hedge Program and utilization of financial derivatives absent the GCIM program.  The experience developed by Gas Acquisition from operating for many years under the incentive structure set the stage to effectively manage core procurement prices and generate significant savings during the volatile market conditions that existed in year seven.  

There were many financial and trading activities, employed by SoCalGas on a daily basis, which contributed to the savings generated during year seven of the GCIM program.  The primary activities which resulted in the benefits generated in year seven as measured against the GCIM benchmark were hub revenues, the Winter Hedge Program, financial trades and derivatives, and short term physical transactions (such as gas sales).  A basic breakdown of the $223.6 million in GCIM savings generated during year seven by each of these specific procurement functions is as follows: hub revenues: $19.9 million, winter hedge program: $69.9 million, short term financial trades and derivatives: $39.4 million, and short term physical trades: $94.4 million.
  The Winter Hedge Program is discussed in more detail in Chapters 2 and 4 of this report.
  The hub revenues are discussed in Chapters 3 and 4.  Gas sales are discussed in Chapters 3 and 4.  

Commission D.98-12-057 stated that if SoCalGas or ORA conclude that the GCIM should not continue into year 7 or any subsequent year, either party may make this position known in the application or report that each will file in 1999 and every year thereafter.  Subsequently, the Commission issued D.00-06-039, which deferred judgment on whether it would extend the GCIM into year seven until the Commission’s staff report was completed.  In its year six report on the GCIM, ORA made some observations regarding the natural gas market during year seven and suggested some refinements to the GCIM.  In that report, ORA also identified specific concerns pertaining to the inclusion of gas sales within the GCIM (under the 50/50 sharing mechanism) during periods of extreme volatility similar to those experienced in year 7.  The refinements and issues identified by ORA in its year six report have been addressed through the revisions to the GCIM set forth in the Settlement Agreement filed in A.00-06-023.  

ORA supports the application of the Settlement Agreement revisions to the GCIM.  Under the Settlement submitted in A.00-06-023, SoCalGas would derive a total shareholder benefit of $30.8 million for year seven.  The total shareholder reward for year seven represents 44% of the savings generated by just the Winter Hedge Program.  In theory, all other benefits identified and generated in year seven of the GCIM can be assumed to flow to core procurement customers.  

ORA supports and recommends the continuation of the GCIM into year eight and beyond according to the refinements set forth in the Settlement Agreement filed in A.00-06-023.  ORA’s filed testimony in support of the Settlement Agreement summarizes the reasons that ORA supports the GCIM program and why the revisions to the GCIM benefit ratepayers.  It also describes in detail how the Settlement Agreement is consistent with the recommendations submitted in the Energy Division’s Evaluation Report on the GCIM. 

 Given the volatile nature of the natural gas market during year seven, a shareholder benefit based on a cap of 1.5% of the actual annual gas commodity price in year seven should be adopted, even in the event the settlement submitted in Phase 2 of A.00-06-023 is not approved.  The cap serves to balance the high level of savings that SoCalGas was able to produce with both the high core gas prices and the price volatility that occurred in year seven that contributed to SoCalGas’ ability to generate the large savings.  This results in a shareholder award of $30.8 million for year seven and ratepayer benefits of $192.8 million.       

ORA remains committed to monitoring and evaluating the GCIM, and identifying any modifications that are required to further enhance the viability of the mechanism and program.  ORA will continue to confer with SoCalGas and other parties on a collaborative basis to modify and enhance the GCIM program as appropriate.  All changes or refinements to the GCIM program will ultimately be presented to the Commission for approval.  

CHAPTER  2

WINTER HEDGE PROGRAM
2.1
Summary 

In October 2000 the Southern California Gas Company (SoCalGas) initiated a Winter Hedge Program aimed at mitigating the effect of projected high gas prices on customer bills.
  After exploring various risk management strategies on how to accomplish this, the purchase of call options was deemed as the most suitable in fixing or capping the cost of gas for specific volumes. Hedge gains and losses were offset against gas acquisition costs.  A total net financial gain of approximately $70 million was realized through the Winter Hedge Program by the end of February 2001 from approximately 670 transactions, at a premium cost of $16.5 million and $213,480 in transaction costs. 

 2.2 
Discussion

Under its Commission approved tariff, SoCalGas is authorized to use futures and over-the-counter financial transactions to reduce core gas costs.
   In recent years, SoCalGas has gained considerable experience in the use of financial instruments to minimize gas costs.  More recently the Energy Division reviewed the use of financial instruments as risk management tools in its evaluation of the SoCalGas GCIM (Gas Cost Incentive Mechanism) and found them to be an appropriate means of reducing core gas costs.
 

In year seven, in light of escalating gas prices, SoCalGas instituted the Winter Hedge Program during the month of October 2000.  It initially purchased approximately 80 Bcf of call options for the months of December through March 2001 at a premium of about $10 million.
  In terms of the size of the position and the investment made, this was the largest use of financial instruments by SoCalGas since the inception of the GCIM.
   The hedging strategy consisted of using caps, collars, fixed price swaps, basis swaps and futures.
 
All hedging activities were either NYMEX based or Over-the-Counter (OTC) and basin specific.  SoCalGas managed to maintain 80% of the target hedge volume at all times, thereby protecting its core customers against price volatility in the spot market during the winter of 2000.

In reviewing the daily winter hedge positions the value-at-risk (VaR) varied from $644,500 on October 25, 2000 to $16 million on December 28, 2000: with unrealized gains (losses) for those same respective dates standing at $(2,113,386) and over $141 million on open positions, calculated on a mark-to-market basis.

The Winter Hedge Program realized a total net gain of approximately $70 million by the end of February 2001 from approximately 670 transactions, at a premium of $16.5 million and $213,480 in transaction costs.   A breakdown of the financial gains or losses for this program is provided in several tables attached in Exhibit A-8 Summary (IC) in Chapter 4. 

According to SoCalGas’ hedge position reports for the Winter Hedge Program, the bulk of the gains occurred in the January 2001 contract period and these gains were proportionally equal between NYMEX-traded and OTC.

The Winter Hedge Program generated savings as the value of the options increased above the strike price.  This occurred when the price of natural gas increased substantially last winter, which resulted in an increase to the value of the call options.  The savings are represented by the amount that the settlement price exceeds the strike price (the price at which the options were purchased) plus the premium for the transactions.

The most notable transactions for the January 2001 contract period are as follows:

a) Some NYMEX future transactions exercised on December 26, 2000 for a total volume of 14,250,000 MMBtu of $6.00-6.50 call options at a settlement price of $9.805. The financial gain is calculated as follows:

[(Volume x settlement price)] – [(Volume x price of call options) + transaction cost].

b) Some OTC call transactions with brokerage houses and online trading exchanges dating from 10/19/00 through 11/29/00 for a total volume of 16,410,000 MMBtu at premiums between $0.08-0.1750, with strike prices ranging from $6 - 8, and settlement prices ranging from $8.80 to $9.805. The gains from these transactions are calculated as follows:

[(Volume x settlement price)] – [(Volume x strike price) + (volume x premium)].

SoCalGas evaluated the value-at-risk in the Winter Hedge Program and the Gas Acquisition Positions Risk on a daily basis in order to protect core procurement customers.  When the value of the entire position reached over $141 million on December 28, 2000, SoCalGas could have potentially reaped higher gains than the above-mentioned $70 million.  Instead, the utility remained committed to protecting core price by maintaining its hedge position.  SoCalGas realized the bulk of gains in the January 2001 contract period, when NYMEX future prices were close to $10/MMBtu, and built up its March hedge position.
 This indicates that protecting core customers from high spot prices was a priority rather than obtaining a momentary and substantial benefit. 

ORA has reviewed SoCalGas’ risk management documents and specific financial transactions associated with the Winter Hedge Program provided through the discovery phase, particularly a detailed breakdown of the daily economic value associated with hedge positions.  ORA was also kept apprised of developments associated with this program through several meetings held in the GCIM Year 7 review period.
  As authorized under the GCIM, SoCalGas was able to reduce core gas costs and dampen the impact of high winter gas prices on core customers through the utilization of various financial instruments in the Winter Hedge Program.   

CHAPTER 2

APPENDIX

GLOSSARY OF TERMS

Call Option

An options contract which gives the buyer (holder) the right, but not the obligation to buy a futures contract (enter into a long futures position) for a specified price within a specified period of time in exchange for a one-time premium payment. It obligates the seller (writer) of an option to sell the underlying futures contract (enter into a short futures position) at the designated price, should the option be exercised at that price. 
Cap

A cap can also be defined as follows: a supply contract between a buyer and a seller, whereby the buyer is assured that he will not have to pay more than a given maximum price. This type of contract is analogous to a call option.
Collar

A collar is a supply contract between a buyer and a seller of a commodity, whereby the buyer is assured that he will not have to pay more than some maximum price, and whereby the seller is assured of receiving some minimum price. This is analogous to an option fence, also known as a range forward.
Futures contract

A contract between the buyer and seller, whereby the buyer is obligated to take delivery and the seller is obligated to provide future delivery of a fixed amount of a commodity at a predetermined price at a specified location. Futures contracts are most often liquidated prior to the delivery date and are generally used as a financial risk management and investment tool rather than for supply purposes. These contracts are traded exclusively on regulated exchanges and are settled daily based on their current value in the market place.
Hedge 

The initiation of a position in a futures or options market that is intended as a temporary substitute for the sale or purchase of the actual commodity. For example the sale of futures contracts in anticipation of future sales of cash commodities as a protection against possible price declines, or the purchase of futures contracts in anticipation of future purchases of cash commodities as protection against the possibility of increasing costs. 

Mark-to-Market

Daily cash flow system used by U.S. futures exchanges to maintain a minimum level of margin equity for a given futures or options contract position by calculating the gain or loss in each contract position resulting from changes in the price of the futures or options contracts each trading day.

NYMEX

The New York Mercantile Exchange, Inc. offers trading in futures and options on natural gas, as well as other commodities. The exchange is charged with market, trade, and financial surveillance. It also enforces a self-regulatory program by closely monitoring and regulating trading activity to prevent market manipulation and other anti-competitive activity. Financial surveillance ensures that clearing members can meet their margin requirements and that position limits are strictly observed.

Over-the-Counter (OTC)

A term referring to derivative transactions that are conducted outside the realm of regulated exchanges. Transactions are conducted directly through banks or brokerage houses, or by the principal-to- principal in the over-the-counter market.

Position

The net total of a trader’s open contracts, either long or short, in a particular underlying commodity.

Premium

The price or cost of an options contract determined competitively by buyers and sellers.  

Settlement Price

The price established by the Exchange settlement committee at the close of each trading session as the official price to be used by the clearinghouse in determining gains or losses, margin requirements, and the next day’s price limits. The term “settlement” price is often used as an approximate equivalent to the term “closing price”.

Spot Market

A market of immediate delivery of product and immediate payment.

Strike Price

The price at which the underlying futures contract is bought or sold in the event an options contract is exercised. Also called an exercise price.

Swap

A custom-tailored, individually negotiated transaction designed to manage financial risk, usually over a period of one to 12 years. Swaps can be conducted by two counter parties, or through a third party such as a bank or brokerage house. The writer of the swap, such as a bank or brokerage house, may elect to assume the risk itself, or manage its own market exposure on an exchange. Swap transactions include interest rate swaps, currency swaps, and price swaps for commodities, including energy and metals. In a typical commodity or price swap, parties exchange payments based on changes in the price of a commodity or a market index, while fixing price the price they effectively pay for the physical commodity. The transaction enables each party to manage exposure to commodity prices or index values. Settlements are usually made in cash. 

Value at Risk (VaR)

A statistical estimate of the worst expected loss of a position’s value resulting from an adverse market movement that could occur under normal market conditions over a specified time horizon, given a specified confidence interval (e.g. 95%) expressed in dollars.

CHAPTER 3

STORAGE AND NATURAL GAS SALES  

3.1      Summary 

During the Gas Cost Incentive Mechanism (GCIM) Year 7 period extending from April 1, 2000 through March 31, 2001, SoCalGas was able to utilize its core storage assets to lower gas costs while meeting its core storage injection requirements during the summer injection season.  SoCalGas met its October 31, 2001 minimum core storage target of 65 Bcf, with total core storage gas of 68.6 Bcf.  The GCIM allows SoCalGas to use its California Energy Hub (HUB) to lower gas costs.  During Year 7, SoCalGas generated approximately $19.5 million in revenue from its HUB transactions and exchanges.  These revenues contributed to gas cost savings for core customers.

In addition to HUB services, financial tools
, and the release of core interstate pipeline capacity, SoCalGas is allowed under the GCIM to sell gas not needed to meet core demand.  SoCalGas lowered gas costs by approximately $87.5 million through revenues generated from border sale transactions.  These border sales were typically hedged
 for replacement in later months in order to ensure core supply during the winter.  Revenues from natural gas sales to third parties were a significant source of gas cost savings during Year 7.  

3.2      Core Storage and Hub Revenues

SoCalGas has a total of 105 Bcf
 of storage inventory.  SoCalGas’ Core Acquisition Department holds firm rights to 70 Bcf of SoCalGas’ storage inventory on behalf of core customers, with the remaining 35 Bcf available for noncore customers and marketers.
   SoCalGas uses its storage for core and system reliability purposes, as well as, for reducing core gas costs during the winter months.  Decision (D.) 94-03-076, which authorized the GCIM for its initial three years, requires SoCalGas to maintain a 70 Bcf storage target by the end of the traditional injection season (October 31) within a 5 Bcf (+/-) tolerance.  GCIM D.94-03-076 also sets forth specific month-end minimum inventory levels for January, February, and March.  In D.97-06-061 the Commission  eliminated the storage incentive mechanism (SIM) component of the GCIM and required that SoCalGas identify, in its planning documents, storage targets and/or minimums for November 1 and the end of January, February, and March. (D.97-06-061, Conclusion of Law No. 13.)   SoCalGas met its core storage target during Year 7 with 68.6 Bcf of storage gas on October 31, 2000, including 9.2 Bcf of noncore gas loans scheduled for payback by December 31, 2000.  Under the current GCIM, SoCalGas can include gas loans, returned prior to December 31, as part of inventory for purposes of meeting the October 31 core storage target. 

ORA reviewed SoCalGas’ Operational Plans, including actual injections and withdrawals on behalf of core customers, during Year 7 and found that SoCalGas met both its October 31 storage target and its core peak day minimum inventory levels.
     By meeting its November 1 target and core peak day minimum inventory levels, SoCalGas ensured core reliability while allowing core ratepayers to benefit from lower-priced storage gas during the Winter of 2000.  In fact, as discussed below, SoCalGas was able to loan storage gas and provide other HUB services to noncore customers during GCIM Year 7. 

As part of its Gas Acquisition Department, SoCalGas operates its California Energy Hub (HUB) as authorized by Resolution G-3147, D.97-04-082 and D.97-06-061.  The HUB allows SoCalGas to optimize the core’s storage rights and assets through the following services offered to noncore customers:  

Park -    accepting a HUB service user’s gas, holding it for a set period of time, and returning it at the same location.

Loan -  the inverse of a Parking transaction.  Gas is loaned to a HUB service      user and repaid in kind at a future time.

Wheel -  the simultaneous receipt of a HUB service user’s gas at one location and delivery of core gas supplies at another location on SoCalGas’ system.

In addition, SoCalGas negotiated exchange transactions using its HUB, accepting gas at a specific a receipt point on an interstate pipeline system and delivering it at a different point. 

SoCalGas provides HUB services to the extent that core customers are not using their full firm storage rights.  The market-based fees for these services are capped at maximum tariff rates set forth in Tariff Schedules G-PRK, G-Loan, and G-WHL.  SoCalGas states that transactions are conducted on a non-discriminatory, first-come basis.   SoCalGas loaned 17 BCF of gas to noncore customers during the Summer of 2000 when demand peaked, providing supplies into a very tight market.  This gas was scheduled for repayment during the winter months when the core would need it.  SoCalGas also parked about 38 BCF of gas for redelivery in Summer 2000 which also provided additional supplies to noncore customers, particularly electric generators.  The above two aggregate activities were the major source of SoCalGas’ HUB activities during GCIM Year 7.

ORA reviewed SoCalGas’ HUB transactions and HUB revenues which totaled  $19.5 million, including exchange transaction revenues of  $1 million.
  SoCalGas utilized its HUB to lower gas costs, while maintaining core reliability targets.  HUB revenues reduced core gas costs during GCIM Year 7 to a greater extent than in prior years.  Over the previous six years of the GCIM, HUB revenues and exchanges have ranged from $1.2 Million (in Year 1) to $9.4 million (in Year 5).  Actual HUB throughput has ranged from 29 Bcf in Year 1 to 225 Bcf in Year 6.  HUB throughput in Year 7 of 200 Bcf was lower than in Year 6.  Market conditions allowed SoCalGas to generally 

price HUB services higher than in the past, but within the maximum tariffed rates.  This resulted in higher HUB revenues during Year 7, even though HUB throughput in Year 7 was lower than in Year 6.  ORA confirmed that, as authorized under the GCIM, SoCalGas used its HUB to generate revenues resulting in lower gas costs to the benefit of core procurement customers.    

3.3       Natural Gas Sales

Pursuant to D.97-06-061, SoCalGas is authorized to use core gas sales to others as a tool to reduce overall core gas costs.  During Year 7, SoCalGas sold gas to a variety of customers (third parties), including marketers, producers, noncore customers, and other utilities, when the gas was not needed to meet core needs.  SoCalGas states that during the Winter in particular,

 “limited volumes not needed for immediate reliability were sold at high prices at the California border.  These volumes were hedged at significantly lower prices for replacement in later winter months when the volumes were needed.”   (A.01-06-027, Exh.D, p.6.)

Using this approach, SoCalGas was able to derive revenues from selling core supplies to third parties and replacing the supplies with lower-priced gas at a later time.   Exhibit A-5, attached in the Appendix to Chapter 4 of ORA’s Year 7 Report shows the monthly gas sales, at the mainline and at the border.  During GCIM Year 7, SoCalGas sold a total of 42,381,814 MMBtus of natural gas to third parties.  Mainline sales, which comprised 25% of gas that SoCalGas sold to customers other than the core, represent gas that SoCalGas sold at mainline delivery points of interstate pipelines.   Border sales, which represented 75% of total gas sales to third parties, are sales of gas at the SoCalGas California border.  As shown on Exhibit A-5, SoCalGas sold $343 million in gas at the border, with 29% of those revenues generated in December 2000 when gas prices were most volatile.  While a significant share of the revenues were generated in December, SoCalGas sold a comparable level of gas in November and significantly more gas in April 2000. 

On a volume basis, SoCalGas sold more gas in GCIM Year 6 than in Year 7, approximately 53 Bcf and 41 Bcf respectively.  Of these total sales volumes, border sales were 41 Bcf and 31 Bcf in Year 6 and Year 7, respectively.  However, SoCalGas was able to generate substantially more revenue, almost three times as much revenue in Year 7 than in Year 6, primarily due to the unprecedented gas price volatility experienced in the Winter of 2000/2001. 

In a data response to ORA, SoCalGas provided the following example of how the sales savings were generated in the month of December 2001.

“In December 2000, SoCalGas sold approximately 3.3 Bcf at an average price of $27.3158 per MMBtu. This volume was replaced with spot purchases of approximately 1 Bcf at an average price of $20.9844 during the later part of the month and with financial contracts for 2.3 Bcf at an average price of $17.30 in January 2001. The volumes sold during December were not needed for reliability at the time they [were] sold.” 

SoCalGas was able to capture financial gains associated with the intra-day spot gas volatility by selling gas it had previously purchased for its core requirements on a monthly basis and by using hedging strategies.   

ORA examined SoCalGas’ data, analyses, supporting documents and data responses regarding natural gas sales and associated gas costs savings for core customers.  SoCalGas estimated that approximately $87.5 million of the total $223.5 million in Year 7 savings (amount below the GCIM benchmark) was attributable to third party border sales.  ORA confirmed that by utilizing core assets as authorized under the GCIM, SoCalGas was able to significantly reduce core gas costs by selling core gas and replacing it at a lower cost to meet core requirements.  

CHAPTER 4

MONITORING AND EVALUATION AUDIT

4.1
Gas Cost Incentive Mechanism (GCIM) Year 7 Audit Review

The Southern California Gas Company (SoCalGas) submitted its seventh annual application under the Commission’s Gas Cost Incentive Mechanism (GCIM) Year 7, on June 15, 2001.  The GCIM program was initially approved by the Commission in Decision (D.) 94-03-076, modified and extended in D.97-06-061, and extended on an annual basis, beginning with GCIM Year Six, in D. 98-12-057.

The Commission directed the Office of Ratepayer Advocates (ORA) to file a Monitoring and Evaluation Report each year to address the reasonableness of SoCalGas’ annual natural gas operations in light of Commission rules and to provide information regarding the results of the GCIM for the previous twelve months. SoCalGas has reported in Application ( A.) 01-06-027 its results of annual gas year operations for GCIM Year 7.  Through this chapter, ORA submits its findings and audit review of SoCalGas A.01-06-027 for the annual period beginning in April 1, 2000 and ending in March 31, 2001. 

ORA conducted a comprehensive review, audit and evaluation of the GCIM Year 7 results submitted by SoCalGas.  ORA’s work paper tables and exhibits support the audit results in this chapter, and are an integral part of this report.  The complete schedule of Audit Work Paper Exhibits includes 41 schedules that are incorporated by reference.  They are included in the appendices at the end of this chapter.    

The ORA analysis confirmed the GCIM Year 7 results as follows: (1) the GCIM resulted in total savings of $223,571,953, based on the difference between the actual costs of gas of $2,187,533,957 and the GCIM benchmark market index of $2,411,105,910; and (2) the total savings were comprised of shared savings of $212,176,724 and $11,395,229 associated with the 0.5% lower tolerance band.  Under the current Commission rules, ratepayers and SoCalGas shareholders would have each received a benefit of $106,088,362 associated with the shared savings while the entire lower tolerance band savings of $11,395,229 would flow to ratepayers.  The actual allocation of savings proposed by ORA is described in Chapter 1 and shown in section 4.2 below.         

The following Table 1 is a summary overview of the SoCalGas GCIM results for years one through seven (“1994 –2001”).
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TABLE 1

Southern California Gas Company

Gas Cost Incentive Mechanism

GCIM Summary Report


4.2
A.00-06-023 Settlement Agreement

SoCalGas, ORA and The Utility Reform Network (TURN) submitted a settlement on July 5, 2001, (A.00-06-023).  This settlement, if approved by the Commission, will adjust the shareholder award for GCIM Year 7 from $106,088,362 to $30,826,587.  The ratepayer award will adjust from $117,483,591 to $192,745,366.  The net adjustment between ratepayers and shareholders will be $75,261,775.  Chapter 1 provides a discussion of the settlement and the GCIM Year 7 award.  Table 2 shows an overview of the GCIM Year 7 savings and the ORA recommended ratepayer benefit and shareholder award, whether or not the Settlement in A.00-06-023 is approved.
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4.3
GCIM Year 7 Benchmark Volumes and Costs 
In the GCIM, the actual cost of gas is measured against a benchmark cost.  The benchmark is based on the prevailing market price of natural gas based on published indices for gas delivered to the mainline and the California border.  ORA Audit Exhibits A-7-1 and A-7-2 show the published mainline and border gas commodity reference prices used to develop the benchmark commodity costs.   The method in which the benchmark is ultimately developed has been explained in prior ORA reports and is described in SoCalGas’ tariffs.
 

ORA’s Table 3 and Exhibit A-1 show a summary of benchmark mainline and border benchmark volumes and market costs.  ORA confirmed the net mainline purchase volumes of 343,334,928 MMBtus and border volumes of 69,133,797 MMBtus.  The total net purchase volumes were 412,468,725 MMBtus.  The benchmark cost of natural gas based on market indices was confirmed by ORA as $2,411,105,911 for GCIM Year 7.  This total is comprised of mainline benchmark commodity costs of $1,653,622,930, border benchmark commodity costs of $625,422,821, volumetric interstate transportation costs of $10,224,323 and interstate reservation costs of $121,835,837.  
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TABLE 3

Southern California Gas Company

GCIM Year 7 Benchmark Volumes and Dollars

April 1, 2000 - March 31, 2001


4.4 GCIM Year 7 Audit Review of Actual Gas Costs & Volumes

ORA examined and reviewed all gas commodity, volumetric transportation and, interstate reservation costs recorded in the GCIM Year 7.  ORA verified and confirmed that all recorded costs were properly reported and accounted for under the current program.  ORA consistently relied on the testing of the physical purchase invoices on a random sample basis at the end of the gas year.

During the audit review, with the assistance of the SoCalGas Corporate Staff, ORA tracked the actual gas component costs, transportation and reservation capacity costs.  The actual confirmed net commodity costs were $2,164,548,794.  The financial risk management settlement credits and other Minimum Purchase Obligation (MPO) allowances were a $109,442,977 reduction in actual gas costs.  The net volumetric transportation costs from the El Paso and Transwestern pipelines were confirmed as $10,592,304.  The interstate reservation capacity costs were confirmed as $121,835,837.  The total recorded actual costs for GCIM Year 7 were confirmed as $2,187,533,957.  

ORA confirmed mainline and border volumes in the amount of 343,334,928 MMBtus and 69,133,797 MMBtus respectively, for total delivered volumes of 412,468,725 MMBtus.  In its application, SoCalGas reports mainline and border volumes of 398,187,043 MMBtus (A.01-06-027, Ex. D).  While the ORA and SoCalGas figures differ, both are correct.  The difference is represented by the shrinkage allowance from the mainline to border.

ORA calculated the net commodity costs of $2,055,105,816 associated with the mainline and border volumes of 412,468,725.  The net commodity cost was $4.9825 per MMBtu.  If calculated using SoCalGas net border purchase volumes, average net commodity costs per MMBtu were $5.1612.  Both are stated correctly.  SoCalGas’ report of GCIM performance shows savings of approximately $0.56 per MMBtu below the benchmark cost of $5.72 per MMBtu.  These figures are shown in Exhibit A-18 of this report.

ORA developed an all cost components work sheet which is presented in Exhibit A-9 and ORA Table 4.  The monthly summary exhibits can be viewed in Exhibits A9-1, A9-2 and A9-3.  The exhibits show all of the actual cost components that make up purchases, sales, allowable financial credits, transport and reservation capacity costs that result in total confirmed actual costs of $2,187,533,957 for GCIM Year 7. 
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Southern California Gas Company


4.5
ORA Audit of Gas Sales – GCIM Year 7

ORA confirmed that GCIM Year 7 gas sales at the mainline were $46,722,431, while gas sales at the California border were $296,310,337 as reported by SoCalGas.  The total GCIM Year 7 sales were $343,032,768.  The percentage for each was 13.6% for mainline sales and 86.4% border sales.  Natural gas sales were 15.6% of actual gas costs during the natural gas year.  The mainline sales generally occur at the pipeline receipt point in specific gas producing basins while border sales are generally at the California border.  The details and summary of ORA’s reconciliation of natural gas sales for the months April 2000 through March 2001 is located in Appendix Exhibit A-5.   

4.6
ORA Audit of Interstate Transport and Reservation Costs

The total interstate volumetric transportation costs for GCIM Year 7 were as follows: (1) El Paso actual volumetric transportation costs of $7,716,217; and (2) the Transwestern actual volumetric transportation costs of $2,875,987.  This results in total recorded volumetric transportation costs for GCIM Year 7 of $10,592,304.  The monthly breakdown and summary of these figures is in Appendix Exhibit A-6. 

The GCIM Year 7 interstate pipeline reservation charges were $121,835,837 as set forth in Table 4.  The El Paso firm reservation costs were $82,523,025, less El Paso brokered capacity credits of $4,317,577 for total El Paso net actual reservation charges of $78,205,449.  The Transwestern firm reservation charges were $45,323,891 for TW 8255 and the Transwestern San Juan Lateral, less brokered capacity credits in the amount of $1,693,503 for total net reservation charges of $43,630,388.   Appendix Exhibits A-4 and A-4-1 provide a complete monthly summary of the actual reservation charges for GCIM Year 7.

4.7
ORA Audit of El Paso and Transwestern Pipeline Utilization for GCIM Year 7

SoCalGas reported that it has maximized its interstate capacity rights to purchase lower-priced gas supplies rather than higher-priced California border supplies.  SoCalGas reports that its Gas Acquisition Department nominated 99% of the available capacity on the El Paso system and 98% of the available capacity on the Transwestern system.  However, primarily due to pipeline capacity reductions of 44 BCF on El Paso and 4 BCF on Transwestern, Gas Acquisition had to purchase a net 69 million MMBtus (about 17% of SoCalGas’ purchases) at the California border to meet core demand.
  To confirm these utilization levels, ORA performed an analysis of both core and core subscription capacity that occurred in GCIM Year 7.  ORA Table 5 shows the total capacity available to SoCalGas on the El Paso and Transwestern pipeline systems (line 4), which are the sum of total capacity reserved for the core and any additional core subscription capacity, reduced by total capacity allocated to core aggregation customers.  The table also shows SoCalGas’ capacity utilization and capacity cuts.  Capacity cuts by the interstate pipelines (expressed in MMBtus), are calculated as the difference between net pipeline capacity available (after fuel) that was nominated by SoCalGas and actual volumes delivered by the pipelines (Line 7).  The capacity levels nominated and actual volumes delivered by pipeline as reported by SoCalGas were verified by ORA.  
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Southern California Gas Company
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4.8
ORA Audit of the Purchase Gas Account (PGA) –GCIM Year 7

SoCalGas provided a comprehensive reconciliation of its cost data from the Purchase Gas Account (PGA) from its general ledger.  This account reconciles any differences with the GCIM Year 7 commodity gas costs at the end of March 31, 2001.  ORA made a summary reconciliation that recognizes certain timing differences that occur between SoCalGas WP1.9 and the PGA general ledger account.  The net commodity costs reported in the balancing account were: $2,164,569,375.  The net commodity costs reported in GCIM Year 7 WP1.9 SoCalGas were: $2,164,548,794.  The net variance was $20,581.  ORA’s reconciliation of this variance detail is: (1) commission fees, $4,432; (2) gas purchases, $13,291; (3) exchange & Wheeler Ridge expense reimbursement, $2,859.  All are considered timing differences between the PGA general ledger account and GCIM Year 7 report.

ORA’s Table 6 shows this summary reconciliation of the PGA and GCIM Year 7.
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Southern California Gas Company

Core Capacity Utilization, Capacity Cuts Reconciliation & Summary

GCIM Year 7 - April 1, 2000 - March 31, 2001


4.9
ORA Audit of Core Fixed Cost Account - GCIM Year 7

ORA reconciled the GCIM Year 7 reservation costs reported in Exhibit A-4 with those reported in SoCalGas’ Core Fixed Cost Account (CFCA) for the same period ended March 31, 2001.  The GCIM reported El Paso and Transwestern reservation charges as $121,835,835 net of core allowable capacity credits of $6,011,081.  SoCalGas’ CFCA reflects a balance of $120,682,860 associated with interstate reservation costs.  The variance between GCIM Year 7 and the CFCA general ledger account is $1,152,975.  SoCalGas has identified this variance as the Mojave and PG&E reservation costs included as interstate reservation costs in GCIM Year 7, but accounted for in the PGA by SoCalGas’ General Accounting.  The accounting for these costs through the CFCA and PGA is acceptable to ORA.  ORA’s Exhibit A-19-2 shows this reconciliation.

4.10
ORA Audit of SoCalGas Hub and Exchange Revenues - GCIM Year 7

The SoCalGas Hub Revenues from operations were confirmed as $18,906,068 less Wheeler Ridge expenses of $30,252 and hub over-head costs of $421,904, for total net Hub Revenues of $18,453,911.  Exchange Revenues were $981,891 plus Wheeler Ridge expense re-imbursement of $30,252, for a total of $1,012,143.  The Wheeler Ridge access fee was discontinued effective October 1, 2000 per Advice Letter 2960.  Wheeler Ridge expense reimbursement and exchange revenues are accounted for together by SoCalGas as Exchange Revenues.  ORA has accounted for them in Table 4 as net Exchange Revenue of $1,012,143 in GCIM Year 7.  ORA Exhibits A-13 and A-14 show the monthly summary and detail of Net Hub Revenues and Exchange Revenues for GCIM Year 7.

4.11
ORA Audit of SoCalGas Short-Term Physical Trades During GCIM Year 7.

SoCalGas engaged in risk management short-term physical trades on behalf of its core customers to reduce retail core gas costs by using assets not required for core reliability.  The ORA’s staff has made an extensive inquiry into these short-term trades associated with the Winter Hedge Program and other financial trading during the April 2000 to March 2001 period.  ORA Table 7, and Exhibits A-8-1 and A-8-2 show a summary of the ORA audit of the Winter Hedge Program and other financial derivatives for GCIM Year 7.

The overall net gain from risk-management hedging programs reported for GCIM Year 7 was $109,259,496.  The Winter Hedge Program showed a net gain of $69,846,593.  Of this total amount, $35,050,158 was generated through NYMEX futures and options gains.  The remaining gain of $34,796,435 is associated with over the counter (OTC) puts, calls and swaps.  The NYMEX futures and options gain is based on the following components: (1) trading transaction costs of $176,062; (2) premium costs of $8,564,590; and (3) settlement gains and proceeds before premium and transaction costs of $43,790,810.  The OTC puts and calls resulted in a net gain of $34,317,000.  This was based on option costs of $7,955,275, transaction costs of $35,325 and total settlement proceeds of $42,307,600.  Other OTC swaps from the winter hedge program were identified as transaction costs of $2,093 and settlement gains of $481,528 for a net gain of $479,435.   The Winter Hedge Program is discussed in greater detail in Chapter 2 of this report.  

The other physical trades reported by SoCalGas are set forth in ORA Table 7 and include: (1) futures and options net gain of $2,680,930; (2) OTC puts and calls net loss of $7,315,426; and (3) other OTC Swaps net gain of $44,047,399.  The total net gain from “Other Risk Management hedging programs” was: $39,731,973.  There were approximately 1,223 transactions associated with OTC financial instruments that were reported in GCIM Year 7.  The GCIM Year 7 hedge program financial portfolio file was reviewed by ORA on a random sample basis.  
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Table 6

Southern California Gas Company

Summary Reconciliation of Gas Costs

PGA Balancing Account - GCIM Year 7


4.12
ORA Audit Findings and Recommendations:
· ORA confirmed that actual gas costs were $2,187,533,957 and that benchmark costs were $2,411,105,910.  Actual gas costs were $223,571,953 under benchmark dollars. 

· ORA confirmed that ratepayer and shareholder savings were $212,176,724, after accounting for the lower tolerance band of $11,395,229.

· ORA confirms that ratepayers have benefited in six of the seven years of the GCIM program in terms of natural gas purchases below the indexed benchmark.  SoCalGas’ GCIM Performance Table using net purchase volumes for GCIM Year 7 is correct. 

· SoCalGas average purchase gas cost of $5.16 per MMBtu, which was $0.56 below the benchmark of $5.72 per MMBtu, was reported correctly.

· In GCIM Year 7, Natural Gas Intelligence (NGI) did not publish an index for Transwestern San Juan in any of the twelve months.  SoCalGas used the simple average of El Paso San Juan and Inside FERC indices as a substitute for the NGI Transwestern San Juan Index consistent with GCIM Year 6.

· ORA reports mainline and border volumes as source volumes, expressed in MMBtus.  The mainline volumes were 343,334,928 and border volumes were 69,133,797.  Total volumes for GCIM Year 7 were 412,468,725.  SoCalGas reported mainline volumes of 329,053,246 MMBtus and border volumes of 69,133,797 MMBtus.  The total volumes were 398,187,043 MMBtus.  Both computations are correct.  The mainline weighted average volumes reported by ORA are before shrinkage allowance at the border, while SoCalGas reports mainline weighted average volumes after shrinkage allowance at the border.

· ORA confirmed that actual commodity costs before risk management credits were $2,164,548,794.  Total actual commodity costs after risk management credits and MPO allowances were $2,055,105,816.  The total actual costs including interstate transport and reservation costs were confirmed as $2,187,533,957.  Based on purchased volumes of 412,468,725 MMBtus, the costs per MMBtu were $5.30.

· Sales volumes and dollars were 42,381,815 MMBtus and $343,032,768 respectively.   SoCalGas has reported that when an exchange transaction involves equal volumes received from customers at the mainline, and delivered by SoCalGas at the border, the difference between volumes received and volumes delivered at the border due to fuel shrinkage is accounted for as a sale to the exchange customer at the border.  ORA has calculated that this adjustment during GCIM Year 7 was 167,272 MMBtus.  The total sales volumes before adjustment were 42,549,086.  The sales volumes reported in the GCIM Year 7 report were 42,381,814.

· ORA has confirmed SoCalGas interstate capacity utilization during GCIM Year 7.  ORA’s Table 6 confirms the actual volumes delivered by the El Paso were 231,131,417 MMBtus and the actual volumes delivered by Transwestern were 101,913,873 MMBtus.  The capacity cuts of gas nominated but not delivered, were 40,180,960 MMbtus on El Paso and 3,811,090 MMBtus on Transwestern.

· GCIM Year 7 net reservation costs reported in Exhibit A-4 were $121,835,835.  The SoCalGas Core Fixed Cost Account (CFCA) reports reservation costs of $120,682,860.  The variance between the GCIM and the CFCA is $1,152,975.  The difference is attributable to the fact that the GCIM includes recorded reservation costs for Mojave and PG&E in the reservation account, while General Accounting has recorded Mojave and PG&E costs in the PGA.

APPENDIX A

AUDIT WORK PAPER EXHIBITS

SCHEDULE OF AUDIT WORK PAPER EXHIBITS 

Exhibit A-1
GCIM Year 7 Gas Cost Incentive Mechanism Overview

Exhibit A-1 Summary of Benchmark Volumes and Market Dollars Costs Year 7.

Exhibit A-2 Summary of Actual Purchase Gas Costs GCIM Year 7.

Exhibit A-3 Schedule of Weighted Average Pipeline Firm Transportation Rates.

Exhibit A-4 Summary of Pipeline Reservation Charges-Actual costs.

Exhibit A-5 Summary of Natural Gas Sales & Reconciliation.

Exhibit A-6.Summary of El Paso & Transwestern Actual Transportation Costs.

Exhibit A-7 Mainline Gas Commodity Reference Price GCIM Year 7.

Exhibit A-7-2 Border Gas Commodity Reference Price GCIM Year 7.

Exhibit A-8 Summary of Short-term Financial Trades and other Credits.

Exhibit A-9 Component of all Actual Gas Cost s- GCIM Year 7.

Exhibit A-10 GCIM Year 7 Accounts Payable Pick List.

Exhibit A-11 GCIM Year 7 Market Price Anomaly Report.

Exhibit A-12.GCIM Year7 California and Federal Off shore Purchase Report.

Exhibit A-13.Schedule of Exchange Revenue & Wheeler Ridge Revenue.

Exhibit A-14.Schedule of SoCalGas Hub Revenues GCIM Year 7.

Exhibit A-15 GCIM Year 7 Core Capacity Utilization and Reconciliation.

Exhibit A-16 GCIM Year 7 Core Storage Inventory.

Exhibit A-17 GCIM Year 7 – Sample of “Over the Counter” Trade Transaction.

Exhibit A-18 GCIM Performance Record: March 1995 thru March 2001.

Exhibit A19-1 Reconciliation of Purchase Gas Cost Balancing Account to GCIM.

Exhibit A19-2 Reconciliation of Core-Fixed-Cost Account to GCIM Year 7.
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� A detailed description and history of the GCIM program established by the Commission is set forth in SoCalGas’ application.


� If ultimately required, ORA will file testimony at a later date to further support this recommendation.  


� See ORA Exhibit A-7-1.


� See ORA Exhibit A-7-2. 


� Monthly core procurement rates, from 1997 to present, can be found on SoCalGas’ web site, (www.socalgas.com). 


� See Prepared Direct Testimony of SoCalGas dated September 28, 2001 in A.00-06-023.


� ORA also discussed the Winter Hedge Program in its “Report in Support of the Joint Motion for Adoption of Settlement Agreement” submitted on September 28, 2001 in A.00-06-023.


� These projections were based on greater demand by power generators, soaring demand nationwide, low inventories, transportation constraints, expected reduced production and colder weather.


� Preliminary statement, Part viii, Gas Cost Incentive Mechanism C. 6. j.


� Evaluation Report on Southern California Gas Company’s Gas Cost Incentive Mechanism, Application 00-06-023, Energy Division, January 2001, pages 17 and 36, and Appendix 2.  


� The primary focus of the program was the December – February period. However, a nominal amount of March call positions were included during the accumulation phase in October 2000, with the bulk of the March position established by the end of January 2001. 


� Prior to July 2000 the value at risk position was minimal, under $100,000, with an emphasis on option spreads and basis spreads. In addition, SoCal Gas’ risk management policies instituted prior to November 1999 with “month-to-month limitations were removed in favor of one-day overnight Value-at-Risk (VaR) calculations based on historical volatility rather than implied volatility”. (Minutes of Gas Acquisition Committee Meeting 11/22/99.)


� See the Appendix for a glossary of the technical terms used in this Chapter. 


� SoCalGas’ response to ORA Data Request 1, Question 3, on August 31, 2001.


� According to the Natural Gas Monthly (December 2000): “Daily settlement prices for the NYMEX futures contract at the Henry Hub set record highs at the end of December 2000. The futures contract for delivery in January 2001 closed at $9.978 per million Btu on December 27, 2000. This is 1.7 times higher than the closing price of the December 2000 contract and 4.3 times higher than that of last year’s January contract, which closed at $2.344 per million Btu.” (Page 2.) 


� See Footnote 4.


� See “Ora report in support of the joint motion for adoption of settlement agreement: A.00-06-023.” Dated September 28, 2001, page 16.  


� Unless otherwise noted, the source of this Glossary of Terms is the New York Mercantile Exchange (NYMEX).


� Risk Management and Training Policy and Procedures Manual: SoCal Gas Edition 12/9/99, pg. 20.


� Such as the Winter Hedge Program addressed in ORA’s Chapter 2. 


� See Appendix to Chapter 2 for a glossary of trading terms. 


� The 105 Bcf excludes the Montebello field and the Aliso Canyon and La Goleta expansions.  


�  SDG&E holds 6 Bcf of storage on behalf it its core customers. 


� D.97-11-070 adopted SoCalGas’ Petition to Modify D.90-09-089.  SoCalGas’ Petition to Modify expressly states that HUB loans scheduled for payback by December 31st can be applied towards the core inventory amount. 


� SoCalGas submitted its Operational Plans in Response to ORA Data Master Data Request in A.01-06-027. Q.15.  All planning documents were submitted under Confidentiality Provisions of General Order 66-C and Section 583 of the Public Utilities Code.   


�  Hub revenues, costs and transactions were audited by ORA, see Exhibits A-13, A-14 and A-14-1 attached to the Appendix A of Chapter 4.  


� Also see Tab E of Joint Motion For Adoption of Settlement Agreement filed on July 5, 2001 in A.00-06-023. 


� SoCalGas A.01-06-027, Exhibit D., Para 6. Pg. 6; 6-15-01
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Components of Actual Gas Cost

GCIM Year 2001
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GCIM Summary

		TABLE 1

		Southern California Gas Company

		Gas Cost Incentive Mechanism

		GCIM Summary Report

								(Over)		Upper		Lower		Shareholder

		GCIM		Benchmark		Actual		Under		Tolerance		Tolerance		Ratepayer

		Year		Dollars		Dollars		Benchmark		$'s  2.0%		$'s  0.5%		Gain/(Loss)

		1		$   567,448,362		$   568,566,020		$   (1,117,658)		$   17,089,530		N/A		$   - 0

		2		448,713,459		442,313,459		6,400,000		13,058,694		N/A		6,400,000

		3		680,061,509		658,875,670		21,185,839		22,014,554		N/A		21,185,839

		4		672,131,591		665,307,357		6,824,234		10,977,634		$   2,744,409		4,079,825

		5		649,294,620		631,138,278		18,156,342		10,761,348		2,690,337		15,466,005

		6		1,061,264,614		1,037,113,228		24,151,386		18,527,592		4,631,898		19,519,488

		7		2,411,105,910		2,187,533,957		223,571,953		45,580,915		11,395,229		212,176,724

		Totals		$   6,490,020,066		$   6,190,847,969		$   299,172,097		$   138,010,268		$   21,461,872		$   278,827,882
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_1065525385.xls
Net Purchase & Sales Volumes

		Southern California Gas Company

		Actual Commodity Volumes

		GCIM year 7 - April 1, 2000 - March 31, 2001

				Apr-00		May-00		Jun-00		Jul-00		Aug-00		Sep-00		Oct-00		Nov-00		Dec-00		Jan-01		Feb-01		Mar-01		Totals

		Volumes

		Mainline Purchases		29,562,425		28,138,232		29,214,744		28,611,481		29,209,886		31,104,020		30,051,093		29,519,966		31,513,820		31,875,623		27,754,744		28,255,348		354,811,382

		Less: Interruptible Volumes		0		0		(137,030)		(76,240)		(334,545)		(264,645)		(8,114)		(21,055)		(30,425)		(134,882)		- 0		- 0		(1,006,936)

		Sub-total Main Line:		29,562,425		28,138,232		29,077,714		28,535,241		28,875,341		30,839,375		30,042,979		29,498,911		31,483,395		31,740,741		27,754,744		28,255,348		353,804,446

		Border Volumes:

		Border Purchases		9,059,378		7,947,108		3,219,730		10,239,536		3,643,270		8,454,321		7,341,239		9,532,610		7,863,967		6,519,114		7,206,716		18,379,965		99,406,954

		Add: Interruptible Trans Volumes		0		- 0		131,713		73,282		321,565		254,377		7,799		20,239		29,175		130,232		- 0		- 0		968,382

		Bdr Purchase Adj. Fuel:		0		- 0		0		0		- 0		0		0		0		0		0		0		0		- 0

		Sub-total Border Purchases:		9,059,378		7,947,108		3,351,443		10,312,818		3,964,835		8,708,698		7,349,038		9,552,849		7,893,142		6,649,346		7,206,716		18,379,965		100,375,336

		CA & Federal Off-shore		64,163		72,892		68,204		72,098		68,112		72,498		74,924		71,385		70,307		70,611		64,257		68,578		838,029

		Total Purchase Volumes:		38,685,966		36,158,232		32,497,361		38,920,157		32,908,288		39,620,571		37,466,941		39,123,145		39,446,844		38,460,698		35,025,717		46,703,891		455,017,811

		Sales:

		Mainline Sales:		(1,741,803)		(647,399)		(1,035,782)		(50,000)		(1,074,308)		(1,202,609)		(838,647)		(1,557,356)		(591,924)		(238,886)		(961,384)		(529,420)		(10,469,518)

		Border Sales		(747,986)		(11,957,860)		(2,112,691)		(565,948)		(2,696,556)		(975,610)		(1,232,461)		(3,231,929)		(3,597,615)		(1,073,140)		(1,226,803)		(2,493,697)		(31,912,296)

		Bdr Sales Adj-Fuel:		(35,527)		(4,955)		(12,418)		(13,071)		(39,641)		(46,716)		(2,916)		- 0		(12,028)		- 0		- 0		- 0		(167,272)

		Sub-total Border Sales:		(783,513)		(11,962,815)		(2,125,109)		(579,019)		(2,736,197)		(1,022,326)		(1,235,377)		(3,231,929)		(3,609,643)		(1,073,140)		(1,226,803)		(2,493,697)		(32,079,568)

		Total Sales:		(2,525,316)		(12,610,214)		(3,160,891)		(629,019)		(3,810,505)		(2,224,935)		(2,074,024)		(4,789,285)		(4,201,567)		(1,312,026)		(2,188,187)		(3,023,117)		(42,549,086)

		Net Purchase Volumes:		36,160,650		23,548,018		29,336,470		38,291,138		29,097,783		37,395,636		35,392,917		34,333,860		35,245,277		37,148,672		32,837,530		43,680,774		412,468,725

		Reference: SoCalGas GCIM 7:		WP1.9 Volume Summary

		Agrees with Wacog Volumes:		412,468,725		OK

		Confirmed by SoCalGas 2-26-2001
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A-9 Table

		TABLE 4

		Southern California Gas Company

		Components of Actual Gas Cost

		GCIM Year 2001

		April 1, 2000 - March 31, 2001

		COST  COMPONENTS I:				COST  COMPONENTS II:

		Gas Commodity Cost		I		Commodity and Actual Cost:		II

		Net Mainline Purchase Costs				Net Commodity Costs Brot Fwd:		$   2,164,548,793

		EP-Permian		$   483,652,853		Add (Deduct):

		EP-San Juan		662,503,151		Financial Settlement Adjustments		$   (109,259,495)

		TW-Permian		189,918,389		MPO Allocated to Non-Core:		$   (183,482)

		TW-San Juan		327,490,788		Sub-Total Financial Adjustments		$   (109,442,977)

		Sub-total:		$   1,663,565,181

		Add back:				Net Commodity Purchases:		$   2,055,105,816

		Main Line Sales		$   46,722,430

		Gross Main Line Purchases:		$   1,710,287,611		Transport Costs:

						El Paso		$   7,716,317

		Border Purchases:		520,449,667		Transwestern		2,875,987

		Less CA & Fed. Off-Shore Purch:		(4,014,879)		Sub Total Transport Costs		$   10,592,304

		Add back: Border Sales:		296,310,337

		Gross Border Purchases:		$   812,745,125		Reservation Charges:

						El Paso		$   78,205,449

		Gross Interstate Purchases:		$   2,523,032,736		Transwestern		43,630,388

		Add: CA & Federal Off-shore Purch.		4,014,879		Sub Total Reservation Charges:		$   121,835,837

		Gross Commodity Purchases:		$   2,527,047,615		Total Actual Costs GCIM Year 7 (N-2)		$   2,187,533,957

		Deduct:

		Main Line Sales:		$   (46,722,431)

		Border Sales:		$   (296,310,337)

		Sub Total Sales:		$   (343,032,768)

		Net Commodity Purchases: (Report)		$   2,184,014,847

		Deduct:

		Net Hub Revenues		$   (18,453,911)

		Net Cexchange Revenues		(1,012,143)

		Sub Total Other Revenue:		$   (19,466,054)

		Net Gas Commodity Costs: Fwd (N-1)		$   2,164,548,793

		Agrees: See Exhibit A-2:

		$2,164,548,794 (N-1)

		Round:
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Summary Table

		Table 6

		Southern California Gas Company

		Summary Reconciliation of Gas Costs

		PGA Balancing Account - GCIM Year 7

		PGA Cost of Gas:		$   2,086,226,126

		PGA Costs not in GCIM		96,797,160

		Net Hub Revenues not in PGA Gas Costs		(18,453,911)

				$   2,164,569,375

		GCIM Gas Commodity Costs WP1.9 SCG		$   2,164,548,794

		Net Variance		$   20,581

		Variance Detail:

		PGA Timing Difference - Commission Fees		$   4,431

		PGA Timing Difference - Gas Purchases		$   13,291

		PGA Timing Difference - Exchange & Wheeler Ridge		2,859

				$   20,581





Summary Var Analysis

		Southern California Gas Company

		Reconciliation of Commodity Cost of Gas - PGA to GCIM Year 7

		For the Period April 2000 through March 2001

										Total Year 7

		PGA Cost of Gas - Actual (Adjusted Single Gas Portfolio WACOG)		(A)						2,086,226,126.49

		GCIM Gas Commodity Cost (1.9)		(B)						2,164,548,793.50

		Variance								(78,322,667.01)

		PGA Cost of Gas - Actual (Adjusted Single Gas Portfolio WACOG)		=(A)						2,086,226,126.49

		PGA Cost Component Not in GCIM Commodity Cost:

		PITCO				(1,743,262.02)

		Exxon/POPCO - Recoupment Payment from POPCO				(20,718,491.95)

		Excess Cost & MPO				22,174,340.52

		Billings to Others				(417,895.66)

		Swaps (Gain)/Loss				(71,725,363.21)

		Futures (Gain)/Loss				(36,208,275.00)

		Transportation Chg in PGA Market Gas not in GCIM Commodity Cost (1.9)				10,797,463.45

				Subtotal		(97,841,483.87)

		To (exclude) PGA Cost  Components not in GCIM Commodity Cost		(C)				97,841,483.87

		GCIM Commodity Cost Cmponent Not in PGA Gas Costs:

		Net Hub Revenue				(18,453,911.29)

		To include GCIM Gas Cost Compment not in PGA		(D)				(18,453,911.29)

		PGA Market Gas by Pipeline

		Timing Diff. - Commodity costs in PGA during GCIM Year 6, that are related to GCIM Year 7				(4,822.50)

		Timing Diff. - Commodity costs in PGA during GCIM Year 7, that are related to GCIM Year 8				9,200.25

		Timing Diff. - Adjustments for GCIM Year 7 that are recorded in PGA during GCIM Year 8				(5,834.98)

		Adjustments in PGA for prior GCIM years				19,180.03

		Gas costs recorded in PGA but excluded from GCIM commodity costs

		Transportation costs reimbursed from supplier, excluded from GCIM commodity costs				(185,562.19)

		Incremental reservation charge in PGA commodity cost but classified as "Demand

		Charge" in GCIM				1,229,885.87

		Total Market Gas by Pipeline Variance		Subtotal		1,062,046.48

		To (exclude) PGA Gas Costs not in GCIM		(E)				(1,062,046.48)

		PGA Exchange Revenue & Wheeler Ridge Reimbursement

		Timing Diff. - PGA adjustments in GCIM Year 7 that are related to Prior GCIM Years				2,861.00

		Minor adjustments for GCIM Year 7 that are not made in PGA				(1.87)

		Rounding difference				(0.04)

				Subtotal		2,859.09

		To (exclude) PGA Gas Costs not in GCIM		(F)				(2,859.09)

		Total Reconciling Variances		(C) thru (F)						78,322,667.01

		GCIM Gas Commodity Cost (1.9)		=(B)						2,164,548,793.50

		Unreconciled Difference								0.00
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Detailed Variance Analysis

		Southern California Gas Company

		Reconciliation of Cost of Gas Data from PGA to GCIM Commodity Gas Cost

		Variance Analysis

		For the Period April 2000 through March 2001 (GCIM Year 7)

										Total Year 7

		PGA Cost of Gas - Actual (Adjusted Single Portfolio WACOG)						a		2,086,226,126.49

		To Exclude PGA Cost Components not in GCIM Commodity Cost (1.9):

		PITCO								(1,743,262.02)

		Exxon/POPCO - Recoupment Payment from POPCO								(20,718,491.95)

		Excess Cost & MPO								22,174,340.52

		Billings to Others								(417,895.66)

		Swaps (Gain)/Loss								(71,725,363.21)

		Futures (Gain)/Loss								(36,208,275.00)

		Transportation Chg in PGA Market Gas not in GCIM Commodity Cost (1.9)								10,797,463.45

								b		(97,841,483.87)

		To Include GCIM Commodity Cost Components not in PGA:

		Net Hub Revenue						c		(18,453,911.29)

		Net Comparable PGA Comdty Gas Cost						d=a-b+c		2,165,613,699.07

		GCIM Gas Commodity Cost (1.9)						e		2,164,548,793.50

		Other Variance						f=d-e		1,064,905.57

		Analysis of Variance		PGA

		PGA Market Gas by Pipeline

		Timing Diff. - GCIM Yr 7 costs already recorded in PGA Yr 6 :

		EP - 04/00 Comm Fee recorded in 02/00 PGA - $2,827.50		Feb-00		(2,827.50)

		TW - 04/00 Comm Fee recorded in 02/00 PGA - $300.00		Feb-00		(300.00)

		EP - 04/00 Comm Fee recorded in 03/00 PGA - $300.00		Mar-00		(300.00)

		EP - 05/00 Comm Fee recorded in 03/00 PGA - $775.00		Mar-00		(775.00)

		TW - 05/00 Comm Fee recorded in 03/00 PGA - $620.00		Mar-00		(620.00)

								A		(4,822.50)		(4,822.50)

		Timing Diff. - GCIM Yr 8 costs recorded  in PGA Yr 7:

		EP - 04/01 Comm Fees recorded in 02/01 PGA - $4,800.00		Feb-01		4,800.00

		KR - 04/01 Comm Fees recorded in 02/01 PGA - $300.00		Feb-01		300.00

		TW - 04/01 Comm Fees recorded in 02/01 PGA - $1,310.25		Feb-01		1,310.25

		EP - 05/01 Comm Fees recorded in 03/01 PGA - $2,480.00		Mar-01		2,480.00

		TW - 05/01 Comm Fees recorded in 03/01 PGA - $310.00		Mar-01		310.00

								B		9,200.25		9,200.25

		Timing Diff. - GCIM Yr 7 commodity cost adjustment recorded in PGA Yr 8:

		EP - Adj to 06/00 Altrade Swap Broker's Comm Fee rec in 04/01 PGA - $(54.26).		Apr-01		54.26

		EP - Adj to 10/00 NGTS purchase rec in 04/01 PGA - $5,889.24		1-Apr		(5,889.24)

								C		(5,834.98)		(5,834.98)		(1,457.23)

		Timing Diff. - Commodity cost adj for prior yrs recorded in PGA Yr 7 (Not reflected in GCIM Yr 7):

		4/00  Rev of 4/99 Western Gas Res accrual - $(4,772.00)		Apr-00		(4,772.00)

		4/00  Adj to 3/00 Enron NA sales - $8,950.79		Apr-00		8,950.79

		4/00  Rev of erroneous comm fee rec in 12/99 PGA - $(290.00)		Apr-00		(290.00)

		4/00  Corr of 02/00  Altrade misc fees excluded from 2/00 PGA Summ of Market Gas $462.66		Apr-00		462.66

		4/00  Corr of 02/00 PGA Summ of Market Gas, TW s/b13,790,717.79 s/a 13,790417.79 = 300.00		Apr-00		300.00

		4/00  Adj to 03/00 Coral  Energy Res purch - $(1,279.09)		Apr-00		(1,279.09)						3,372.36

		6/00  Excl exchange fee from GCIM  Occidental Energy  $20,189.05		Jun-00		20,189.05						20,189.05

		7/00  PG&E - 06/98 Transcanada Gas Service purchases adjustment $1,782.90		Jul-00		1,782.90

		7/00   TW - 10/99 Broker Comm Fee - $310.00		Jul-00		310.00

		7/00   Z99 - 10/99 Broker Comm Fee - $155.00		Jul-00		155.00						2,247.90

		12/00  EP - Adj to 01/00 Red Cedar Gath purch - $1,093.75		Dec-00		1,093.75

		12/00  EP - Adj to 01/00 Red Willow purch - $(1,088.76)		Dec-00		(1,088.76)

		12/00  EP - Adj to 08/99 Puget Sound sales - $(6,649.30)		Dec-00		(6,649.30)

		12/00  EP - Adj to 08/99 EP Transp chgs - $15.03		Dec-00		15.03						(6,629.28)

								D		19,180.03

		Yr 7 gas costs excluded from GCIM commodity but are in PGA "Market Gas By Pipeline":

		11/00 Pan Alberta reimbersement of TW reserv. & transp chg for released capacity $(46,386.07)		Nov-00		(46,386.07)

		12/00 Pan Alberta reimbersement of TW reserv. & transp chg for released capacity $(47,941.50)		Dec-00		(47,941.50)

		01/01 Pan Alberta reimbersement of TW reserv. & transp chg for released capacity $(47,941.50)		Jan-01		(47,941.50)

		02/01 Pan Alberta reimbersement of TW reserv. & transp chg for released capacity $(43,293.12)		Feb-01		(43,293.12)

								E		(185,562.19)		(185,562.19)

		PGA reclassification of incremental reservation chg on Mojave and PG&E as commodity costs

		reported as "Pipeline Reservation Charge" in GCIM (Table 4):

		02/01 incremental reserv. chg on PG&E reclassified for 2/01= $182,136.04		Feb-01		182,136.04

		03/01 incremental reserv chg on Mojave reclassified for period 4/99 - 1/01= $716,244.56		Mar-01		716,244.56

		03/01 incremental reserv chg on PG&E reclassified for 3/01= $331,505.27		Mar-01		331,505.27

								F		1,229,885.87		1,229,885.87

		Total Market Gas by Pipeline Variance						G=A through F		1,062,046.48

		PGA Exchange & Wheeler Ridge Reimbursement

		Timing Diff. - Adjustment ourside of GCIM Yr 7 recorded in PGA 8/00 (Yr 7) but not in GCIM Yr 7		Aug-00		2,861.00

		Erroneous Adj to Cook Inlet (Trans#3080394) by Gas Acctg in PGA. Too small to correct.		Aug-00		(1.87)

		Rounding Difference between PGA & GCIM 5/00		May-00		(0.01)

		Rounding Difference between PGA & GCIM 7/00		Jul-00		(0.01)

		Rounding Difference between PGA & GCIM 8/00		Aug-00		(0.01)

		Rounding Difference between PGA & GCIM 11/00		Nov-00		(0.01)

								H		2,859.09		2,859.09

		Total Other Variance						I=G+H		1,064,905.57

		Unreconciled Variance						J=f-I		0.00		1064905.57
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 Recon Y7 GCIM to PGA

		Southern California Gas Company

		Reconciliation of PGA Cost of Gas Data  to GCIM Commodity Gas Cost

		for the Period April 2000 through March 2001 (GCIM Year 7)

		PGA Cost of Gas - Actual (1)				Apr-00		May-00		Jun-00		Jul-00		Aug-00		Sep-00		Oct-00				Nov-00		Dec-00		Jan-01		Feb-01		Mar-01		Total Year 7

		California Source Gas				185,828.89		211,255.59		275,012.17		309,466.24		248,242.90		260,834.06		353,558.85				327,942.69		439,292.21		644,134.72		415,762.07		343,548.34		4,014,878.73

		PITCO				(7,635.58)		(1,088,648.19)		(766,133.52)		(8,410.79)		(759,371.04)		(2,844.66)		889,781.76				0.00		0.00		0.00		0.00		0.00		(1,743,262.02)

		Exxon/POPCO				5,671,375.50		5,912,980.30		6,968,376.65		7,596,936.80		7,286,771.00		8,992,653.00		0.00				0.00		(20,718,491.95)		0.00		0.00		0.00		21,710,601.30

		Excess Cost & MPO				7,635.58		1,068,697.65		766,133.52		8,410.79		759,371.04		2,844.66		(889,781.76)				(18,224.59)		20,469,253.63		0.00		0.00		0.00		22,174,340.52

		Market Gas by Pipeline				97,020,623.80		50,963,026.26		108,592,078.20		157,886,601.36		97,183,190.48		152,981,631.83		165,460,575.55				154,600,087.61		216,212,344.46		371,860,941.78		248,202,750.35		328,466,533.89		2,149,430,385.57

		Billings to Others				(32,531.75)		0.00		(22,081.72)		(1,775.37)		(41,115.34)		(988.67)		(2,300.50)				(1,351.67)		(13,644.61)		(32,184.24)		(9,901.38)		(260,020.41)		(417,895.66)

		Exchange & Wheeler Ridge Reimb.				(192,557.45)		(75,640.79)		(208,278.57)		(21,262.88)		(363,546.64)		(200,356.84)		(33,356.70)				(20.90)		(1,262.97)		0.00		(9,000.00)		96,000.00		(1,009,283.74)

		Swap (Gain)/Loss				(26,710.00)		(55,315.97)		47,087.50		(295,313.25)		(783,608.99)		(355,847.50)		4,643,823.50				(4,346,267.00)		(72,167,769.50)		(22,481,201.00)		15,086,593.50		9,009,165.50		(71,725,363.21)

		Futures& Options (Gain)/Loss				1,272,205.50		2,185,900.75		104,800.00		(170,765.00)		(86,490.00)		377,390.25		5,156,394.75				(508,379.00)		(52,307,617.50)		(777,774.75)		8,304,561.50		241,498.50		(36,208,275.00)

		Adjusted Single Gas Purchase Profolio		a		103,898,234.49		59,122,255.60		115,756,994.23		165,303,887.90		103,443,443.41		162,055,316.13		175,578,695.45				150,053,787.14		91,912,103.77		349,213,916.51		271,990,766.04		337,896,725.82		2,086,226,126.49

		PGA Costs Not In GCIM Commodity Costs

		PITCO (from above)				(7,635.58)		(1,088,648.19)		(766,133.52)		(8,410.79)		(759,371.04)		(2,844.66)		889,781.76				0.00		0.00		0.00		0.00		0.00		(1,743,262.02)

		Exxon/POPCO (2)																						(20,718,491.95)								(20,718,491.95)

		Excess Cost & MPO (from above)				7,635.58		1,068,697.65		766,133.52		8,410.79		759,371.04		2,844.66		(889,781.76)				(18,224.59)		20,469,253.63		0.00		0.00		0.00		22,174,340.52

		Billings to Others (from above)				(32,531.75)		0.00		(22,081.72)		(1,775.37)		(41,115.34)		(988.67)		(2,300.50)				(1,351.67)		(13,644.61)		(32,184.24)		(9,901.38)		(260,020.41)		(417,895.66)

		Swaps (Gain)/Loss				(26,710.00)		(55,315.97)		47,087.50		(295,313.25)		(783,608.99)		(355,847.50)		4,643,823.50				(4,346,267.00)		(72,167,769.50)		(22,481,201.00)		15,086,593.50		9,009,165.50		(71,725,363.21)

		Futures (Gain)/Loss				1,272,205.50		2,185,900.75		104,800.00		(170,765.00)		(86,490.00)		377,390.25		5,156,394.75				(508,379.00)		(52,307,617.50)		(777,774.75)		8,304,561.50		241,498.50		(36,208,275.00)

		Transp Chg included in Market Gas  (3)				776,960.22		742,215.20		879,092.59		867,828.37		924,666.72		1,002,200.70		907,281.39				903,050.89		1,011,333.59		1,061,008.08		878,968.87		842,856.83		10,797,463.45

		Total Exclusions from PGA		b		1,989,923.97		2,852,849.44		1,008,898.37		399,974.75		13,452.39		1,022,754.78		10,705,199.14				(3,971,171.37)		(123,726,936.34)		(22,230,151.91)		24,260,222.49		9,833,500.42		(97,841,483.87)

		Net Hub Rev. Not in PGA Gas Cost (4)		c		(199,252.40)		(195,083.16)		(2,222,306.29)		(1,908,901.56)		(1,052,977.34)		(330,302.27)		(338,335.20)				(772,908.23)		(1,267,683.21)		(2,787,437.88)		(2,885,670.13)		(4,493,053.62)		(18,453,911.29)

		Net Comparable PGA Comdty Gas Cost		a-b+c=d		101,709,058.12		56,074,323.00		112,525,789.57		162,995,011.59		102,377,013.68		160,702,259.08		164,535,161.11				153,252,050.28		214,371,356.90		368,656,630.54		244,844,873.42		323,570,171.78		2,165,613,699.07

		GCIM Gas Commodity Costs 1.9				101,707,410.46		56,074,710.51		112,600,513.26		162,996,058.48		102,355,345.91		159,850,135.18		172,105,057.48				146,588,704.13		214,263,622.85		368,878,765.29		244,700,443.74		322,428,026.21		2,164,548,793.50

		Variance				1,647.66		(387.51)		(74,723.69)		(1,046.89)		21,667.77		852,123.90		(7,569,896.37)				6,663,346.15		107,734.05		(222,134.75)		144,429.68		1,142,145.57		1,064,905.57

		Note:

		(1) From Pg. 3 of PGA Actual

		(2) POPCO Recoupment payment for year 2000

		(3) See attached "Summary of Interstate Purchases"

		(4) From GCIM Monthly Report - Gas Commodity Costs p.1.9

		Prepared by:  Anne L. Chen   Gas Acquisition,  Southern California Gas Company
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Interstate Purch Summ 

		SOUTHERN CALIFORNIA GAS COMPANY

		SUMMARY OF INTERSTATE PURCHASES

		GCIM YEAR 7

		SUMMARY OF INTERSTATE PURCHASES - GCIM YR 7														SUMMARY OF NET VARIANCE BETWEEN GCIM AND PGA ACTUAL

		MONTH/YR		GCIM				PGA ACTUAL				DIFF

		Apr-00		101,913,391.42				101,911,666.72				1,724.70				TIMING DIFFERENCES:  BROKER COMMISSION FEES								Amount

		May-00		56,134,178.86				56,133,791.36				387.50				GCIM Yr 7 Broker Comm Fees recorded in PGA Yr 6:								4,822.50

		Jun-00		114,660,085.95				114,661,173.21				(1,087.26)				GCIM Yr 8 Broker Comm Fees recorded in Yr 7 PGA:								(9,200.25)

		Jul-00		164,618,019.64				164,613,461.89				4,557.75

		Aug-00		103,526,305.99				103,545,294.76				(18,988.77)				TIMING DIFFERENCES:  COMMODITY COST ADJUSTMENTS

		Sep-00		160,120,140.35				160,972,084.13				(851,943.78)				GCIM Yr 7 Commdty Cost Adj's rec in PGA Yr 8:								5,834.98

		Oct-00		172,123,190.53				164,553,294.16				7,569,896.37

		Nov-00		147,033,690.56				153,743,422.79				(6,709,732.23)				NET VARIANCE								1,457.23

		Dec-00		215,092,013.85				215,255,581.65				(163,567.80)

		Jan-01		371,022,068.45				370,847,875.20				174,193.25

		Feb-01		247,179,351.80				247,184,938.56				(5,586.76)

		Mar-01		326,577,531.49				326,575,927.23				1,604.26

		TOTAL		2,179,999,968.89				2,179,998,511.66				1,457.23

		SUMMARY OF TRANSPORTATION COSTS IN PGA MARKET GAS PURCHASES																		Heading is revised for clarity purpose only.

		WHICH ARE EXCLUDED FROM GCIM's COMMODITY COSTS

		MONTH/YR		EL PASO				TRANSWESTERN				MOJAVE		KERN RIVER		PG&E		TOTAL

		Apr-00		536,000.12				227,879.62				12,480.00		600.48		- 0		776,960.22

		May-00		512,617.47				216,707.62				12,890.11		- 0		- 0		742,215.20

		Jun-00		627,907.39				238,705.20				12,480.00		- 0		- 0		879,092.59

		Jul-00		607,946.26				247,013.32				12,868.79		- 0		- 0		867,828.37

		Aug-00		665,538.20		Rev.		247,341.09				11,787.43		- 0		- 0		924,666.72		Revision to include Pan Alberta transp chg & credits

		Sep-00		757,875.80				232,531.76				11,793.14		- 0		- 0		1,002,200.70

		Oct-00		650,298.44				245,206.23				11,776.72		- 0		- 0		907,281.39

		Nov-00		610,317.23				262,107.46				- 0		- 0		30,626.20		903,050.89

		Dec-00		705,564.05		Rev.		305,769.54		Rev.		- 0		- 0		- 0		1,011,333.59		Revision to correct summ of EP & TW.  Total is OK

		Jan-01		755,552.02				305,456.06				- 0		- 0		- 0		1,061,008.08

		Feb-01		603,597.48				275,371.39				- 0		- 0		- 0		878,968.87

		Mar-01		585,396.83				257,460.00				- 0		- 0		- 0		842,856.83

		TOTAL		7,618,611.29				3,061,549.29				86,076.19		600.48		30,626.20		10,797,463.45
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Table 

		TABLE 7

		Summary of Financial Gains & Losses

		GCIM Year 7: April 2000 - March 2001

		Program		SoCalGas		Winter		Hedge		Program

				Option		Transaction		Settlement		Net

		Description		Premium		Costs		(Gains)		(Gains)

				Paid		Paid		Losses		or Losses

		NYMEX Futures and Options		$   8,564,590		$   176,062		$   (43,790,810)		$   (35,050,158)

		OTC Puts and Calls		7,955,275		35,325		(42,307,600)		(34,317,000)

		Other OTC Swaps		- 0		2,093		(481,528)		(479,435)

		Total OTC		7,955,275		37,418		(42,789,128)		(34,796,435)

		Total Winter Hedge Program:		$   16,519,865		$   213,480		$   (86,579,938)		(69,846,593)

		Program		Other		Risk		Management		Activities

				Option		Transaction		Settlement		Net

		Description		Premium		Costs		(Gains)		(Gains)

				Paid		Paid		Losses		or Losses

		NYMEX Futures and Options		$   78,140		$   48,560		$   (2,807,630)		$   (2,680,930)

		OTC Puts and Calls		$   10,500,825		$   117,231		$   (3,302,630)		$   7,315,426

		Other OTC Swaps		- 0		42,812		(44,090,211)		(44,047,399)

		Total OTC		$   10,500,825		$   160,043		$   (47,392,841)		$   (36,731,973)

		Total Other Risk Management Program:		$   10,578,965		$   208,603		$   (50,200,471)		$   (39,412,903)

		Grand Total Financial Program:		$   27,098,830		$   422,083		$   (136,780,409)		$   (109,259,496)

		GCIM Year 7 Report: $ (109,259,496)
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Table 6

		Table 5

		Southern California Gas Company

		Core Capacity Utilization, Capacity Cuts Reconciliation & Summary

		GCIM Year 7 - April 1, 2000 - March 31, 2001

								El Paso Line		Transwestern

				Reconciliation in MMBtus				Pipeline		Pipeline

		1		Core Capacity				277,553,467		111,690,000

		2		Core Subscription Capacity				4,197,333		- 0

		3		Allocated to Core Aggregation Customers				(9,698,197)		(3,992,916)

		4		Net Pipeline Capacity Available				272,052,603		107,697,084

		5		Total Capacity Nominated SCG				271,312,377		105,724,963

		6		Unused Capacity on Pipeline		4-5		740,226		1,972,121

		7		Actual Volumes Delivered by Pipeline				231,131,417		101,913,873

		8		Capacity Cut		5-7		40,180,960		3,811,090
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Table 2 Award

		TABLE 2

		Southern California Gas Company

		Ratepayer - Shareholder Award

		GCIM Year 7

		GCIM Year 7		As Filed		Increase		ORA

		April 1, 2000 - March 31, 2001		15-Jun-01		(Decrease)		Recommended

		1.  GCIM Year 7 Savings		$   223,571,953				$   223,571,953

		2.  Shared Savings		$   212,176,724				-

		3.  Ratepayer Benefit		117,483,591		$   75,261,775		192,745,366

		4.  Shareholder award		106,088,362		(75,261,775)		30,826,587
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Table 3

		TABLE 3

		Southern California Gas Company

		GCIM Year 7 Benchmark Volumes and Dollars

		April 1, 2000 - March 31, 2001

		Mainline Volumes: (MMBtus)				343,334,928

		Border Volumes: (MMBtus)				69,133,797

		Total Benchmark Volumes:				412,468,725

		Benchmark Market Costs:

		Mainline Benchmark Commodity Costs				$   1,653,622,930

		Border Benchmark Commodity Costs				625,422,821

						$   2,279,045,751

		Transport Costs:				$   10,224,323

		Reservation Costs:				121,835,837

						$   132,060,160

		Total Benchmark Costs:				$   2,411,105,911





Benchmark EXB A-1

		Southern California Gas Company

		GCIM Year 7 Monitoring Report

		Benchmark Volumes and Market Costs

		GCIM		Mainline		Border		Monthly		Mainline		Border		Monthly		Monthly		Monthly		Total		$'s

		7		Gas		Gas		Benchmark		Gas		Gas		Benchmark		Transport		Reservation		Benchmark		Per

		Month		Commodity		Commodity		Commodity		Commodity		Commodity		Commodity		Costs		Costs		Costs		MMBtus

		Year		Volumes		Volumes		Volumes		$'s		$'s		Costs		$'s		$'s		$'s

		Apr-00		27,820,622		8,340,028		36,160,650		$   76,809,955		$   25,270,285		$   102,080,240		$   782,833		$   10,883,097		$   113,746,170		3.1456

		May-00		27,490,833		(3,942,815)		23,548,018		79,772,899		(11,966,444)		67,806,456		745,360		11,025,907		79,577,723		3.3794

		Jun-00		28,041,932		1,294,538		29,336,470		110,336,590		5,592,405		115,928,995		826,313		10,168,399		126,923,707		4.3265

		Jul-00		28,485,241		9,805,897		38,291,138		119,817,469		48,097,924		167,915,393		834,239		10,281,954		179,031,586		4.6755

		Aug-00		27,801,033		1,296,750		29,097,783		100,003,096		5,861,308		105,864,404		842,652		10,282,813		116,989,870		4.0206

		Sep-00		29,636,766		7,758,870		37,395,636		113,894,092		51,324,924		165,219,015		900,869		8,954,757		175,074,641		4.6817

		Oct-00		29,204,332		6,188,585		35,392,917		139,433,163		34,470,419		173,903,582		892,403		9,988,633		184,784,618		5.2209

		Nov-00		27,941,555		6,392,305		34,333,860		124,490,804		33,176,063		157,666,867		843,995		10,035,220		168,546,082		4.9090

		Dec-00		30,891,471		4,353,806		35,245,277		189,404,876		60,822,670		250,227,546		947,805		10,010,569		261,185,920		7.4105

		Jan-01		31,501,855		5,646,817		37,148,672		290,626,664		91,167,860		381,794,524		963,326		10,122,845		392,880,696		10.5759

		Feb-01		26,793,360		6,044,170		32,837,530		172,058,920		76,186,763		248,245,683		830,180		9,470,992		258,546,855		7.8735

		Mar-01		27,725,928		15,954,846		43,680,774		136,974,402		205,418,642		342,393,044		814,348		10,610,650		353,818,043		8.1001

		Totals:		343,334,928		69,133,797		412,468,725		$   1,653,622,930		$   625,422,821		$   2,279,045,751		$   10,224,323		$   121,835,837		$   2,411,105,911		$   5.8455
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