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SOUTHERN california generation coalition
EMERGENCY PETITION FOR MODIFICATION
of decision 90-09-089 and 97-11-070

In accordance with Rule 47 of the Rules of Practice and Procedure of the California Public Utilities Commission (“Commission” or “CPUC”), the Southern California Generation Coalition (“SCGC”) respectfully requests that the Commission modify Decision (“D.”) D.90-09-089 (Sept. 25, 1989) and D.97-11-070 (Nov. 19, 1997) so that (1) the Southern California Gas Company (“SoCalGas”) 10 percent limit on monthly positive imbalances for noncore customers will be waived during winter balancing periods and (2) noncore customers will be permitted to combat gas price spikes by using their previous month's accumulated positive imbalance volumes to meet at least a portion of the “flowing supply” requirement that applies when SoCalGas implements its winter daily balancing rules.

This Emergency Petition for Modification is being filed in response to a gas crisis.  Tomorrow, February 15, 2001, for the first time, SoCalGas will require that noncore customers meet a minimum of 90 percent of their daily burn with gas from flowing supplies or from storage (jointly, “Flowing Supplies”).  Gas Daily, 1,7 (Feb. 14, 2001).  Simultaneously, in response to the imposition of severe balancing requirements, gas prices are going "into the stratosphere." Id.  Today's Gas Daily reports that yesterday, in response to the SoCalGas announcement that it is going to impose a 90 percent daily balancing requirement:  "The lid blew off the Southern California market, pushing prices past $40 into [SoCalGas] as traders scrambled to get into line with extremely strict balancing requirements." Id.  Accordingly, SCGC requests that the Commission take immediate action on this Petition pursuant to Rule 81(f) of the Rules of Practice and Procedure.  In the alternative, SCGC requests that the normal 30-day period normally allowed for responses to petitions for modification be shortened to five (5) days pursuant to Rule 47(f).

I. SUMMARY

When SoCalGas requires that 70 percent or 90 percent of a noncore customer's daily burn must be met with Flowing Supplies, a customer must bring in excess gas in order to ensure that it will avoid penalties.  Indeed, noncore customers should be encouraged to bring in gas in excess of burn in the current gas crisis.  Yet, SoCalGas’ monthly balancing rules require that a customer not import more than 10 percent in excess of the customer’s monthly burn.  In order to facilitate customer efforts to bring in enough gas to avoid winter balancing penalties and to support the system by allowing customers to bring additional supplies into California without risking penalization, SCGC requests that the 10 percent positive monthly imbalance limitation be waived during the winter heating season, November through March.  

SCGC also proposes that noncore customers be permitted to use accumulated positive imbalance volumes to cover a reasonable portion of the 70 percent or 90 percent Flowing Supply requirement that applies when winter daily balancing rules are in effect.  Specifically, SCGC requests that a customer be permitted to use its previous month's positive imbalance to meet the difference between 50 percent of the customer's daily burn and the daily Flowing Supply requirement, either 70 percent or 90 percent, that is in effect when daily balancing rules apply.   This flexibility will give customers an ability to combat the extreme price spikes that can occur at times such as now when daily balancing is imposed under SoCalGas’ winter balancing rules.

When SoCalGas requires customers to balance daily, customers scramble to buy gas supplies in order to avoid penalties pegged at 150 percent of the highest Southern California Border price of gas for the day.  Customers can be forced to pay ever-higher prices to avoid ever-increasing penalties.  This can throw gas prices into an inflation spiral.  Giving customers an ability to use positive monthly imbalance volumes to meet Flowing Supply requirements will give customers at least some ability to say “no” to upward spiraling gas prices.

II. BASIS FOR SUBMISSION MORE THAN ONE YEAR AFTER THE EFFECTIVE DATE OF THE DECISIONS.

SCGC recognizes that both D.90-09-089 and D.97-11-070 were issued more than a year ago.  Rule 47(d) of the Commission’s Rules of Practice and Procedure requires that if more than one year has elapsed since the effective date of the decision which is proposed to be modified, the petitioner must explain why it could not have requested modification within one year of the effective date.  

As discussed above, this is the first time that customers have come face-to-face with coping with the imposition of 90 percent daily balancing requirements.  Also, this winter is the first time that California has confronted gas prices that were inconceivable as late as last fall.  Thus, the conditions which occasion the filing of this Petition did not exist either during the year following D.90-09-089 or during the year that followed the issuance of D.97-11-070.  Accordingly, SCGC respectfully requests that the Commission consider this Petition even though it is being submitted more than one year after the effective date of the decisions which are proposed to be modified.

III. BACKGROUND

The Commission adopted monthly balancing rules for SoCalGas in D.90-09-089 (Sept. 25, 1990).  These rules provided that the monthly balancing tolerance for noncore customers on the SoCalGas system shall be plus or minus 10 percent of customer nominations.  The rules adopted in D.90-09-089 were as follows:  

The utilities shall provide balancing services to noncore customers.  The tolerance for balancing services shall be 10% of customer nominations.

Where positive imbalances fall outside the 10% tolerance at the end of a 30-day period, utilities shall purchase noncore customers' overnominations at a rate equal to the lower of the lowest incremental cost of gas or the system for that month or 50% of the core WACOG for the month.

Where negative imbalances fall outside the 10% tolerance at the end of a 30-day period, utilities shall charge customers for standby services.  Standby service gas rates shall be equal to the higher of 150% of the core WACOG for the month or the highest incremental cost of gas for the month.  Standby service shall have the lowest priority during periods of curtailment.

Noncore customers may trade imbalances to avoid liability for them.  The utilities may administer trading programs.  If they do so, no related costs shall be recovered solely, if at all, from participants in the trading program.  

D.90-09-089, slip op. 77-78.  These monthly balancing rules were incorporated into the SoCalGas tariff and are in place today.  SoCalGas Schedule G-IMB, 1-3.

Subsequently, in D.97-11-070 (Nov. 19, 1997), the Commission adopted winter balancing rules for SoCalGas.  The winter balancing rules apply in addition to the monthly balancing rules adopted in D.90-09-089.  In a nutshell, the winter balancing rules require that noncore customers deliver Flowing Supplies that are sufficient to meet at least 50 percent of their burn during each five-day period in the winter heating season that lasts from November through March.  As SoCalGas’ storage inventory declines during the winter, the Flowing Supply requirement becomes daily and increases first to 70 percent and then to 90 percent, depending upon the level of SoCalGas storage inventory relative to peak day storage minimums.  See D.97-11-070, Appendix B, for a detailed description of the adopted proposal.  The adopted winter daily balancing scheme was incorporated into SoCalGas’ Schedule G‑IMB through Advice Letter No. 2651-B (Dec. 23, 1997) and became effective without the issuance of an approving resolution on December 27, 1997.  

SoCalGas storage dropped to a level such that it was necessary to implement the 70 percent daily balancing requirements during the winter 1997-1998.  However, during the 1998-1999 and 1999-2000 winters, SoCalGas avoided imposing daily balancing.  At the beginning of each winter heating season during those years, SoCalGas implemented the 50 percent/five-day balancing requirements approved in D.97-11-070 and contained in Schedule G‑IMB, but SoCalGas did not need to move to daily balancing.  

This winter, of course, is different.  This year, SoCalGas imposed a 70 percent daily balancing requirement on January 21, 2000 and is moving to 90 percent daily balancing on February 15, 2000.

IV. D.90-09-089 SHOULD BE MODIFIED SO AS TO REMOVE THE 10 PERCENT LIMIT ON POSITIVE IMBALANCES DURING THE WINTER HEATING SEASON.

Both noncore customers and the SoCalGas system as a whole would be benefited by removing the 10 percent limit on monthly imbalance tolerances during the winter heating season.  Clearly, customers would be benefited.  Removal of the 10 percent limit would permit them to bring gas into the system at levels sufficient to be assured of avoiding daily balancing penalties without running the risk of incurring monthly imbalance penalties.  Likewise, the SoCalGas system would be benefited insofar as additional positive supplies could be imported into the system so as to assure maintenance of system integrity, including system pressure.

Permitting customers to bring gas into the system in excess of their burns would be entirely consistent with the purpose underlying the institution of winter balancing rules in 1997.  The genesis for the winter balancing rules was that SoCalGas alleged that it had problems with underdeliveries, not overdeliveries, during the 1996-1997 winter heating season.  SoCalGas did not have significant problems with underdeliveries during the first few winters following the implementation of the D.90-09-089 monthly balancing rules, but SoCalGas experienced substantial underdeliveries in winter, 1996-1997: 

. . . SoCalGas had not had problems with underdeliveries since the adoption of the balancing rules in D.90-09-089.  During the 1996-1997 winter heating system, however, gas shippers delivered substantially less natural gas into SoCalGas’ system than they used.  During that period, western U.S. gas markets experienced a significant increase in natural gas prices while, at the same time, noncore customers chose not to use the same level of storage capacity for the winter heating season as they had in previous years.  As a result, gas shippers delivered to SoCalGas less than 50% of the amounts they used.  SoCalGas was forced to provide the remainder.

D.97-11-070, id., 2.  SoCalGas did not have to eliminate standby service or curtail load to accommodate the 1996-1997 winter underdeliveries, but SoCalGas expressed concern that, in the future, underdeliveries by noncore customers could create problems.  

SoCalGas filed Advice Letter No. 2529 in late 1996 seeking to revise its Schedule G‑IMB to include daily balancing provisions.  In Resolution G-3200, the Commission expressed concern about underdeliveries during the winter heating season by noncore customers, but found that an advice letter procedure was inappropriate for the rule changes that SoCalGas proposed.  Subsequently, on July 18, 1997, SoCalGas filed a petition to modify the gas balancing rules adopted in D.90-09-089 so as to incorporate winter daily balancing requirements into Schedule G‑IMB.  

In all of its filings, SoCalGas emphasized that the need for adopting winter daily balancing rules was to address the issue of customer underdeliveries during the winter, not overdeliveries:  “SoCalGas argues that its rules must change to permit SoCalGas to manage underdeliveries so that SoCalGas is not required to purchase supplies on gas shippers’ behalf or compromise firm storage customers’ withdrawal rights.”  D.97-11-070, id., 3  (emphasis added).  Indeed, winter overdeliveries by customers would benefit the SoCalGas system by offsetting any underdeliveries and by reducing SoCalGas’ need to withdraw storage.  

Insofar as modifying D.90-09-089 so as to waive the current 10 percent limit on monthly imbalances during the winter heating season would benefit both noncore customers and the entire SoCalGas system and would be consistent with the protection that the winter balancing rules were intended to provide against underdeliveries by noncore customers, SCGC respectfully submits that the modification of SoCalGas’ monthly balancing rules that is proposed herein be adopted as soon as possible.  

V. A PORTION OF NONCORE CUSTOMER POSITIVE MONTHLY IMBALANCES SHOULD BE DEEMED TO BE FLOWING SUPPLY FOR PURPOSES OF MEETING SOCALGAS’ WINTER DAILY BALANCING FLOWING SUPPLY REQUIREMENT.

In addition to proposing that D.90-09-029 be modified to waive the 10 percent limit on overdeliveries during the winter, SCGC proposes that D.97-11-070 be modified to permit the previous month's accumulated positive imbalance volumes to be deemed to constitute Flowing Supply for purposes of meeting a portion of the daily Flowing Supply requirement that applies when daily balancing rules are in effect.

Permitting a customer to use the previous month's positive imbalance to satisfy a portion of the applicable Flowing Supply requirement under daily balancing conditions would help to counteract the tendency of SoCalGas’ Flowing Supply requirement to cause or aggravate price spikes.  As explained above, the penalty for violating the 70 percent or 90 percent Flowing Supply requirement is set at 150 percent of the highest Southern California Border price of gas for the day.  Schedule G‑IMB, 2.  The prospect of being required to pay  the 150 percent penalty gives desperate customers an incentive to pay up to 150 percent of the highest current market price for gas in order to avoid paying the Flowing Supply shortfall penalty.  The experience of the last twenty-four hours since SoCalGas announced the imposition of a 90 percent balancing requirement is illustrative:

SoCal is expected to mandate 90% daily balancing by Thursday, [February 15, 2001,] backed up by stiff penalties of 150% of the highest reported price.  That would have been more than $60/mmBtu if it had been in effect yesterday.  That sparked some desperation in the market, as traders sought elusive firm sources of gas to make up imbalances, sources said.

Gas Daily, 1,7 (Feb. 14, 2001)
The regulatory incentive that SoCalGas daily balancing penalties give customers to pay a price in excess of even the highest current market level is inflationary and can contribute to price spikes.  As the market prices go up, customers must pay an ever-higher price to avoid an ever-escalating penalty set at 150 percent of market.  Permitting customers to use the previous months' positive imbalance volumes in lieu of Flowing Supply to meet a portion of winter daily balancing Flowing Supply requirements would help to neutralize the inflationary effect of the penalty structure contained in SoCalGas’ Schedule G‑IMB.  

Gas prices spiked to unheard of levels in December, 2000, and gas prices are going up to stratospheric levels again.  Gas Daily, id.  This is clearly the right time to take at least a modest step that would give customers some ability to resist spiking gas prices.

SoCalGas might object that a customer's accumulated positive imbalance for a month is not determined by SoCalGas and communicated to a customer until several days into the following month.  That should not be allowed to be an obstacle to granting the requested relief, however.  A customer may have to wait several days before knowing the exact amount of the previous month's imbalance that will be available to be deemed to be Flowing Supply, but after knowing the amount of imbalance gas that is available from the previous month, the customer will be able to use the imbalance gas to fight price spikes for the remainder of the current month.  This month, February, 2001, for example, customers already know their imbalance volumes from January 2001 and would be greatly benefited if they could use their January imbalance volumes to meet a portion of their daily Flowing Supply requirement.

VI. CONCLUSION

WHEREFORE, for the reasons set forth above, SCGC requests that the Commission modify the monthly daily balancing requirements adopted in D.90-09-089 so as to waive the current 10 percent limit on monthly imbalances during the winter heating season.  Furthermore, SCGC requests that the Commission modify D.97-11-070 so as to permit customers to use accumulated positive monthly imbalance volumes to meet winter daily balancing Flowing Supply requirements above 50 percent of the customers’ daily burn.  In light of the gas emergency that occasions the filing of this Petition for Modification, SCGC requests that the Commission take immediate action on this Petition pursuant to Rule 81(f) of the Commission’s Rules of Practice and Procedure or, in the alternative, shorten the period allowed for responses to this Petition to five (5) days pursuant to Rule 47(f).  
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