CPUC Promising Gas Options I.99-07-003

Comprehensive Gas OII Settlement Agreement

CPUC Promising Gas Options I.99-07-003
Comprehensive Gas OII Settlement Agreement

3.3
Electronic Trading of Imbalances [Including Rights]

3.3.1
Summary of D.99-07-015:  The Commission provisionally finds that shippers should be allowed to trade or sell imbalance rights since they pay for a balancing tolerance as a component of their intrastate transmission rates and are entitled to have the plus or minus tolerance on a daily or monthly basis.  The trading of imbalance rights would give shippers the ability to adapt to daily balancing rules, where they apply, during a given day’s nomination cycles.  The Commission finds the concept of imbalance trading to hold sufficient promise to merit further inquiry.  The Commission also encourages parties to consider whether a mechanism could be developed to produce the hoped-for benefits versus its costs.  (pp. 41-44, FoF 24-26, Appendix C)

3.3.2
Anonymous Monthly Imbalance Trading

3.3.2.1
Current SoCalGas Platforms for Monthly Imbalance Trading:  SoCalGas currently provides a platform on GasSelect for customers to give notice of their interest in trading imbalances, but it has no features beyond allowing customers to post messages in that space on GasSelect.  GasSelect also provides an Imbalance Trading Ledger that allows for the electronic confirmation of monthly imbalance trades.
3.3.2.2
Provider of Electronic Imbalance Trading System:  SoCalGas will use its best efforts to contract with a Third Party Service Provider (TPSP) and have in service by October 1, 2001, a platform for the anonymous trading of monthly imbalances.  Until such time as a TPSP platform is in service the current monthly imbalance trading advertising board and ledger will be the only mechanisms available from SoCalGas to provide monthly imbalance trading services.    The sole source provision of this contract will be in effect through December 31, 2002.  Once SoCalGas finalizes a contract with the TPSP , a copy of the contract will be provided to the Parties, subject to a confidentiality agreement.  At the end of this sole-source period, any other qualified provider may provide service in competition with the TPSP .  At that time, SoCalGas will provide a customer service and data interface with all interested qualified providers offering electronic imbalance trading.

3.3.2.3
Principles for Imbalance Trading System:  The following principles are agreed to in order to mitigate concerns about the market relying on a sole-source provider during this market development period.

3.3.2.3.1
SoCalGas will continue to provide its platform for entities to post and confirm monthly imbalance trades without charging transaction fees.

3.3.2.3.2
Use of the anonymous trading platform is voluntary. 




3.3.2.3.3
After October 1, 2001 when a TPSP is in place,  each trade utilizing the TPSP platform will be subject to buyer and to seller transaction fees for each decatherm traded.  The transaction fee provides an incentive for the TPSP  to encourage trading volume, which in turn improves liquidity and price discovery.  These fees will be charged in a non-discriminatory manner, but could include tiered pricing.  The transaction fees will be capped during the sole-source period.

3.3.2.3.4
SoCalGas will be entitled to retain a share of the TPSP’s  transaction fee to assist in offsetting SoCalGas' transaction and credit costs, as well as reflecting the value SoCalGas brings to this service, subject to the cap provided in Part I, Section 1.6.1.1 of this Settlement Agreement.  The fee sharing will also provide an incentive to SoCalGas to encourage use of this trading service.  The fee shall be established by the TPSP  with any revenues shared between TPSP  and SoCalGas as mutually agreed between SoCalGas and TPSP .

3.3.2.3.5
TPSP  will operate the trading system and retain ownership of all software.  TPSP  will be responsible for all maintenance and operation costs associated with operating the TPSP  trading platform.  

3.3.2.3.6
SoCalGas shall not influence, in any way, TPSP’s  selection of trading partners, business associations or contracts with any third party operating on the SoCalGas system, other than in matters of routine credit and nomination capacities envisioned by this Settlement Agreement.

3.3.2.4
System Features for Electronic Imbalance Trading System:  The following provisions will be part of the monthly imbalance trading system limitations and features.

3.3.2.4.1
The electronic trading platform will allow a balancing agent to post either a bid to purchase imbalance gas or to post an asking price to sell imbalance gas.  Other parties will be able to monitor these postings and accept the posted offer or make a counter-offer.  When two parties agree on price, TPSP  will manage the transaction by adding imbalance gas to the Purchaser’s account and subtracting imbalance gas from the Seller’s account.  The Purchaser is then billed for the agreed upon price, and payment is made to the Seller for the same amount.

3.3.2.4.2
Anonymous trading on TPSP  platform will not be required to abide by all the imbalance trading limitations in SoCalGas’ tariffs during the trading period.  However, the final summation of the imbalance trades completed on TPSP’s  trading platform and those posted on SoCalGas’ platform will be subject to SoCalGas’ tariffed balancing limitations and cash-out provisions.  The limitations include:  no trading across months; and trades into or out of on-system storage accounts must have documented inventory gas or space available.
3.3.2.4.3
SoCalGas and TPSP  will establish an electronic link to transfer data on current account balances and to update these accounts once the imbalance trading period ends.  TPSP  will send its trading results to SoCalGas.  SoCalGas will add additional trades that are confirmed through SoCalGas’ current platform and add trades between storage accounts.  The final ending imbalance position for each balancing entity will be used to determine any cashout or carry forward amounts based on the rules in SoCalGas’ tariffs. 

3.3.2.4.4
Entities will be subject to trading limitations based on individual credit limits and system operating limitations.  SoCalGas will revise its credit-worthiness requirements in its tariffs to reflect these transactions.  SoCalGas will be responsible for providing TPSP  with these trading limits.  TPSP  will not allow an entity to complete a trade if their limit would be exceeded by completing the trade.

3.3.2.4.5
SoCalGas will accept the credit risk for entities which are SoCalGas customers approved for this program, including designated marketers and CTAs.  If a Purchaser accepts a trade and fails to pay its trading position (either buying or selling imbalance gas) when billed by TPSP , SoCalGas will guarantee payment to the Seller in the transaction.  SoCalGas will then take collection action against the Purchaser, including late fees and, if appropriate, cashouts in accordance with requirements of SoCalGas tariff provisions regarding balancing.

3.3.2.4.6
To encourage additional liquidity, TPSP  may allow market makers that have no imbalances on the SoCalGas system to participate in imbalance trading.  TPSP  will be responsible for credit approval and collection for these market makers, pursuant to its agreement with SoCalGas.  Market makers will be required to have zero imbalances at the end of the trading period.  TPSP  may institute additional rules to enforce this requirement and other conditions needed to conduct business. 
3.3.2.4.7
If SoCalGas should be unable to contract with and have in place the services of a TPSP to provide a trading platform for monthly imbalances by October 1, 2001, and unless and until a TPSP is provided, SoCalGas will continue to make available thereafter the current GasSelect monthly imbalance trading advertising board and ledger to provide monthly imbalance trading services.
3.3.3
Trading OFO Day Imbalance Rights

3.3.3.1
Objectives:  By April 1, 2001, SoCalGas will develop and have in service a platform on its GasSelect system for entities to advertise, post and confirm OFO Day Imbalance Rights trades.  SoCalGas will make its best efforts to contract with a Third Party Service Provider (TPSP) and have in service by October 1, 2001,a platform for anonymous OFO Day Rights trading.  SoCalGas and a TPSP  will implement a mechanism to allow trading of imbalance rights for each OFO day using the same electronic platform as for monthly imbalance trading.  The objective is to provide balancing entities the opportunity after the fact to reduce or eliminate OFO noncompliance charges, and to create value for those entities who are within the specified OFO day tolerance band.  Trading these rights does not change the physical imbalance position of the entity or the pipeline.  Trading these OFO day rights also avoids the problem of significant retroactive accounting adjustments which would be needed if physical imbalances for the OFO day were traded.  OFOs will be called on the SoCalGas system independently for noncore and core markets.  OFO imbalance trading described below can occur only within class (core or noncore) for which an OFO has been called on a particular day, except that if an OFO is called on the same day for both core and noncore markets, daily imbalances can be traded between as well as within the two classes for that day.

3.3.3.2
Market Benefits:  A daily balancing tolerance level of ±10% for customers with default balancing service is specified for each day an OFO is called.  If a balancing entity has an imbalance outside this tolerance level for that OFO day, it is subject to noncompliance charges.  If a balancing entity has an imbalance that is within this tolerance level for that OFO day, that entity receives no benefit for helping the situation.  With imbalance rights trading, there is an opportunity for the balancing entity that is within the tolerance level to gain value from this position, while helping the balancing entities outside the tolerance band to reduce their noncompliance charges.  

3.3.3.3
Establishing and Trading Imbalance Rights:  The approach is to establish imbalance rights, or chips, for each balancing entity for each OFO day, and then to allow the trading of these rights.  The following describes this mechanism.

3.3.3.3.1
The imbalance rights or chips are calculated as the difference on that OFO day between the entities’ imbalance and the OFO tolerance level.  The imbalance is calculated as the difference between scheduled deliveries to burn (including firm injection and withdrawal) and usage.  Since the core’s balancing rights are implicit within their total reserved storage rights, for chip trading purposes the core’s OFO tolerance level will be the lesser of 10% of burn or any unused firm storage rights.  Chips are positive (black) for those entities whose imbalances are within the tolerance level, and negative (red) for those entities that are outside the tolerance level and subject to noncompliance charges.  One chip is given for each decatherm of difference.

3.3.3.3.2
Each chip is dated corresponding to a specific OFO day.  Chips can only be traded with those of the same date.  In other words, imbalances and noncompliance charges cannot be traded between different OFO days.  Unlike cumulative imbalance trading, gas in storage accounts will not be eligible to create positive chips or to offset a negative chip position during the imbalance rights trading period.  Trading between different OFO days and using storage after the gas day occurs would change the incentive of balancing agents to comply with the OFO on that particular day.  Trading of chips does not change these incentives to comply with the OFO order. 

3.3.3.3.3
Chips are cleared after the month is over.  For example, if there were five different OFO days during the previous month, each balancing entity would have five separate trading accounts and associated chips.  

3.3.3.3.4
For each individual OFO day, entities with positive (black) chips will be able to sell them at a mutually agreed upon price to those entities needing to offset their negative (red) chips.  The market would establish the price for positive chips.  It is likely that the price to buy positive chips would be much lower than the noncompliance charge if a large number of entities are below the tolerance band and are competing to sell their positive chips.  When only a few entities have positive chips for sale, the price would likely be close to the noncompliance charge, but should never exceed the noncompliance charge.

3.3.3.3.5
Those entities with net negative (red) chips remaining after the trading period would be billed for the commensurate noncompliance charges for the related OFO.  It is possible, although not likely, that an entity who was physically in balance during the OFO could end up in a negative chip position and pay noncompliance charges.

3.3.3.4
Electronic Trading and Confirmation System:  Once implemented on or before October 1, 2001, the  electronic trading and electronic confirmation of offline trades of OFO day imbalance rights (chip) will be included as part of the sole-source contract with TPSP , and subject to the terms of that contract.  Under this contract, TPSP  and SoCalGas will establish the necessary interfaces, and TPSP  will provide the necessary screens and trading platform.  SoCalGas will ensure its systems will verify compliance with the trading rules, record the trades, and adjust the payments of noncompliance charges accordingly.  

3.3.3.5    Electronic Trading Fees:    A smaller fixed subscription fee will be made available for those entities who only want to use the TPSP  for imbalance rights trading, and not commodity trading.  TPSP  will charge a transaction fee to both the buyer and seller performing electronic trading or electronic confirmation of offline trades.  This fee will be capped, and any discounts made available on a nondiscriminatory basis.  SoCalGas may receive a share of these fees, subject to mutual agreement between SoCalGas and TPSP .  SoCalGas will be entitled to retain its share of the fees, subject to the cap provided in Part I, Section 1.6.1.1 of this Settlement Agreement.
3.3.3.6 Contingent upon finding and putting the services of a TPSP in place on October 1, 2001, the SoCalGas GasSelect platform for entities to advertise, post and confirm OFO Day Imbalance Rights trades will be discontinued as soon as the TPSP service is available.  
3.3.3.7 If SoCalGas is unable to contract with and have in place the services of a TPSP by October 1, 2001, and unless and until a TPSP is provided, SoCalGas will continue to offer the GasSelect system developed for use commencing on April 1, 2001 that provides advertising, posting and confirmation of OFO Day Imbalance Rights trades.
6.3
Establish a Secondary Market [Trading System] via a Utility Electronic 
Bulletin Board

6.3.1
Summary of D.99-07-015:  Participation in the secondary market transactions through a mandatory Electronic Bulletin Board is consistent with the Commission’s goals of enhancing market efficiency, preventing anti-competitive behavior, and providing additional competitive tools to the marketplace.  Considering that all secondary market transactions will need to be confirmed through the utility, the Commission believes the utility should be required to provide the electronic bulletin board.  However, the Commission wants to understand the costs of providing such a service before determining whether to require its provision.  (p. 79, FoF 38, Appendix C)
6.3.2
Current Secondary Market Trading:  There is currently no secondary market trading of transmissionrights on the SoCalGas or SDG&E system because no such rights exist.

6.3.3
Electronic Trading System Provisions: SoCalGas will make its best effort to contract with a Third Party Service Provider (TPSP) and have in service by October 1, 2001, a platform for anonymous storage and transmission-rights trading.  SoCalGas will make available from April 1, 2001, until storage trading service is available from the TPSP, a platform for anonymous storage rights trading. SoCalGas will institute a system of electronic trading of backbone transmission-rights in a secondary market as described below.  SDG&E will not do so pursuant to this Settlement Agreement because it does not establish such rights on the SDG&E system.  SoCalGas will facilitate a voluntary and anonymous secondary market trading system for firm backbone transmission capacity as part of its sole-source contract with a TPSP , and subject to the terms of that contract.  The following provisions will apply:

6.3.3.1
Storage and  firm transmission capacity by receipt point will be included on the electronic trading platform.  

6.3.3.2
TPSP  and SoCalGas will establish the process for reporting assignments, and TPSP  will provide the screens and trading platform.  

6.3.3.3
TPSP  will notify SoCalGas of the capacity assignment upon completion of a trade and SoCalGas will adjust its records accordingly and issue a new authorized nomination number to the assignee.

6.3.3.4 TPSP  will post on its electronic trading platform a summary of the completed transactions, listing the amount of capacity, the receipt point (for transmission), transaction price and the term of the assignment.  Customer names will not be provided.
6.3.3.5 If SoCalGas is unable to contract with and have in place by October 1, 2001, and unless and until a TPSP is provided, the services of a TPSP to provide a platform for entities to advertise, post and confirm, transmission-rights and storage rights trading, SoCalGas will offer thereafter a system on GasSelect that provides advertising and posting and confirmation of transmission and storage-rights trades.
6.3.4   Trading Fees:  .  A smaller fixed subscription fee will be made available for those entities who only want to use TPSP  for capacity trading, and not commodity trading.  TPSP will charge a transaction fee to both the buyer and seller.  SoCalGas will receive fifty percent (50%) of the transaction fees to cover its ongoing costs and services.  The fifty percent received by SoCalGas will be subject to the provisions of Section 1.6 of Part I (Introduction) of this Settlement Agreement.
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