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Justin Lee Brown       Advice Letter 1006   

Vice President/Regulation & Public Affairs 

Southwest Gas Corporation 

P. O. Box 98510 

Las Vegas, NV 89193-8510 

 

Subject:  Southwest Gas Corporation Advice Letter 1006 Request for Modification of 

                its Gas Cost Incentive Mechanism 

 

Dear Mr. Brown: 

 

Southwest Gas Corporation (SWG) Advice Letter (AL) 1006 is approved with the following 

conditions effective as of this date for the Gas Cost Incentive Mechanism (GCIM) Year 

beginning November 1, 2016 through October 31, 2017.  

 

Background 

On March 23, 2016, SWG filed Advice Letter 1006 seeking authorization to revise its GCIM to 

include additional benchmarks.  SWG’s current GCIM for its southern California service 

territory benchmarks all natural gas purchases to monthly price indices.  SWG’s proposed 

changes would include daily price indices to allow appropriate evaluation of SWG’s natural gas 

purchases.    

 

SWG states that the current GCIM does not appropriately provide SWG with the flexibility to 

address the recent events outside of the company’s control affecting SWG’s natural gas 

procurement.  Three events influencing SWG’s procurement include 1) the concerns about the 

availability of Southern California Gas Company (SoCalGas)’s Aliso Canyon underground 

storage facility; 2) SoCalGas’ recent implementation of tariff changes permitting high and low 

Operational Flow Orders (OFOs) and Emergency Flow Orders (EFOs); and 3) SoCalGas’ 

proposal to implement daily balancing which would increase the risk of balancing penalties for 

SWG.  SWG is a wholesale customer of SoCalGas and serves a combination of residential and 

small commercial customers. 

 

Protests and Reply 

On April 12, 2016, the Office of Ratepayer Advocates (ORA) filed a protest to AL 1006 arguing 

that SWG had not provided adequate justification or support to indicate that the current structure 

of its GCIM is inadequate for SWG to manage unforeseen costs.  ORA argues that the Volatility 

Mitigation Program (VMP), a component in the GCIM, allows SWG to secure supplies during 

any unforeseen events.  The VMP program covers up to 25 percent of the total forecasted annual 

supply.   ORA recommends rejecting the Advice Letter, but alternatively, stated that if the 

Commission decides to approve AL 1006, that the proposed changes be accepted on a temporary 

basis due to the current withdrawal limitations on the Aliso Canyon storage.  
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In its reply to the protest, SWG states that the current measurement of monthly price indices is an 

inappropriate measurement of its natural gas purchases.   The proposed revisions would allow for 

daily natural gas purchases to be measured against daily price indices.  SWG also argues that the 

modifications do not alter the evaluation of its natural gas purchases nor does it relieve SWG 

from its obligations for prudent natural gas purchases.  SWG’s GCIM would still be subject to 

the GCIM’s provisions regarding shared costs or savings between SWG and its customers.  SWG 

also states that SWG already uses the maximum purchase of 25 percent allowed by the VMP.  

Additionally, in the absence of reliable storage injection rights to store excess quantities, the 25 

percent limit would likely increase shared costs between SWG and its customers when demand 

does not require using all of the 25 percent.   

 

SWG included in its reply three scenarios with the results of the GCIM calculation using SWG’s 

last five GCIM periods, assuming no storage access from SoCalGas.   Scenario 1 assumes no 

modifications to the current GCIM structure.  Scenario 2 includes the modification to include the 

daily price indices, but excludes the proposed modification to the remove daily noncompliance 

charges incurred by recent changes to SoCalGas’ Operational or Emergency Flow Orders from 

the GCIM calculation.  Scenario 3 adopts all the modifications proposed in SWG AL 1006.    

According to SWG’s calculations, Scenario 1 and 2 would have resulted in additional costs to the 

GCIM calculation while Scenario 3 would have resulted in costs within the upper benchmark 

tolerance band with no shared savings or shared costs between SWG and its customers.   

 

Discussion 

In light of SoCalGas' current storage and balancing situation due to the uncertainty of Aliso 

Canyon storage facility, Energy Division staff agrees to the proposed modification in SWG AL 

1006 conditionally for the upcoming winter.   SWG has provided Energy Division staff with 

sufficient justification to approve the proposed modifications for the upcoming winter given the 

uncertainty surrounding SoCalGas’ Aliso Canyon underground storage facility. 

 

Energy Division staff agrees that recent events on the SoCalGas system limit SWG’s ability to 

use storage injections, withdrawals and transfers on a daily and monthly basis to ensure that 

SWG is within its monthly balancing tolerances.  Including a daily index in SWG’s current 

southern California GCIM benchmark would provide SWG with an additional option to avoid 

SoCalGas’ OFO imbalance charges and penalties with the intent to ensure reliability and reduce 

costs to shareholders and SWG customers.   The current GCIM and VMP for SWG’s southern 

California service territory do not provide sufficient flexibility for SWG to mitigate SoCalGas’ 

restrictive changes to balancing and storage.  SWG currently already includes daily price indices 

in its northern California GCIM benchmark, where SWG also has limited storage.   

 

SWG acknowledges that its GCIM will still be subject to justification in its annual GCIM report.   

For comparison purposes and evaluation going forward, SWG is required to provide two 

scenarios in its next GCIM report.  Similar to the scenarios provided in SWG’s reply to ORA’s 

protest, SWG will provide one scenario with GCIM calculations without the approved 

modifications from AL 1006 and a second scenario with GCIM calculations with the approved 

modifications from AL 1006 for the GCIM Year beginning November 1, 2016 extending through 

October 31, 2017.    
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Energy Division staff agrees with ORA that the proposed changes by SWG should be accepted 

on a temporary basis due to the uncertainty of SoCalGas’ Aliso Canyon storage withdrawal 

limitations.  Approval of the modification of this performance based tariff is appropriate for 

disposition by Energy Division under General Order 96-B, Energy Division Rule 5.2, 

subdivision 5.
1
  Therefore, SWG AL 1006 is approved only for the upcoming SWG GCIM year 

beginning November 1, 2016 extending through October 31, 2017.  If SWG chooses to extend 

the modifications beyond October 31, 2017, SWG must request an extension for these 

modifications either through another advice letter filing or include it in another CPUC 

proceeding, such as its upcoming GRC filing scheduled for September 2017.      

 

Sincerely, 

 

 

 

Edward Randolph 

Director, Energy Division 

 

cc:  Valerie J. Ontiveroz, Regulatory Manager/California 

       Mark Pocta, ORA Program Manager 

       Nika Rogers, ORA 

                                                 
1
 General Order 96-B is available at http://docs.cpuc.ca.gov/PUBLISHED/GENERAL_ORDER/164747.htm.  
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