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Subiect: Submission‘of the Third Gas Supply Plan for the California 
Department of Water Resources (CDWR) Tolling Agreements 
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Pacific Gas and Electric Company (PG&E) hereby submits to the California 
Public Utilities Commission (Commission or CPUC) its third Gas Supply Plan 
(GSP-3), as required by Resolution E-3845, dated November 13, 2003. The 
resolution ordered PG&E to file its third Gas Supply Plan (GSP-3) no later than 
February 1, 2004 (or the next business day) for the period April I ,  2004 through 
September 30,2004. 

. 

Purpose 

Decision (D.) 02-12-069 and D.03-04-029 direct PG&E to consolidate fuel 
procurement strategies for the CDWR contracts and to submit them to CDWR 
and the Commission as a “Gas Supply Plan” on a semi-annual basis. PG&E 
submitted its first Gas Supply Plan (GSP-1) on March 25, 2003 for the period 
March 1, 2003 through August 31, 2003. The Commission adopted GSP-1 in 
Resolution E-3825, with modifications. PG&E submitted its second Gas Supply 
Plan (GSP-2) on August 15, 2003 for the period October 1, 2003 through March 
31, 2004. The Commission adopted GSP-2 in Resolution E-3845, with 
modifications and ordered PG&E to submit GSP-3 no later than February 1 , 2004 
for the period April 1, 2004 through September 30, 2004. 

In addition to the items included in GSP-2, Ordering Paragraph (O.P.) 5 of 
Resolution E-3845 directs PG&E to continue to provide detailed information 
concerning its analyses used in its decision making process and, in particular, to 
provide a thorough discussion concerning the analytical tools and resources 
used to assess future gas market price volatility in connection with its risk 
management strategies. 

PG&E provides a confidential copy of GSP-3 in Attachment A to this Advice 
Letter. Attachments B through E are appendices to GSP-3. Confidential 
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Appendices A, B and E contain the Sample Calculations, CDWR's proposed 
Fuels Protocols and Discussion of Swaps vs. Options for Hedging, respectively. 
Appendix D contains Pipeline and Storage Tariffs. 

Protest Period 

Anyone wishing to protest this filing may do so by sending a letter by 
February 22, 2004, which is 20 days from the date of this filing. The protest 
must state the grounds upon which it is based, including such items as financial 
and service impact, and should be submitted expeditiously. Protests should be 
mailed to: 

IMC Branch Chief - Energy Division 
California Public Utilities Commission 
505 Van Ness Avenue, 4'h Floor 
San Francisco, California 941 02 
Facsimile: (41 5) 703-2200 
E-mail: jjr@cpuc.ca.gov 

Copies should also be mailed to the attention of the Director, Energy Division, 
Room 4005 and Jerry Royer, Energy Division, at the address shown above. It is 
also requested that a copy of the protest be sent via postal mail facsimile to 
Pacific Gas and Electric Company on the same date it is mailed or delivered to 
the Commission at the address shown below. 

Pacific Gas and Electric Company 
Attention: Brian Cherry 
Director, Regulatory Relations 
77 Beale Street, Mail Code BIOC 
P.O. Box 770000 
San Francisco, California 94177 
Facsimile: (41 5) 973-7226 
E-mail: RxDd@pqe.com 

Effective Date 

PG&E requests that this advice filing become effective on April 1, 2004, in 
accordance with Resolution E-3845. 

Notice 

In accordance with General Order 96-A, Section Ill, Paragraph GI  a copy of this 
advice letter excluding the confidential appendices is being sent electronically 
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and via U.S. mail to parties shown on the attached list and the service list for 
Rulemaking (R.) 01-1 0-024. Non-market participants who are members of 
PG&E’s Procurement Review Group and have signed appropriate Non- 
Disclosure Certificates will also receive the advice letter and accompanying 
confidential attachments by overnight mail. 

The portions of this advice letter so marked Confidential Protected Material are in 
accordance with the May 20, 2003, Modified Protective Order in R.O1-10-024 
regarding Confidentiality of Pacific Gas and Electric Company (PG&E) Power 
Procurement Information. As required by that Order, reviewing representatives 
of Market Participating Parties will not be granted access to Protected Material, 
but will instead be limited to reviewing redacted versions of documents that 
contain Protected Material. 

Address change requests should be directed to Sandra Ciach at (415) 973-7572. 
Advice letter filings can also be accessed electronically at: 

http://www.pge.com/customer_services/business/tariffs/ 

. -  
Karen A. Tomcala 
Vice President - Regulatory Relations 

cc: Service List - R. 01-10-024 

Attachments 

Confidential Attachment A - Gas Supply Plan (GSP-3) for CDWR Tolling Agreements 

Confidential Attachment B - GSP-3 Confidential Appendix A - Sample Calculations 

Confidential Attachment C - GSP-3 Confidential Appendix B - CDWR Fuels Protocols 

Attachment D - GSP-3 Appendix C - Pipeline and Storage Tariffs 

Confidential Attachment E - Discussion of Swaps vs. Options for Hedging 
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1. Executive Summary 

On December 19,2002, the California Public Udities Commission (Commission) issued 
Decision (D.) 02-12-074 approving Pacific Gas and Electric Company’s Q?G&E) Short- 
Term Procurement Plan for 2003, with molfications. PG&E’s Short-Term Plan 
lscusses PG&E’s cmrent portfolio includmg the California Department of Water 
Resources (CDWR) contracts allocated to PG&E for operation and lspatch, residual 
open market positions, risk assessment, and proposed transactions and h t s .  On May 
15,2003 PG&E filed its 2004 Short Term Plan and the Commission subsequently 
approved this plan with molfications on December 18,2003 ($3.03-12-062). WMe the 
Short-Term Plans focus on the procurement of electricity, they also discuss the 
contribution of fuel (natural gas) to the value and price sensitivity of PG&E’s open 
market position. Fuel management for the CDWR contracts is part of the strategy that 
is generally lscussed in the Short-Term Plans. 

On April 3,2003 the Commission approved the Operating Agreement between CDWR 
and PG&E (D.03-04-029). On April 17 PG&E filed the fully executed Operating 
Agreement with the Coinmission through Advice Letter 2374-E. The Operating 
Agreement enables PG&E to perform the operational, lspatch, and administrative 
functions for CDWR’s Long-Term Power Purchase Contracts as of April 17,2003. Of 
the 21 CDWR contracts allocated to PG&E, 13, representing six lfferent 
counterparties, have provisions for gas tokng. The Operating Agreement requires 
PG&E to submit a semi-annual fuel plan for these gas-tohng arrangements to CDWR 
and the Commission for review and approval. 

PG&E submitted its first Gas Supply Plan for CDWR Tohng Agreements (March 25, 
2003 through November 12,2003) (GSP-1) on March 25,2003 through Advice Letter 
2359-E. The Commission approved the plan with molfications on July 10,2003 
(Resolution E-3825). PG&E submitted its GSP-2 (November 13,2003 through March 
31,2004 on August 15,2003 through Advice Letter 2410-E. That plan was approved by 
the Commission with modifications on November 13,2003 (Res. E-3845). This 
document is PG&E’s third semi-annual Gas Supply Plan (GSP-3), covering the period 
April 1,2004 through September 30,2004 (though PG&E has included data through 
March 2005 in t h s  plan). PG&E finds that a time horizon of 1-year (two full seasons: 
summer and winter) provides a more complete picture of its gas supply and associated 
risk management strategies and plans and facllrtates more proactive physical and financial 
transactions. The contents of ths  plan are consistent with the format used in the first 
two gas supply plans, but streamlined somewhat, as agreed to by CDWR. PG&E is 
scheduled to submit its next plan, GSP-4, on August 1,2004. 

Per the Operating Order, PG&E began managing these gas tokng agreements on 
January 1,2003. Under the provisions of the Operating Order, and subsequent 
Operating Agreement, PG&E has worked with CDWR to review the Generator Fuel 
Plans and to establish work processes for fuel procurement, risk management and 
settlements for CDWR’s contracts. In the twelve months PG&E has been managing 
these agreements it has facllitated more than 20 bdhon cubic feet (Bcf) of physical gas 
purchases through more than eighty transactions. 
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gas and delivering it to the Fuel Manager, whereas the Fuel Manager is responsible for 
delivering. pas to the d a n t  and balancing. gas sumlies with consumDtion on a dailv and a 

The PPM Energy (formerly PacifiCorp) contract does not allow CDWR to 
become the Fuel Manager. 
The Coral contract w d  not become a tohng agreement untd Januaiy 1,2006. 

PG&E’s Electric Fuels Management (EFM) group within its Gas and Electric Supply 
organization continues to manage the fuel supply functions for the CDWR contracts. 
The group continues to have just three and a half full-time employees: a manager, a 
strategist (shared with electric), a trader and a scheduler. PG&E also continues to 
dehcate a position in its Power Settlements department to perform the settlement 
functions related to fuel procurement. 

than 3 weeks ahead of schedule. The system has automated a number of manual 
processes including: trade capture, scheduling, gas management (balancing), mark-to- 
market reporting, confirmations, settlements, and management reporting. PG&E also 
completed documentation of its processes and procedures as part of the 
implementation. PG&E also implemented its risk management strategy as described 
in GSP-2. 

v v  

agreements since January 1,2003. PG&E wdl implemen; the CDWR Fuels Protocols 
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whch were issued in completed form on December 8,2003 (Appendur B). PG&E wiU 
conduct a Request for Offers (RFO) for firm gas storage service for the term April 1, 
2004 through March 31, 2005, as hec ted  by the Commission in Resolutions E-3845. 
PG&E wdl implement TeVaR in measuring the risk exposure of its electric portfolio. 
PG&E wdl execute its risk management strategy for CDWR gas as described in t h s  plan. 
And finally, PG&E wdl update its process and procedures documentation to ensure it is 
up-to-date with the latest work procedures. 

Today, the natural gas marketplace is marked by historically hgh prices and volaUhty. 
Gas prices are currently running around $l.OO/MMBtu hgher than this same time last 
year. 

PG&E continues to b d d  a portfolio of gas supplies and other services to provide a cost 
effective fuel supply for the CDWR contracts. PG&E is using CDWR’s North 
American Energy Standards Board (NAESB) contracts, International Swaps and 
Derivative Association (ISDA) contracts and other contractual arrangements supported 

a 1-year firm storage contract for the term beginning April 1,2004 in earlv 2004. as 

PG&E is monitoring the fuel price risk of the CDWR portfolio as part of PGBE’s net 
open position. If needed. PG&E wdl use risk manapement tools on the electric or pas 

PG&E is proud of its performance in managing the CDWR contracts in 2003. As 
described in this plan, PG&E wdl use its knowledge and expertise in energy procurement 
to operate a well-managed program for the benefit of its customers in 2004. 
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2. Introduction 

On December 19,2002 the Commission approved D.02-12-074, molfying PG&E’s 
Short-Term Procurement Plan for 2003, which was filed on November 12,2002. 
PG&E’s Short-Term Plan dlscusses PG&E’s current portfolio including CDWR 
contracts allocated to PG&E for operating and dlspatch purposes, residual open market 
positions, risk assessment, and proposed transactions and h t s .  On May 15,2003 
PG&E fded its 2004 Short-Term Plan and the Commission subsequently approved h s  
plan with molfications on December 18,2003 (D.03-12-062). The Short-Term Plans 
focus on the procurement of electricity, but also dlscuss the contribution of fuel (natural 
gas) to the value and price sensitivity of PG&E’s open market position. Fuel 
management for the CDWR contracts is a part of the strategy generally dscussed in the 
Short-Term Plans. 

On April 3,2003 the Commission approved the Operating Agreement between CDWR 
and PG&E (D.03-04-029). On April 17 PG&E filed the fully executed Operating 
Agreement with the Commission through Advice Letter 2359-E. The Operating 
Agreement enables PGPcE to perform the operational, dspatch, and adrmnistrative 
funcuons for CDWRs Long-Term Power Purchase Contracts as of April 17,2003. Of 
the 21 CDWR contracts allocated to PG&E, 13, representing six dfferent 
counterparties, have provisions for gas tohng. The Operating Agreement requires 
PG&E to submit a semi-annual fuel plan for these gas- tohg  arrangements to CDWR 
and the Commission for review and approval. 

PG&E submitted its first Gas Supply Plan for CDWR T o h g  Agreements (March 25, 
2003 through November 12,2003) (GSP-1) on March 25,2003 through Advice Letter 
2359-E. That plan was approved by the Commission with molfications on July 10, 
2003 (Resolution E-3825). PG&E submitted its GSP-2 (November 13,2003 through 
March 31, 2004 on August 15, 2003 through Advice Letter 2410-E. That plan was also 
approved by the Commission with modifications on November 13,2003 (Res. E-3845). 
This document represents PG&E’s third semi-annual Gas Supply Plan (GSP-3), 
covering the period April 1,2004 through September 30,2004 (though PG&E included 
data through March 2005 in this plan). PG&E finds that a time horizon of 1-year (two 
full seasons: summer and winter) provides a more complete picture of its gas supply and 
risk management strategies and plans. The contents of t h s  plan are consistent with the 
format used in the first two gas supply plans, but streamlined somewhat as agreed to by 
CDWR. PG&E is scheduled to submit its next plan, GSP-4, on August 1,2004. 

The CDWR contracts allocated to PG&E represent six counterparties includmg Calpine, 
CalPeak, Coral, GWF, PacifiCorp, and Wellhead. These contracts represent 1,983 Mw 
of dispatchable contract capacity for 2004. Changes for 2004 include the expiration of 
the t o h g  portions of the Calpine 1 and Calpine 2 contracts (800 MW), the addtion of 
400 h4X of must take energy under the Calpine 1 contract, and an increase of 1 O O M W  
under the PPM Energy contract beginning July 1, 2004. 

Each of the CDWR tolling agreements has a variety of options for 
options to supply fuel (tolling) and to manage deliveries to the plants. 
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services that both compensate them for their efforts and protect them from the risk of 
changing market and supply conhtions. 

In its first two pas S U D D ~ V  d a n s  PG&E discussed two fundamental strategies that CDWR 

PG&E. as CDWR’s h t e d  agent (PADLA - PG&E 

As duected by the Commission in Resolution E-3825, PG&E will provide adchtional 
information regardmg this plan to CDWR upon CDWR’s request. Also, as duected by 
the Coinmission in Resolution E-3845, PG&E wdl make available: “all pertinent 
information (e.g., prices, quantities, etc.) and supporting documentation concerning 
transactions as well as analyses, forecasts and related data used for decision mahng 
purposes pursuant to its approved Gas Supply Plans to the Coinmission staff upon 
request”. 

PG&E submitted a draft of GSP-3 to its Procurement Review Group (l‘RG) and 
CDWR on December 31,2003.’ PG&E staff subsequently met with CDWR staff on 
January 22 to chscuss the draft GSP-3. On Januaiy 27, CDWR sent advance comments 
and corrections to PG&E via email. PG&E has included a number of CDWR’s 
comments into this version of the plan. 

On December 17,2003 PG&E presented its PRG with a summary of its strategy to 
hedge the value of pipeline capacity that CDWR receives under its tolling agreement 
with PPM Energy (see Section 5.0. Under the agreement, CDWR must flow this pipeline 
capacity full on a daily basis, and thus, the benefit of the capacity is independent of 

’ PG&E submitted GSP-3 to DWR on December 3 1,2003 to allow DWR and PG&E’s PRG 30 days to 
review the draft plan and then to meet the February 1,2004 filing date established by the Commission in 
Resolution E-3845. 
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electric dispatch under the t o h g  agreement. PG&E proposed to financially hedge the 
value of this pipeline capacity and received general concurrence from its PRG on this 
s tra tegy. 

On January 22, PG&E met with its PRG to Qscuss GSP-3, its hedging strategy for 
CDWR gas and its upcoming RFO for gas storage. The session began with an overview 
of the changes from GSP-2 to GSP-3 and finished with a detailed lscussion of PG&E’s 
proposed hedging strategies. The PRG presentation was followed by a question and 
answer session. PG&E subsequently met with representatives of CDWR, who attended 
the PRG meeting and answered more questions and received feedback on the plan. 
Following the PRG meeting, PG&E sent an email to the PRG with meeting minutes and 
requested concurrence with the hedging strategies presented in the plan. PG&E 
subsequently received feedback from ORA on the firm storage RFO, which wdl be 
addressed in PG&E’s RFO results fhng. PG&E made several changes to this plan 
based on feedback from the PRG meeting. 
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3. CDWR Tolling Agreements  Managed by PG&E 

In its two previous gas supply plans, PADLA $G&E As CDWR’s Limited Agent) 
elected to supply fuel under its allocated CDWR tobng agreements. This section 
compares the generator fuel portfolios with PADLA’s proposed fuel supply portfolio. 
PG&E wdl continue to estimate CDWRs cost under the generators’ fuel plans as a 
benchmark for comparison to PADLA’s portfolio. 

a. For Contracts Where Generator Provides Gas 

Ths section provides a brief description of the terms of the generator contracts and 
fuel plans and a forecast of the expected cost of fuel provided under these plans for 
the Deriod A ~ r d  1.2004 through March 31,2005, based on market con&tions as of 

I i. Period of Supply 

Pacific Gas and Electric Company 
Figure 1 

CDWR Contract Calendar 
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ii. Projected Monthly and Daily Gas Volume 

Gas volumes for each of the CDWR contracts was forecasted using GenTrader, 
a software tool for power generation asset optimization (produced by Power 
Costs, Inc., of Norman Oklahoma). GenTrader optimally &spatches all PG&E 
resources, includmg the CDWR contracts, based on each resource’s specific 
operating constraints, flexibhty and market prices. The system enables PG&E 
to minimize generation costs and maximize the value of generauon assets, 
includmg CDWR contracts, Uullty Retained Generation (URG) and market 
purchases. 

The key assumptions behmd the forecast include: 

0 

Current electric and gas folward cuives 
Operating characteristics of u d t y  retained generation inclucbng hydro and 
pumped storage 
Operating characteristics and contract terms of the CDWR contracts 0 

Pacific Gas and Electric Company 

Calpine 3 
Calpine 4 

PlLl Energy (PacifiCorp) 
GWF HanfordlHenrietta 
GWF Tracy (111) 
CalPeak Panoche 
CalPeak Vaca Dixon 
Vellhead Gates I ellhead Panoche 

Tota 

- 

ellhead Fresno 

- .  
Table l a  

Sas Volume bv CDWR Coiltract 

n-a 

a 
a 

I 

m is in-the-money, that is, 
the incremental cost of generation is lower than the current market mice of vower. 
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, 

- PGS~E has run t h s  model under a range of 
~~ 

assumptions and has found that the 

Pacific Gas and Electric Company 

Calpine 3 
Calpine 4 
PPM Energy (PacifiCorp) 
GWF Hanford/Henrietta 
GWF Tracy 011) 
CalPeak Panoche 
CalPeak Vaca Dixon 
Wellliead Gates 
Wellliead Panoclie 
Wellhead Fresno 

. .  

Table 1 b 
1 Gas Volume bv CDWR Contract 

I rn rn 
I 

I 
I 
I = 

comDarison of the averape dailv gas Drofdes of the whole CDWR portfolio bv 

Pacific Gas and Electric Company I Table 2a 

Calpiiie 3 
Calpiiie 4 
PPM Energy (PacifiCorp) 
GWF Hanford/Henrietta 
GWF Tracy (HI) 
CalPeak Panoclie 
CalPeak Vaca Dixon 
Wellhead Gates 
Wellhead Panoche 
Wellhead Fresno 

as Volume by CDWR Contract 
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ri 

! 

Pacific Gas and Electric Company 

B 
Calpine 3 
Calpine 4 

PM Energy (PacifiCorp) 
GWF Hanford/Henrietta 
GWF Tracy (III) 
CalPeak Panoche 

ellhead Gates 
ellhead Panoclie 
ellhead Fresno 

Table 2b 
;as Volume bv CDWR Contract 

Pacific Gas and Electric Company 

Calpine 3 
Calpine 4 
PPM Energy (PacifiCorp) 
GWF Hanford/Henrietta 
GWF Tracy (111) 
CalPeak Panoche 
CalPeak Vaca Dixon 
Wellhead Gates 
Wellhead Panoclie 
Wellhead Fresno 

~. 
Table 3a 
;as Volume bv CDWR Contract 

Thousand MI  b 
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Pacific Gas and Electric Company 

Calpitie 3 
Calpine 4 

PM Energy (PacifiCorp) 
GWF Hanford/Henrietta 
GWF Tracy (III) 
CalPeak Panoche 
CalPeak Vaca Dixoii 

ellhead Gates 
ellhead Panoche 
ellhead Fresno 

Table 3b 
as Volume by CDWR Contract 
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Pacific Gas and Electric Company 
Figure 2 

w 

12 



iii. Gas Pricing Mechanisms 

Complete descriptions of the generator fuel cost mechanisms are included in 
Appenhx A of PG&E’s Gas Supply Plan 25 and are incorporated in this plan by 
reference since they have not changed. Below is a summary table that describes 
the approach of each mechanism by generator: 

Pacific Gas and Electric Company 

CalPeak 

I 

Calpine 

Coral 

(PacifiCorp) 

Table 4 I 

PG&E Citygate: Monthly, daily, and intra-day indexes, adders for 
market risk (variable), LDC transport, fuel management and risk 
management 
PG&E Citygate: Monthly, daily and intra-day indexes, adders for 
market risk ?fixed) and LDC transport 
(no fuel ootion until 2006) 
PG&E Citygate: Monthly and daily indexes, adders for market 
risk (fixed daily, variable monthly), LDC transport, fuel 
management, taxes & fees 
Alberta (AECO ‘C’): Monthly & daily indexes (C$), adders for 
pipeline variable charges and shrinkage, and heat rate (based on 

PG&E Citygate: Monthly, daily and intra-day indexes, adders for 
fuel management, risk management, LDC transport, mainline 

iv. Projected Monthly and Seasonal Gas Costs 

Tables 5a and 5b provide the results of applying the gas pricing mechanism in 
each contract and Generator Fuel Plan to the volumes forecasted with 

contracts expired in December 2003. 

Gas Supply Plan 2 for DWR Tolling Agreements, November 13,2003 through March 3 1, 2004, Pacific 
Gas and Electric Company, August 15,2003 (Supplemental Filing November 24,2003), Appendix A. 
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Pacific Gas and Electric Company 
Tahle 5a I - 

(thousand %) 

Calpine 3 
Calpine 4 
PPM Energy (PacifiCorp; 
GWF Hanford/Henriet. 
GWF Tracy (III) 
CalPeak Panoche 
CalPeak Vaca Dixon 
Wellhead Gates 
Wellhead Panoche 
Wellhead Fresno 1 

Pacific Gas and Electric Company 
Tahle 511 

I I 
I (thousand %', I 

Energy (T'acifiCorp) 
Hanford/Henrietta 

ellhead Panoche 
ellhead Fresno 
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b. For Contracts Where PADLA Provides Gas 

i. Period of Supply 

ii. Projected Monthly and Daily Gas Volume 

i chart in Figure 2 also applies to both cases. 

iii. Projected Monthly and Seasonal Gas Costs 

Note: this cost does not include PG&E’s administrative cost for procuring fuel for the CDWR contracts. It 6 

also does not include the cost firm gas storage, which is discussed in Section 4.e. 
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d 

i 

Pacific Gas and Electric Company 
Table 6a 

Monthly Fuel Cost by CDWFC Contract - 

associated pipeline capacity increases from 34,560 MMBtu/day to 51,840 
MMB tu/day). 
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Pacific Gas and Electric Company 
Table 6b 

Monthly Fuel Cost by CDWR Contract - 
(thousand $', 

Calpine 3 
Calpine 4 , 

PM Energy (PacifiCorp) 
GWF Hanford/Henrietta 
GWF Tracy (HI) 
CalPeak Panoche 
CalPeak Vaca Dixon 

ellhead Gates 
ellhead Panoche i ellhead Fresno 
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I 

4. Gas Supply Strategies Where PADLA Supplies Gas 

This section describes, in detail, the portfolio 

a. Six-Month Goals 

PG&E has established the following goals for the term of GSP-3: 

0 Conduct a complete RFO process for a 1 -year firm gas storage product with the 
term April 1,2004 through March 31,2005. 
Update the physical position of the CDWR portfolio includmg mark-to-market 
at the end of each tradrng day. 
Capture the value of the firm pipeline capacity embedded in the PPM Energy 
contract whenever the PPM generating fachty at IUainath Falls is not 
Ispatched. 
Implement CDWR Fuels Protocols (see Appendur B for the first release of the 
completed protocols). 

0 

0 

b. Recommended Gas Supply Portfolio 

i. Contractual Periods 

In adItion, it is important to note that most of the t o h g  agreements allow 
CDWR to become the Fuel Supplier, the Fuel Manager, or both. The Fuel 
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PADLA is receiving the benefits of 
being Fuel Manager8 for CalPeak, 
and wdl take over full Fuel Manager 
responsibhties in Month (as ordered 
by the Comrmsslon in Resoluuon E- 
3825) when CDWR renews its fuel 

plant. 

Based on these benefits, PADLA 
intends to take over the following roles: 

Pacific Gas and Electric Company 
Table 7 

PADLA Role Elections 

Wellhead 
CalPeak Yes ______ 

PG&E wdl b d d  its supply portfolio for the term of GSP-3 to match the 
generation forecast in Section 3.a.ii for the term of GSP-3. 

Pacific Gas and Electric Company 
Table 8 

PADLA Sumlv Portfolio 

By “receiving the benefits of being Fuel Manager” PADLA retains balancing rights of the Fuel Manager 
without physically nominating gas to the generating facility on a daily basis. 

PG&E Gas Supply Plan 3 19 



ii. Approved Suppliers 

The list of gas suppliers approved by CDWR for use by PG&E, SCE and 
SDG&E is now part of CDWR’s Fuel Protocols (see Appendlx B). PG&E wdl 
also work with CDWR to add addltional approved suppliers to the list as 
necessaiy. 

PG&E w d  work closely with CDWR to ensure that CDWR remains within its 
c r e l t  h t s  and, if necessaiy, wdl request that CDWR increase c r e l t  h t s .  

PG&E wdl use CDWR-approved counterparties for financial tl-adlng per 
Resolution E-3825. 

In adhtion, CDWR is using NYMEX OTC clearing services to reduce counter- 
party credit risk and to reduce collateral requirements. 

iii. Supply Basin Mix 

PG&E has no particular supply basin preference. Phdosophcally, it is better to 
build basin diversity into the portfolio; however, the same diversity benefits can 
be acheved by choosing particular suppliers (based on their supply portfolios) 
for gas purchased at the California Border or PG&E Citygate. 

Second, based on these results, PG&E selects the most cost-effective supply 
source. 
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iv. Interstate P ipehe  Mix 

As stated above, PADLA’s pipeline choices will be driven by market conhtions 
at the PG&E Citygate, CA border and in the basins. The results of PG&E’s 
pricing analysis dictate the choice of pipeline path. 

PG&E reviewed the market value of interstate and intrastate caDacitv for the 

Pacific Gas and Electric Company 
I Table 9 

Notes: All prices and costs are US $/MhlBtu as of 
Rates on CGT Baja and Redwood are MFV 
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That said, the PPM Energy contract includes 34,560 MMBtu/day of firm 
capacity on TransCanada Alberta, TransCanada British Columbia (BC) and Gas 
Transmission Northwest (GTN) (the full reservation charges for each pipehe 
are included in the fixed capacity charge). If PPM Energy supplies fuel under the 
contract, it has the option to receive the benefit of the pipeline capacity when the 
plant is not operating. If CDWR supplies fuel, it has the option to receive the 

Note that PPM Energy is the shipper of record on GTN and wdl not release the 
capacity to CDWR, per CDWR’s letter agreement with PPM Energy. PPM wlll 
deliver CDWR gas to the plant when it is dlspatched or to CDWR at Malin when 
the plant is not dlspatched. 

In order for PG&E to operationally capture the benefits of this capacity as 
CDWR’s limited agent, PG&E needs to be able to execute transactions with 
its upstream affiliate, Gas Transmission Northwest Corporation. In Resolution 
3825-E, the Commission stated that PG&E must obtain a waiver from the 
Commission through a petition to modify D.02-10-062 in order to use GTN 
services on DWR’s behalf. PG&E filed such a petition on December 4,2003 
and looks forward to Commission approval. 

v. Pricing Mechanisms 

There are several standard pricing mechanisms that are accepted practice in the 
gas industry and defined by the NAESB. PG&E adheres to these practices. The 
choice of a particular pricing method is based on the risk position of PG&E’s 
electric portfolio, the nature of the load that the gas is supplying, and the amount 
of credit consumed by the method. 

PADLA intends to use the following pricing methods for the majority of gas 
purchases. Other methods may be added as market conditions change. PADLA 
may use a combination of these methods to buy gas transportation at a floating 
price. 
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Pacific Gas and Electric Company 
Table 10 

Pricinp Methods 

vi. CDWR‘s Fuels Protocol 

CDWR issued the frrst completed version of its Fuels Protocols on December 8, 
2003. They are intended to be implemented immedlately. The protocols are 
included in this plan as Appendlx B. 

In the resolution approving PG&E’s GSP-1 (Res. E-3825), the Commission 
duected PG&E to work with CDWR and the other utthties to develop “a 
proposal showing how unused p ipehe  or storage capacity can be made available 
to the other uthties in connection with their CDWR contract related duties or 
brokered.” Since this process wiU involve all three utthties and CDWR, PG&E 
proposes to add it to CDWR’s Fuel Protocols. In the resolution approving 
PG&E’s GSP-2 (Res. E-3845), the Commission stated: 

“In response, PG&E suggests that such a proposal is better suited for 
DWR’s Fuels Protocols because it would involve the other utthties as well 
as DWR. We agree with PG&E’s premise that coordmation with the other 
uultties is necessaiy to implement such a proposal and, thus, find the 
uultty’s response to this issue satisfactory. We wdl expect PG&E to 
actively pursue these matters in the course of their discussions with DWR 
concerning the Fuels Protocols or other appropriate forum.” (Res. E-3845, 
P. 12) 
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c. Recommended InterstatelCanadian Pipeline Plan 

As stated above. PADLA’s pipeline choices wdl be driven by market condtions at 

d. Recommended Intrastate/Distribution Pipeline Plan 

i. Intrastate Pipeline Capacity 

As stated above, PADLA’s pipeline choices will be driven by market condtions 
at the PG&E Citvmte. California border and in the basins. The results of 

ii. Distribution Pipeline Capacity 

Each of the fachties under contract with CDWR and allocated to PG&E has 
existing transportation contracts with their local dlstribution companies (LDCs). 
The generators wdl continue to contmct for hstribution capacity with their LDC. 

e. Recommended Storage Plan 

Gas storage has two main benefits: it enables PADLA to take advantage of seasonal 

The other storage-like product that wdl be used for balancing is parkmg and lendmg 
services on GTN‘ (for the PPM Energy contract), Transwestern (if used), and 
PG&E’s Golden Gate Market Center“’. As hnited agent for CDWR, PG&E wdl 

PG&E must obtain a waiver from the Commission through a petition to modify D.02-10-062 in order to 
use GTN services on DWR’s behalf. PG&E filed such a petition on December 4,2003 (PETITION OF 

GAS TRANSMISSION NORTHWEST CORPORATION SERVICES IN CONNECTION WITH 
DEPARTMENT OF WATER RESOURCES PPM ENERGY CONTRACT). 

PACIFIC GAS AND ELECTRIC COMPANY TO MODIFY DECISION 02- 10-062 FOR WAIVER FOR 

See Section 7.f for specific rules governing such transactions. 10 
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work with CDWR to establish accounts with each of these service providers where 
CDWR does not akeady have an account and then use them as supply arrangements 
as market condtions dictate. 

PG&E wdl provide a more complete valuation of storage with the filing of its 
Storage RFO results, lscussed below. Note that storage provides reliabhty and price 
protection benefits in both suimner and winter. 

Pacific Gas and Electric Company 
Table 11 

($932,665) ($0.87) 

In Resolution E-3825 the Commission directed PG&E to include in t h s  plan a 
“proposed plan for obtaining gas storage capacity as of April 1,2004 as well as 
minimum storage targets for May 31, 2004, includmg estimated storage related 
costs.” PADLA proposes to issue a request for offers (RFO) for firm storage 
capacity for the term April 1,2004 through March 31,2005 to all storage providers 

conducting this RFO as duected by the Coinmission in E-3845: 
.I in California by February 2,2004. PG&E wdl adhere to the following condltions in 

Submit the proposed RFO package, evaluation and selection criteria to 
PG&E’s PRG prior to its issuance; 
Issue the KFO to all in-state storage providers with prospective bidders given 
at least 21 calendar days to provide responses; 
PG&E’s EFM group WIU administer the RFO and hold all bids in confidence 
untd the results are presented to CDWR, the Director of the Commission’s 
Energy Division and PG&E’s PRG; 
PG&E wdl notify all prospective bidders that all received bids will be 
bindmg. 
The results of the RFO, PG&E’s RFO evaluation, and PG&E’s 
recommendation wdl be provided to CDWR, the Director of the 
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Commission’s Energy Division and PG&E’s PRG prior to consideration of 
the contract by CDWR. 

Pacific Gas and Electric Company 
Table 12 

PADLA Firm Storape ProDosal 
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Bids will be evaluatcd based on the -1 As stated 
above, the results of the RFO, PG&E’s RFO evaluation, and PG&E’s 
recommendation will be provided to CDWR, the Director of the Commission’s 
Energy Division and PG&E’s PRG. Upon approval by the Commission of the 
RFO, PG&E wdl submit the appropriate contracts, with its recommendation as to 
whether CDWR should enter into such contracts, to CDWR. 

~ ~ ~~ ~~~ 
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5. Recommended Gas Price Risk Management Strategies 

The gas price risk management strategy associated with the dqatchable CDWR 
contracts is part of the overall PG&E electric and electric 

in 2004 PG&E wdl measure the exposure of its electric portfolio against a customer risk 
tolerance h i t  using- a to-extllration value-at-risk (TeVaR) measure.” The approved 

Price risk occurs when there are open positions (long or short), created by a mismatch 
between load obligations and contracted or owned supplies. To PG&E, the CDWR 
dspatchable contracts on their own represent a long spark spreadI3 position. 
Simplistically, the conttacts can be viewed as a long position in electricity and a short 
position in fuel when the tokng arrangement is ‘‘in-the-in~ney.’”~ 

In general, PG&E assesses its overall portfolio risk weekly as follows: 
Measure portfolio TeVaR. 
Measure open position by subperiod (peak, off-peak) in average Mw. 
Deterinine the nature of the open position (long vs. short, obligation vs. 
economic, electric vs. gas). 
Formulate strategies to flatten the open position (electric and gas), if necessary. 
Determine associated gas hedging requirements related to proposed electric 
transactions. 
Strategies are not associated with DWR gas unul the formation of execution 
strategies (in other words, strategies are based on portfolio risk). 

a. Risk Assessment Over Next Twelve Months 

For the six-month term of this d a n  and for the six months followinp. PG&E is 

Pacific Gas and Electric Company’s 2004 Short-term Procurement Plan, Chapter 3. 

The difference between the market price for power and the equivalent cost of power generated with 

A contract where the forward market price for power is greater than the forward cost of generation. 

I I  

’* Ibid, p 3-2. 

natural gas at the current market price. 

13 

14 
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Quantifying Dispatched Gas Volumes 

The first consideration in quantifying expected gas volumes is to understand the 
terms and conditions regarding the dispatchability of specific CD WR power 

Econoinic surplus is when a contract is “in-the-money,” but contributes to a long market position 15 

because the output exceeds current obligations. 
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b. Risk Management Goals 

PG&E has established the following risk management goals for the term of GSP-3: 
0 Evaluate the risk position of PG&E’s electric portfolio and the contribution of 

CDWR’s t o h g  agreements to that position on a weekly basis. 
Measure the portfolio TeVaR as described in PG&E’s 2004 Procurement Plan 
on a weekly basis. 
Review all risk management procedures and controls to ensure that they reflect 
kmlementation of the Panorama pas manapement svstein. 

0 

0 

Issue a reauest for offers IRFO’, for a 1-vear firm storape moduct with a term 
April 1,2;04 through Makh 3;, 2005 -1 

c. CDWR Prior Review and Consent 

To date, both of CDWRs counterparties for financial transactions have required 
CDWR to consent to and execute each transaction. As long as these counterparties 
maintain this requirement, PG&E will continue to submit all financial transactions to 
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CDWR for review, approval and execution, as described in CDWRs Fuels Protocols 
(Appendm B). 

d. Risk Management Budget 

PG&E’s hedging activities support the management of its entir-e electric portfolio as 
described in its Short-Term Procurement Plans. The hedging strategies and tactics 
described in tlvs section are only for management of the risk contribution by the 
CDWR tohng agreements to PG&E’s entire electric portfolio. PG&E’s forecast of 
the amount needed for hedging activities over the period covered by the GSP-3 wdl 
change through t h e .  The deviations between actual condtions and forecast 
planning condtions wdl affect the open position and where PG&E stands in relation 
to its authorized portfolio risk tolerance level at any given point in time. 
Consequently, although PG&E can provide CDWR with a dollar amount for 
hedging on a planning basis, the actual amounts needed wdl vary as conQtions 
change. 

Hedging expenses have two main sources, broker fees from NYMEX OTC 
Clearing and option premiums. Hedging expenses do not include collateral to 
provide security to the counterparty for a transaction or any financial or 
physical settlement loss (because either would be offset by a corresponding 
physical gain). 

Pacific Gas and Electric Company 
Table 13a 

Estimated CDWR Gas Requirements Plannincl Basis Onlv) 

Pacific Gas and Electric Company 
Table 13b 

I Estimated CDWR Gas Reauirements Plannincl Basis Onlv) I 
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I Pacific Gas and Electric Company 

k Assumptions. 

I Pacific Gas and Electric Company 
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e. 

Pacific Gas and Electric Company 
Fimre 3 

April 2004 through March 2005 

Please see Appendix D, page D-4 for more discussion of the target hedge percentages. 16 
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I Pacific Gas and Electric Company r Table 15a 
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f. Hedging Strategy for Firm Pipeline Capacity 
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Pacific Gas and Electric Company 

g. Recommended Use of Risk Management Products 

Table 17 rovides a list of financial risk management tools” 1-1 P for the CDWR portfolio during the term of GSP-3. As PG&E and 
CDWR gain more experience managing this portfolio, PG&E anticipates that it may 
add more financial products to future gas supply plans for Cormnission and CDWR 
approval. 

” Storage, which is a physical tool for managing gas price risk in winter, is covered in Section 4.e. 

- 
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Pacific Gas arid Electric Company 
Table 17 

Table 18 lists the most common hedging objectives PG&E anticipates using during - 
the term of GSP-3 and ranks its choice of  tools to achieve these obiectives. ’ 

- 
The 

Pacific Gas and Electric Company 
Table 18 

Referred to as “Gas Purchases” in Authorized Procurement Products table in D.03-12-062. PG&E, like 
SCE, needs the ability to transact daily gas products. 
l 9  Referred to as “Financial Swap” in Authorized Procurement Products table in D.03-I 2-062. 
2o Ibid. 
21 Ibid. 

Referred to as “Financial call (or put) option” in Authorized Procurement Products table in D.03-12-062. 22 

23 Ibid. 
24 Ibid. 
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i. Illustrative Examples 

Fixed Price 

In order to streamline ths  plan, the illustrative examples of hedge transactions 
provided in GSP-2 are not repeated here but are incorporated by reference, since 
they w d  not ~ h a n g e . ~ ~ , ~ ~  

h. Discussion of Volatility 

In the resolution approving PG8cE’s second gas supply plan (Resolution 2845-E) 
the CPUC ordered PG&E to include a detailed discussion of volauhty in its next 
gas supply plan. Specifically, the order stated: “the utlllty shall provide a thorough 
cbscussion concerning the analytical tools and resources it uses to assess future 
gas market pice volaulity in connection with its risk management strateg~es”.~’ 
The following section provides a description of the principles underlying 
PG&E’s use of volatility, the processes PG&E uses for deriving and publislng 
volaulities, and how PG&E uses volathty in its risk management strategies. Ths 
cbscussion only applies to PG&E‘s electric procurement function (includmg 
fuel). 

i. Principles Underlying PG&E’s Use of Volathty 

25 PG&E proposed this change to CDWR and received CDWR’s concurrence. 
26 Gas Supply Plan 2 for DWR Tolling Agreements, November 13,2003 through March 3 1, 2004, Pacific 
Gas and Electric Company, August 15, 2003 (Supplemental Filing November 24,2003), pp. 32-35. 

Resolution 3845-E, Ordering Paragraph 4. 27 
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PG&E maintains organizational separation between tradmg departments and 
departments who gather and process inarket data for volathty and prices. This 
separation is critical to maintaining proper controls and oversight of the tradmg 
function. Such separation is a best practice in the energy industry. PG&E’s 
Uthty k s k  Management Department (URMD) is responsible for gathering 
market data for volaulity, processing that data, and publishmg volathty curves 
(and forward price curves) for use by the t ra lng  organizations in the Uthty. 
URMD reports to the Uttllty’s Chief Financial Officer whereas the uthty’s three 
t ra lng  organizations report to operating senior officers. 
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6. Gas Operations Plan 

In order to streamline this plan, the Gas Operations Plan provided in GSP-2 is not 
repeated here but is incorporated by reference from GSP-2’*. Should the substance of 
PG&E’s operations change in the future, PG&E wdl include a revised Gas Operations 
Plan in future Gas Supply Plans. 

One subject Qscussed in the Gas Operations section of GSP-2 has changed: 
implementation of the Panorama Gas Management system. PG&E completed 
implementation of the Panorama system on August 6,2003, more than 3 weeks ahead of 
schedule. The system has automated a number of manual processes for both physical 
and financial gas incluQng: trade capture, scheduling, gas management (balancing), mark- 
to-market reporting, confir-mations, settlement, and management reporting. PG&E also 
completed documentation of its processes and procedures as part of the implementation. 
Ths documentation includes management controls and points of process reconchation. 
The Panorama implementation and documentation has been reviewed and certified by 
an outside consulting firm. 

28 Gas Supply Plan 2 for DWR Tolling Agreements, November 13,2003 through March 3 I ,  2004, Pacific 
Gas and Electric Company, August 15, 2003 (Supplemental Filing November 24,2003), pp. 36-41. 
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7. Market Assessment for the Next Twelve Months 

Ths section provides the background information needed to produce thls plan and to 
assess the costs and risks of the strategies. 

a. Gas Price Forecasts 

Rather than use a forecast of gas prices based on econometric models, PG&E 
prefers to use foiward price quotes from physical and financial markets. The 
following forward gas prices are based on a combination of physical and financial 
market auotes from market makers. These prices reflect market condrtrons as of the 

all of the analysis presented in h s  plan. 

i. Basin and Border Prices 

Pacific Gas and Electric Company 
Table 19a 

Basin Forward Prices 
All nrices are in ITS. S/MMl3tu 

I Alberta I I  
1 RockvMountain 1 

Pacific Gas and Electric Company 
Table 19b 

Basin Foiward Prices 
All Drices are in U.S. $/MMBtu 
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