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M E M O R A N D U M  

TO: THE COMMISS 

, 
DATE: December 3 1,20 

RE: IN THE MAT ATION OF SOUTHWEST GAS 
CORPORATION FOR APPROVAL OF A MECHANISM TO ADDRESS 
PURCHASED GAS ADJUSTOR BANK BALANCES (6-01551A-02-0425, G- 
O 1970A-02-0425) 

On November 18, 2003, Southwest Gas Corporation (‘Southwest”) filed for Commission 
approval of a mechanism to address the purchased gas adjustor (“PGA”) bank balances of 
Southwest Gas and the Cave Creek Division of Black Mountain Gas (“BMG’). 

On July 25, 2003, the Commission approved the acquisition of BMG by Southwest 
(Decision Number 66101). In Decision Number 66101, the Commission ordered Southwest to 
“freeze the PGA bank balances for Black Mountain Gas Company and Southwest Gas 
Corporation upon consummation of the stock purchase transaction, shall maintain one PGA for 
the combined entities on a going forward basis, and shall make a filing with the Commission 
seeking approval of a mechanism to treat the balances in the frozen accounts that attempts to 
minimize the impact of any surcharge~.’~ Southwest consummated the stock purchase plan on 
October 21, 2003. As of the end of September 2003, Southwest’s reported PGA bank balance 
was overcollected by $14,630,766 and the BMG Cave Creek Division PGA bank balance was 
overcollected by $22,024. Southwest’s filing recommends a mechanism that combines the 
frozen PGA bank balances into a positive bank balance that will be retained, and will not, at this 
time, implement a per therm credit. 

The BMG Cave Creek Division PGA bank balance of $22,024 is of sufficiently small 
size that implementation of a separate PGA credit for the former Cave Creek Division customers 
would have a de minimus impact on customer bills (approximately $0.0034 per therm). 
Implementation of a credit at this level would be significantly smaller than any PGA credit or 
surcharge the Commission has approved in recent years. Therefore Staff believes, Southwest’s 
recommendation to merge the two PGA bank balances is the most reasonable and efficient way 
to address the issue of whether the two PGA bank balances should be addressed separately or in 
a combined fashion. 

In considering whether to implement a credit to address the combined PGA bank balance, 
the potential benefit of reducing customer bills in the short term must be carefully weighed 
against the potential impacts of such action over a longer term, including the potential to 
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exacerbate customer rate instability. In its request to the Commission for a mechanism that 
retains a combined positive balance, Southwest cites the expectation that natural gas prices will 
increase in the 2003/2004 winter heating season. If a credit were implemented in such a 
scenario, it is very possible that Southwest’s PGA bank balance could quickly swing to a sizable 
undercollection, possibly necessitating the implementation of a PGA surcharge in the near future. 
While natural gas prices are highly volatile and prices had trended gradually downward through 
the summer of 2003, in recent months prices have moved upward. For example, Gas Daily’s El 

on December 22, 2003. Given the potential for higher natural gas prices in the coming months, 
the likely sizable impact such prices would have on Southwest’s PGA bank balance, and the 
Commission’s expressed goal of reducing price volatility for customers, Southwest’s proposed 
handling of the frozen balances, at this time, is reasonable. Staff recommends approval of the 

, Paso San Juan Index moved from $4.105 per MMBtu on October 3 1 , 2003 to $6.08 per MMBtu 
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3Y THE COMMISSION: 

FINDINGS OF FACT 

1. Southwest Gas Corporation (“Southwest”) is engaged in providing natural gaz 

;ervice within portions of Arizona, pursuant to authority granted by the Arizona Corporatior 

Clommission. 

2. On November 18, 2003, Southwest filed an application (“Application”) fo  

Commission approval of a mechanism to address the purchased gas adjustor (“PGA”) b a d  

balances of Southwest and the Cave Creek Division of Black Mountain Gas (“BMG”). 

3. On July 25, 2003, the Commission approved the acquisition of BMG by Southwes 

(Decision Number 6 6 10 1). In D ecision N umber 6 6 10 1, the C ommission o rdered S outhwest t o 

“freeze the PGA bank balances for BMG Company and Southwest upon consummation of the 

stock purchase transaction, shall maintain one PGA for the combined entities on a going forward 

basis, and shall make a filing with the Commission seeking approval of a mechanism to treat the 

balances in the frozen accounts that attempts to minimize the impact of any surcharges.” 
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4. Southwest consummated the stock purchase plan on October 2 1 , 2003. 

5.  As of the end of September 2003, Southwest’s reported PGA bank balance was 

wercollected by $14,630,766 and the BMG Cave Creek Division PGA bank balance was 

wercollected by $22,024. 

6. Southwest’s filing recommends a mechanism that combines the frozen PGA bank 

3alances into a positive bank balance that will be retained, and will not, at this time, implement a 

3er them credit. 

7. The BMG Cave Creek Division PGA bank balance of $22,024 is of sufficiently 

small size that implementation of a separate PGA credit for the former Cave Creek Division 

xstomers would have de minimus impact on customer bills (approximately $0.0034 per therm). 

8. In considering whether to implement a credit to address the combined PGA bank 

salance, the potential benefit of reducing customer bills in the short term must be carefully 

Neighed against the potential impacts of such action over a longer term, including the potential to 

:xacerbate customer rate instability. 

9. In its request to the Commission for a mechanism that retains a combined positive 

salance, Southwest cites the expectation that natural gas prices will increase in the 2003/2004 

winter heating season. If a credit were implemented in such a scenario, it is very possible that 

Southwest’s PGA bank balance could quickly swing to a sizable undercollection, possibly 

iecessitating the implementation of a PGA surcharge in the near future. 

10. While natural gas prices are highly volatile and prices had trended gradually 

iownward through the summer of 2003, in recent months prices have moved upward. For 

:xample, Gas Daily’s El Paso San Juan Index moved from $4.105 per MMBtu on October 31, 

2003 to $6.08 per MMBtu on December 22,2003. 

11. Given the potential for higher natural gas prices in the coming months, the likely 

sizable impact such prices would have on Southwest’s PGA bank balance, and the Commission’s 

:xpressed goal of reducing price volatility for customers, Southwest’s proposed handling of the 
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