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LA001616

LADWP APPROVAL BOARD LETTER I j 
TO: BOARD OF WATER AND POWER COMMISSIONERS DATE: Januar 24,2006 
SUBMITTED BY: SUBJECT: 

-~"tO~ -~o.v u 

Retail Natural Gas Risk Management 
Policy Amendments 

Chief Financial Offic 

FOR COMMISSION OFFICE USE: 

~~o 'J?J®o '/)f 1?? 
JAN 2 4 2006 

\ 
Board of vVater & Power Com'rs 

I OOPY •••• .,... / 
]. 

CITY COUNCIL APPROVAL IF YES, BY WHICH CITY 
REQ UIRED: Yes IRl No 0 CHARTER SECTlON:373, 604(c) 

Transmitted for your consideration is a resolution ("Resolution"), approved as to form 
and legality by the City Attorney. The Resolution , if adopted, would support the 
amendment of paragraphs (1 )(c) and (1 )(i) of Section 1 0.5.3 of Article 1 of Chapter 1 of 
Division 10 of the Los Angeles Administrative Code (LAAC) to extend the maximum 
duration of natural gas financial transactions from five years to ten years and to 
increase the cap on the price of natural gas financial contracts from $7.50 per million 
British Thermal Units (MMBtu) to $1 0/MMBtu. Such an amendment would increase the 
ability to manage the volatility of the net amount payable for natural gas used for the 
production of electricity to serve the Department's retail customers, subject to all other 
existing limitations set forth in Section 1 0.5.3 and as implemented in the Department's 
Natural Gas Risk Management Program. 

Paragraph (1 )(c) of that Section would be amended to read as follows: 

Contracts for the purchase of natural gas entered into pursuant to this 
Section shall be for a period of greater than one year, but not to exceed ten 
years from the date of execution. 

Paragraph (1 )(i) of that Section would be amended to read as follows: 

The purchase price for natural gas set forth in every contract and the 
delivered price of natural gas set forth in a financial transaction shall not 
exceed ten dollars ($10) per million British Thermal Units including broker's 
fees, if any. 



LA001617

Board of Water and Power 
Commissioners 

Background 

- 2 - January 24, 2006 

Currently, the Department is authorized under Section 1 0.5.3, enacted under Ordinance 
174755 that was adopted on July 30, 2002, to enter into natural gas contracts of up to 
five years in duration and the delivered natural gas price not to exceed $7.5/MMBTu. 
Given current natural gas market conditions, existing authorizations under Section 
1 0.5.3 preclude the Department from achieving an effective long-term hedging program 
to mitigate natural gas price volatility on the customer rates. The proposed amendments 
to Section 1 0.5.3 will provide the flexibility needed to implement an effective long-term 
hedging program. 

Review under the Mayor's Executive Order No. 4 has been completed . 

It is recommended that your Honorable Board approve the accompanying Resolution 
and support implementation of the Ordinance. 

Mayor and City Council approval are required . 
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