Review of Natural Gas Enterprise Financial Status
and Recommendation for Rate Increase

September 16, 2025

Background

In May 2023 City Council approved a long-term gas purchase policy for Coalinga pursuant to Resolution
No. 4156. The gas purchase policy was amended in August 2024 by Resolution 4231. The amended gas
purchase policy requires a report to City Council by the end of each August covering the overall state of the
natural gas enterprise so that rate adjustments can occur, if needed, before the winter heating season. The
report is to include:

The status of wholesale gas purchases

Compliance with the adopted gas purchase policy

Any recommended changes to the policy

Financial status of gas enterprise

Adequacy of or needed changes to the City’s natural gas rates

Dan Bergmann of IGS presented the annual report for 2025 to City Council August 21, 2025, reviewing the
outcome of Winter 24/25 and recommending a 20 percent revenue increase for the natural gas enterprise
for Winter 25/26.

Historically, natural gas rates were lowered in 2009 and again in 2011. Ten years of moderate wholesale
gas prices then passed before consecutively cold winters in 21/22 (US) and 22/23 (CA) drove wholesale
prices upward. Some relief occurred inte winter 23/24; however, PG&E transportation costs have increased
substantially, now requiring a revenue increase to cover operating costs.

Gas Revenue Change History

Effective Date Change

December 2009 -17%

November 2011 -25%

November 2021 +45%

September 2022 +45%

September 2023 -20%

September 2024 No change
November 2025 20% (Proposed)

Status of Wholesale Gas Purchases

For this coming winter, 25/26, a gas purchase was made on August 8, 2025. This one purchase brings this
winter's hedge to 82% of the November through March requirements based on the three-year average for
each month during the period. The price of the purchased gas was $5.12 per DTh delivered at the PG&E
city gate. The bar chart at the top of the next page shows the balance of fixed price gas, monthly baseload
gas, and day-priced gas. The table in Attachment 1 shows the projected wholesale gas cost for FY25/25
equal to $916,000, which includes credit from NRG of approximately $110,000 as compensation for NRG'’s
use of Coalinga’s PG&E Redwood Path transportation capacity. The July and August data are actuals.
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Compliance with Gas Policy

Gas purchases are in compliance with the amended policy for this coming winter because more than 80
percent of the three-year average requirements have been purchased.

However, the first one-third of purchases for Winter 26/27 which were due by July 2025, have not yet been
completed. As of September 15, 2025, the indicative price for winter 26/27 supply is $5.42, a premium over
the $5.12 gas purchased for this winter, and a premium over expected monthly prices unless the winter
becomes extraordinarily cold. The first one-third for winter 27/28 is due by November 2025 and may also
be postponed, presently priced at $5.27. The reason for postponing these purchases is that futures prices
have continued to be elevated above monthly market prices and are unattractive. Sellers continue to
demand a high premium for the security of winter-time fixed price gas. See Attachment 2.

The bar chart at the top of the next page shows annual gas purchases over the past four fiscal years.
Notice the peak from the very cold winter in 22/23. This lifted the three-year average to 229,000 DTh per
year. The actual average used for calculating 80 percent is lower at 222,000 to account for the 22/23 winter
as an anomaly.

Recommended Changes to Policy

There are no recommended changes.

Financial Status of Enterprise

The audited cash balance of the gas enterprise fund as of June 30, 2024, was very low at $341,181. The
unaudited cash balance as of June 30, 2025, is even less at approximately $153,000. Accordingly,
operating income for FY24/25 was negative. Rates were held constant at last year’s review in the hope
that gas costs would drop further, but that did not happen. For FY25/26, the projected average cost of gas
at the PG&E city gate is $4.10 per DTh, which is the same as FY24/25.
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Other costs are increasing, primarily PG&E transportation costs. The chart below shows the large increase
in transportation driven by the California Air Resources Control Board “Cap-and-Trade” Surcharge. This
program is intended to lower the emissions of greenhouse gases in California. PG&E transportation rates,
including the Cap-and-Trade surcharge, currently total $4.85 per DTh. This exceeds the $4.10 per DTh
cost of wholesale gas. See the bar chart below. !

Historical PG&E Wholesale Gas Transportation Rates to City of Coalinga
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1 The Historical PG&E “Rates” vary from the “Costs” shown in the associated bar chart. The reasons are 1) the rates shown are
generally from PG&E tariff sheets each year as of January first, and 2) the costs are for each fiscal year (thereby spanning two
calendar years) based on actual payments to PG&E.
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Credit card and online customer pay fees have increased over the past few years to a level that is now
impactful to overall expenses, approximately $174,000 for FY24/25. This issue is being addressed by City
staff to find lower-cost merchant services for customers paying with credit cards or online. The budgeted
cost for these services for FY25/26 has been lowered to $75,000, anticipating lower costs in this category.
Personnel-related costs are escalated by five percent and other remaining costs are escalated by three
percent.

Regarding capital replacement projects for the natural gas system, at least two of the 13 cathodic protection
anode beds must be replaced during FY25/26. These beds protect the steel pipes from long-term corrosion,
are essential to safe operation of the gas system and are required to comply with federal safety standards.
A request for proposals is soon to be issued. The estimated cost for each anode bed is approximately
$100,000, for a total of $200,000 this fiscal year. In addition, a total of $120,000 is expected to be spent
on replacing natural gas meters. Therefore, the total for capital replacements is $320,000 for FY25/26.

The bar chart below shows the increases in PG&E costs as natural gas costs have decreased following the
cold winter. The solid and dashed lines also show revenue per unit of sales with and without a
recommended 20 percent increase.
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The 20 percent increase provides just enough excess revenue to cover the costs of the anode beds and
meters, leaving a projected fund balance of $149,000 at the end of FY25/26. Without the increase, net
income will be negative again, and the fund balance will become negative, projected at negative $311,000
at the end of FY25/26. See the Revenue and Expense model in Attachment 3. The 20 percent increase
also provides a slight positive operating income projected for FY26/27, including replacement of two more
anode beds totaling $200,000; however, a subsequent review will need to be performed next year in August,
after the winter peak season.



Proposed Rate Changes

The table below shows the present and proposed rates, based on a 20 percent increase from the present
rates. See the proposed resolution associated with this report.

City of Coalinga Gas Rates
Summer Winter
Therms Therms Effective Proposed 11/1/25
(Apr- (Nov- 9/1/23
Oct) Mar) 20%
Monthly Charge ($/Mo) $12.18 $14.62
Residential Single-Family
Baseline ($/Th) 15 50 $0.88 $1.05
Residential Single-Family
Excess ($/Th) Over 15 | Over 50 $1.31 $1.57
Commercial and All Other
($/Th) All Supply $1.31 $1.57

PG&E Comparison

This section provides a comparison to PG&E over the 12-month period August 2024 to July 2025. Itis
based on an average home’s gas usage in Coalinga, which is 360 Therms per year and winter peaking,
as shown in the bar chart below.
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Over this 12-month period, a single-family customer in Coalinga paid $470, which is 48 percent less than a
similar customer on PG&E’s service who would have paid $904. Further, even with the 20 percent increase
totaling $94 per year, a Coalinga customer would still have paid 38 percent less than a PG&E customer.
This includes the fact that PG&E customers received an annual CARB credit of $67.

PG&E vs Coalinga Natural Gas Cost Comparison
360 Therm/Yr Residential Aug 2024 to July 2025
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End of report



Attachment 1

suopoaloid suopoafoid suopoafoid suopoafoid
0ass
0 4%+ %28
000'916$ ¥16'60L$- ¥.2'V$ 5€/'zee S§€2'0L |0S¥'LLZ  002'S8 0 91Z'6¥9 008'9CL sel'zee
€25'81$ 08¥'6$- €G€$ 006°L 00¥'L$  05°€$ 00¥ 062'9¢ 0052 005°€$ 0€ 006°L 9gz-unp
€29'22$ 08¥'6$- €6¢$ 00S'0} 0S0°L$  09°€$ 00¢ 002'6€  00Z'0L 005°€$ L€ 00S'0} 9z-Aepy
€Leev$ 081'6$- €5¢$ 000Gl 0$ 0s'€$ 0 00S°2S 000Gl 005°€$ 0€ 000°GL 9z-1dy
L1¥'12l$  08¥'6$- €6€$ 009'sZ 00S'¥$  00'S$ 006 000'SL 000'€ 000'G$ ¥OL'LLL$ 002°L2  2L'S  00Z | L€ 009'Ge 9Z-1eiN
168'€YL$  08¥'6$- €5¢$ 000'0€ 000'¥$  00'S$ 008 0000 000% 000'G$ ¥20'62L$ 002'GSC  CL'S 006 | 82 0000€ 9Z-9e4
€6G'681$ 08¥'6$- €5¢$ 000°6€ 000°'0L$ 00'S$ 000 |000°0E  000'9 000'G$ 02/'8S1$ 000°LE  ZL'S 000°L | LE 0006E 9z-uer
122'691$  08Y'6%- €5€$ 000'GE 005'GL$ 00°G$ 00L'e  |000°'0C  000'% 000'G$ 8¥8'cyl$ 006'2C ¢L'S 006 | L€ 000GE GZ-28Q
€6EVLLS  08Y'6%- €G€$ 00062 000'¥$  00'v$ 000°L |000°CZL 000°€ 000'v$ 02S°20L$ 000k 2ZL'S  00L | OE 000°Ge GZ-NON
€LY'1ES 08%'6$- €5¢e$ 009'L1L 0s€$ 0s€$ 0ol 0SZ'0¥  00S'L1L 005°€$ L€ 009'}1L SZ1°0
€22'02$ 08¥'6$- €G€$ 00%'8 0sL'e$  05°€$ 006 062'9¢ 0052 005°€$ | 0€ 00%'8 gz-dasg
€0'81$ 9.€',$- v.€$ ¥S€'L S9L'l$  6T€$ S 0/8°€C 000 olLv'e$ L€ ¥SE'L gz-bny
€L /1S 8¢/ /$- €LES 08€'L €90'€$  8¥'ES 088 GE0'2C  00S'9 06¢€$ L€ 08€'L gz-inr
$ $ uLa uLra/g puLa |$ yLa uLass p/yLa yla  uLa/$ puLgs uLa ULa/$ pyLa [skea uraierol
Npain 1ang awnjop

18001101 Jodsues) jodsuelp lejol Aueq seo pejesea Alion IoN oseuind szrers

3s09 seo |ednjeN 9z/5Z Ad ebuljeo) jo Ao




Attachment 2

Volumes and Timeframe for Winter Natural Gas Purchases (DTh/day at PG&E CG)

Winters By Nov-24|By Mar-25 | By Jul-25| By Nov-25 [ By Mar-26 | By Jul-26 | By Nov-26| By Mar-27 | By Jul-27 | By Nov-27 Totals
o 11/1/2024] 670 Y _——— 670
S 12/1/2024 990 |Done 8/22/24 at $5.53 990
g 1/1/2025 | 1,020 1,020
£ 2/1/2025 950 950
S 311025 | 670 670

Done 8/8/25 at $5.12

© 11/1/2025 700 700
©  12/1/2025 900 900
s 1/1/2026 1,000 1,000
£ 2112026 900 900
S 3112026 700 700
Ny 11/1/2026 200 ﬂpendmg 220 640
©  12/1/2026 300 300 300 900
s 1/1/2027 320 340 340 1,000
£ 2112027 300 300 300 900
S 31172027 240 220 240 700
o 11/1/2027 200 220 220 640
K 121172027 300 300 300 900
s 1/1/2028 320 340 340 1,000
£ 2/1/2028 300 300 300 900
S 3/1/2028 240 220 240 700




Attachment 3
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