



Application No:       A.04‑12‑004



Exhibit No.:




Witness:
   
   Richard M. Morrow


	
In the Matter of the Application of San Diego Gas & Electric Company (U 902 G) and Southern California Gas Company (U 904 G) for Authority to Integrate Their Gas Transmission Rates, Establish Firm Access Rights, and Provide Off‑System Gas Transportation Services.  

	)
)
)
)
)
)
)
)
	A.04‑12‑004

(Filed December 2, 2004)




PREPARED REBUTTAL TESTIMONY

OF RICHARD M. MORROW

SAN DIEGO GAS & ELECTRIC COMPANY

AND

SOUTHERN CALIFORNIA GAS COMPANY
BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF CALIFORNIA

July 31, 2006


TABLE OF CONTENTS
Page

1A.
QUALIFICATIONS


1B.
INTRODUCTION AND PURPOSE


2C.
A NEW SYSTEM OF FIRM ACCESS RIGHTS ADMINISTERED BY THIS COMMISSION WILL ACCOMMODATE THE RECEIPT OF SUPPLY FROM NEW AND EXISTING RECEIPT POINTS ON THE SDG&E AND SOCALGAS SYSTEM ON A MORE RATIONAL BASIS THAN THE CURRENT SYSTEM


2D.
WATSON/IP/CCC/CMTA’S PROPOSAL TO UNBUNDLE TRANSMISSION COSTS SHOULD BE REJECTED


4E.
THE JOINT PROPOSAL SHOULD NOT SUBSTITUTE FOR A SYSTEM OF FIRM ACCESS RIGHTS


5F.
THE COMMISSION SHOULD NOT NOW PRECLUDE ROLLING-IN ANY UTILITY COSTS AT A LATER DATE


5G.
IF THE COMMISSION SHOULD ADOPT THE PROVISION OF THE JOINT PROPOSAL REQUIRING INCREMENTAL RATE TREATMENT OF THE FIRST 700 MMCFD OF EXPANSION CAPACITY AT OTAY MESA, IT SHOULD CLARIFY THAT THIS WOULD NOT PRECLUDE ROLLING-IN THE COST OF FACILITIES NEEDED TO MEET LOCAL DEMAND


6H.
THE COMMISSION SHOULD RETAIN THE PEAKING RATE





PREPARED REBUTTAL TESTIMONY

OF RICHARD M. MORROW

A.
QUALIFICATIONS

My name is Richard M. Morrow.  I am the Vice President of Customer Service Major Markets for SDG&E and SoCalGas.  My business address is 555 West Fifth Street, Los Angeles, California 90013-1011.  I have previously testified in this proceeding.  
B.
INTRODUCTION AND PURPOSE

The purpose of my testimony is to respond to intervenor testimony in the following areas:
1. The need for a system of firm access rights (FAR) regulated by this Commission to accommodate the receipt of supply from new and existing receipt points on the SDG&E and SoCalGas system;

2. Whether transmission costs should be unbundled and whether SoCalGas should be placed at risk for transmission revenues;

3. The integration of the Joint Proposal (JP) sponsored by Coral, TURN, Sempra Energy LNG, BHP, SCGC, SES and Woodside into SDG&E and SoCalGas’ FAR proposal;
4. TURN’s assertion that expanded receipt point capacity initially receiving incremental cost treatment shall not be eligible for rolled-in rate treatment at a later date;

5. The JP’s prohibition on rolled-in rate treatment for Otay Mesa expansion costs should not apply if facilities are required to meet local demand; and

6. The need to maintain the Peaking Rate.  
C.
A NEW SYSTEM OF FIRM ACCESS RIGHTS ADMINISTERED BY THIS COMMISSION WILL ACCOMMODATE THE RECEIPT OF SUPPLY FROM NEW AND EXISTING RECEIPT POINTS ON THE SDG&E AND SOCALGAS SYSTEM ON A MORE RATIONAL BASIS THAN THE CURRENT SYSTEM
SDG&E and SoCalGas do not take lightly the concerns of certain market participants that adoption of a system of FAR is unnecessary at this time and will be disruptive to the southern California gas market.  When SDG&E and SoCalGas first filed the FAR proposal in 2004 it was with the expressed intent to create new supply access into southern California, to create more gas-on-gas competition, to promote supply diversity, to ensure adequate and reliable supplies are available – all to create value for end use customers.  SDG&E and SoCalGas’ commitment to these goals remains strong.  

The SDG&E and SoCalGas proposal provides a more rational approach to gas scheduling than the existing system.  Rather than continuing to rely upon shippers’ upstream capacity rights and arbitrary protocols, the SDG&E and SoCalGas FAR proposal gives customers the opportunity to take charge of their access rights that will provide them with more control over their supply choices.  And for those customers who would rather not have this control, the ability to forego and release their access rights and instead purchase their gas supply in a vibrant city gate market as provided by our FAR proposal may provide an opportunity for cost reduction from current levels.  A system of FAR will allow gas scheduling to match exactly the market’s supply preferences from existing and new supplies, under a system administered by this Commission on behalf of California rather than a system administered by the Federal Energy Regulatory Commission.  Although some parties criticized the SDG&E and SoCalGas proposal for FAR or questioned its need, all parties support certainty of access for their supplies.  We believe a system of FAR is the best way to achieve this certainty.  
D.
WATSON/IP/CCC/CMTA’S PROPOSAL TO UNBUNDLE TRANSMISSION COSTS SHOULD BE REJECTED
SDG&E and SoCalGas appreciate the fact that Watson/IP/CCC/CMTA support adoption of a system of FAR and that they recognize the many benefits of such a system.  However, SDG&E and SoCalGas oppose the position of Watson/IP/CCC/CMTA to unbundle backbone transmission costs and place SDG&E and SoCalGas “at risk” for recovery of these costs in rates.  

SDG&E and SoCalGas strongly believe that unbundling transmission costs and placing them at risk would be contrary to the Commission’s policy goals of encouraging noncore energy efficiency, reducing greenhouse gas (GHG) emissions and maintaining a prudent reserve margin for backbone transmission capacity.  To the extent utility shareholders are placed at risk for under-utilized facilities, there can be no doubt that an incentive exists to maximize use of these facilities, and to increase, rather than decrease, natural gas consumption.
The policy goals cited by Watson/IP/CCC/CMTA to justify an at-risk condition for noncore transmission costs, that SDG&E and SoCalGas should expand their services to new markets and keep their rates competitive with competing suppliers,
/ are already goals for SDG&E and SoCalGas.  As an example, adoption of specific shareholder incentives for the expansion of service through off system transmission service can be accomplished by Commission adoption of the shareholder/ratepayer revenue sharing mechanisms proposed by SDG&E and SoCalGas rather than through adoption of a blanket at-risk condition.  The SDG&E/SoCalGas proposal would lead to a higher load factor and downward pressure on rates without encouraging increased natural gas demand.  Broader incentive mechanisms that help keep rates competitive for both core and noncore customers include incentives to minimize transmission capital and O&M costs.  These incentives are already in place for SDG&E and SoCalGas through their respective Performance Based Rates Mechanisms that will be examined again in their pending General Rate Case Applications.  

Our primary focus is on meeting the utility needs of our customers today and tomorrow, at just and reasonable rates, with consistently high levels of performance. SDG&E and SoCalGas are committed to keeping transmission rates competitive in order to reduce the risk of uneconomic bypass. As Mr. Horn highlights in his rebuttal testimony, SoCalGas has demonstrated success in meeting this commitment by maintaining electric generation rates at levels significantly below 50 cents per decatherm since 1994.  

Watson/IP/CCC/CMTA concede that “(b)alancing account protection for core revenues ensures that the utilities do not have an incentive to increase core loads that conflicts with utility-administered energy efficiency programs for the core.”  We believe that a similar approach is appropriate for noncore revenues as well.  SoCalGas is only halfway through the first year of the first three-year energy efficiency program cycle for which the Commission has established noncore energy efficiency goals.  SDG&E and SoCalGas believe that California is now just starting its long-term noncore energy efficiency commitment and that program goals will be driven by yet-to-be determined results. We are optimistic that our efforts to promote energy efficiency for noncore commercial and industrial customers, with the added focus on GHG reduction, in the coming years will be successful.  Although SDG&E and SoCalGas strongly support and encourage the development of new in‑basin generation and economic growth in the region, we do not believe the Commission should confuse the issue by imposing conflicting shareholder incentives to increase the amount of gas burned by noncore customers.  
E.
THE JOINT PROPOSAL SHOULD NOT SUBSTITUTE FOR A SYSTEM OF FIRM ACCESS RIGHTS
The JP proposes to establish a new scheduling rights protocol for new and expanded receipt points.  It would apply where a creditworthy entity bears the incremental cost of new facilities that establish either new or increased capacity at a receipt point.  The JP holds itself out as independent of the SDG&E and SoCalGas FAR proposal and, if FAR is adopted, the JP scheduling rights would not be diminished by FAR adoption.  The JP strikes the balance among shipper interests in a manner that is different in certain respects from the SDG&E/SoCalGas FAR proposal.  For example, rather than rely upon an open season as the mechanism for allocation of new or expanded receipt point capacity, the JP would utilize a first‑come, first‑served approach for priority of access to new and expanded capacity.  While SDG&E and SoCalGas prefer an open season approach, the Commission could choose to adopt the approach set forth in the JP instead.  If it does, it should simply incorporate the JP into a system of FAR rather than adopt it as a substitute for FAR.  Accordingly, should the Commission adopt the JP, it should make clear that the JP is not a substitute for FAR, but its scheduling rights provisions should be incorporated into the SDG&E/SoCalGas proposal as described in more detail in the rebuttal testimony of Mr. Schwecke.  
F.
THE COMMISSION SHOULD NOT NOW PRECLUDE ROLLING-IN ANY UTILITY COSTS AT A LATER DATE

TURN asserts that “any new or expanded receipt point capacity that is initially funded by the parties that desire to utilize that capacity shall not be eligible for consideration for rolled-in ratemaking in the future.”
/  In D.04-09-022, the Commission decided that a presumption should exist that new supply should pay incrementally for the costs of additional access.  However, the Commission also stated that this issue would be examined on a case-by-case basis and did not prejudge the issue of whether any particular facilities provide sufficient benefits to customers to justify rolled-in rate treatment.  The Commission should not now foreclose a future decision to “roll-in” the costs of backbone receipt access if future conditions so warrant.  For example, the Commission at first decided that SoCalGas should construct facilities at Wheeler Ridge to provide access to new supplies from Kern River Pipeline Company and PG&E and charge transportation customer incrementally for use of these facilities.  Later, however, the Commission ruled that the facility costs should be rolled-in to common utility transmission costs.  Therefore, there is no need at this time to prejudge which expansion facilities, if any, will provide sufficient customer or other benefits to justify rolled-in rate treatment at some point in the future.  
G.
IF THE COMMISSION SHOULD ADOPT THE PROVISION OF THE JOINT PROPOSAL REQUIRING INCREMENTAL RATE TREATMENT OF THE FIRST 700 MMCFD OF EXPANSION CAPACITY AT OTAY MESA, IT SHOULD CLARIFY THAT THIS WOULD NOT PRECLUDE ROLLING-IN
THE COST OF FACILITIES NEEDED TO MEET LOCAL DEMAND

The parties sponsoring the JP request that the Commission decide that “Rolled-in cost allocation treatment will not be adopted for any expansion of the Otay Mesa receipt point for any amount of Displacement Capacity up to 700 MMcfd.”
/  
SDG&E and SoCalGas interpret this provision to include any facilities for the Otay Mesa receipt point and downstream facilities needed to provide the first 700 MMcfd of take-away capacity to the city-gate.  Specifically, we interpret this provision to include facilities that extend beyond the point of interconnection to include additional pipeline facilities that were previously outlined in the testimony of David Bisi in R.04‑01‑025.
/  
SDG&E and SoCalGas would request that if the Commission adopts this provision of the JP, it clarify that it is not the intent of the Commission to preclude SDG&E or SoCalGas from constructing facilities and rolling-in the revenue requirement in customer rates associated with the facilities needed to meet increased customer demand.  SDG&E and SoCalGas previously outlined in R.04‑01‑025 one area already identified where there is a potential overlap of facilities needed to provide service to growing end-use customer demand in the “Rainbow Corridor” and demand for access to new supply sources at Otay Mesa.
/  A number of customers in this area are served from local transmission facilities.  With the arrival of new supply sources, access to the backbone may require use of facilities previously classified as local transmission and used to redeliver supply directly to customer meters.  The Rainbow Corridor is one area that will entail the use of facilities currently designated “local transmission” for backbone transmission purposes.  Likewise, additional transmission facilities in this area necessary to serve local demand might be suitable to receive part of the first 700 MMcfd of gas supplies received at Otay Mesa on a firm basis.  Other areas could experience similar dual use, such as with the establishment of other receipt points within a load center.  The Commission therefore should examine such rate issues on a case-by-case basis and not now preclude rolled-in rate treatment for any transmission facilities shown to be necessary to meet local demand.  
H.
THE COMMISSION SHOULD RETAIN THE PEAKING RATE
We believe the peaking rate provides reasonable compensation to SoCalGas and its captive customers for providing partial transmission and balancing services to noncore customers taking base load service from competing transmission service providers.  It also provides more accurate price signals to customers that are considering partial bypass of the SoCalGas system. We believe the Commission should continue to support this policy, as it has done in four (4) previous proceedings, in this proceeding.  The rebuttal testimony of Mr. Horn, Mr. Florio, and Ms. Smith will address the specific points raised by intervenors against the peaking rate.

This concludes my testimony.  
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