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PREPARED REBUTTAL TESTIMONY
OF PAUL M. GOLDSTEIN

I.
QUALIFICATIONS AND PURPOSE

Q. Please state your name and business address.

A. My name is Paul Goldstein and my business address is 555 W. Fifth Street, Los Angeles, CA 90013.  
Q. Have you previously submitted testimony in this proceeding?

A. Yes, I submitted Direct Testimony on August 28, 2006 and Supplemental Testimony on January 19, 2007.

Q. What is the purpose of your Rebuttal Testimony?

A. This testimony is a response to testimony filed on March 22, 2007 from various interveners.  Specifically, I will correct certain mischaracterizations about prior California Public Utilities Commission (Commission) decisions regarding core portfolio consolidation made by Southern California Generation Coalition (SCGC) witness Catherine E. Yap, respond to comments by Coral Energy, L.P. (Coral) witness Laird Dyer regarding the proposed Gas Plan and Coral’s suggested additional core posting requirements, and respond to the testimony of the Division of Ratepayer Advocates (DRA) witness Pearlie Z. Sabino regarding proposed storage capacity reservations for the consolidated core portfolio.
II.
PRIOR COMMISSION DECISIONS REGARDING CORE PORTFOLIO CONSOLIDATION
Q. Has the Commission previously “refused”
 or “rejected”
 consolidation of the SoCalGas and SDG&E gas procurement departments as stated by SCGC witness Catherine E. Yap?
A. No.

Q. Please summarize previous Commission decisions regarding the consolidation of the two gas procurement groups.

A. As I mentioned in my Direct Testimony, SoCalGas and SDG&E first proposed to consolidate their gas supply portfolios in 2001.
  On August 22, 2002, the Commission issued its decision which stated: “[f]urther consideration and a final determination regarding the SoCalGas and SDG&E core procurement consolidation will be addressed at a later date pending the outcome in D.02-06-063 on the California 2000/2001 border price spikes.”
  On November 18, 2005, the Commission granted a Petition for Modification by SoCalGas and SDG&E seeking leave to file a new application to consolidate the core portfolios.

Q. Has the Commission concluded its investigation into SoCalGas’ gas procurement activity for the 2000/2001 time frame?

A. Yes, on December 14, 2006, the Commission ordered Investigation (I.) 02-22-040 closed with prejudice.  This effectively ended the investigation into SoCalGas’ actions during the 2000/2001 time frame.

Q. Was there any conclusion of inappropriate behavior on the part of SoCalGas?

A.
No.

III.
THE GAS PLAN AND PROPOSED CORE POSTING REQUIREMENTS
Q. Coral witness Laird Dyer states, “[a]n annual Gas Plan would restrict the ability of the Core Procurement Department to be opportunistic, nimble, and to adjust to changing market conditions.”
  Do you agree with his assertion?

A. No.  The Gas Plan will not be executed in a rote manner.  Rather, the Gas Plan will provide the Gas Utility Procurement Department with the flexibility it needs to respond quickly and appropriately to changes in market conditions while still taking into account input from interested parties with regard to overall procurement activity.  While the Gas Plan will contain an annual purchase plan, it will also propose flexibility to use core assets appropriately with changing market conditions.  As mentioned in my Direct Testimony, the annual planning process includes a provision requiring the Gas Utility Procurement Department to consult at least quarterly with the Procurement Review Group.
  This provision allows not only for an update to the Procurement Review Group, but for a discussion regarding changes in the execution of the Gas Plan.  SoCalGas and SDG&E have had many years of working with regulatory oversight and have been successful in procuring reliable, low cost gas in different market conditions.  I do not expect this to change because of the proposed Gas Plan.
Q. Regarding affiliate transactions, Mr. Dyer proposes, “[a]ny individual contract between the Core Procurement Department and an affiliate of the Sempra utilities should be submitted separately to the Commission for pre-approval…” and not be pre-approved as part of the Gas Plan.
  Do you agree?

A. Not entirely.  Mr. Dyer references D.06-12-029 where the Commission approved various changes to the Affiliate Transaction Rules (Rules).  He does not limit his proposed restriction to certain types of contracts.  Rule III.B.1. states, “[b]lind transactions between a utility and its affiliate, defined as those transactions in which neither party knows the identity of the counterparty until the transaction is consummated, are exempted from this Rule.”  There is no legitimate reason to remove the blind transaction exemption to the Rules because of the Gas Plan.  D.06-12-029 was the sixth Decision to make changes to the Rules since their inception in 1997.  There were many opportunities for interested parties to comment on changes and proposed changes to the Rules prior to D.06-12-029.  If Coral wanted to make sure all affiliate transactions needed pre-approval, it could have done so outside of the current proceeding.

Q. Mr. Dyer also proposes a requirement for the procurement department to post its gas purchases, sales, storage injection and withdrawal, and Hub transactions on SoCalGas’ EBB on a daily basis.  Would this requirement affect core costs?

A.
Yes.  Although the increased costs are difficult to quantify, Mr. Dyer would put the Gas Utility Procurement Department at a significant disadvantage relative to all other market participants – including Coral.  The Direct Testimony of Rodger Schwecke already proposes to increase market transparency of the core’s activities by posting the core’s storage level on a weekly basis.
  No other storage holder on SoCalGas is subject to this requirement.  SoCalGas currently provides the core’s transaction activity in detail to the DRA on a monthly basis.  We also have bi-weekly conference calls with the DRA, The Utility Reform Network, and the Commission’s Energy Division.  These practices will continue after the portfolios are combined.  There is no legitimate reason to require the Gas Utility Procurement Department to share additional, detailed transactional information with its competitors.  Many proposals in this proceeding are designed to treat the Gas Utility Procurement Department more like other market participants on SoCalGas’ system such as nominating into and out of storage, changing the core’s balancing requirements, and relieving the core as the sole provider of gas to meet the Blythe system minimum.  Mr. Dyer’s proposal goes in the opposite direction by proposing posting requirements for the core that do not apply to other market participants.  Revealing the activities of the Gas Utility Procurement Department to other market participants will result in increased costs to the core. 
Q.
What is Coral’s position regarding the confidentiality of information on its own transactions?

A.
Attachment 1 is Coral’s response to question one of SoCalGas’ first data request asking for annual historical volumes of Coral’s sales of gas in California.  Coral refuses to provide this information claiming it would harm Coral’s competitive position.  Producing detailed information on a daily basis, as Coral proposes the core should do, would be far more harmful than producing the annual aggregate information that SoCalGas asked Coral to provide.  It is self-serving and hypocritical for Coral to withhold this information on its own transactions, and at the same time ask the Commission to inflict a much greater harm on core customers by requiring the Gas Utility Procurement Department to provide much greater detail on a daily basis.
IV.
CORE STORAGE ASSETS AFTER CONSOLIDATION
Q. Please summarize the differences between the consolidated core portfolio’s storage assets proposed in your direct testimony and the storage assets proposed in DRA’s testimony.
A.
See Table 1.

Table 1

	Proposed Storage Assets
	Goldstein Testimony
	DRA Testimony

	Inventory
	70 Bcf
	83 Bcf

	Firm Injection
	327 MMcfd
	368 MMcfd

	Firm Withdrawal
	2,225 MMcfd
	2,225 MMcfd


Q. How is core service impacted by the differences in the two proposals?

A. A main reason for acquiring storage assets is to aid in reliably serving your customers.  Having storage rights on the SoCalGas system provides for more reliable gas supplies during the winter since these supplies are already on the system as opposed to storage in the basin that would still need to be delivered to SoCalGas’ system.  The firm withdrawal rights associated with storage on the SoCalGas system are an important factor in serving the core’s daily needs during winter months as well as in meeting peak day (1:35 year cold) reliability, and both of the proposals outlined above have the same amount of firm withdrawal rights for the consolidated portfolio.  Therefore, peak day core reliability is not at issue in comparing the two proposals.
Q. Please comment on DRA’s discussion regarding the value of storage for seasonal arbitrage.
A. The seasonal arbitrage aspect of storage is not particular to SoCalGas.  Utilities, customers, marketers, and producers throughout North America have historically used storage, in part, to buy gas cheaper in the summer to use or sell in the winter.  Market area storage in areas with winter peaking needs also enables holders of storage to potentially have lower overall transportation costs since they would not need as much transportation during peak demand periods.

Q. DRA’s testimony valued the seasonal storage arbitrage using prices published in Gas Daily.  Do you agree with this analysis?
A. There are various ways to look at the seasonal value of storage.  Factors impacting the value of storage include: whether there is multi-cycle capability, weekend versus weekday flexibility, mandatory inventory targets, and as-available injection rights.  DRA’s analysis implicitly assumes a prorated injection during the summer and a prorated withdrawal during the winter.  One approach to analyzing the value of storage is to use historical daily prices.  Another approach is to use the forward prices on a particular date prior to the start of the injection season.
Q. What would be the incremental cost of the storage assets DRA proposes compared to the storage assets proposed in your Direct Testimony?
A. There are both fixed and variable costs associated with DRA’s proposed incremental storage assets.  DRA’s proposal would increase the inventory capacity by 13 Bcf and the firm injection rights by 41 MMcfd.  Based upon the current costs of storage allocated to the core, the annual incremental fixed cost would be $6.9 million.
  The incremental variable costs will be dependent upon the actual commodity cost of the gas injected.  Tables 2 and 3 show examples of the incremental variable costs.
Q. Please compare the costs of the incremental storage with the economic benefit.

A. Using the same ratable injection and withdrawal assumption as the DRA analysis, I will compare the benefits and cost using two basic methods.  The first method is by comparing actual prices after the fact and the second is by using the seasonal price differential based on the forward price curve (what you may want to pay for a future storage contract) prior to the beginning of the injection season.  These values should then be compared to the cost of the storage itself.
//

//

//

Table 2 compares the historical daily prices at the SoCalGas Border for the summer versus winter period with the incremental costs.  The table shows that the benefit of holding storage outweighed the cost twice in the past five years.

TABLE 2
(All numbers are per MMBtu)

	
	SoCalGas Midpoint


	Fixed Cost


	Variable Cost


	Value

(benefit / (cost))



	Apr 02 - Oct 02
	$3.12 
	
	
	

	Nov 02 - Mar 03
	$4.98 
	
	
	

	Difference
	$1.86 
	($0.52)
	($0.13)
	$1.21

	
	
	
	
	

	Apr 03 - Oct 03
	$4.92 
	
	
	

	Nov 03 - Mar 04
	$5.11 
	
	
	

	Difference
	$0.19 
	($0.52)
	($0.21)
	($0.54)

	
	
	
	
	

	Apr 04 - Oct 04
	$5.45 
	
	
	

	Nov 04 - Mar 05
	$6.04 
	
	
	

	Difference
	$0.60 
	($0.52)
	($0.23)
	($0.15)

	
	
	
	
	

	Apr 05 - Oct 05
	$7.68 
	
	
	

	Nov 05 - Mar 06
	$7.88 
	
	
	

	Difference
	$0.20 
	($0.52)
	($0.32)
	($0.64)

	
	
	
	
	

	Apr 06 - Oct 06
	$5.68 
	
	
	

	Nov 06 - Mar 07
	$6.54 
	
	
	

	Difference
	$0.86 
	($0.52)
	($0.24)
	$0.10

	Source:  Gas Daily, SoCalGas midpoint for all flow days.



//

//

//

Table 3 contains the same methodology, but instead of using historical prices, it shows the average monthly prices for the injection and withdrawal seasons using the forward prices at the SoCalGas Border on March 1 of each year since 2002.

TABLE 3
(All numbers are per MMBtu)

	
	SoCalGas Midpoint


	Fixed Cost


	Variable Cost11

	Value

(benefit / (cost))

	Apr 02 - Oct 02
	$2.50
	
	
	

	Nov 02 - Mar 03
	$3.22
	
	
	

	Difference
	$0.72
	($0.52)
	($0.10)
	$0.10

	
	
	
	
	

	Apr 03 - Oct 03
	$5.88
	
	
	

	Nov 03 - Mar 04
	$5.77
	
	
	

	Difference
	($0.11)
	($0.52)
	($0.25)
	($0.88)

	
	
	
	
	

	Apr 04 - Oct 04
	$5.39
	
	
	

	Nov 04 - Mar 05
	$5.63
	
	
	

	Difference
	$0.24
	($0.52)
	($0.23)
	($0.51)

	
	
	
	
	

	Apr 05 - Oct 05
	$6.54
	
	
	

	Nov 05 - Mar 06
	$7.26
	
	
	

	Difference
	$0.72
	($0.52)
	($0.27)
	($0.07)

	
	
	
	
	

	Apr 06 - Oct 06
	$5.97
	
	
	

	Nov 06 - Mar 07
	$8.47
	
	
	

	Difference
	$2.50
	($0.52)
	($0.25)
	$1.73

	

	Source:  NYMEX Close and SoCalGas' Forward Basis Curve for the SoCal Border


Using this method to calculate the value of storage, the expected benefit of holding storage also outweighed the cost twice in the past five years.
Therefore, it is fairly inconclusive whether the value of the incremental core storage proposed by DRA would be worth the cost using the past five years of data and the basic methods described above.
Q. Does this conclude your rebuttal testimony?
A. Yes.

ATTACHMENT 1

A.06-08-026

CORAL ENERGY RESOURCES, L.P. RESPONSE TO

FIRST SET OF DATA REQUESTS OF

SOUTHERN CALIFORNIA GAS COMPANY AND

SAN DIEGO GAS & ELECTRIC COMPANY

QUESTION NO. 1:

Please refer to page 2, lines 14-17 of the Prepared Testimony of Laird Dyer on Behalf of Coral Energy Resources, L.P. in A.06-08-026 (“Testimony”).  Please provide the following annual volumes for Coral Energy Resources, L.P., Shell Trading Gas & Power Company, Shell Gas and Power, Shell Trading, and any other related entity included within Mr. Dyer’s description of “Coral” on page 2, lines 14-17 of his Testimony (collectively “Coral”) for the period 2002-2006:

(A)
sales to noncore customers in Northern California

(B)
sales to noncore customers in Southern California

(C)
sales to each of the California utilities

ANSWER:

(A)
Coral objects to this data request as it seeks information that is not likely to lead to the admission of relevant material.  In addition, the information requested is proprietary, commercially sensitive, privileged, and confidential.  The harm that production of this information would cause to Coral’s competitive position far outweighs the materiality of the information to the issues in this proceeding.  
(B)
Coral objects to this data request as it seeks information that is not likely to lead to the admission of relevant material.  In addition, the information requested is proprietary, commercially sensitive, privileged, and confidential.  The harm that production of this information would cause to Coral’s competitive position far outweighs the materiality of the information to the issues in this proceeding.  
(C)
Coral objects to this data request as it seeks information that is not likely to lead to the admission of relevant material.  In addition, the information requested is proprietary, commercially sensitive, privileged, and confidential.  The harm that production of this information would cause to Coral’s competitive position far outweighs the materiality of the information to the issues in this proceeding.  
� SCGC Witness Yap Testimony, p. 27.  


� SCGC Witness Yap Testimony, p. 28.  


� Direct Testimony of Paul Goldstein, p. 2.  


� D. 02-08-065, Conclusions of Law, 1.  


� D. 05-11-004.  The Petition for Modification was filed on February 23, 2005.  


� Coral Witness Laird Dyer Testimony, p. 25.  


� Direct Testimony of Paul Goldstein, p. 9.  


� Coral Witness Laird Dyer Testimony, p. 26.  


� Direct Testimony of Rodger Schwecke, p. 17.


� Calculation is based upon Exhibit A in the attachment in response to Long Beach’s First Data Request, Question Number 1 for Yu Kai Chen.


� Variable Cost column includes carrying costs of the commodity in storage using a 6% annual interest rate and 2.44% fuel.


� In 2003, March 1 fell on a weekend; the forward prices shown in Table 2 for the Apr 03 – Oct 03 and Nov 03 and Mar 04 periods were from March 4, 2003.  
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