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PREPARED DIRECT TESTIMONY

OF GARY LENART
I.
QUALIFICATIONS

My name is Gary G. Lenart.  My business address is 555 West Fifth Street, Los Angeles, California, 90013-1011.  I am employed by the Southern California Gas Company (SoCalGas) as a Principal Regulatory Economic Advisor in the Regulatory Affairs Department for SoCalGas and San Diego Gas & Electric Company (SDG&E).  

I hold a Bachelor of Science degree in Business Finance and Computer Science from Bradley University in Peoria, Illinois and a Master of Business Administration from California State University at Northridge, California.  I have been employed by SoCalGas since 1988, and have held positions of increasing responsibilities in the Accounting, Strategic Planning, New Product Development, Customer Service & Information, and Regulatory Affairs departments.  I have been in my current position as Principal Regulatory Economic Advisor since April, 2006.  In my current position, I am responsible for cost allocation and rate design for both utilities. 

I have previously testified before the Commission.

II.
PURPOSE

The purpose of my testimony is to sponsor SoCalGas’ proposed natural gas transportation rates.  Appendix A contains the transportation rate tables under our preferred case.  The proposed rates rely upon embedded cost (EC) principles for allocating SoCalGas’ authorized base margin costs among customer classes as shown in Mr. Emmrich’s cost allocation testimony.  A discussion of non-margin costs follows to arrive at the total revenue requirement allocated to each customer class.  The rate design of each class within core and noncore is then presented.  
III.
SUMMARY

The proposed changes in SoCalGas’ transportation rates are shown below in table 1.  These are the class average transportation rates excluding the proposed charges for Firm Access Rights (FAR).  The FAR charge will be collected from core customers in the gas procurement rate and from noncore customers through a separate charge.  In order to obtain a comparable rate with present rates, Table 2 has included the FAR charge of $0.05/dth/day in the proposed transportation rates. 

Appendix A contains a complete set of rate tables using the Embedded Cost allocation method which represents this proposal.  This is the preferred case.

Appendix B contains a complete set of rate tables also using the Embedded Cost allocation method which represents this proposal; however, in keeping with the past practice in BCAP applications, the Present Revenue is derived using the present rate for each rate tier applied to the proposed volumes for that tier.  The average rates of each class represent the sum of the revenue of each tier divided by the proposed volumes for that class.  The proposed rates and volumes are the same as in Appendix A and also represent the preferred case. 

Appendix C contains a complete set of rate tables using the Long Run Marginal Cost allocation method.  This is the “compliance” case.

	Table 1

Class Average Rates $/therm

	
	Present 
	Proposed
	Increase (decrease)
	% change

	Residential
	$0.456 
	$0.492 
	$0.036 
	8%

	Core C&I
	$0.289 
	$0.254 
	($0.036)
	-12%

	Noncore C&I
	$0.063 
	$0.042 
	($0.021)
	-34%

	Electric Generation
	$0.035 
	$0.031 
	($0.004)
	-11%

	Wholesale & International
	$0.013 
	$0.018 
	$0.005 
	38%

	Firm Access Rights (FAR)
	$0.000 
	$0.005 
	$0.005 
	n/a

	System Total
	$0.175 
	$0.184 
	$0.009 
	5%




	Table 2

Class Average Rates Including FAR charge $/therm

	
	Present
	Proposed
	Increase (decrease)
	% change

	Residential
	$0.456 
	$0.497 
	$0.041 
	9%

	Core C&I
	$0.289 
	$0.259 
	($0.031)
	-11%

	Noncore C&I
	$0.063 
	$0.047 
	($0.016)
	-26%

	Electric Generation
	$0.035 
	$0.036 
	$0.001 
	4%

	Wholesale & International
	$0.013 
	$0.023 
	$0.010 
	76%

	System Total
	$0.175 
	$0.184 
	$0.009 
	5%


The proposed rates reflect a change in the natural gas transportation revenue requirement of $78 million, which is a 5 percent increase over the revenue requirements which comprise present rates.  This increase is due to increases in the cost of gas for gas transmission compression and unaccounted for gas, reduction in revenues from the enhanced oil recovery market and a net increase in the regulatory accounts balances. 

The rate results in this filing are based on several inputs, including but not limited to, the proposed allocation of base margin costs to specific customer classes, the allocation of other operating costs such as Company‑Use Fuel, the amortization of balances in authorized regulatory accounts to specific customer classes, and the class-specific demand forecasts sponsored by other SoCalGas witnesses.  Mr. Emmrich’s cost allocation testimony sponsors the allocation of base margin costs among customer classes using an EC methodology.  The cost allocation process is completed by adding the non-base margin cost allocation results.  These non-base margin costs include other operating costs (such as UAF gas and company-use fuel for Transmission, Load Balancing related Storage); Regulatory account amortizations (such as CFCA and NFCA); and miscellaneous cost adjustments (such as the EOR credit and core averaging adjustments).  Mr. Ahmed proposes the estimate of the balances in the authorized regulatory accounts to be amortized in rates.  In the final cost allocation process, all the costs and demand forecasts are assembled to derive the rates by customer class.  In the rate design section, the development of specific unit charges to recover the class specific revenue requirements based on the proposed throughput by customer class for the cost allocation period is discussed.

The following summarizes the proposals that differ from current ratemaking practices:

1) Reflects an EC allocation of authorized base margin costs in effect on January 1, 2008 as discussed in Mr. Emmrich’s cost allocation testimony.

2) Reflects an annualized average throughput forecast based on a three-year cost allocation period, January 2009 through December 2011 as sponsored by Mr. Emmrich’s demand forecast testimony.

3) Reflects rates consistent with the Commission’s Firm Access Rights (FAR) decision (D.06-12-031).

· FAR charge is $0.05/dth/day;

· FAR charges for Core customers are excluded from transportation rates and collected through the core procurement rate;

· FAR charges for noncore customers are excluded from transportation rates and recovered through a separate FAR charge from those customers purchasing FAR.

4) Disposition of four regulatory accounts as discussed by Mr. Ahmed. These accounts are 

· Company-Use Fuel for Load Balancing Account (CUFLBA);

· Blythe Operational Flow Requirement Memorandum Account  (BOFRMA);

· Firm Access & Storage Rights Memorandum Account (FARSMA);

· Otay Mesa System Reliability Memorandum Account (OMSRMA).

5) Modifies the allocation of the Noncore Fixed Cost Account and the Core Fixed Cost Account to reflect different allocation methods for the base margin and non-base margin portions of these accounts.  SoCalGas is proposing to allocate base margin portions on the basis of Equal Percent Marginal Cost, and the non-base margin portions will continue to be allocated on an Equal Cents‑Per‑Therm (ECPT) basis.  This proposal will not be implemented until the second year of the BCAP period.

6) Modifies the rate design for core commercial and industrial (C&I) customers by reducing the number of monthly customer charges from two to one; removing seasonality in the tier 1 usage threshold; and, allocating base margin costs and core averaging adjustment to rate tiers in proportion to the rate tier differential in current rates and for non base margin costs on an ECPT basis.

7) Removes the cap on the Gas Engine rate.

8) Reflects “Sempra-wide” natural gas vehicle (NGV) rates applicable to both SDG&E and SoCalGas, as sponsored by Mr. Schwecke; and, NGV class will receive an allocation of non-margin items, similar to all other Core classes.
9) SoCalGas proposes to have 100% fully de-averaged core rates by the end of the 3‑year cost allocation period.

10) Modifies the rate design for noncore C&I customers by allocating base margin costs to rate tiers in proportion to the rate tier differential in current rates and for non base margin costs on an ECPT basis.

11) Reflects the proposed transmission-level service (TLS) rate for noncore customers of SDG&E and SoCalGas served directly from the transmission system, regardless of end-use, as discussed by Mr. Schwecke.  This rate allows for a noncore customer served directly from the transmission system to choose between two rate design options for firm service.  Option #1 is a reservation-charge, and Option #2 is a volumetric rate.  While both of these options are available for Firm service, only Option #2 is available for Interruptible service.  Option #2 is the same rate for both firm and interruptible service.  This TLS rate is incurred in addition to any FAR that a noncore customer may purchase.

12) Modifies the rate design for noncore C&I customers by replacing the existing noncore C&I transmission rate with the proposed TLS rate which is applicable to all noncore customers served directly from the transmission system, regardless of end-use.

13) Due to the proposed TLS rate, the “Sempra-wide” electric generation (EG) rate applies to EG customers served from the distribution system.  EG customers served from the transmission system pay the proposed TLS rate which is applicable to all customers of SDG&E and SoCalGas that are served from the transmission system.

14) Reflects the elimination of the peaking service rate as proposed by Mr. Schwecke.

15) SoCalGas proposes to remove the allocation of any costs comprising the G‑PPPS rate from customer classes that do not pay the G-PPPS rate.
16) Elimination of CARE surcharge for cushion gas.

17) Core customer classes will pay for fuel that is used in storage operations through the procurement rate.
IV.
COST ALLOCATION

A.
Overview

Cost allocation is a two-step process where an overall revenue requirement is developed and then the revenue requirement is allocated to specific customer classes.  The revenue requirement broadly consists of base margin and non-base margin (non-margin) costs.  Base margin costs include what is generally considered the utility’s authorized gas margin for O&M expenses, return, depreciation and taxes.  The cost allocation process sponsored by Mr. Emmrich uses the EC methodology to functionalize these costs into Customer-related, Distribution-related, Transmission-related, Storage-related, and Marketing costs not recovered in other rates and further allocates them to customer classes.  Revenue from FAR charges is then deducted in order to arrive at the base margin used in developing transportation rates.

Non-margin costs (for ratemaking purposes) reflect all other costs not considered “margin costs” incurred by the utility to provide basic transportation services to its customers during the forecasted BCAP period.  These costs reflect, but are not limited to, unaccounted-for (UAF) gas, company-use fuel, regulatory account amortizations, and the enhanced oil recovery (“EOR”) credit. 

Except as noted in Section II of this testimony, the methods employed to develop and allocate non-margin costs are consistent with the methods employed to develop the SoCalGas transportation rates adopted in D.00-04-060, SoCalGas’ most recent BCAP decision.

B.
Non-Margin Costs

Non-margin costs are aggregated into the following three categories:

· Other operating costs (such as UAF gas and company-use fuel for Transmission, Load Balancing related Storage and miscellaneous usage);

· Regulatory account amortizations (such as CFCA and NFCA); and

· Miscellaneous cost adjustments (such as the EOR credit and core de‑averaging).

1.
Other Operating Costs

Other operating costs include, but are not limited to, UAF gas costs.  UAF gas costs were allocated 71% to core customers and 29% to noncore customers based on the core and noncore allocation of UAF as shown in Mr. Emmrich’s demand forecast testimony.  Within the core and noncore classes, these costs were allocated on an ECPT basis.  A notable difference in this filing is that the level of UAF gas costs is substantially higher than UAF gas costs embedded in current rates.  This increase is due to substantial increases in gas commodity prices that have been experienced in the marketplace since those costs were adopted several years earlier in the last BCAP decision, D.00-04-060.  UAF gas volumes are discussed in Mr. Emmrich’s demand forecast testimony.

SoCalGas will continue to recover the three types of company-use fuel costs (Transmission, Load Balancing related Storage and miscellaneous usage) in the transportation rate.  Company-use fuels are allocated to customer classes on an ECPT basis.  Gas volumes for company-use fuel are developed in the workpapers supporting Mr. Emmrich’s demand forecast testimony.

2.
Regulatory Account Amortizations

Balances in the authorized regulatory accounts are allocated among customer classes using various parameters, including average-year throughput and allocated base margin costs.  For example, the Core Fixed Cost Account (CFCA) balance is allocated on an ECPT basis to core customers only, while the Noncore Fixed Cost Account (NFCA) balance is allocated on an ECPT basis to noncore customers only.  Mr. Ahmed explains in his testimony the estimated balances in the authorized regulatory accounts that are to be amortized in rates.  Mr. Ahmed also discusses disposition of four regulatory accounts.  These accounts and the method being proposed to allocate them among customer classes are as follows:

1)
Company-Use Fuel for Load Balancing Account (CUFLBA) to be allocated on basis of ECPT;

2)
Blythe Operational Flow Requirement Memorandum Account (BOFRMA) to be allocated on basis of cold year throughput;

3)
Firm Access & Storage Rights Memorandum Account (FARSMA) to be allocated on basis of cold year throughput;

4)
Otay Mesa System Reliability Memorandum Account (OMSRMA) to be allocated on basis of cold year throughput.

These allocation methods are being proposed because of their relationship to the demand of the customer classes.  Load balancing is related to the average throughput of customers while the rest of these accounts are related to periods of high demand that occur during cold years.

SDG&E and SoCalGas propose to change the allocation of the Noncore Fixed Cost Account and the Core Fixed Cost Account to reflect different allocation methods for the base margin and non-base margin portions of these accounts.  SoCalGas is proposing to allocate base margin portions on the basis of Equal Percent Marginal Cost (EPMC), or its equivalent, and the non-base margin portions will continue to be allocated on an ECPT basis.  This is being proposed because the base margin items that are originally allocated to a customer class are related to the functions required to serve that class rather than the annual volumes transported to that class.  The functions required to serve a class consist of items such as customer-related costs, distribution, transmission and storage functions.  As discussed in Mr. Emmrich’s cost allocation testimony, different customer classes use these functions in different proportions to their average annual throughput.  Therefore, the base margin related portion of the NFCA and CFCA should be allocated on an EPMC, or its equivalent, basis because EPMC represents an allocation of base margin costs to customer classes that has taken into consideration the costs of the different functions required to serve each class.  This proposal to modify allocation of NFCA and CFCA account should not be implemented until the second year of the BCAP period because there is a year lag in recording balances in the base margin and non-base margin related sub-accounts.

3.
Miscellaneous Cost Adjustments

There will continue to be a cost adjustment for EOR revenue credits.  The EOR Credit reflects the difference between EOR revenues collected at proposed service rates and the costs allocated to the EOR class, less an authorized five percent shareholder benefit.  The EOR credit is allocated to other customer classes based on each class’ margin contribution and serves to reduce the revenue requirements of those classes.  EOR revenues are based on forecasted demand, average Sempra-wide EG-Distribution rate, and TLS rate. 

SoCalGas’s residential and core C&I rates are currently 75% de-averaged.  SoCalGas proposes to be 100% de-averaged by the end of the 3‑year cost allocation period.  The de‑averaging adjustment will be as follows each year of the cost allocation period:

· Current = 75% de-averaged

· Year 1  = 83.3% de-averaged

· Year 2  = 91.7% de-averaged

· Year 3  = 100% de-averaged

The proposal to be full de-averaged is being made in order to return to cost based rates.  The adjustment is being phased over the cost allocation period rather than in a single year for rate stability and less volatility in the residential and core C&I rates.

C.
Completed Revenue Requirements

The base margin and non-margin cost allocation results complete the total transportation rate revenue requirements.  The allocated customer class subtotals become the starting points for rate design calculations.

V.
CORE RATE DESIGN

In this section, SoCalGas updates its individual core rates.  This section describes specific changes to current rate design methods for core customers.

A.
Residential Rates

These rates are applicable to three categories of residential customers:  single-family, multi-family, and small master metered dwellings (master meters with loads less than 100,000 therms of weather normalized usage for the past two calendar years).  SoCalGas proposes no changes to the tier differential between SoCalGas’ baseline (BL) and non-baseline (NBL) bundled transportation rates.  The current composite tier differential between SoCalGas’ BL and NBL transportation rates of 1.05 is maintained (i.e., the NBL rate is five percent higher than the composite BL rate).  The composite BL rate is equal to the sum of the customer charge revenues and BL volumetric rate revenues divided by the BL volumes.  The current $5.00 monthly customer charge will remain in place.  
B.
Residential Large Master Meter Rates

These rates are currently applicable to all master metered loads in excess of 100,000 therms of weather-normalized usage for the past two calendar years.  SoCalGas proposes no changes to the current rate design for large master meter customers.  SoCalGas proposes only to update the volumetric charges in order to reflect the proposed cost allocation results and demand forecasts to this class.

C.
Residential Baseline Allowances

No changes to the baseline allowances are proposed.

D.
Sub-meter Credits

No changes to the sub-meter credits are proposed.
E.
Residential NGV Rate

Schedule G-NGVR is the optional tariff for the home refueling of vehicles.  SoCalGas does not propose to change the current rate design.

F.
Core C&I Rates

SoCalGas has a single tariff serving its core commercial customers, Schedule G-10.  Presently, the G-10 rate design consists of two tiers of customer charges and three tiers of declining block volumetric rates.  For rate simplicity purposes, SoCalGas proposes to consolidate its current two customer charges into a single customer charge of $15.00 per month.  Currently, G-10 customers with annual usage less than 1,000 therms/year pay a $10.00 per month customer charge and all other G-10 customers pay a $15.00 customer charge.  Also, for rate simplicity, SoCalGas proposes to remove the seasonality in the tier 1 usage thresholds.  Currently, tier 1 volumes are applicable up to 100 therms per month in the summer and up to 250 therms per month in the winter.  SoCalGas is proposing to maintain a constant tier 1 usage threshold up to 250 therms per month year round.

In order to allocate the core C&I class’s costs (excluding customer charge revenue) to each rate tier, the differential between each volumetric rate tier will be determined as follows:  (i) the base margin costs and, since the majority of revenue requirements are base margin costs, the core averaging adjustment allocated to this class are allocated to the volumetric rate tiers using the current volumetric rate tier differential; and, (ii) all remaining costs allocated to this class are allocated to the volumetric rate tiers on an ECPT basis because these are largely balancing account related items that are driven by throughput.

G.
Non-Residential Air Conditioning Rates

The current rate design consists of a $150 monthly customer charge and a single volumetric rate.  SoCalGas does not propose to change the current rate design.

H.
Gas Engine Rates

The current rate design consists of a $50 monthly customer charge and a single volumetric rate.  SoCalGas does not propose to change the current rate design.  However, SoCalGas does propose to remove the existing cap on the engine rate.  While significant rate differences, often described as rate shock, may be lessened through the use of a rate cap, the proposed rate will not result in a significant difference from current rates, and therefore a rate cap is not required.

I.
NGV Rates

SoCalGas’ current service for NGV customers is provided under Schedule G-NGV.  The current rate design consisting of customer charges of $13 per month for customers designated as end-use priority P-1 and $65 per month for customers designated as end-use priority P-2A along with separate volumetric rates for compressed and uncompressed services will be maintained.  SoCalGas proposes to create a single set of “Sempra-wide” NGV rates (i.e., the same tariff rates) applicable to both SDG&E and SoCalGas.  Mr. Schwecke discusses this proposal. Also, due to the increase in throughput to the NGV market of over 350%, the NGV class will receive an allocation of non-margin items, similar to all other Core classes. 
VI.
NONCORE RATE DESIGN

A.
Separate Rates for Transmission System and Distribution System Customers

SoCalGas proposes a TLS rate for all noncore customers of SDG&E and SoCalGas served directly from the transmission system, regardless of end-use, as discussed by Mr. Schwecke.  This rate allows for a noncore customer served from the transmission system to choose a reservation-charge or a volumetric rate.  The TLS rate is incurred in addition to any FAR charge that these noncore customers may choose to purchase.  The TLS rate is a “Sempra wide” rate with the same rate applying to noncore transmission customers of both SDG&E and SoCalGas.

Noncore customers served from the distribution system will continue to pay their applicable transportation tariff rate, but will not pay the TLS rate.  Their applicable transportation tariff rate includes allocated transmission system costs. 

A noncore customer served directly from the transmission system that wants firm service may choose one of two options.  Option #1 is a reservation-charge plus a usage rate; and Option #2 is an all-volumetric rate.  If such a customer wants interruptible service, then only Option #2, the all-volumetric rate, is available; and, it is the same rate for both firm and interruptible service.

1.
Option #1 – Reservation Rate Plus Usage Rate

The reservation rate is a capacity reservation charge.  It is arrived at by summing the base margin costs allocated to all noncore customers that are served directly from the transmission system and then dividing by the capacity amount related to those customers, as discussed in the testimony of Mr. Schwecke.  This rate is expressed as $/decatherms/day.  A usage rate is also charged for each therm consumed by the customer.

2.
Option #2 – Volumetric Rate

The volumetric rate is arrived at by subtracting the expected reservation revenue from the base margin of noncore customers served directly from the transmission system and then dividing by all expected volumes to be delivered on a firm basis for which capacity has not been reserved under Option #1 plus the usage rate.  The expected reservation revenue is arrived at by multiplying the expected capacity to be reserved by customers selecting Option #1, refer to the  testimony of Mr.Schwecke, by the reservation rate.  This all-volumetric rate is applicable to all interruptible volumes delivered to noncore customers served directly from the transmission system.

3.
Usage Rate

The usage rate is arrived at by summing the non-base margin costs allocated to all noncore customers served from the transmission system and then dividing by the forecasted average year throughput of those customers.  Customers selecting Option #1 will see the usage charge as a separate rate applied to each therm actually used; while this usage charge will be included as part of the volumetric rate for customers selecting Option #2.  However, beginning in the second year of the BCAP period, the base margin portion of the ITBA and NFCA regulatory accounts should be excluded from the usage rate applied to Option #1.  This is proposed because over and under-collected revenues related to base margin are included in the ITBA and NFCA regulatory accounts, and these accounts are part of the non-base margin costs included in the usage rate.  By definition, revenues collected through a reservation charge should not incur any over or under-collection as do revenues collected through a volumetric rate.  Therefore, SDG&E and SoCalGas are proposing to remove base margin portions of the NFCA and the ITBA regulatory accounts from the usage rate that is applied to Option #1.  This should not be implemented until the second year of the BCAP period in order to allow the Option #1 rate in the first year to reflect recovery of account balances that were incurred in the prior year, before the TLS rate was implemented, by customers that were on the current volumetric based rate.

The noncore customers served from the transmission system include:

· all of SoCalGas’ noncore C&I customers served from the transmission system;

· all of SoCalGas’ EG customers served from the transmission system;

· all of SoCalGas’ wholesale customers, except SDG&E;

· all of SoCalGas’ International customers;

· all of SDG&E’s noncore C&I customers served directly from the transmission system; and

· all of SDG&E’s EG customers served directly from the transmission system.

B.
Noncore C&I Distribution Rates

SoCalGas’ current service for noncore C&I customers is provided under Schedules GT-F and GT-I.  The current rate design consists of a single customer charge of $350 per month and four tiers of declining block volumetric rates.  Similar to the Core C&I rate, SoCalGas proposes that the differential between each volumetric rate tier be determined as follows:  (i) the base margin costs allocated to this class are allocated to the volumetric rate tiers using the current volumetric rate tier differential; and, (ii) all remaining costs allocated to this class are allocated to the volumetric rate tiers on an ECPT basis because these are largely balancing account related items that are driven by throughput.  In the current GT-F schedule there are two service level distinctions, distribution-level and transmission-level.  The transmission-level rate will be replaced with the TLS rate described above in section A.

C.
Electric Generation Distribution Rates (EG-D)

Due to the proposed TLS rate, the “Sempra-wide” Electric Generation (EG) rate only applies to EG customers served from Distribution system.  No changes are proposed to the EG rate design other than it will apply to and will only be derived from EG customers served from the distribution system.

EG customers served directly from the transmission system pay the proposed TLS Rate which is applicable to all customers of SDG&E and SoCalGas that are served directly from the transmission system.

D.
Wholesale and International Rates

These customers will only incur the TLS rate.  These customers consist of the Cities of Long Beach and Vernon, Southwest Gas Corporation, and EcoGas.

E.
SDG&E Wholesale Rate and Charges

As a wholesale customer of SoCalGas, SDG&E will be allocated costs by SoCalGas.  These costs are treated as a non base margin item in the cost allocation/rate design process of SDG&E.  They are recovered from SDG&E’s core and noncore distribution customers through the core, noncore C&I distribution, and EG Distribution transportation rates of SDG&E.  They are recovered from SDG&E’s noncore customers that are served directly from the transmission system through the TLS rate.

VII.
OTHER RATES
A.
Firm Access Rights Charge

The FAR charge applies to all customers of SDG&E and SoCalGas.  The rate is mandated by the Commission’s FAR decision (D.06-12-031).  The FAR charge is a reservation charge of $0.05/decatherm/day as discussed by Mr. Schwecke.  Core customers will incur the FAR charge through the procurement rate.  Noncore customers (both those on the distribution system and those on the transmission system) may either (i) contract with SoCalGas for this service; or, (ii) they may purchase gas supplies at the “citygate.”  Gas supplies purchased at the “citygate” refers to gas that has already been delivered into the SoCalGas/SDG&E system, usually by a gas marketer who has contracted with SoCalGas/SDG&E for FAR.  The revenue from the FAR charge is deducted from the transportation revenue requirement used to develop the transportation rates.  It is being proposed that this be accomplished by deducting this revenue from the “pre-integration” transmission system costs.  This will allow transmission system costs that are fully unbundled from FAR charges to be integrated back into each utility’s transportation rates. 
B.
Peaking Service Rates

As discussed by Mr. Schwecke, the SDG&E and SoCalGas are proposing the elimination of the Peaking Service Rate upon the adoption of the proposals to narrow the regulatory gap.  Once this gap is effectively narrowed, the need for the Peaking Service rate to protect customers from uneconomic partial bypass will be eliminated.  Of course, should the Commission choose not to narrow the regulatory gap as proposed by SoCalGas and SDG&E, the Peaking Service Rate must be retained.  
C.
Public Purpose Program Rates

While the Public Purpose Program rate (G-PPPS) is not part of this proceeding, there is one issue to be determined in this BCAP.  That issue concerns the current allocation of Public Benefit Research Development & Demonstration program costs to customer classes which do not pay the G-PPPS rate.  These classes are Electric Generation, Wholesale and International. 

SoCalGas proposes to remove the allocation of any costs comprising the G-PPPS rate from customer classes that do not pay the G-PPPS rate.  This will have minimal impact on the G‑PPPS rate because (i) the $714,000 of costs currently being allocated to classes not paying G‑PPPS is minimal when compared to the $229,000,000 of total costs that are currently allocated to the G-PPPS rate; and, (ii) this amount allocated to customers not paying G-PPPS rate is a “built-in” under-collection in balancing accounts that is recovered from customers that do pay the G-PPPS rate.  
D.
Elimination of CARE Surcharge for Cushion Gas
Due to the cushion gas costs being included in the overall storage costs, the surcharge to CARE customers has been eliminated. 
E.
Core In-Kind Charge for Seasonal Storage Related Fuel Use
Due to the core customer classes paying for fuel that is used in seasonal storage operations through the procurement rate, the costs have been removed from the transportation rate.
VIII.
LONG RUN MARGINAL COST BASED RATES
The “compliance” case is attached in appendix B.  These are the transportation rates resulting from an allocation of base margin items using the Long Run Marginal Cost allocation method.  The Long Run Marginal Cost allocation of base margin is discussed by Ms. Smith.  Moving from the preferred case (Embedded Cost) to the compliance case (Long Run Marginal Cost) decreases revenue requirements of SoCalGas by approximately $19 million and increases SDG&E revenue requirements by a similar amount.  This is due to the difference in allocation of costs between the two allocation methods among the functional categories of transmission, distribution and customer costs, and the resulting impact when transmission costs are integrated between the Utilities.  
This concludes my prepared direct testimony.  
APPENDIX A

Transportation Rate Tables

Preferred Case

APPENDIX B

Transportation Rate Tables

Present Revenue shown as Present Rate * Proposed Volumes

APPENDIX C

Long Run Marginal Cost‑Based Transportation Rate Tables

Compliance Case
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