



Application No:       A.04‑12‑004



Exhibit No.:




Witness:
      Jeffrey B. Horn



	
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 DIRECT TESTIMONY

OF JEFFREY B. HORN
SAN DIEGO GAS & ELECTRIC COMPANY

AND

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

May 5, 2006


TABLE OF CONTENTS

Page

1A.
QUALIFICATIONS


1B.
PURPOSE


1C.
CAPTIVE CORE CUSTOMERS STILL DEPEND ON THE PEAKING RATE


5D.
THE PEAKING RATE DOES NOT DISCOURAGE SITING OF ELECTRIC GENERATORS


6E.
IF THE COMMISSION REEXAMINES THE PEAKING SERVICE, IT SHOULD THEN ALSO REEXAMINE THE APPROPRIATENESS OF THE MULTI-UNIT PROVISION


7F.
THE COST-BASED PEAKING RATE DOES NOT PREVENT THE DEVELOPMENT OF NEW, DIVERSE, GAS SUPPLIES AND PIPELINE CAPACITY TO CALIFORNIA





PREPARED DIRECT TESTIMONY
OF JEFFREY B. HORN
A.
QUALIFICATIONS

My name is Jeffrey B. Horn.  My business address is 555 West 5th Street, Los Angeles, California, 90013-1011.

I am employed as the Energy Markets Manager in the Customer Services Department for SDG&E and SoCalGas.  I received a Bachelor of Science degree in Chemical Engineering from the University of California at Davis in 1980 and a Masters of Business Administration from the University of California at Los Angeles in 1991.  I have been employed by SoCalGas since 1986 in various positions of increasing responsibility, primarily in Major Markets Customer Services.  One of my current responsibilities is to develop gas transportation service offerings for our largest noncore customers.  
I have not testified before the Commission.  
B.
PURPOSE

The May 24, 2005 scoping memo and ruling asks whether the peaking rate should be eliminated.  Opponents of the peaking rate have raised this issue at every opportunity regardless of the lack of any unique or changed circumstances and despite the Commission’s re-affirmation of the rate after each and every extensive review.  There are no unique or changed circumstances now and the peaking rate still provides a very valuable service that meets the needs of SoCalGas’ customers.  The purpose of my testimony therefore is to explain why the SoCalGas cost-based peaking service tariff should be retained.  
C.
CAPTIVE CORE CUSTOMERS STILL DEPEND ON THE PEAKING RATE
The material conditions still exist under which the Commission adopted a peaking rate for SoCalGas and then reaffirmed that decision in several proceedings over the past 10 years.  The peaking service continues to close a “regulatory gap” that would, in the absence of such a rate, unfairly reward noncore customers for partially bypassing SoCalGas, and burden captive ratepayers with higher costs. 

The Commission first adopted the Residual Load Service (RLS) tariff for SoCalGas in 1995 (D.95-07-046) after becoming increasingly concerned that SoCalGas’ noncore customers would partially bypass the SoCalGas system in favor of taking base load service from a competing interstate pipeline.  Two years later, in SoCalGas’ 1997 BCAP, the Commission in D.97-04-082 further supported its earlier decision approving the RLS tariff and stated as follows:  

The RLS was implemented in order to close a regulatory gap which would have unfairly rewarded noncore customers for partially bypassing SoCalGas.  This gap arises because SoCalGas, due to utility franchise rights, is required to serve all customer load within its service territory.  Without the RLS, other gas transportation providers would have been able to contract with SoCalGas' noncore customers to provide their base loads at lower, negotiated rates and leave SoCalGas obligated to serve those customers' high-cost peaking loads at tariffed rates.  The losses resulting from this loss of noncore base load, combined with the requirement to serve high-cost residual load at tariffed rates, would have been borne by SoCalGas' shareholders and remaining captive customers.  The RLS was implemented to ensure that noncore customers' costs of partially bypassing SoCalGas internalize the externalities that their bypass places on the general body of ratepayers.
/  

In SoCalGas’ 1997 BCAP, certain parties argued again that the RLS tariff should be eliminated.  After extensive testimony and briefing of this matter, the Commission rejected these arguments and reaffirmed that the RLS tariff served the public interest.  The Commission determined that, without the RLS tariff, “SoCalGas’ class average volumetric rate structure would provide poor price signals to noncore customers and may promote uneconomic bypass by providing an underpriced insurance policy to customers with market alternatives.”
/  

In SoCalGas’ 1999 BCAP, the Commission considered again the arguments of certain parties that the RLS tariff should be abolished.  The Commission concluded that the RLS tariff should not be eliminated at that time, but stated that significant changes had occurred in the 
///

///

electric industry since the RLS tariff was first approved in 1995.
/  The Commission also realized, however, “that throughput loss equals increased rates for the remaining SoCalGas customers.”
/  The Commission further stated that “[t]wo things are assured should the RLS tariff be immediately abolished:  (1) the large noncore users on SoCalGas’ system will migrate to the pipelines for baseload and take peaking service from SoCalGas, and (2) the captive ratepayers of SoCalGas will pay higher rates.”
/  The Commission specifically found that the RLS tariff was not anticompetitive.
/  However, the Commission acknowledged certain parties’ concerns that the RLS did not promote efficient economic bypass and directed SoCalGas to replace it with a new peaking service tariff (D.00-04-060).  

After extensive hearing and briefing in A.00-06-032, the Commission replaced the RLS tariff with the current cost based peaking rate in D.01-08-020.  The Commission reaffirmed that “[b]ecause of the regulatory gap between the rate structure set by FERC and this Commission, noncore customers had an incentive to bypass the SoCalGas system, leaving the core customers paying the tab for stranded capacity.”
/  The Commission further recognized that the difference between strict balancing rules on the interstate pipelines and SoCalGas’ liberal balancing rules “might encourage the peaking customers to use SoCalGas’ balancing as a price arbitrage tool which would impose additional burdens on captive customers.”
/  The Commission therefore adopted a new form of the peaking rate intended to “reflect the cost the customer imposes on the system when the customer takes peaking service” from a competing pipeline.
/  

The new form of the peaking rate, which the Commission adopted in D.01-08-020, is “cost based…. encourages economic bypass, and discourages uneconomic bypass, of the SoCalGas transmission and distribution system.”  The Commission also recommended that the rate be implemented on a facility-by-facility basis rather than on a customer basis, which was originally provided under the RLS and proposed for the new tariff rate by SoCalGas. 

As the Commission has previously found, it is clear that, under SoCalGas’ all-volumetric rate structure, there is a strong incentive for large noncore customers to take baseload service from an interstate pipeline company charging SFV
/ rates and only take “peaking” service from SoCalGas.  This is because an all-volumetric rate structure does not impose a demand charge on the customer so that, unlike SFV rates, the customer contributes to the utility’s fixed costs of service only when it actually uses gas, even though the facilities necessary to provide the customer’s peak demand nevertheless remain in service.
/  Thus, unless the Commission keeps the peaking rate or adopts SFV rates and other interstate pipeline tariff provisions for SoCalGas, the “regulatory gap” between the rates of SoCalGas and the interstate pipelines creates an incentive for large noncore customers to engage in uneconomic partial bypass of the SoCalGas system.  

Since the peaking tariff simply permits SoCalGas to recover the costs of providing “on demand” peaking service and avoid shifting costs from large noncore customers to captive core customers, it is clearly not anti-competitive as claimed by those noncore customers who would benefit from taking baseload service from a competing pipeline and peaking service from SoCalGas.  Indeed, the Commission acknowledged that the effort of large noncore customers and competing pipelines to eliminate the RLS tariff was intended “to persuade the Commission to change SoCalGas’ tariffs” rather than “compete based on price, quality of service, meeting customers’ needs, [and] better product.”
/  The Commission noted that “[i]t is not SoCalGas that refuses to compete, it is the pipelines.”
/  Thus, unless the Commission is prepared to change SoCalGas’ tariffs and rate design so that it can compete with the interstate pipelines on an equal basis, the Commission should retain the peaking rate to discourage uneconomic partial bypass of the SoCalGas system and to avoid a shift in costs to core customers.  

If the Commission is willing to adopt tariff revisions to match those of interstate pipelines and SFV rates for SoCalGas, there might be less need for a peaking rate because that would narrow the “regulatory gap” between the tariffs and rate design of this Commission and the tariffs and the FERC rate design employed by interstate pipelines.  Until SoCalGas’ tariffs and rate design are so modified, however, the peaking rate should be retained.  
D.
THE PEAKING RATE DOES NOT DISCOURAGE SITING OF ELECTRIC GENERATORS

History has demonstrated that the SoCalGas peaking rate does not discourage the siting of electric generation in southern California.  SoCalGas has seen significant development of new and re-powered electric generation (EG) facilities on its system since filing its most recent peaking rate application (A.00-06-032), and continues to work with utilities and developers to deliver gas service to planned EG projects.  Since 2001, California has seen over 19,000 MW of new natural gas fired generation installed or in construction.  Approximately 6,000 MW of this new generation is served directly by SoCalGas.
/  

SoCalGas is also currently planning to provide gas service to several new EG projects already under review at, or disclosed to, the CEC.  These include, among others, the two 500 MW Edison Mission Energy peaking projects (Walnut Creek and Sun Valley), the 610 MW City of Vernon combined cycle project, and the 93 MW IID Niland Peaking facility.  
These developments and plans have been made by sophisticated parties who are fully knowledgeable about SoCalGas’ tariffs, including the peaking service tariff.  SoCalGas is 
pleased, but not surprised, that such investments have been and continue to be made to serve the electricity needs of Californians.  
E.
IF THE COMMISSION REEXAMINES THE PEAKING SERVICE, IT SHOULD THEN ALSO REEXAMINE THE APPROPRIATENESS OF THE MULTI-UNIT PROVISION

In A.00-06-032, those who opposed the “multi-unit UEG” provision
/ originally approved by the Commission and made part of the RLS tariff claimed that this provision was no longer appropriate in the year 2000 electric market due to the divestiture of utility power plants and the deregulation of the electricity market, despite the increased existence of non-utility entities that owned numerous generation facilities with associated dispatch flexibility.  In the year 2006, however, this trend has changed as investor-owned utilities have acquired and/or announced plans to acquire new generation facilities.  IOUs have also contracted with multiple, existing power plants and are proposing additional policies necessary to support new generation and long-term contracting.  Effectively, both IOUs and non-utility generation providers may control, if not actually own, a large portfolio of generating assets across SoCalGas’ service territory.  For example, SCE, through various contracts, has dispatch authority over approximately 2,000- 3,000 MW of generating capacity across the SoCalGas territory for at least the next several years.  
SoCalGas’ recent experiences with two EG customers that own or operate multiple generating facilities suggests that, while peaking rate opponents discount the ability or intent of owners of multiple plants to shift load among their EG plants in order to baseload a facility that is taking gas transportation service from another service provider, customers are considering doing just that.  LADWP, a multi-facility customer, issued an RFP to solicit transportation proposals, including alternate service providers, to serve a portion of just one of its major generation facilities, while retaining standard utility service for its entire remaining southern California generation portfolio.  Another multiple facility customer, Imperial Irrigation District, has made a commitment to take service from an alternative service provider at one generation site, while simultaneously planning a new, large, peaking facility to be served by SoCalGas at another site.  Both LADWP and IID indicated they would consider using SoCalGas peaking service at their facilities taking bypass service.  
Given that the EG market today is characterized by increased IOU generation ownership as well as non-utility generation providers that own numerous generation facilities, and considering actual activities by some of SoCalGas’ major customers, the Commission should reexamine the appropriateness of the multi-unit provision and should reinstate this important feature of the peaking rate.  
F.
THE COST-BASED PEAKING RATE DOES NOT PREVENT THE DEVELOPMENT OF NEW, DIVERSE, GAS SUPPLIES AND PIPELINE CAPACITY TO CALIFORNIA

While certain parties have asserted that the peaking rate discourages construction of additional interstate capacity and gas supplies, the facts prove otherwise.  Since 2001, there has been an increase of over 1.5 BCF per day of interstate pipeline capacity to California, providing a total delivery capacity to SoCalGas of 5.8 BCF per day.  SoCalGas customers may choose from every supply basin in Western North America, and soon LNG from overseas, thus providing them the full financial benefit of gas-on-gas competition.  New pipelines or laterals that directly serve SoCalGas customers should serve only one purpose - providing transportation services less costly than SoCalGas.  This is what is meant by “economic” bypass.  To the extent that the alternate service is economic, the peaking service has no impact on the customer’s decision or ability to bypass the SoCalGas system.  To the extent the alternate service depends on service from SoCalGas that is subsidized by captive core customers, then the bypass is uneconomic and the peaking rate should apply to protect SoCalGas customers.

A good example of SoCalGas customers’ ability to distinguish between an economic and uneconomic bypass opportunity is their reaction to the offerings made by the Southern Trails Pipeline.  Southern Trails offered SFV tariff service at $0.38/dth/day, limited daily balancing services, and limited supply sources.  Not surprisingly, their product offering was unattractive compared with SoCalGas’ lower, all-volumetric rate, diverse supply sources, flexible monthly balancing, and direct access to local storage facilities.  Appearing unable to sell its product to SoCalGas customers, Southern Trails continues to request the Commission to abolish the peaking rate.  In my opinion, Southern Trails believes it can convince a few large noncore customers to rely on SoCalGas’ low cost, high value, volumetric transportation service that, in the absence of a peaking rate, would allow it to fill in the gaps, i.e. subsidize, its uneconomic and uncompetitive service.

In summary, the Commission has reviewed the peaking rate issue now on four separate occasions, and has continued to find that it properly allows SoCalGas to compete with uneconomic partial bypass of the SoCalGas system thereby protecting captive core customers, and sends appropriate price signals to the market by offering a service that competing pipelines have chosen not to offer.  Significant new generation has been added and served by SoCalGas while the peaking rate has been in effect, and customers and developers are planning to build even more generation.  Because the EG market today resembles more closely the market when the Commission approved the multi-unit provision in the original RLS tariff, the Commission should reconsider this provision if the peaking service itself is reconsidered.  Large customers continue to consider alternate transportation service providers and they value the option of a peaking service as part of their service mix.  Significant new interstate pipeline capacity has been added, and SoCalGas customers are enjoying the economic benefits of gas-on-gas competition.  

This concludes my testimony.  
�/ 	D.97-04-082, 72 CPUC2d 151, 225; 1997 Cal. PUC LEXIS 241, *193 (citing D.95�07�046, slip op. at 15).


�/ 	D.97�04�082 at pp. 228�29, *204


�/ 	D.00�04�060, 222 P.U.R.4th 255, 303; 2000 Cal. PUC LEXIS 396, *133�134.  While parties have noted that this decision found that the RLS tariff influenced EGs to locate their plants off the SoCalGas system, SoCalGas thoroughly disproved this notion in the subsequent peaking rate application (A.00�06�032), showing that EGs chose to locate in areas other than SoCalGas’ territory for other reasons, such as the high cost of land, air quality restrictions, postage stamp electric transmission rates, and local permitting problems (the “not in my backyard” syndrome).


�/ 	Id. at *134; 303.  


�/ 	Id. at *135; 303


�/ 	Id. at *137; 304


�/ 	D.01-08-020, at Finding of Fact No. 7, mimeo p.32; 211 P.U.R.4th 363, 377; 2001 Cal. PUC LEXIS 572, *48.


�/ 	Id at Finding of Fact No. 15, mimeo, p. 33.


�/ 	Id. at Finding of Fact No. 20.  The Commission further stated that “[t]he aim of the peaking tariff should be to assess a charge that results in a sufficient premium over the systemwide default rate in order to accurately reflect the costs imposed by only using the utility system at peak times.”  (Id. at Finding of Fact No. 22.)


�/ 	Straight Fixed Variable rates are generally mandated for interstate pipelines by the Federal Energy Regulatory Commission (FERC).  SFV rates recover the majority of interstate pipelines’ fixed costs through a demand charge.


�/ 	SoCalGas has proposed a small reservation charge in its FAR proposal but, as described in the testimony of Ms. Smith, the revenues collected by this charge would be refunded back to customers.  The fixed costs of transmission and distribution would continue to be recovered through the volumetric transportation rates.


�/ 	D.00�04�060, 202 P.U.R.4th 255, 304; 2000 Cal. PUC LEXIS 396, *138.


�/ 	Id.  The Commission recognized that the pipelines’ refusal to compete with SoCalGas “is their choice and they should not be heard to complain.”  (Id.)


�/ 	Includes only retail service, excludes service to SDG&E power plants.  


�/ 	SoCalGas tariff, GT-RLS, Special Condition 6. “For the purposes of this tariff schedule, the entire load of a Utility Electric Generating (UEG) customer will be subject to this tariff schedule should one or more of the UEG’s facilities meet the criteria for application of this tariff.”
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