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 PREPARED REBUTTAL TESTIMONY
OF MICHEL P. FLORIO, Jeff Horn, AND ALLISON F. SMITH
A.
SUMMARY
SDG&E, SoCalGas, and TURN recognize the strong economic incentive for some very large customers and pipeline competitors to advocate abolition of the peaking rate.  The economic benefits of such abolition would accrue to these few parties, while the costs would be allocated to remaining customers.  However, nothing in Mr. Beach’s or Mr. Carpenter’s testimonies undermines the basic purpose of, or the need for, a peaking rate.
The peaking rate is merely intended to charge partial bypass customers the cost to the utility of standing by to provide peaking service that might be used only infrequently.  As the Commission has previously found, the peaking rate sends proper price signals and protects remaining customers from cost shifts resulting from the utility’s obligation to provide peaking and standby service to customers who choose to partially bypass the utility.  
Moreover, the challenges to the peaking rate continue to ignore a key issue:  there are significant differences between CPUC-regulated utility gas service and pricing and those of alternatives, such as interstate pipeline service.  For example, the utility’s rates are volumetric, the utility is obligated to serve all customers in its service territory, and standard tariff service includes comparatively more flexible balancing services.  Absent the peaking rate, a partial bypass customer enjoys all of these utility services at the standard tariff rate.  Losing customer load to uneconomic bypass while remaining obligated to provide standard services leaves the utility with higher costs and lower revenues, i.e. remaining customers see higher rates and subsidize the partial bypass customer.  
These differences encourage large, bypass‑capable customers to commit their baseload to a new interstate pipeline and to remain connected to the utility for peaking and balancing services instead of buying those services from the interstate pipeline.  Interstate pipelines and other pipeline competitors support such an arrangement, since it allows them to provide, from a pipeline’s perspective, low‑cost, high‑value baseload service, which makes their rates look more attractive, and to avoid the need to compete for the higher‑cost, lower‑value peaking and liberal balancing services.  Were these pipelines to provide full service, customers could make an accurate comparison as to which service provider is most competitive and choose the economic alternative.  Absent such an offer by the competing pipeline, the peaking rate is currently the only mechanism available to the Commission to ensure a truly economic decision by the customer.  The peaking rate fairly reflects the actual cost to the utility of providing peaking service to a partial uneconomic bypass customer, and sends the appropriate price signal to the marketplace.  
In their testimonies, Messrs. Beach and Carpenter restate the same arguments and assertions they made in the last peaking rate proceeding (A.00-06-032) and provide no new evidence to support abolition of the peaking rate.  The limited evidence they do provide suggests that the peaking rate is performing exactly as the Commission intended when it adopted the rate in D.01-08-020.
/  As the following testimony will describe further, the peaking rate is not anticompetitive, does not preclude gas-on-gas and pipeline competition, and does not discourage the development of electric generation.  The peaking rate is critical to allow SoCalGas to compete on a level playing field and is still needed to protect remaining customers should such uneconomic bypass occur.  Furthermore, adoption of System Integration is not and never was a pretext for excusing SDG&E from the peaking rate, and application of the peaking rate to a customer who has partially bypassed the utility by directly connecting to an LNG facility or pipeline is not discriminatory.  In addition, implementation of firm access rights (FAR)
/ does not close the “regulatory gap” between jurisdictional and non-jurisdictional pipeline service.  Finally, the multi-unit electric generation (EG) provision is necessary in today’s environment to protect SoCalGas’ remaining ratepayers from shouldering the costs incurred when customers who own or control a portfolio of generating assets across SoCalGas’ service territory decide to bypass just a portion of those assets.
B.
THE PEAKING RATE IS NOT ANTICOMPETITIVE

Mr. Beach and Mr. Carpenter assert that the peaking rate is an anticompetitive service that has stymied the development of additional pipeline competition.
/  
The Commission has reviewed this oft‑repeated assertion and has never found a peaking rate to be anticompetitive.  Mr. Beach merely makes this bold assertion without any supporting evidence.  Mr. Carpenter submits extensive testimony in an attempt to support his assertion but, after close inspection, his only evidence that the peaking rate is anticompetitive is that no pipeline has secured a commitment from an existing SoCalGas customer in the heart of the SoCalGas territory.
/  While Mr. Carpenter claims that the current peaking rate is not cost-based, we demonstrate that the current rate is in fact fully cost-based, as the Commission held in D.01‑08‑020.  

Mr. Carpenter states that, since the peaking rate was first implemented, “SoCalGas has not negotiated any long-term, discounted transportation agreements to prevent customers on its system from commencing service with alternate service providers.”
/  Mr. Carpenter is misinformed on this point.  SoCalGas has negotiated with a number of parties that have sought to leverage their alternatives in return for a competitively priced contract for utility service.  SoCalGas has offered contract alternatives that matched the competition, but the customers have chosen instead (to date) to take service pursuant to the Commission’s authorized tariffs, and have seen their tariff rate decline over the years.  Mr. Carpenter has erred by concluding that the absence of a discount implies anticompetitive behavior.  
Mr. Carpenter seems to imply that there is an overall benefit to customers when SoCalGas enters into a negotiated, long-term discounted contract with an individual customer.  Rather, such a contract benefits that one customer at the expense of others.  The fact that SoCalGas has had little need to do so, particularly in light of its very competitive noncore tariff rates, cannot justifiably be cited as a bad outcome.  In addition, granting long-term rate discounts to one customer would have the effect of shifting fixed cost recovery to all other customers.  That is not an overall benefit – it’s simply a benefit to one customer at the expense of others.  As discussed later, given excess utility backbone capacity, an interstate pipeline building a direct connection to an individual customer would be an uneconomic duplication of existing facilities -- i.e. uneconomic bypass – because there is no need for an additional pipeline to provide adequate service to the customer.  

Mr. Carpenter also ignores the fact SoCalGas has only rarely provided discounts
/ because its standard tariff rates have been very competitive with bypass pipelines.  Figures 1 and 2, below, illustrate SoCalGas’ success in keeping its rates competitive.  
Figure 1
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Figure 2
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Mr. Carpenter also states that since “No customer has availed itself of the peaking rate” it is not a viable peaking service option.
/  But this is the incorrect conclusion to draw from this fact.  As DRA noted in its testimony, an alternative conclusion is “the peaking tariff is performing well according to its design, i.e., discouraging uneconomic bypass and encouraging only economic bypass.”
/  

Whether many, few, or no customers take service under the peaking rate is really beside the point.  If it sends proper price signals it is the proper rate regardless whether customers do or do not partially bypass SoCalGas.  Moreover, the only locations where a customer can physically interconnect with both SoCalGas and a competing pipeline are where both concurrently exist in close proximity to each other.  It is absurd to suggest that a customer who currently receives all of its service from SoCalGas would consider the peaking rate option until such time that a bypass pipeline actually interconnects to that customer.  If the peaking rate sends the proper price signals, as it does, then one would not expect the alternative pipeline to be built unless it is economic to do so.  At that time only could one assess whether the peaking service is a viable option, and to opine before then is premature if not disingenuous.
Mr. Carpenter also suggests that the interruptible peaking rate volumetric charge be lowered to “likely encourage customers …to transport peaking supplies on the SoCalGas system.  This would cause these market participants to make a revenue contribution to SoCalGas, which would benefit SoCalGas’ existing customers.”
/  Mr. Carpenter ignores the comparatively overwhelming baseload revenue lost by SoCalGas’ existing customers if a non-economic bypass pipeline were built as a result of distorting the price signal provided by the current interruptible peaking rate.  
At the heart of this matter is the frustration of interstate pipelines (i.e., Kern River and Questar Southern Trails), which have failed to secure binding commitments from current SoCalGas customers that would support those pipelines committing additional investment to expand their service directly to the customers’ burner tips.  Mr. Carpenter and Mr. Beach have asserted that their failure is solely due to the peaking rate, presuming without offering supporting evidence that Kern and Questar can duplicate the attributes of SoCalGas’ service at a lower cost.
/  All that is apparent to date is that customers have so far declined to execute contracts for their service.  The reason for this is that their service offerings have been viewed by customers as too expensive compared with the service provided by SoCalGas.  The correct conclusion to be drawn from these facts is that to date most customers believe the value of SoCalGas’ service is greater than the service offered from these competitors.  
C.
THE PEAKING RATE DOES NOT PRECLUDE GAS-ON-GAS AND PIPELINE-ON-PIPELINE COMPETITION

We agree with Mr. Carpenter that additional interstate pipeline capacity to California could increase gas-on-gas competition.
/  The issue before the Commission, however, is whether those pipelines must extend uneconomically directly to end-users, or need only connect economically to the SoCalGas/SDG&E system, in order to provide consumers with the benefits of gas-on-gas competition.  Direct connection of an interstate pipeline or LNG terminal to an end-user might well provide benefits to that customer, but connection to the SDG&E/SoCalGas system will collectively benefit all customers, without causing the utility to lose transportation revenue that is shifted to other customers.  There is no collective benefit from extending interstate pipelines beyond the point of interconnection with the utility.  Thus, Mr. Carpenter has failed to demonstrate that there are incremental benefits to all consumers from uneconomic bypass of the SoCalGas intrastate system as compared to connection to the SoCalGas intrastate system.  
In an effort to promote uneconomic bypass of the utility, Mr. Carpenter states that “SoCalGas has indicated that a further expansion of its backbone system will be relatively expensive….”
/  First, SoCalGas did not indicate that such expansions were “relatively expensive.”  It provided preliminary cost estimates for expansion of the backbone system, but did not compare those costs to the cost of expanding interstate pipeline service to provide alternate transportation service directly to end-users.  Mr. Carpenter notes other SDG&E/SoCalGas recommendations for expansion of the backbone system if the reserve margin falls below 20-25% or if customers choose to fund the expansions.  With respect to the former, Mr. Morrow’s direct testimony in R.04‑01‑025 provided updated information on the current forecast of the utilization of the backbone system.
/  Given the expected high reserve margin for many years to come, any discussion of the cost of SoCalGas expanding its backbone system to maintain a reserve margin is not timely.  With respect to the latter issue, it merely matches the practice of interstate pipelines to construct expansions when shippers fund them.
/  
D.
IMPLEMENTATION OF FAR DOES NOT ELIMINATE THE “REGULATORY GAP”
Mr. Beach asserts that adoption of firm access rights will “significantly or completely close the utilities’ infamous ‘regulatory gap.’”
/  Mr. Beach bases this statement on the potential adoption of a reservation charge similar to that used by interstate pipelines.

Mr. Beach has glossed over a number of issues that contribute to the “regulatory gap” between SoCalGas and alternative transportation service.
/  For example, a reservation charge for access is not equivalent to a straight-fixed variable (SFV) reservation charge that recovers mainline and lateral costs incurred by an interstate pipeline.  For comparison, the rates sponsored by Ms. Smith show that SoCalGas’ large EG transportation rate is approximately 41¢/dth.  Neither the proposed SDG&E/SoCalGas access fee of 5¢/dth nor the 15.75¢/dth charge proposed by Mr. Beach come close to recovering the full cost of providing intrastate transportation service, which includes distribution, load balancing, customer costs, and regulatory accounts.  
Moreover, Mr. Beach ignores other elements that comprise the regulatory gap as compared with alternate transportation providers.  As mentioned above, the current SoCalGas transportation tariff provides +/-10% monthly balancing, liquid imbalance trading, and virtually no constraints on daily or hourly usage.  By contrast, interstate pipelines require daily balancing, do not provide liquid imbalance trading, and often have hourly flow limitations.  The current peaking rate tariff partially closes the regulatory gap by providing partial bypass customers with daily balancing similar to interstate pipelines rather than liberal monthly balancing, as the Commission has found.
/  Finally, SoCalGas has an obligation to provide service to customers that locate within its franchise area, thus requiring SoCalGas to serve the full requirements of all customers, including economically attractive high-load-factor customers as well as low-load-factor customers.  Interstate pipelines, by contrast, construct their facilities to meet contract demand at SFV rates and do not have a service obligation within a geographic service territory. 
Mr. Carpenter notes in his testimony at p. 15 that SoCalGas does not offer the ability to release firm peaking service as compared with the ability to broker firm interstate pipeline capacity.  This is largely a distinction without a difference.  With implementation of FAR, shippers will be able to release their access rights.  Although customers on an interstate pipeline lateral can theoretically release their capacity on that lateral, unless there are other customers located on that lateral, it is more comparable to dedicated service from the SoCalGas citygate to the burner tip.  Thus, adoption of FAR might reduce the rate component subject to a peaking rate, but it does not warrant elimination of the SoCalGas peaking rate.  

E.
THE PEAKING RATE IS NECESSARY TO PROTECT REMAINING CUSTOMERS
Mr. Carpenter dismisses the effect of underutilized utility assets on the rates of remaining customers.
/  He states that the Commission should weigh the increase in rates to remaining customers against the benefits they allegedly would derive from SoCalGas receiving additional peaking load revenues, the commodity benefits he claims would result from increased gas-on-gas competition, and other economic benefits he supposes that electric ratepayers might derive from bypass of SoCalGas.

As noted earlier, there has been no evidence to demonstrate that there are any incremental gas-on-gas competition benefits from uneconomic bypass of the SoCalGas intrastate system, and there is substantial evidence that such benefits result from interstate pipelines connecting to the SDG&E/SoCalGas system.  With respect to the impact on retail electricity prices, we agree with Mr. Carpenter that, if SoCalGas lowered the delivered cost of natural gas to electric generators supplying the load serving entities in California, the commodity cost of electric generation might decrease; but it might not.  That would depend on which generator is “on the margin.”  If the generator enjoying a lower cost of gas delivery is NOT on the margin, then the generator’s profits will increase, but electric customers will see little or no benefit.  

Mr. Carpenter’s argument here raises a more fundamental principle.  While it is true that reducing gas costs to EGs might (or might not) reduce electricity prices, the issue is whether gas customers should subsidize electric generators.  Under Mr. Carpenter’s rationale, gas utilities should provide free transportation service to EG customers in the hope of reducing EG commodity prices, a position that is clearly absurd and has never been adopted by the Commission.  Since the Commission has never concluded that such a subsidy is appropriate, it should reject any hypothesis that natural gas customers in general should suffer by the gas utility providing below-cost peaking service to EG customers just because doing so might reduce electricity prices.  
F.
ADOPTION OF SYSTEM INTEGRATION IS NOT A REASON TO ELIMINATE THE PEAKING RATE

In contending that adoption of system integration is a reason to abolish the peaking rate, Mr. Beach has misstated the SoCalGas and SDG&E position on system integration and the application of the peaking rate.  Mr. Beach claims that “In their Phase 1 proposal in R.04-01-025, SoCalGas and SDG&E acknowledged system integration was designed to avoid the imposition of the SoCalGas peaking rate on SDG&E, if SDGE were to accept deliveries into its system at Otay Mesa,”
/ but he does not quote any language from those proposals.  The explanation for his omission is simply that there is no such language.  
System integration was proposed to provide equal access to all customers within southern California to new or existing sources of supply, not to exempt SDG&E from the peaking rate.  SoCalGas witness Mr. Morrow testified earlier in this proceeding that the peaking rate would likely not apply to SDG&E, even in the absence of system integration, because SDG&E will become a major supplier to SoCalGas and its customers and it will continue to be financially responsible to pay its share of the costs to receive gas transportation service from SoCalGas.
/  The current peaking rate did not consider this circumstance, and neither SDG&E nor SoCalGas believe that it would apply to SDG&E or similarly situated customers.  
Mr. Beach asserts that it would be unduly discriminatory for the Commission to maintain the peaking rate after it adopted rate integration of the SDG&E and SoCalGas transmission systems.
/  He bases this argument on the alleged discrimination where a customer partially bypasses the SoCalGas system to accept LNG supplies directly.  As an example, Mr. Beach compares Long Beach Gas Department to SDG&E, which will receive gas at Otay Mesa, and will not pay a peaking rate.  
Mr. Beach inappropriately suggests the two situations are comparable and unduly discriminatory.  First, under the Commission’s adoption of system integration, the cost of SoCalGas’ system is part of the SDG&E tariff rate charged to its own end-use customers.  Thus, it does not matter at which receipt point an SDG&E customer receives gas – it will continue to make a contribution to the cost of the SoCalGas transmission system.  This is different than a SoCalGas partial bypass customer that, absent the peaking rate, makes little or no contribution to the cost of SoCalGas’ transmission system.  
Hypothetically, if SDG&E were to establish a receipt point solely for its own use to schedule supply that was not a joint receipt point capable of serving SoCalGas, the peaking rate would apply even under system integration, because SDG&E would be seeking to partially bypass paying for services (such as storage and load balancing) that SoCalGas would continue to provide.
/  This latter example is more analogous to the example that Mr. Beach attempts to use to allege undue discrimination.  In his example, if Long Beach Gas Department were to opt to directly connect with an alternative supplier (such as an LNG supplier) while retaining service from SoCalGas, it would then be relying on SoCalGas to provide peaking service.  The peaking 
rate is an appropriate tariff to ensure that other SoCalGas customers are not subsidizing service from an alternate supplier.
/  
Mr. Beach asserts that because “LNG terminals do have a small amount of storage capacity and thus can provide some peaking service, the impact of the SoCalGas peaking rate might be to drive the Long Beach Gas Department off the SoCalGas system entirely.”
/  Mr. Beach ignores the fact that SoCalGas would compete for that service, but if the Long Beach Gas Department finds that complete bypass of SoCalGas is “economic bypass,” the Commission has noted several times that its intention is to provide SoCalGas with the tools, such as the peaking rate, to compete only with uneconomic bypass.  
G.
SOCALGAS AND SDG&E DID NOT RECOMMEND MAKING A DISTINCTION BETWEEN THE APPLICATION OF THE PEAKING RATE FOR CUSTOMERS TAKING PARTIAL BYPASS SERVICE FROM AN LNG FACILITY AND CUSTOMERS TAKING PARTIAL SERVICE FROM AN INTERSTATE PIPELINE

Mr. Carpenter suggests that the SDG&E and SoCalGas position is that the Commission interpret the peaking rate to exclude LNG supplies delivered directly to customers located within the City of Long Beach.
/  SDG&E and SoCalGas did not make any such recommendation to the Commission.  The comments to which Mr. Carpenter refers stated:  “Since under certain conditions, an LNG regasification terminal can be considered to be analogous to gas production facilities, the Commission can interpret SoCalGas’ peaking rate tariffs to exclude regasified LNG delivered directly to, and consumed in, the service territory of the City of Long Beach if it so desires.”
/  Mr. Morrow so testified earlier in this proceeding.  
SDG&E and SoCalGas are not advocating that LNG be treated as local production.  Mr. Morrow merely recognized that the FERC’s treatment of LNG like gas production could support classifying LNG as local production, which has certain exemptions in the peaking rate tariff.  The Commission would need to make an affirmative finding that LNG was equivalent to local production for that purpose and then address the cost allocation implications thereof.  
Mr. Carpenter further states that, “No economic distinction can be drawn between bypass via LNG suppliers and bypass via interstate pipelines that access other supply sources.”
/  We could not agree more, which is why we would apply the peaking tariff to a customer that partially bypasses SoCalGas by connecting to an LNG terminal or interconnecting pipeline.
/  For example, if LNG lands in the Ventura area close to the Mandalay and Ormond Beach generating stations, both of those customers might have the option to take service directly from the LNG source.  This is no different than pipeline bypass.  If the bypass alternative is economic, it is not discouraged by the peaking rate.  If these customers decide to partially bypass the SoCalGas system for their baseload service and rely on SoCalGas for peaking service, the peaking rate will recover SoCalGas’ costs for providing standby, peaking and balancing services.
H.
THE PEAKING RATE HAS NOT DISCOURAGED THE DEVELOPMENT OF ELECTRIC GENERATION ON THE SOCALGAS SYSTEM
Mr. Beach and Mr. Carpenter assert that the peaking rate has discouraged the development of electric generation on the SoCalGas system, but have provided no evidence to support this assertion.
/  
Initially, it should be noted that Mr. Beach’s testimony contains errors in its analysis of generating capacity built on the SoCalGas and SDG&E systems which creates confusion when compared to Mr. Horn’s direct testimony.
/  Mr. Horn presented information relevant to power generation developed in the SoCalGas service territory
/ and compared that to total power plant development in California in order to clearly show that the peaking rate has had no significant adverse effect on such development.  Mr. Beach’s Table 3 and his analysis include the Otay Mesa and Palomar Plants, which are served directly by SDG&E.  Mr. Beach also excluded from his list the Los Angeles Department of Water and Power’s (LADWP’s) two new combined cycle plants, the Valley Combined Cycle Plant (529 MW) and the Haynes Combined Cycle Plant  (577 MW).  Since 2001, approximately 1,600 MW of new generation is on-line or under construction in the SDG&E service territory.  Adjusting for Mr. Beach’s broader approach and omissions, one can see that since 2001 approximately 6,600 MWs of new gas-fired generation has come on-line or is under construction and served by SDG&E and SoCalGas.  Approximately 4,700 MW, over 70% of the total additions, are combined cycle plants.  This compares with a total of approximately 17,600 MWs that are on-line or under construction statewide since 2001, or about 38% of the state total during this particular timeframe.  

While disparaging these significant generation developments, including combined cycle units, served by SoCalGas and SDG&E, Messrs. Beach and Carpenter fail to provide evidence or expert opinion as to why generation developed outside of SoCalGas’ territory, or certain new generators took service from alternate gas transportation service providers.  They seem to suggest that when a developer considers siting a new facility, the critical, if not overwhelming, factor in its decision to risk hundreds of millions of dollars is whether or not there is a peaking rate that applies if the plant partially bypasses SoCalGas.  This defies common sense and experience.  Compared to other factors critical to a development decision discussed further below, the peaking rate is unlikely to even appear on a developer’s radar screen.  
For example, developers very rarely develop power plants without financing, and financial institutions want assurances that the power plant will generate revenues to pay off their loans.  These revenues are typically provided by customers who have made long-term financial commitments to take or pay for capacity and/or energy from that plant.  A major reason why electric generation development in southern California was not even greater than it was is due to the lack of available long-term contracts for the output of such plants.  Now that Southern California Edison Company has received Commission approval (at the July 20 business meeting) to conduct a long-term RFO on terms that the utility finds acceptable, it is soliciting 1500 MW of new generation to meet resource adequacy requirements.  Several potential developers have announced projects that could compete to meet the need identified in the Commission’s decision.  
There are several factors that influence where and how much generation is developed, and explain why some gas-fired electric generation was built outside of SoCalGas’ service territory in the Western Electric Coordinating Council (WECC) area or was served by alternate providers.  In deciding to build a power plant, developers must consider all costs and potential revenue streams.  Costs common to all developers are financing costs, the cost of the technology employed, O&M costs, etc.  Other significant costs like emissions control, land usage, water usage, proximity to gas and electric transmission lines, and congestion on the electric transmission lines are generally site‑specific.  The expected revenue stream can also be affected by the location of the plant.  Access to different markets, constraints on the electric system, electric transmission losses, and the provision of ancillary services are examples of revenue‑related issues that are considered in siting a new power plant.  

1.
Higher Costs in Los Angeles Basin
Based on SoCalGas’ own construction and operating experience, and on its work and discussions with power plant developers over the years, it is generally recognized that development in the Los Angeles basin suffers much higher environmental costs, real estate costs, NIMBY (not in my backyard) issues, water costs, and labor costs, among others, compared to most areas outside of the Los Angeles basin.  This favors major power plant and other industrial development to occur outside of the Los Angeles basin.  
2.
Transmission Pricing Has Provided Incentives to Locate New Generation Outside Of Load Centers
Lower land, water, labor, and environmental costs are readily apparent incentives to locate generation outside of the load center.  These incentives are reinforced by FERC and CAISO electric transmission and interconnection policies and regulations, which shield the generator from the full cost of locating far from the load center and, instead, place those costs on the transmission owner and its customers.  The following discussion briefly explains these key policies and their impact on generator siting decisions.  
a.
Congestion Pricing
Generators located in an area with electric transmission congestion do not pay the full cost of relieving the congestion, which favors building more generation in lower cost areas, even if this increases congestion.  Congestion on the grid provides only a partial locational price signal due to the use of zonal congestion pricing instead of locational marginal pricing.
/  Additionally, because of the perceived lack of transmission investment, the CAISO has embarked on a new proactive transmission policy that will emphasize the construction of new transmission facilities to eliminate congestion.  As a result, a generator can be relatively assured that the locational cost incentives to locate farther from the load will not be reduced because the generator will not likely experience significant congestion costs.

b.
Transmission Losses
Generators do not pay the full, locational cost of transmission losses.  To avoid the over‑collection of transmission losses, the current CAISO charge for losses has been scaled (approximately 50% of marginal loss) to reflect average losses, such that generation built farther from the load center does not see the proportionately higher transmission losses compared to generation built closer to the load.  This obviously provides less of an incentive to locate closer to the load.  Not until the implementation of MRTU, which provides for full marginal losses, will generators receive a significant locational price signal.  

c.
Generator Interconnection Costs
FERC’s generator interconnection policy further blunts locational pricing signals.  FERC‑mandated interconnection policy requires the transmission owner to pay for all network (defined as all transmission beyond the initial point of interconnection) transmission upgrades.  Network transmission upgrades related to reliability are paid for by the transmission owner, not the generator.  Network transmission upgrades related to deliverability are paid for by the generator, but the transmission owner must fully repay the generator within five years.  
3.
Bypass By Wire
On the gas transmission side, by locating a power plant so that it can take service on an interstate pipeline, the power plant can avoid all gas transmission charges from a utility such as SoCalGas.  As long as electric transmission fails to provide a locational price signal, it makes economic sense for new power plants to locate near interstate pipelines.  “Bypass by wire” is not a result of SoCalGas’ peaking rate, but rather a result of postage stamp, non-distance sensitive, electric transmission pricing in California.  In other words, one reason generators take service directly from an interstate pipeline located near or outside SoCalGas’ territory is to save the total cost of transportation on SoCalGas’ system, not to avoid the peaking rate.  The previous years’ electricity regulatory environment imposed few if any locational costs that would offset these savings.
With the implementation of Commission‑mandated Resource Adequacy Requirements that explicitly recognize the importance of deliverability, locational requirements determined by the CAISO will require new generation to locate closer to the load.  In order to accomplish this task, the CAISO recognizes that capacity cost payments will need to vary by location to overcome the additional costs related to locating new generation closer to the load.  The upcoming Edison RFO, which is expected to procure 1500 MW of local generation, is an example of this recognition.  
4.
Northern and Central California Had a Greater Need for New Generation
From 1998 through the energy crisis, and at the time significant new generation was planned and built in northern and central California, those areas had a much greater need for electric generation facilities.  According to the WECC, on January 1, 1998, it included 53,500 MW of generating capacity, of which 27,700 MW
/ was gas-fired electric generation in California.  Of that 27,700 MW, approximately 18,700 MW (approximately 2/3) was operating in SoCalGas’ service territory.  

During the California energy crisis, rolling blackouts occurred in central and northern California from January 17-18, 2001.  The CAISO Board of Governors approved upgrading “Path 15,” one of the major north-south transmission lines in the state.  According to the CAISO:  “The project will relieve a choke point in the California Grid that costs millions of dollars a year to mitigate, and directly contributed to two days of rotating blackouts in January of 2001.”
/  The Path 15 upgrade was completed and placed in operation in December 2004.  
Considering the demand for electricity exceeded the supply available in northern and central California, and generation in southern California was limited in export to those areas, it is hardly surprising that new generation development at that time was driven to northern California rather than southern California.  Again, this had nothing to do with the peaking rate.  
5.
Electricity Prices
In order to maximize return on investment, plant developers use a “price” signal to help decide where to locate an electric generation plant.  Electricity prices in large part determine the plant’s revenues.  During the period of late 1998 – early 2001, electricity prices were higher in northern California than in southern California.  This provided another important incentive for plant developers to look favorably to northern California for the prospect of higher revenues and associated support for financing.  Figure 3 below shows the difference in northern California (NP15) and southern California (SP15, which includes a majority of SoCalGas’ service territory) average monthly electricity prices, traded at the California Power Exchange.

Figure 3 [image: image3.emf]Northern California (NP15) less Southern California (SP15) California Power Exchange (PX) Prices
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For the period of September, 2000 – December, 2001, CAISO NP15 prices were on average about $18/MWh higher than SP15 prices.  The differential was as high as $163/MWh. 
In 2002, SP15 prices started becoming higher than NP15, reversing the previous trend and sending a different price signal to generation developers.  Figure 4 below shows Electricity Futures sold in the West for Calendar Year 2003 on February 7, 2002.

Figure 4
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Since it takes approximately two to three years to plan and construct a power plant, it seems reasonable that, given these price signals, SoCalGas/SDG&E saw approximately 1,600 MW of new generation added prior to 2004 and approximately 5000 MWs have been added or are in construction since 2004.  These additions were part of the statewide total of approximately 10,000 MW and 7,600 MW added or in construction during the same time intervals. 
In conclusion, it is hardly surprising that significant generation has located outside of SoCalGas’ service territory in light of the tremendous financial incentives to do so.  The fact that significant generation has located on the SoCalGas system since the peaking rate was adopted just shows that siting decisions are based on many factors other than the SoCalGas peaking rate.  
I.
SOCALGAS’ CURRENT TARIFFS ARE CONSISTENT WITH THE COST-BASED PEAKING RATE METHODOLOGY ADOPTED BY THE COMMISSION

On p. 14, Mr. Carpenter argues that the current peaking rate is not a cost-based rate.  He provides brief discussions of why he claims the Interruptible and Firm peaking rates are not cost‑based and, in his opinion, are therefore not appropriate.  However, the Commission thoroughly examined these points in D. 01-08-020 when establishing the current peaking rate.  Most of the arguments raised by Mr. Carpenter were considered and rejected by the Commission in arriving at its decision in 2001.  He offers no compelling arguments to change the rate design and cost allocation adopted by the Commission.  
1.
SoCalGas’ Cost-Based Peaking Rate

SoCalGas established cost-based firm and interruptible peaking rates consistent with D.01-08-020.  Pursuant to this decision, SoCalGas developed separate peaking rates for each noncore customer class.  The class‑specific peaking rates are based on the adopted cost allocation for each individual class.  

The firm peaking rate has three components:  a monthly customer charge, a monthly demand charge, and a volumetric rate component.  The monthly customer charge is set at a level to recover the cost of all customer-related facilities through a fixed monthly charge based on the class average cost of these facilities.  The reservation charge is set at the authorized class average rate for each customer class excluding customer-related costs and Regulatory Accounts.  The volumetric rate component is set to recover variable costs, such as fuel,
/ as well as Regulatory Account costs.  The customer selects its maximum daily quantity, which is used to assess the monthly demand charge.  The volumetric component is assessed on the monthly usage of the peaking rate customer.

The interruptible peaking service is provided with a monthly customer charge and a volumetric rate.  The maximum volumetric rate is set at 150% of the class‑specific firm peaking rate demand charge at 100% load factor plus the firm peaking rate volumetric rate component.  An interruptible peaking service customer must pay the monthly customer charge every month, but only pays the volumetric component for its usage each month.  
2.
The Interruptible Peaking Rate Is Appropriately Priced at a Small Premium Above the Firm Service Rate

Mr. Carpenter asserts that “it is not clear that a higher rate with no cost basis can be justified on the grounds that interruptible peaking service is a premium service” (Carpenter p. 14).  In the Peaking Rate Decision, D.01-08-020, the Commission acknowledged that interruptible service is a lower priority service.  The decision does not refer to interruptible peaking service as a “premium service,” but rather states, “the volumetric rate should reflect a premium over firm service” (D.01-08-020, p. 29).  

The Commission was quite clear about its rationale for adopting a higher interruptible peaking rate:  

We also are concerned that 120% of the peaking demand charge will not adequately reflect the potential swings in customer demand.  Peaking service is, almost by definition, subject to widely varying demand levels.  A higher interruptible rate will reflect the higher degree of load volatility, and will provide a better incentive to customers to carefully evaluate their peaking rate options.  D.01‑08‑010, p. 30
/  
SoCalGas’ firm transportation rates, and by extension the firm peaking rates, have been developed based on the average cost to provide full requirements service to the entire customer class.  As noted above by the Commission, peaking customers have higher load volatility than a typical customer in the class.  Therefore, it is appropriate to impose a premium adjustment when developing the interruptible peaking rate.  

Finally, Mr. Carpenter’s concern about the level of the Interruptible rate is particularly curious when one considers the tariff of his client Kern River.  Kern River offers firm service at different rates based on the term of the shipper’s commitment, i.e. 10-year or 15-year, and by rolled-in or 2003 expansion.  The firm reservation charges range from 39 to 64 cents per decatherm.  As one would expect, the firm rate is higher for the 10-year contract commitment than the 15-year contract commitment.  The maximum interruptible rate shown in the Kern River tariff is equal to the highest firm reservation charge at 100% load factor plus the volumetric usage charge.
/  Kern River can charge up to this maximum rate even if the available capacity is unutilized capacity from a shipper on Kern’s lowest firm rate.  For example, if a California shipper with a 15-year rolled-in contract with a firm rate of 39.7 cents per decatherm
/ is not using its capacity to deliver into the SoCalGas system, then Kern River can provide that capacity on an interruptible basis at 70.25 cents per decatherm.  In this instance, the Kern River Interruptible rate is 154% of the firm rate.  Of course, while this is the maximum interruptible rate, Kern River has the flexibility to offer interruptible service at a lower rate.  Likewise, the SoCalGas interruptible peaking rate is a maximum value and SoCalGas has the same flexibility to offer interruptible peaking service at a lower rate if market conditions warrant a lower price.

3.
The Firm Peaking Rate Ensures That Peaking Service Customers Pay Their Fair Share of Costs on Average Over the Course of the Year

Mr. Carpenter argues that the SoCalGas firm peaking rate is not cost-based because the customer is required to pay a daily reservation charge year‑round, regardless of when the peaking customer transports gas on the SoCalGas system.  He erroneously argues that SoCalGas does not need to maintain capacity to serve peaking customers that do not require gas service during system peaks.  Further, he asserts that the peaking rate is not cost-based because peaking customers are not able to re-broker their capacity.  
Mr. Carpenter’s arguments are an abbreviated version of Kern River and Questar’s position in the Peaking Rate proceeding, which was weighed by the Commission in adopting the current rate structure.  The Commission recognized that firm peaking service customers would not be able to re-broker their peaking service, but supported applying the reservation charge every month:  

The firm peaking rate demand charge will apply each month, regardless of whether the customer takes peaking service in that month.  This approach fairly compensates SoCalGas for the facilities associated with standing ready to provide firm peaking level service.  We recognize that customers taking firm peaking service will not be able to release or broker this capacity on the SoCalGas system.  We balance that concern against the need to compensate the utility for the costs of standing ready to serve on a firm basis, and to ensure that the remaining full-requirements customers do not bear those costs.  D.01‑08‑010, p. 28

Mr. Carpenter’s assertion that SoCalGas does not need to maintain capacity for peaking service customers shows a lack of understanding of SoCalGas’ tariff provisions, annual demand profile, and system planning criteria.  Firm peaking service has the same priority of service as other firm noncore service.  The SoCalGas system is planned to meet the 1-in-10 year demand of all firm noncore customers, including peaking rate customers.  To ensure this commitment, the Commission specifically stated that firm peaking service customers would be eligible for compensation under the Service Interruption Credit (SIC) provisions if there is an interruption of firm peaking service.  Therefore, SoCalGas must plan its system to meet the firm daily quantity for a peaking customer throughout the year, including during peak demand periods. 

As the Commission recognized in D.01-08-020, high demand periods can occur thoughout the year and are not confined just to the winter period:  

The demand profiles of noncore customers in general, and of electric generators in particular, have shifted over the past year as we have seen spring and summer peaks almost equal to SoCalGas’ historical winter peak.  We believe it is prudent to account for this emerging trend in the peaking rate.  Furthermore, this approach ensures that customers who happen to have low or even zero throughput on the system peak day – which historically is in the winter heating season – pay their fair share on average over the course of a 12-month cycle.  If the last year’s trend continues, those same customers’ very high peaking throughput other times during the year could contribute to peaks at other times in the year that are very close to the annual coincident peak.  D. 01-08-010, p. 28

As such, the Commission determined it was reasonable to assess the reservation charge for firm peaking service throughout the year.

J.
IMPACT OF FAR CREDITS ON PEAKING RATE

On page 8 of Mr. Carpenter’s testimony, he expresses concern that the FAR access revenue treatment proposed by SDG&E/SoCalGas could increase rates to low load factor peaking rate customers.  It is not the proposed revenue credit that increases rates to low load factor customers, however, but rather the nature of demand charge rates.   If a low load factor customer chooses to reserve firm peaking service or firm receipt point access for a capacity higher then its average usage, then the customer’s effective or average rate could be higher.  The customer has the ability to evaluate its need for firm services versus the price for these services.  This is no different on the utility or on an interstate pipeline.  It is the economic decision that a customer must make when services are offered with a demand charge.  

SDG&E and SoCalGas have proposed to reduce on-system transportation rates to reflect the revenue generated by the sale of Firm and Interruptible access charges through a credit to the ITBA.  Peaking rate customers receive the same access revenue credit as full requirements customers.  In the last peaking rate proceeding, Mr. Carpenter’s clients advocated the recovery of all Regulatory Accounts through a volumetric rate component:  “Kern River and Southern Trails also support Watson’s proposal to recover shrinkage and other balancing accounts in a volumetric rate” (p. 27 of Kern River’s Opening Brief in A.00-06-032).  Now, they do not like that treatment for one subaccount of the ITBA, which is, of course, a rate credit.  If the Commission adopts the SDG&E/SoCalGas FAR proposal and provides the access revenue credit to on-system customers through the ITBA account, this treatment should also apply to peaking rate customers.  Alternatively, SDG&E/SoCalGas would support inclusion of the entire ITBA account, not just the rate credit, in the peaking rate reservation charge.  The ITBA account reflects the recovery of transmission-related costs and revenues.  Therefore, it would be appropriate to recover the full account balance through the peaking rate reservation charge.

K.
THE MULTI-UNIT EG PROVISION OF THE PEAKING RATE SHOULD BE REINSTATED
Dr. Carpenter asserts that “SoCalGas provided no justification for reinstating the multi-unit provision…” on page 19 of his testimony.  However, in Mr. Horn’s direct testimony and data response to question 8 of the 2nd Data Request of Kern River Gas Transmission Co. & Questar Southern Trails Pipeline Co., Mr. Horn has clearly articulated the justification for reinstatement of the multi-unit EG provision.  The multi-unit EG provision is necessary in today’s environment to protect SoCalGas’ remaining ratepayers from partial bypass EG customers shifting their peaking load to the SoCalGas system through their ownership or control of a portfolio of generating assets across SoCalGas’ service territory.  Dr. Carpenter has chosen to ignore the facts and rationales laid out in Mr. Horn’s testimony and data response.  Instead, Dr. Carpenter cited ALJ Malcolm’s conclusion from a Proposed Decision rejected by the Commission to support his allegations regarding the multi-unit EG provision.  That the Commission rejected this Proposed Decision shows that the multi-unit EG provision is not unfair and is not punitive.

Neither Mr. Carpenter nor Mr. Beach dispute that EG customers with multiple facilities can use the plant served by a competing pipeline to meet baseload electricity needs and then use those plants served by SoCalGas for peak needs.  A good example of an actual situation where this is likely to occur is in the Imperial Valley, as discussed below.  
Dr. Carpenter states on page 20 of his testimony:  “Reinstating the multi-unit provision would seem to put enormous pressure on IID to instead take SoCalGas’ bundled gas service for this facility, to avoid paying the peaking rate for its other gas-fired units.  Thus, reinstating the multi-unit provision could deny IID its preferred gas supply alternative, direct access to LNG supplies delivered via the North Baja pipeline.”  In reality, the multi-unit EG provision has now become even more important to SoCalGas’ remaining customers due to IID’s public announcement of its commitment to take service from North Baja pipeline at one generation site, while simultaneously planning a new, large, peaking facility to be served by SoCalGas at another site.  Without the multi-unit EG provision, IID would take advantage of SoCalGas’ remaining customers by paying the standard tariff (non-peaking) transportation rate for its peaking service.  
L.
QUESTAR/LADWP INCORRECTLY CHARACTERIZE SOCALGAS’ RATE AND RATE PROJECTION
On page 3 of Exhibit PRC-2 (Declaration of R. Allan Bradley) of Dr. Carpenter’s testimony, Mr. Bradley erroneously concludes that “In each instance, the cost of transportation on Questar was lower than the projected SoCalGas rate and would have resulted in significant annual savings to LADWP.  These savings were computed by subtracting the annual costs of gas transportation under Questar’s proposal from the annual costs of transporting gas under the SoCalGas rates projected by LADWP and supplied to Questar.”

Mr. Bradley has erred in his analysis and conclusion.  First, Mr. Bradley has used a single year rate to project the annual savings for a long-term contract which may have a term of 10 to 30 years.  The use of a single rate for competitive comparison over the term of a long-term contract certainly simplifies the analysis, but it does not reflect the nature of SoCalGas’ rates or business.  Second, the use of 52 cents/Dth for SoCalGas’ rate is unrealistic and unsupported.  Mr. Bradley has taken the total rate from one exemplary rate filing made by SoCalGas in 2004 and escalates this rate to 52 cents/Dth, without considering the variability in key rate components, such as operating costs allocated to EG customers, transition costs, and balancing accounts.  Apparently, Mr. Bradley does not fully understand how SoCalGas’ rates are formulated and has not examined each rate component individually to develop a rate forecast.  SoCalGas’ present rate under system integration for LADWP is 41 cents/Dth.  It includes 25 cents/Dth of utility costs allocated to large EG customers (allocated margin), 4 cents/Dth for transition accounts, 10 cents/Dth for regulatory balancing accounts and 2 cents/Dth for other.  The balance for the transition accounts is likely to reach zero next year as the interstate pipeline contracts contributing to the transition accounts are expiring in August 2006.  SoCalGas expects that the effective rates, over the long term, would move closer to the allocated margin rate component.  Third, in evaluating the savings between the costs of transportation on Questar versus the projected SoCalGas rate, Mr. Bradley has added the municipal surcharge of 7.3 cents per Dth to SoCalGas’ tariff rate but has not done so to Questar’s rate.  Mr. Bradley has incorrectly assumed that LADWP will not need to pay the municipal surcharge if LADWP takes service from Questar rather than from SoCalGas.  

This concludes our rebuttal testimony.  

�/ 	D.01-08-020, mimeo, p. 34, Conclusions of Law No. (1):  “It is reasonable to establish a cost-based peaking rate, as described herein, that encourages economic bypass, and discourages uneconomic bypass, of the SoCalGas transmission and distribution system.”  


�/ 	Including the proposal for FAR as proposed by Mr. Beach in his direct testimony in this proceeding.


�/ 	Mr. Beach, p 39 and 41, Mr. Carpenter, p. 5 and 29.


�/ 	Mr. Carpenter, pp. 14-15.


�/ 	Mr. Carpenter, p. 9.


�/ 	Mr. Carpenter apparently is unaware that SoCalGas has in fact filed a negotiated discount contract with the Commission for approval.  


�/ 	Mr. Carpenter, p. 14.  


�/ 	DRA, p. 33.  


�/ 	Carpenter, p. 15.  


�/ 	The Declaration of R. Allan Bradley asserts that Questar is fully capable of providing similar service, but omits discussing the costs involved to do so and the resulting competitiveness of Questar’s pipeline service.  


�/ 	Mr. Carpenter, p. 29.  


�/ 	Mr. Carpenter, p. 7.  


�/ 	Prepared Direct Testimony of Richard M. Morrow, A.04-12-004, pp. 6-7.  


�/ 	For example, when Kern River constructed the High Desert lateral to the High Desert Power Plan, the shipper paid for the lateral costs on an incremental basis.  


�/ 	Beach, p. 41.  


�/ 	Mr. Beach cites interstate pipelines as competing with backbone service, which ignores the goal of interstate pipelines, and other alternate transportation service options, to compete with SoCalGas’ intrastate transportation service as a whole, not just backbone service.  


�/ 	D.01-08-020, Finding of Fact 14, “All the interstate pipelines serving SoCalGas’ market have daily balancing requirements, and some even have tighter provisions.”  Finding of Fact 15, “Under current natural gas market conditions, where the price of gas is very high, more relaxed balancing provisions might encourage the peaking customers to use SoCalGas’ balancing as a price arbitrage tool which would impose additional burdens on captive customers.”  


�/ 	Mr. Carpenter, p. 30.  


�/ 	Beach, pp. 38-39.  


�/ 	Prepared Rebuttal Testimony of Richard M. Morrow in A.04-12-004, August 26, 2005, pp. 2-3.  


�/ 	Beach, p 40.  


�/ 	However, SDG&E and SoCalGas have committed that any new receipt point on either utility will be a system-wide, integrated receipt point.  


�/ 	As Mr. Morrow noted in his testimony earlier in this proceeding, the current peaking rate tariff exempts the Long Beach Gas Department from paying the peaking rate for accepting “local production” and an LNG terminal in Long Beach could be considered by the Commission to be analogous to local production.  Testimony of Mr. Morrow, Tr. Vol. 1, p. 46.  


�/ 	Beach, p. 40.  


�/ 	Mr. Carpenter, p. 32.  


�/ 	Reply comments of SDG&E and SoCalGas on parties Phase I Comments, Docket No. R.04�01�025, April 6, 2004, pp. 46-47.  


�/ 	Mr. Carpenter, p. 33.  


�/ 	As noted above, SDG&E’s receipt of regasified LNG is not a bypass of, but rather a service to, the SoCalGas system.   


�/ 	Mr. Beach, p 43 and 44, Mr. Carpenter, pp. 33-36.  


�/ 	Mr. Beach, pp. 43 and 44.  


�/ 	See Horn direct testimony, p. 5 footnote, “Includes only retail service, excludes service to SDG&E power plants.”  


�/ 	This is expected to change when the CAISO implements locational marginal pricing in its Market Redesign and Technology Update (MRTU) in November 2007.  


�/ 	Western Electricity Coordinating Council website, Information Summary, 1998.  


�/ 	CAISO New Release, June 25, 2002.  


�/ 	Under the current FAR proposal, Company Use Fuel for transmission would be removed from the volumetric component of the peaking rate and would be recovered through an in-kind charge.


�/ 	In A. 00-06-032, Watson Cogeneration proposed that volumetric interruptible peaking rates be set at 120% of the peaking demand charges at 100% load factor, plus the volumetric portions of the firm peaking rates.  In their Opening Brief, Kern River and Questar supported the Watson Cogeneration proposal.  


�/ 	Individual customers may have different rates based upon the specific negotiated terms of their contracts with Kern River.


�/ 	Most of the original California shippers are on the 15-year or 10-year rolled in rates.
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