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PREPARED REBUTTAL TESTIMONY

OF RICHARD M. MORROW
I.
QUALIFICATIONS AND PURPOSE
My name is Richard M. Morrow.  I am the Vice President of Customer Service Major Markets for SDG&E and SoCalGas.  My business address is 555 West Fifth Street, Los Angeles, California 90013-1011.  
I received a Bachelor of Science degree in Chemical Engineering from California State Polytechnic University and a Master’s degree in Chemical Engineering from the University of California at Davis.  I am also a registered petroleum engineer.  I have been employed by SoCalGas since 1974.  I have held various positions for over 30 years with SoCalGas, including positions in engineering, transmission and storage, gas supply planning, gas exploration and gas acquisition, distribution, and customer service.

I am responsible for service to the utilities’ major customers, including electric generators, wholesalers and the large commercial and industrial customers.  I am also responsible for managing the company’s pipeline and storage capacity programs, energy efficiency program delivery for large commercial and industrial customers, direct access, customer choice programs, and technology development.  I have previously testified before this Commission.

The purpose of my testimony is to respond to the assertions from Coral Energy Resources (Coral) and the Southern California Generation Coalition (SCGC) about the appropriate level of risk for storage and backbone transportation services.   I believe their recommendations should be rejected because they run counter to provisions of the Continental Forge and Edison settlements, which collectively provide significant benefits as an integrated package.  In addition, the proposals individually run counter to the public policy direction of the State.
II.
THE COMMISSION SHOULD REJECT CORAL’S LINKAGE BETWEEN THE REVENUE TREATMENT FOR TRANSMISSION AND STORAGE
Coral attempts to use the treatment of “unbundled transmission costs” as justification for implementing balancing account treatment for SoCalGas’ unbundled storage costs.
  Coral premises its proposal on two assertions:  (1) SoCalGas’ shareholders “earn a very healthy return on the utility’s transmission and storage assets.”
; and (2) “SoCalGas remains as the single monopoly provider of storage services in the southern California market.”
  
I believe the Commission should dismiss Coral’s argument.  First, SoCalGas earns a return on its assets pursuant to regulatory oversight by this Commission.  Such regulation includes the use of a variety of mechanisms designed to achieve Commission objectives related to utility service or infrastructure development.  SoCalGas’ earnings are consistent with Commission policy.

I believe it is an appropriate policy for California to place utility backbone transmission assets under balancing account treatment concurrent with a risk sharing treatment of utility storage assets.  The Commission should not be misled by Coral’s attempts to obscure key differences between an appropriate revenue sharing mechanism for storage
 and an appropriate revenue sharing mechanism for backbone transmission assets.  The existing and proposed risk structure for storage, and the existing balancing account treatment for transportation service all comport with the objectives of the state to encourage development of additional infrastructure and to meet energy efficiency objectives.  Coral’s proposed balancing account treatment for storage clearly does not.  
Making SDG&E/SoCalGas’ recovery of backbone transmission costs a function of the amount of throughput on the backbone system gives the utilities the obvious incentive to maximize throughput.  Encouraging throughput clearly is contrary to the prevailing state energy policy that stresses the need to help customers to conserve natural gas.  In contrast, as Mr. Watson discusses, a risk sharing mechanism for storage supports the State’s policy on the expansion of energy infrastructure.  Expansion of storage supports customers’ ability to manage their energy procurement costs, and has a relatively neutral impact on energy conservation results.  
Second, the existing risk sharing provisions for storage reflect a balance between utility regulation of rates and shareholder revenues and provides a framework that would not preclude investment in new utility facilities or by new storage providers.  As Mr. Watson discusses in detail, Coral’s proposal would likely foreclose any further expansion of storage infrastructure because the investments would not be able to earn a reasonable rate of return.  The storage-related provisions of the Edison settlement continue to reflect that balance by retaining the basic 50/50 revenue sharing mechanism and storage product price caps that exceed the marginal cost of expansion in order to provide a reasonable incentive for SoCalGas to expand its storage, or a third party provider to invest in new storage services.  Moreover, the Commission has made no finding that it desires to reverse the basic principles underlying the existing incentive structure.  
III.
THE COMMISSION SHOULD REJECT SCGC’S PROPOSAL TO SUBJECT SDG&E/SOCALGAS TO AFTER-THE-FACT REVIEW OF COSTS BOOKED TO THE SRMA 
SCGC, in contrast to Coral, does not challenge the current allocation of unbundled Firm Access Rights revenues between ratepayers and shareholders,
 but proposes that the Commission reject our proposal to book potential costs for system reliability to the System Reliability Memorandum Account (SRMA), alleging that it is not appropriate to provide balancing account treatment for these costs.
  SCGC bases this recommendation on allegations that (1) SDG&E/SoCalGas already are compensated for any potential business risks; (2) the Energy Division is not suited to evaluate such activities; (3) any utility actions will be “day-to-day,” rather than subject to prior briefing; and (4) eliminating utility risk runs counter to a cost minimization incentive.
  In effect, SCGC is proposing that the Commission initiate a new process to subject the actions of the System Operator to after-the-fact reasonableness review prior to allowing SDG&E/SoCalGas to put the costs related to system reliability in the SRMA.  
The Commission should reject SCGC’s proposal.  The applicants have offered a balanced proposal to implement the provisions of the settlement agreements, including for system reliability, as discussed by Mr. Schwecke.  The Commission already reviews and has oversight of utility activities and makes decisions on changes to future activities.  We also included additional provisions for review, similar to those authorized by the Commission for review of gas and electric procurement activities.  Those review procedures represent a reasonable enhancement of Commission oversight.  
This concludes my rebuttal testimony.
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� As noted in the Testimony of Mr. Watson, there are substitutes for SoCalGas’ storage service, as we are frequently reminded when we offer such services to customers such as Coral.  


� Although SCGC does propose alternatives to the ceiling rates and allocation of the unbundled storage revenue requirement, which is addressed in the Rebuttal Testimony of Mr. Watson.
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