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PREPARED DIRECT TESTIMONY

OF RODGER SCHWECKE
I.
Qualifications
My name is Rodger Schwecke.  I am employed by Southern California Gas Company (SoCalGas) as the Director of Energy Markets and Capacity Products in the Customer Services Department.  My business address is 555 West Fifth Street, Los Angeles, California, 90013-1011.  My responsibilities are to manage service to the largest gas customers of San Diego Gas & Electric (SDG&E) and SoCalGas, specifically large electric generators, refineries and wholesale customers.  I also manage for SDG&E and SoCalGas the unbundled storage program, the Operational HUB (G‑PAL) services and minimum flowing supply purchases, policies and procedures for scheduling and nominations on the SDG&E and SoCalGas systems, daily operation and enhancements to SoCalGas' Electronic Bulletin Board (EBB), and all aspects of SDG&E/SoCalGas’ interconnect and operational balancing agreements with all suppliers delivering natural gas into the utility system.

I have been employed by SoCalGas and its affiliates since June 1983 in numerous positions, including General Manager/Vice President – Bangor Gas Company; Vice President Marketing ‑ Frontier Energy; and Business Development Manager, Senior Pipeline Products Manager, Project Manager, Account Executive Supervisor, Market Planner Analyst, and Energy Systems Engineer for SoCalGas.  I assumed my current position in December 2007.  During my employment I have been responsible for various aspects of utility development and operations, sales and marketing, regulatory matters, and customer relations.  I graduated in 1983 from California State University, Long Beach, with a Bachelor of Science in Chemical Engineering.  

I have previously testified before the California Public Utilities Commission, State of Maine Utilities Commission, and the North Carolina Utilities Commission.

II.
Purpose of Testimony

The purpose of my testimony is to sponsor:  new rate proposals for core and noncore customers of SDG&E and SoCalGas (Utilities); proposals for the Utilities’ System Operator; and the Utilities’ backbone transmission cost study.  The first set of rate proposals address the Commission’s order to close or sufficiently narrow the “regulatory gap” between the Utilities’ rates and services and those of competing interstate pipelines to allow SoCalGas to eliminate the Peaking Service tariff (Schedule GT-PS) without creating an undue risk of significant cost shifts due to uneconomic partial bypass of the Utilities.
  The transportation service proposal includes:

· a new reservation charge rate design option for transmission‑level noncore customers, based on the embedded costs and capacity of the transmission system, plus a volumetric usage rate to recover the remaining non-base margin costs.  The term for this option is three (3) years;

· an all-volumetric rate for firm, full requirements transportation with a term of six years;

· an all-volumetric interruptible rate equal to the volumetric firm rate, with a one‑month term.

Under this proposal to narrow the regulatory gap, the Utilities also propose changes to the load balancing rules that set requirements for allowable differentials between customer usage and customer deliveries of natural gas, so the rules will be more consistent with those of competing interstate pipelines.  If the Commission adopts the Utilities’ proposals to narrow the regulatory gap, then the Utilities propose to eliminate the Peaking Service tariff.  However, as described later in this testimony, because the proposals cannot completely close the regulatory gap, the Utilities need to retain certain other tools, aside from the Peaking Service tariff, to compete with uneconomic partial bypass and prevent cost shifts.  In this testimony, I review the key elements of the regulatory gap that, as the Commission has consistently determined, create a need for a rate design to prevent uneconomic partial bypass and cost shifting from partial-bypass customers to other customers of the Utilities.  I then further describe the Utilities’ proposals and how they address the regulatory gap while meeting the needs of the majority of the Utilities’ customers that would not benefit from partial bypass.  The embedded cost allocation analysis for this proposed rate design is presented in the testimonies of Mr. Emmrich for SoCalGas and Dr. Schmidt for SDG&E.  Further details of the rate design itself are presented in the testimonies of Mr. Lenart for SoCalGas and Mr. Bonnett for SDG&E. 

Second, I am making certain proposals regarding the activities of the Utilities’ System Operator.  The Utilities propose five key items as they relate to the System Operator functions.  These proposals include:

· a minimum flowing supply requirement for end-use customers to ensure the system operates reliably without the need to curtail customers;

· a formula for calculating required purchases to meet minimum flowing supply requirements;

· a procedure for approving tools to meet the minimum flowing supply requirements beyond what was adopted in D.07-12-019; and
· the level of access to operational information by the Operational HUB (HUB). 

Third, I am sponsoring a proposal to revise the eligibility criteria for the Core Commercial and Industrial Service rate schedule(s).  The Utilities propose to increase the size-limit eligibility for electric generation (EG) customers desiring core service to 1 megawatt (“MW”) of installed capacity, regardless of monthly usage (average monthly usage is approximately 34,000 therms).  This proposal includes retaining the ability of an EG customer with a higher capacity to elect core service if its average monthly usage is 20,800 therms or less.  

Fourth, my testimony presents the backbone transmission cost study as ordered in D.06‑12‑031.  The Utilities recommend that the Commission consider the adoption of a cost‑based firm access rights (FAR) charge using updated cost information in the 18-month review proceeding for FAR, which will be filed in mid-2010.  The Commission has indicated it intends to use that proceeding to consider modifications to the FAR program, including further unbundling and at‑risk proposals.  The Commission has also indicated that incorporation of a cost-based rate would be at the end of the first three-year term for FAR, which will be near the end of this Biennial Cost Allocation Proceeding (BCAP) period if the Utilities’ proposal to extend the BCAP term from two years to three years is adopted.
  
Fifth, I am sponsoring the Utilities’ recommendation for how to refund to SDG&E customers $3.3 million in gas curtailment violation charges collected between November 2000 and February 2001.   The Utilities propose to refund these charges to customers of record at that time, taking into account the need to avoid rewarding customers that did not comply with the curtailment orders.

Finally, my testimony proposes to establish a single “Sempra-wide” natural gas vehicle (NGV) rate for use across the Utilities’ service territories.

III.
Narrowing the Regulatory Gap

A.
Overview of the Current Regulatory Gap

In D.06-12-031, the Commission reaffirmed that a “regulatory gap” exists between the reservation rates and service obligations of pipelines regulated by the Federal Energy Regulatory Commission (FERC) (and proprietary pipelines) and the all-volumetric rates and service obligations of the Utilities.  The Commission further reaffirmed that this gap provides an incentive for the Utilities’ customers to take baseload transportation service from a FERC-regulated pipeline while taking swing service (peaking or residual load service) from the Utilities.  The Commission observed that there would be a resulting shift of costs from partial-bypass customers to the Utilities’ remaining customers.  

The Peaking Service tariff has effectively allowed SoCalGas to compete with uneconomic partial bypass of its system and to recover the cost to provide transportation service to any partial bypass customer who continues to be connected to the SoCalGas system for standby or swing service.  In fact, the Commission recognized that eliminating the Peaking Service tariff without changes to the Utilities’ all-volumetric rate structure will lead to higher-cost service, since the Utilities’ largest customers would take service for the baseload portion of their load from competing pipelines, leaving smaller customers, who are not the target of bypass pipelines, to pick up the remaining costs.  The Commission also recognized the essential fairness of the Peaking Service tariff, in that it is a voluntary service that applies only to a bypassing customer who wants to remain connected to SoCalGas and may take service from SoCalGas at some point.
  
While the current Peaking Service tariff effectively competes with uneconomic partial bypass encouraged by the regulatory gap between the Utilities and interstate pipelines and protects remaining customers from increased costs due to uneconomic partial bypass, the Commission expressed concern about the continuing opposition to the Peaking Service tariff from various parties, and identified a need to address the underlying causes of the regulatory gap.  The Commission ordered the Utilities to consider a total redesign of their rates to close the regulatory gap so that the Peaking Service tariff can be retired without risking higher costs to remaining ratepayers.
  It is important to clearly understand the regulatory gap to ensure that any redesign of the Utilities’ rates accounts for all regulatory-driven differences that could unfairly disadvantage the Utilities and their ratepayers in the absence of the Peaking Service tariff.  The regulatory gap is created by differences in 1) rate design, cost recovery and price signals; 2) mismatched service obligations, and 3) load balancing services, as discussed in detail below. 

B.
Different Rate Design, Cost Recovery and Price Signals

As the Commission pointed out in D.06-12-031, some of the Utilities’ large customers “may also be in a position to take their baseload service from a competing pipeline, but rely on SoCalGas for their peaking needs.  This allows them to take advantage of the fixed rate and volumetric differences that exist between the rate structure of the competing pipeline and SoCalGas. In the absence of a peaking rate, this advantage is even greater.”
  

Interstate pipelines competing with the Utilities recover their fixed costs through a Straight Fixed Variable rate design that recovers all fixed costs over the capacity reserved on that interstate pipeline.  Because the pipeline’s fixed embedded costs are recovered in a fixed charge based on contracted capacity and is not dependent on the actual customers’ consumption, interstate pipeline tariff rates tend to vary little from year to year. 
  The capacity reservation rate essentially assumes a 100% load factor by the customer.  This interstate pipeline rate design creates an incentive for customers to more fully and efficiently utilize the capacity on the pipeline since they pay the full costs for the capacity regardless of their level of usage.  Also, this design results in high load factor and low load factor customers paying the same amount of pipeline fixed costs for a given level of firm service, essentially eliminating customer cross-subsidies.  Recovering fixed costs through a fixed reservation charge and variable costs through a volumetric charge is economically efficient, resulting in cost-based rates that recover costs in the same manner in which they are incurred.

In contrast, the Utilities currently recover all costs, both fixed and variable, through customer usage (volumetric rates).  Under current rates, a customer of the Utilities is not typically required to make fixed payments or long-term financial commitments to the Utilities.
  Because the volumetric rates to pay for the fixed costs of the Utilities’ pipeline system are based on forecasted usage rather than long-term financial commitments, and because differences between forecasted and actual throughput and revenues are recovered or refunded using balancing accounts (e.g. the Noncore Fixed Cost Account or NFCA), the Utilities’ rates are more volatile than interstate pipeline rates.  Additionally, interstate pipelines use an embedded cost methodology to set transportation rates.  Adoption of the use of embedded costs for the Utilities should provide additional rate certainty and eliminate potential customer cross-subsidies that the use of a long-run marginal cost (LRMC) based methodology may cause and, thus, assist in closing the regulatory gap.  Furthermore, since the Utilities calculate their rates using a forecast of actual usage rather than assuming all of the Utilities’ pipeline capacity is operating at 100% capacity continuously, the Utilities’ rates look numerically higher to the customer than an interstate pipeline’s capacity reservation rates.  Finally, under an all-volumetric rate design, it is the Utilities’ remaining customers that bear the financial burden of paying the Utilities’ fixed costs and, as the Commission has recognized, there is an implicit subsidy of highly variable loads by customers with more stable loads.  
If, in fact, the pipeline’s reservation rate, on a true volumetric basis, is not less than the Utilities’ class average volumetric rate, then one can see that a customer could minimize its effective transportation rate by reserving some of its baseload needs from the interstate pipeline and relying on the Utilities for its swing and peaking loads.  How much capacity the customer would reserve on the pipeline depends on the customer’s load profile and the pipeline’s capacity rate relative to the Utilities’ rate.  At the extreme, if the customer operates at its full load 100% of the time, then it would want to reserve its full needs on the pipeline and may wish to retain the Utilities only as a form of low‑cost reliability insurance.  On the other hand, if the customer operates rarely or at a constant low usage interspersed with occasional high demand, then it would want to reserve its minimal needs, or its low‑usage baseload, on the pipeline and retain the Utilities for its residual needs.  To minimize total transportation costs, the partial bypass customer will seek to balance its cost of unused reserved capacity on the pipeline with the higher volumetric cost from the Utilities when its usage is above its reservation capacity.

In order to compensate for this aspect of the regulatory gap, the Utilities must be able to offer large noncore customers at risk to partial bypass, namely customers on their transmission system, a lower fixed demand charge rate that is equivalent, and competitive with, the demand charge rate offered for baseload service on a competing interstate pipeline.

C.
Mismatched Service Obligations

A regulatory gap is also created by the Utilities’ obligation to serve all customers within their service territory.
  In accordance with this obligation, the Utilities build their system with sufficient capacity to meet the forecasted peak throughput of all the customers on their system, following the Commission-mandated design conditions.  While this has the socially responsible effect of making the Utilities’ service extremely reliable, it also tends to raise the Utilities’ costs relative to a pipeline that does not have the same responsibilities or regulatory imperative.  An interstate pipeline is not generally obligated to build pipeline capacity beyond that demanded (and paid for) by its customers.  

The Utilities’ obligation to serve all customers, along with the Commission’s mandated planning criteria, has the effect of making the Utilities’ interruptible service nearly as reliable as their firm service.  In most situations, a customer electing interruptible service from the Utilities may do so without significant concern it will be interrupted more often than its firm service neighbor.
  This is generally not the case for a customer taking interruptible service from an interstate pipeline, which has built capacity only to meet its firm customer reservation commitments.  For interstate pipeline customers, the inability to use interruptible service is common.  

If interruptible service on the Utilities is as reliable as firm service, and if the interruptible tariff is priced the same as the class average rate, then there is no incentive for the customer to make a commitment to the Utilities for firm service, and the Utilities are not compensated for the peaking and standby service they provide to the customer.  In order to compensate for this difference, the interruptible rate on the Utilities’ system must be higher than the fixed capacity rate so that the Utilities can recover their costs.  To the extent the Peaking Service tariff is retired in favor of a total redesign of the Utilities’ rates, any new rate design must account for these aspects of the regulatory gap.

D.
Balancing Service

Significant differences between the load balancing service offered by competing interstate pipelines and the Utilities create a regulatory gap that promotes uneconomic partial bypass at the expense of remaining customers.  None of the pipelines serving the Utilities’ market have a balancing service as liberal as the Utilities’ monthly balancing service.  The Utilities currently provide monthly balancing with one of the most lenient tolerances in the industry (+/- 10% monthly), plus the ability to trade imbalances within the very liquid market of over 1200 transportation customers and holders of storage rights.  The Utilities have agreed to not propose a modification to the 10% balancing services provided today.
IV.
Proposed Noncore Rate Redesign and Elimination of the Peaking Service Tariff

The Utilities propose here to redesign the rates of their transmission‑level noncore customers.  This group of customers includes a majority of those whose high usage and experience managing energy needs make them the traditional candidates to commit to the construction of an interstate pipeline into the Utilities’ service territories.  Of all the higher‑usage customers served by the Utilities, transmission-level customers account for the vast majority of the load.  In contrast, most of the distribution-level noncore customers have relatively much lower usage.  They are not the primary targets of interstate pipeline extensions, are less likely to have permanent energy management personnel, and traditionally value the attributes of utility service.  Therefore, the Utilities direct this proposal to customers connected to the integrated transmission system in order to minimize changes for the large number of customers who are connected to the Utilities’ distribution system.  

A.
Transmission‑Level Rate Options

For noncore customers connected to the Utilities’ transmission system, the Utilities propose to offer a choice of rate structures for firm transportation service:  a fixed reservation rate with a required minimum commitment of three years plus a volumetric usage rate to recover non-base margin costs, or a volumetric rate with a required minimum commitment of six years.    The Utilities will also continue to offer volumetric interruptible service at a rate equal to the volumetric firm rate.  The reservation rate will allow transmission‑level customers to obtain from the Utilities a service option comparable to the firm service rates offered by interstate pipelines.  The reservation rate and interruptible rate will be available to any noncore customer served directly from the transmission system, including customers in constrained areas and customers taking partial service from alternative pipeline service providers or meeting a portion of their needs with alternate fuels.   

All three of these rates are cost-based.  The reservation rate for transmission customers takes the costs that would otherwise be allocated to those customers in a volumetric rate and devises a demand charge rate by using the noncore peak day forecast.  This rate would adjust each year, based on the Utilities’ General Rate Case annual base margin adjustment during the proposed three-year term.  

A three-year rate term aligns the reservation commitment with the proposed BCAP period and with FAR, which has a three-year term.  The term of this firm commitment is much shorter than the typical commitment required on an interstate pipeline.  It is sufficiently long to provide some rate certainty to noncore customers, without the risk that the underlying cost and cost allocation will become out of date.  
As an alternative to the cost-based reservation rate, transmission-level noncore customers can choose all-volumetric, full‑requirements firm service for a term of six years.  The all-volumetric firm rate would recover the costs of transmission service not recovered through revenues collected from transmission‑level customers who elect the reservation rate.  Because the forecast throughput of transmission‑level customers is significantly less than total available capacity, the volumetric rate is higher than the reservation rate, which is based on total capacity.  Nevertheless, it is equally cost-based as is the fixed reservation rate.  It is higher simply because of the use of a different denominator—forecasted throughput minus demand charge elections.  In essence, this approach creates a cost-based volumetric rate for swing or peaking service.  As is the case today, customers taking service from alternate providers or using alternate fuels would not be eligible for firm full‑requirements service.  These customers would be eligible for firm partial‑requirements service.  

The Utilities propose to increase the required term for this rate option from the current two years to six years for several reasons.  Six years provides the utility with better information on customers’ plans and expectations for usage, which is important for utility planning decisions.  Six years is at least closer to the term commitments that are necessary for competing interstate pipelines.  Finally, adopting a six-year term will better align the firm local transportation service with the contract expirations for FAR, which have a three-year term.  
Customers can also elect the reservation rate in combination with the volumetric firm rate.  In essence, they can elect a reservation rate for their baseload capacities and a volumetric rate for their less‑certain swing volumes—just as they could if they were to partially bypass the Utilities’ system to take baseload service from an interstate pipeline.  For usage above the fixed reservation level, customers in unconstrained areas can elect volumetric firm full‑requirements service or interruptible service.  The reservation rate will also be available on local transmission systems that are potentially constrained, which currently are the San Joaquin Valley and the Rainbow Corridor for SoCalGas, and the entire SDG&E system.
  However, the all volumetric full‑requirements firm rate alternative will not be available on local transmission systems that are potentially constrained.  Those systems continue to require partial‑requirements service with take-or-pay commitments.  All firm service in potentially constrained areas will continue to be allocated through an open season process.  
The reservation rate is established by dividing total base margin costs allocated to noncore transmission customers by a 1390 MDth/day capacity figure.  This capacity figure equals the noncore transmission customers’ 1-10 peak day demand, plus a proportionate share of excess capacity (6 Bcf/d minus 1-10 year peak day total demand).  Customers electing the reservation rate may choose a flat annual maximum daily quantity (MDQ) up to a historical peak month usage, but SoCalGas expects total reservations will be well below 1390 MDth/day.
  Total reservation elections will be limited to available firm capacity where the load is located.  Customers will likely choose to have their baseloads (load levels that occur frequently and/or are almost equal to annual average levels) served by the reservation rate design.  They will likely choose to have infrequent, high load levels served by the higher all-volumetric rate.  Offering a capacity-based reservation charge will reduce the cross-subsidy of low load factor customers by high load factor customers that is inevitable with the current all-volumetric rate design.  This effect will also place the Utilities’ rates for high load factor customers on a level playing field with potential bypass alternatives, and it will appropriately reflect the higher sunk costs of serving highly variable or swing load, including the swing loads of potential partial bypass customers.

All transmission-level customers taking noncore service, including EG and enhanced oil recovery (EOR) customers, must take service under one or more of these three new transmission rates.
  

The volumetric rate presented in the testimony of Mr. Lenart is based on an assumption of reservation charge elections by transmission‑level noncore customers.  The actual volumetric rate will reflect the actual elections of customers.  The volumetric rate is calculated by using the same total base margin used in the reservation rate calculation, but revenues from reservation charge elections will be subtracted from the numerator of the calculation and estimated year throughput (rather than a capacity factor) taken under the volumetric service will be used in the denominator.
B.
Differentiation of Interruptible Rates from Firm Rates

In D.02-11-073, the Commission stated at page 22:  “We will authorize SDG&E to charge different rates for firm and interruptible service.”  Ordering Paragraph 8 of D.02-11-073 goes on to state, “The rate level and rate design for firm and interruptible rates will be decided in the next BCAP.”  The Utilities propose to offer interruptible service at a rate equal to the volumetric firm rate.  This is consistent with the approach used by interstate pipelines, where interruptible service is priced equal to the highest firm rate.  The Utilities propose no change to the current required minimum commitment of one month for interruptible service.  Generally, as the least reliable service, interruptible service should cost less than firm service.  Because the reservation rate requires an up-front financial commitment for three years, the proposed interruptible rate does effectively cost less than the firm reservation rate.  The interruptible rate also costs less than the partial requirements firm rate, which has a use‑or‑pay charge.  In constrained areas, therefore, where interruptible service has some chance of being interrupted, interruptible service is the lowest‑cost service.  In unconstrained areas, where interruptible is nearly as reliable as firm, the interruptible rate equals the firm full‑requirements volumetric rate.  There is no up-front financial commitment associated with firm full‑requirements service.  In unconstrained areas, the Utilities propose that interruptible service be no less costly than firm service, and that customers be rewarded for making firm service commitments in the form of a lower total cost for service using the reservation rate.

V.
Other Proposals Needed to Narrow the Regulatory Gap

A.
Ability to Negotiate Transportation Rates to Compete

While the Utilities believe that adopting the proposals presented above will significantly narrow the regulatory gap, there will likely still be situations where the Utilities will need additional tools to prevent uneconomic bypass. 

The Utilities request the continuation of their ability to negotiate discounted contracts with customers that have competitive alternatives.  The Utilities also request that any revenue shortfall, for the term of the contract, resulting from negotiated contracts be allocated 100% to ratepayers, consistent with the 100% balancing account proposal in Mr. Morrow’s testimony.  

Even with the proposed rate redesign to narrow the regulatory gap, it does not guarantee that the Utilities’ rates will always be competitive with those of the alternative pipelines.  In such circumstances, the Utilities may need to offer negotiated rates or other terms to compete.  The resultant retained or incremental load would benefit all ratepayers.  D.92-11-052 reiterated these points that were recognized in earlier decisions:  
In both D.86-12-009 and D.89-12-045, the Commission established that the purpose of discounted contracts is to attract or retain incremental load which would otherwise be lost.  D.90‑04‑021 recognized the benefit of discounting rates in order to spread fixed costs over a larger amount of throughput, so that even ratepayers who do not receive any discount pay lower rates than they would if the incremental load were lost.
  

In D.07-05-027, the Commission approved the long-term gas transportation agreement between Taft Production Company and SoCalGas with 100% of the revenue shortfall allocated to ratepayers.  The Commission stated on pp. 4‑5:  
This decision would suggest that a 100% allocation of the shortfall from the Taft contract should be allocated to ratepayers.  For policy reasons, such allocation also makes sense.  When large customers bypass SoCalGas’ system, they leave fewer customers behind to bear the cost of running that system. … In the long run, therefore, it is costly to SoCalGas’ remaining ratepayers to impose disincentives on SoCalGas to avoid bypass.  Requiring SoCalGas’ shareholders to fund all or part of the difference between the Taft contract rate and the rate it would have paid in the absence of such bypass could provide such disincentive.  We prefer at this time to provide SoCalGas incentives to retain such customers, so long as the contract price negotiated to avoid bypass makes a positive contribution to margin.  

Allocation of the revenue shortfall entirely to ratepayers will not harm them because the Utilities shall, consistent with current practices, file an Application to seek Commission approval for negotiated long-term contracts and demonstrate that the contract results in a positive contribution to margin that would otherwise be lost.  Continuing this practice will ensure the discounted contract will be subject to the Commission’s scrutiny and judgment as a condition of implementation.  

B.
Continued Utility Service to Bypassed Customers

As part of the effort to meet the goal to close the regulatory gap between the Utilities and interstate pipelines, the Utilities’ proposals for transmission-level customers do not include a customer charge to collect customer‑related costs.  Customer‑related costs would be collected in the reservation charges of customers electing reservation service and through customer usage for customers electing all-volumetric service.  

With approval of the proposals in this application for noncore service, the Commission can retire the Peaking Service tariff.  Under the proposals, the Utilities will provide peaking service to bypassed customers at the prevailing noncore tariff rates, either as a firm reservation service or an all-volumetric interruptible service.  However, it is expected that, in the absence of the Peaking Service tariff, and given the Utilities’ highly reliable service (including their interruptible service in most areas of their service territory), some customers may elect to take firm service from an interstate pipeline and take interruptible service from the Utilities which is basically a very low‑cost standby service.  

This highly intermittent usage and dual connection service is treated differently under the Utilities’ tariffs.  SoCalGas’ Rule No. 2 provides that the utility reserves the right to refuse service to “Any premises for standby purposes.”
  Rule 1 defines “standby” as “Gas service used as an alternate energy source, typically for emergency or backup purposes.”  The rules require that the “Utility will notify the Commission whenever a denial of service is contemplated.”
  
Rather than refuse service, the Utilities propose that any existing transmission‑level customer taking service from an alternative transportation provider and who either specifically requests standby service or else uses no transportation service from the Utilities for any consecutive 24-month period be defined as taking standby service from the Utilities.  The Utilities shall have the right to discontinue service and remove their metering and associated equipment.  If, upon notice by the Utilities of their intentions, a standby customer decides to retain service, then the Utilities shall retain their meter and bill the customer for all customer‑specific costs necessary for the operation, maintenance and replacement of such measurement facilities.  To the extent a bypassed customer requests a new service line or meter from the Utilities for standby service, the Utilities will install the service line or meter at the customer’s expense and the customer will be subject to the previously described 24-month usage evaluation.

However, the Utilities may determine that for safety reasons the meter isolation valve(s) must be closed while the customer is taking alternative service.  Under that circumstance, the customer must provide sufficient notification to the Utilities that it desires to take service from the Utilities.  The Utilities will open the isolation valve(s) for a set period of time over which the customer expects to take continuous service.  

Another condition of this proposed standby service is that it shall not obligate the Utilities to provide certain services and programs that are practical only for customers who depend entirely on the Utilities for their natural gas needs.  These include Energy Efficiency programs and industrial technician services.  In the case of Energy Efficiency programs, the Utilities would have little or no customer usage by which to monitor energy usage and savings of the standby customer.  In the case of industrial technician services, it is imprudent for the technician to test or service equipment operating on gas not delivered by the Utilities where the technician has no authority to stop, or adjust, gas service if a safety concern is discovered.

VI.
Proposals for the Utilities’ System Operator Related Functions
A.
Reasonableness Review Risk

D.07-12-019 adopted the Omnibus Applicants’ proposal that the net cost of acquiring the supplies associated with meeting minimum flowing supply requirements be tracked in the System Reliability Memorandum Account (SRMA).  Applicants recommended that all of this cost be equitably borne by all customers of the utility system.  D.07-12-019 went on to require the Utilities submit to a reasonableness review of this account before passing those costs on to the ratepayers.  The Utilities strongly oppose hindsight reasonableness reviews of required supply purchases for minimum flow requirements, and the inability to pass those costs on to customers until such a specific review is completed, because such purchases are intended to benefit customers by providing reliable service and avoiding curtailments.  The Utilities view the use of a specific reasonableness review as a step backward in the Commission’s regulatory process as it is contrary to well-defined incentive mechanisms.  Past litigation in reasonableness reviews has shown the difficulty of hindsight reviews for all parties, including the Commission. 
The Utilities strongly recommend that this aspect of D.07-12-019 be eliminated.  If not eliminated, it must at least be modified.  The Utilities should be able to pass costs booked into the SRMA onto customers in the regular annual update of the balances in the approved regulatory accounts.  Many of the costs will be those associated with already-approved tools, such as the cost of gas purchased under the Commission‑approved contracts resulting from the Request for Offers (RFO) process adopted in D.07-12-019, under which contracts will be processed through an expedited Advice Letter filing.  To not allow those costs to be passed on to customers each year would require the Utilities to carry those costs and creates a second review of an already‑approved Advice Letter filing.  The Advice Letter process should approve the tool proposed and the potential costs of those tools should at the same time be considered reasonable.  Tools already approved through an Advice Letter have already passed a reasonableness test and should not be subject again to an additional after-the-fact review.  

The Commission will have the opportunity to review the costs booked into the account for reasonableness in conjunction with the annual update of the regulatory account balances, and the Utilities recommend that the activities and account should not be subject to a reasonableness review.  If the Commission is concerned about the level of costs being incurred by the Utilities to meet the minimum flow requirements, it can always address that matter in the next BCAP on a prospective basis without prejudging required actions on the part of the Utilities to maintain safe and reliable service.

B.
Minimum Flowing Supply Requirement for End-Use Customers

The Utilities propose an additional tool to be used instead of purchasing spot flowing supplies to meet the minimum flowing supply requirement of the Southern System.  The Southern System minimum flow requirement is due to the inability of the Utilities to move gas from the northern part of their system to meet southern system demand requirements.  As such, the Utilities rely on supplies being directly delivered into the southern portion of the pipeline system.  In D.07‑12‑019, the Commission approved two basic tools for the Utilities to use in order to cause sufficient supplies to be delivered into the southern system: run an RFO to contract with parties to deliver supplies when needed and to purchase gas on the spot market for deliveries into the southern system.  The additional tool being proposed in this BCAP is to impose a minimum flow obligation, if necessary, on all customers. 

The minimum flow obligation will work along with the other tools as follows:

· If the Utilities observe insufficient flowing supply on the Southern System (Blythe + Otay Mesa) to meet end-use requirements in this part of the system, the Utilities would have the HUB exercise any prior contracts approved by the Commission, except the purchases of spot supplies, consistent with D.07‑12‑019.  

· If this action does not bring sufficient supplies on the Southern System to meet the minimum flow requirements, especially on consecutive days, then the Utilities’ Gas Control Department would be able to call a Southern System Flow Order (SSFO) on end-use customers to flow supply through Blythe or Otay Mesa equal to up to 20 percent of their gas usage that day.

· The daily percentage may vary between days and is based on the actual need after the Utilities have exercised their other approved tools.  

· The applicable percentage will be posted on the EBB when the SSFO is called.  

· If the SSFO does not bring sufficient gas supplies onto the system at Blythe or Otay Mesa, the Utilities would then have the HUB attempt to purchase additional gas supplies as needed to meet the flowing supply requirement. 

· End-users not complying with the SSFO would be assessed SSFO charges similar to those specified in Rule 30 and G-IMB that are consistent with the other OFOs on the system. The SSFO charge will use the HUB’s highest price of spot gas purchased for meeting minimum flow requirements on that day.  If the HUB did not purchase spot gas on that day, the index will be the highest Gas Daily posted price in the San Juan or Permian Basins plus the El Paso Natural Gas Company tariff rate for transportation to the California border or California Border price, whichever is higher.

· Revenue generated by any potential SSFO charges will be booked into the SRMA and go to reduce the Utilities’ net costs of meeting the minimum flowing supply requirements.  
This procedure could eliminate the need for the Utilities to buy spot gas supplies on that day by having end-use customers share in some of the flowing supply responsibility.  The Utilities would call any SSFO as early as possible to allow the customers as much time as possible to arrange supplies to be delivered at Blythe or Otay Mesa.  The Utilities recognize the need to give the marketplace as much prior notice as possible and will primarily use the SSFO when sufficient time is afforded or when the market indicates that there would be a period of consecutive days on which the Utilities’ Gas Control Department projects a need to meet the minimum flowing requirements at Blythe or Otay Mesa.  Timely notice will reduce the cost of complying with the SSFO and will improve the performance of shippers in complying with the SSFO.  Therefore, as a matter of policy, the Utilities will manage the process in such a way that the large majority of SSFO events will be called prior to Cycle 1 and that Cycle 2 SSFO calls will be rare.  It is anticipated that on many occasions an SSFO would be in effect for extended periods corresponding to cold (or extremely hot) weather spells, maintenance periods, or the duration of other events that would cause deliveries at Blythe or Otay Mesa to otherwise be too low.  

A customer minimum flow obligation offers the Utilities’ end-users an initial opportunity to be able to manage and obtain the gas supplies more cost‑effectively than the Utilities.  As any costs incurred by the Utilities in maintaining the minimum flowing supply requirement on the Southern System are borne by all customers, the SSFO also allows customers, through their own efforts in delivering supplies, the opportunity to eliminate or mitigate any costs the Utilities would incur which would ultimately be allocated directly to all customers.  The SSFO is a reasonable alternative as it still places the financial burden directly on all customers. The use of the SSFO should also improve reliability on the Southern portion of the Utilities’ system by distributing the burden over a large number of customers and by minimizing the need for the HUB to be in the gas market purchasing supplies.  As an absolute last resort, the Utilities may need to reduce demand and thereby, the need for the minimum flow consistent with their current rules– namely, end-users located in the Moreno-SDG&E-Blythe portion of the transmission system would be affected first.  
If other minimum flowing supply requirements develop on the system, the Utilities would propose additional end-use customer minimum flowing supply requirements.  Approval of any additional customer flow requirements would be accomplished through a normal advice letter, just like approval of other minimum flowing requirement tools.  
C.
Formula for Calculating Required Purchases by the HUB
As required by D.07-12-019, the Utilities are responsible for purchasing gas supplies to maintain system reliability, and the net cost of acquiring the supplies needed to meet the associated minimum flowing supply requirements is to be tracked in the SRMA.  Applicants recommended that all of this cost be equitably borne by all customers of the utility system.  As discussed above, the Utilities are very concerned over the provision of that decision which determined that their actions would be subject to reasonableness review prior to passing the costs on to customers.  The Utilities have, in this application, proposed to modify the timing of passing on their costs and to eliminate any specific reasonableness review.  In addition, the Utilities have proposed that the Commission recognize the cost of tools approved through an Advice Letter that has already been reviewed.  

While the Utilities understand that their operations are subject to some after-the-fact review by the Commission, the concern here is that their decisions to maintain reliability are made in a very short time frame.  These decisions about system reliability are made with real-time information that could very well change within hours after a decision to purchase gas.  The real-time information includes a forecast of demand on the system, location of the demand, flowing supplies at various receipt locations, the flexibility of system operations, and the capability of the system to manage the expected demand.  Any of these pieces of information can change after a decision has been made considering these factors.

As a result of these variables, the Utilities propose a formulaic approach to quantify when they exercise use of their tools and the quantity of gas supply needed at a location.  One of the key factors determining if the Utilities need to use their tools to meet a minimum flow requirement (i.e. Southern System Minimum) is the choice of customers to flow gas at specific receipt points.  The Utilities only know this information based on the scheduled quantities after customer nominations have occurred.  In order to give the Utilities as much time as possible to recognize the need to purchase flowing supplies, they propose to use the most recently available scheduled quantities for particular receipt points.  A comparison will be made between those scheduled quantities and a minimum flow requirement determined by the Utilities’ Gas Control Department.  The Utilities Gas Control Department will instruct the HUB to use available tools in place or call SSFO as described above, to make up for the difference between the most recently scheduled quantities and the minimum flowing supply requirement.  When determining the difference, the Utilities will reduce the scheduled quantities by the amount of any gas delivered or purchased due to actions by the HUB to correct a prior minimum flow requirement.  The Utilities propose the following formula:  

Minimum Flowing Supply Requirement – Best Available Scheduled Quantities (less HUB Purchases) =  Additional Supplies Needed by Gas Control
As adopted by D.07-12-019, the HUB will sell the purchased supplies either the same day or as soon as practicable in order to reduce the net cost to end-use customers.  This formula will assist the Utilities’ Gas Control Department in determining the amount of gas supply to be delivered by customers at particular receipt points.  It will also give the Utilities Gas Control Department the ability to request the HUB to enter the gas market as soon as possible to reduce costs of spot gas purchases or to use other tools and could give customers earlier notice of any SSFO needed.  
D.
Procedure for Approval of Minimum Flow Supply Requirement Tools

D.07-12-019 provided for approval of minimum flowing supply requirement tools, in addition to the already approved purchases of spot gas supplies and running an RFO prior to taking on the responsibility of purchasing gas for the system reliability requirement, through the normal advice letter process on an interim basis.  The decision also stated that any other approval process would be reevaluated in the Utilities’ next BCAP.  Certain intervenors felt that the expedited process proposed by the Utilities did not allow proper review of a potential tool.  The Utilities therefore propose to maintain the normal advice letter process for approval of additional tools to maintain system reliability by purchasing flowing supplies or through an application like this BCAP filing. 

E.
Access to Operational Information by the HUB

Some intervenors in A.06-08-026 raised concern over the information available to the HUB responsible for purchasing any flowing supply requirements.  D.07‑12‑019 stated:

Accordingly, we dismiss Indicated Producers proposals but do so without prejudice.  The Commission will revisit these proposals in the upcoming BCAP proceeding where it will have a better opportunity to develop an adequate record.  
We are not persuaded that these additional restrictions on the System Operator are needed at this time.  In D.98-03-073 (Attachment B), we previously adopted “Remedial Measures” governing activities such as communications, physical separation, information postings between gas operations and procurement.  Since Gas Acquisition will [no] longer be performing system reliability and balancing services, under Remedial Measure 16, unrestricted communications between Gas Operations and Gas Acquisition are no longer permitted.  The Commission’s complaint process also provides parties a vehicle to seek relief if they feel disadvantaged due to activities of the utility.
  
In order to alleviate some of the concerns of the various intervenors in that case, the Utilities propose that the HUB not have access to customer-specific information.  It will, of course, need the specific information related to its own transactions. Information available to the HUB would include aggregated nominated and scheduled quantities, but not customer-specific information.  It will remain the responsibility of the Utilities’ Gas Control Department to determine actual minimum flow requirements and communicate with the HUB when there are concerns that the minimums are not being met by other market participants.  During these discussions between the Utilities’ Gas Control Department and the HUB, changes to minimum flow requirements along with the aggregated nominated and scheduled quantities will need to be discussed.  The continual exchange of this type of information will allow the Utilities’ Gas Control Department to instruct the HUB to begin purchasing gas supplies immediately when a need is determined.  Entering the gas market as soon as possible greatly assists the Utilities in maintaining system reliability at the lowest possible cost.
VII.
Eligibility for Electric Generation Core Service

A.
Request

The Utilities request authority to revise the core eligibility criteria for small EG customers, 1 MW or less, to enable those customers to elect core service (transportation service or bundled transportation and procurement service).  

The current core eligibility criteria come from D.02-08-065, which provided the following rationale:  

We also agree that electric generation, refinery, and EOR customers of both SoCalGas and SDG&E, who consume over 250,000 therms per year, should not be able to choose core transportation service or bundled core transportation and utility procurement service.  Such customers have very different load profiles than general commercial and industrial customers in that their loads exhibit large fluctuations daily and monthly.  Electric generation, refinery, and EOR customers are sophisticated and capable of managing their own purchases.  Additionally, some of these customers also possess varying alternate fuel capabilities.  These characteristics make it almost impossible for a gas utility to forecast gas usage accurately and could lead to potential problems associated with balancing purchases for the core portfolio, thus affecting other core customers.
  

Many large EG, refinery, and EOR customers do in fact exhibit these characteristics.  However, our proposal is not directed at these larger users.  Our proposed EG core service option would be used by small EGs concerned with energy efficient on-site combined heat and power (CHP)
 that do not exhibit the characteristics described above.  CHP applications do not tend to fluctuate “daily and monthly” and almost rarely have “alternate fuel capabilities” due to emissions and permitting issues, as well as technical limitations with the combustion equipment itself.  They represent a relatively small load on the Utilities’ system, and are very unlikely to switch back and forth between transportation service and bundled transportation/procurement service.  
Currently, the Utilities’ tariffs do not allow EG customers who consume over 250,000 therms per year (average of 20,800 therms per month
) or more to choose core transportation service or bundled core transportation and procurement service.  The Utilities propose to expand the core eligibility criteria to allow EG customers with a rated generating capacity of 1 MW or less to elect core service.  While a 1 MW EG customer has the capacity to use up to approximately one (1) million therms of gas per year, most would use well below that quantity, but still have usage greater than 250,000 therms per year.  

Additionally, the Utilities are requesting the authority to retain the current eligibility criteria whereby EG customers using less than 250,000 therms per year (measured as an average of 20,800 therms per month), regardless of potential generating capacity, will continue to qualify for core service.
  

The affected tariffs for SDG&E are Rule 14 and Rate Schedule GN-3.  For SoCalGas, the affected tariffs are Rule 23 and Rate Schedule G-10.  Implementation of the proposed revision will require changes to the applicability of these core rate schedules and revisions to priority of service definitions in SoCalGas' and SDG&E's respective rules.

B.
Customer Benefits

The current low usage threshold creates barriers for small self-generation installations.  The core eligibility change being proposed herein removes some barriers while enhancing customer choice and customer satisfaction by allowing an additional number of small EG customers the option to elect core service.  While rates for Core Service (Rate Schedules GN-3 for SDG&E and G-10 for SoCalGas) are likely to be greater than rates for noncore EG service (Rate Schedules EG-SD for SDG&E and GT-F5 or GT-I5 for SoCalGas), many small EG customers may prefer core service due to its bundled service option and higher priority of service.  In addition, there are no requirements and associated costs for separate noncore EG metering, separate gas yard lines, electronic measurement devices installed at the customer’s expense, or noncore contracts, all of which are required for noncore EG service, and all of which can be barriers for small EG customers. 

Broadening rate options and removing barriers for small EG systems potentially makes the energy efficiency advantages of CHP more accessible to more small customers.  The California Legislature recently recognized that:  
Combined heat and power systems produce both electricity and thermal energy from a single fuel input, thus achieving much greater efficiency than the usual separate systems for producing these forms of energy, and reducing consumption of fuel.  … It is the intent of the Legislature to support and facilitate both customer- and utility-owned combined heat and power systems.
  

The California Public Utilities Code states that:  
It is the policy of the state to encourage and support the development of cogeneration as an efficient, environmentally beneficial, competitive energy resource that will enhance the reliability of local generation supply, and promote local business growth.
  
Furthermore, providing additional choices to smaller EG customers is consistent with strong policy support articulated in California’s Energy Action Plans I and II, adopted by both the Commission and the California Energy Commission.
  Providing customers operating small CHP facilities and distributed generation with the core elect option may remove a barrier to the development of additional generation of this type.  

Occasionally, natural gas is used as an ignition source or as a supplemental fuel for EG systems consuming renewable fuels (e.g., digester gas, landfill gas, biogas, waste-to-energy streams).  Although such systems may technically be considered larger than 1 MW, they typically have nominal natural gas usage.  These EG customers will continue to benefit from the existing option to elect core service as long as their usage is less than 250,000 therms per year. 

C.
Eligibility Criteria

The core eligibility criteria of 1 MW or less generating capacity was established for several reasons:  

· Typically, customers with 1 MW or less of generating capacity have limited experience with noncore gas service requirements.  

· The size of 1 MW is consistent with several references and programs in the California Public Utilities Code and other California law.  For example, the California Self-Generation Incentive Program (SGIP) established a maximum incentive size of 1 MW for Level 2 and Level 3 self-generation technologies.
  

· Customers with EG systems of 1 MW or less are more likely to find that the benefits of core service exceed the higher rate.

· Establishing the core service eligibility criteria on generating capacity size rather than gas usage facilitates the determination of eligibility for both the customer and the Utilities; there is no need to monitor usage to ascertain rate eligibility. 

The core eligibility limit of 1 MW will be established from the manufacturer’s published specification of the generating system rated capacity, based on net continuous power output.
  

D.
Potential Impacts

The Utilities estimate that 20 to 30 additional SoCalGas noncore EG customers will be able to qualify for core service if these proposed eligibility changes are approved.  These particular customers consumed approximately 10 million therms of gas for electricity generation in 2006, about 34,000 therms per month per customer.  It is uncertain how many of these will elect to transfer to core service if given the opportunity.  Nevertheless, for ratemaking purposes, the Utilities estimate that a third of them would transfer.  

The impact to other customers is expected to be negligible, but potentially positive.  Since these small EG customers would be paying a higher transportation rate than the noncore rate by electing core service, this proposal may actually result in a small amount of additional revenue resulting in benefits to other customers.  

VIII.
Backbone Transmission Cost Study

Ordering Paragraph 10(a) of D.06-12-031 states:  

The BCAP applications shall include a cost study of the backbone transmission system and a proposal for a new cost-based FAR reservation charge.  

In compliance with this order, this cost study is based on the embedded cost of the Utilities’ transmission system.  Mr. Emmrich presents the total embedded cost study for SoCalGas, and Dr. Schmidt presents the total embedded cost study for SDG&E.  

	Table 1

	Total Transmission Costs

	
	(A)
	(B)
	C = (A) + (B)

	
	SoCalGas
	SDG&E
	Total

	
	($000)
	($000)
	($000)

	Capital-related Costs
	80,693
	23,745
	104,438

	O&M, A&G Expenses
	85,139
	14,012
	99,152

	
	$165,832
	$37,758
	$203,590


The Utilities’ transmission system is comprised of a network of transmission lines that span from the San Joaquin Valley in central California to the California/Mexican border.  The total length of the Utilities’ transmission system is 3,057 miles of pipelines:  2,887 miles on SoCalGas, 170 miles on SDG&E.  67% of SoCalGas’ pipeline mileage is classified as “backbone,” and 100% of SDG&E’s pipeline mileage is classified as backbone transmission.  Basically, pipelines are classified as backbone transmission if they receive gas from receipt points and transport it to SoCalGas’ storage fields, local transmission system, or distribution system for delivery to end-use customers.  The backbone transmission system that is connected to the Utilities’ storage fields operates bi-directionally and does receive gas from storage for transport to the local transmission system, distribution system, and/or for off-system delivery services.  All of the Utilities’ compressor stations are classified as backbone transmission facilities.  However, as described in more detail below, backbone pipelines also provide a local transmission function.  Table 2 identifies the Utilities’ current backbone and local transmission mains.  
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Table 2

Southern California Gas Company and San Diego Gas & Electric Company

BACKBONE/LOCAL TRANSMISSION SYSTEM

	SoCalGas' Backbone Pipelines
SDG&E's Backbone*

SoCalGas' Local Pipelines

53
1216
401

12
1170
6001

85
1220
801

115
1171
6154

90
1221
802

145
1172
6902

103
1229
803

160
1173
6903

119
2000
804

173
1174
7000

127
2001
805

214
1175
7025

133
2005
1204

222
1176
7038

169
2051
1206

243
1200
7042

174
3000
1600

321
1202
7043

203
3003
1601

324
1203
7044

225
3006
1602

325
1205
7049

235
3008
1603

404
1207
7051

245
3009
1604

406
1211
7052

247
4000
2009

407
1218
7054

293
4002
2010

408
1219
7055

294
5000
3010

512
1228
7056

300
5002
3011

765
1230
7058

303
5010
3012

767
1231
7059

309
5012
3600

775
1232
7067

324
5015
3601

800
1233
8032

335
5034
 

1003
1234
8038

404
5036
 

1010
1236
8045

406
5041
 

1011
1240
8104

963
5043
 

1013
1241
8112

1004
6900
 

1014
2000
 

1005
6901
 

1015
2001
 

1027
6904
 

1016
2002
 

1028
6905
 

1017
2003
 

1030
6906
 

1018
2006
 

1031
6907
 

1019
2007
 

1134
7039
 

1020
3000
 

1180
7053
 

1021
3001
 

1181
7200
 

1022
3002
 

1185
8100
 

1023
3004
 

1186
8105
 

1024
3005
 

1187
8106
 

1025
3007
 

1190
8107
 

1026
4000
 

1192
8108
 

1029
4001
 

1201
8109
 

1129
5031
 

1215
8110
 

1167
6000
 


	
	
	


*100% of SDG&E's transmission system is backbone, per Mr. Bisi’s testimony in A.04-12-004.


Table 2 Cont’d

	SoCalGas/SDG&E
	Miles
	%

	Backbone Miles
	1,933
	67%

	Local T Miles
	954
	33%

	Total SoCalGas
	2,887
	100%

	SDG&E 
	170
	

	Total SoCalGas/SDG&E
	3,057
	


	Compressor Stations - All Backbone

	Adelanto
	Kelso
	Rainbow
	Wheeler Ridge

	Blythe
	Moreno
	So Needles
	 

	Cactus City
	Newberry
	Sylmar
	 

	Desert Center
	No Needles
	Ventura
	 


As noted above, 100% of SDG&E’s transmission mains and compressors are classified as backbone transmission.  In his embedded cost study of SDG&E’s gas facilities and associated costs, Dr. Schmidt calculated an embedded cost of $37.8 million for SDG&E’s gas transmission system.  

For SoCalGas’ transmission system, Mr. Emmrich calculated a total embedded cost of approximately $165.8 million.  Table 3 shows SoCalGas’ backbone transmission costs.  The capital-related costs for SoCalGas’ transmission are $80.7 million.  To identify the backbone portion of capital-related costs, the Utilities calculated the transmission rate base and transmission depreciation expense for the SoCalGas’ facilities identified in Table 2 as backbone facilities.  The rate base of these backbone transmission lines and compressors represent 69% of SoCalGas’ transmission rate base.  The depreciation expense of these backbone lines and their compressors represent 76% of SoCalGas’ transmission depreciation expense.  These percentages result in a weighted average of backbone capital-related costs of 71.5% relative to SoCalGas’ total transmission capital-related costs or $57.7 million.  The total Administrative & General (A&G) and Operating and Maintenance (O&M) expenses for transmission are $85.1 million.  The Utilities used pipeline mileage to allocate A&G and O&M costs between backbone and local transmission.  As described above, backbone transmission represents 67% of SoCalGas’ total transmission pipeline mileage.  The backbone transmission portion of A&G and O&M expenses is therefore 67% or $57.0 million.  The total embedded cost of SoCalGas’ backbone transmission therefore is $114.7 million.  

	Table 3

	SoCalGas' Backbone Transmission Costs

	
	(A)
	(B)
	C = (A) x (B)

	
	SoCalGas Transmission
	Backbone Transmission
	SoCalGas Backbone

	
	($000)
	($000)
	($000)

	Capital-related Costs
	             80,693 
	71.5%
	              57,696 

	O&M, A&G Expenses
	             85,139 
	67.0%
	              57,043 

	
	           165,832 
	
	            114,740 


To accurately represent the costs of the backbone transmission function, the Utilities’ total backbone transmission cost must be adjusted for the portion of backbone facilities that serve a local transmission function.  A significant portion of end-use load is either directly connected to backbone transmission, or served from distribution facilities that are supplied directly from backbone transmission.  In other words, the facilities identified as “backbone” serve a local transmission or redelivery function as well.  Specifically, 35% of the Utilities’ 1‑in‑10 year peak day end-use demand is served directly off of the backbone transmission system, without going through any local transmission lines as classified in Table 2 above.
  Assuming these regions make up the same percentage of average demand as peak demand, approximately 928 MMcfd of the system total forecast cold year average daily throughput of 2651 MMcfd would be served from backbone transmission.  This translates to approximately 24% of the Utilities’ total backbone capacity of 3875 MMcfd.  Therefore, the Utilities have reallocated 24% of the embedded cost of backbone transmission to the local transmission function. Table 4 shows the calculation of the allocation of the Utilities’ backbone transmission costs to the local transmission function.  



	Table 4

	           % of Backbone Allocated to Local Transmission Function

	
	
	
	
	

	(A)                      Cold Year Annual Average Demand (MMcfd)
	(B)               Demand Served Directly from Backbone    (%)
	C = A x B Demand Served Directly from Backbone    (MMcfd)
	(D)                             Total Backbone Receipt Capacity   (MMcfd)
	(E) = C / D                     % of Backbone Allocated to Local Transmission Function

	
	
	
	
	

	2651
	35%
	928
	3875
	24%


The Utilities’ embedded cost of backbone transmission is $115.9 million after reassigning approximately 24% of costs to the local transmission function.  This backbone cost represents 57% of the Utilities’ total transmission costs shown in Table 1.

	Table 5
	

	Combined SoCalGas and SDG&E Backbone Costs
	

	
	
	
	
	
	

	(A)                       SoCalGas Backbone
	(B)                 Total SDG&E 
	C = (A) + (B)            SoCalGas & SDG&E Backbone Costs
	(D)                                   % of Backbone Allocated to Local Transmission Function
	(E) = C x (1-D%)   Combined SoCalGas & SDG&E Backbone Costs
	(F) = (E)/Table 1, Column C

	($000)
	($000)
	($000)
	(%)
	($000)
	(%)

	114,740
	37,758
	152,497
	24%
	115,898
	57%


As described further below, the Utilities do not recommend implementing a FAR charge based on these embedded costs, primarily because the underlying data will be out of date by the time the rate would be implemented in late 2011.  However, for illustrative purposes, the Utilities have calculated an approximate rate, using forecast cold year annual throughput as the billing determinant.  Cold year annual throughput was used as a proxy in the illustration of a cost‑based FAR rate and is consistent with the current cost allocation of transmission facilities.  Table 6 shows the calculation of an estimated cost-based FAR charge of $0.1163 per decatherm per day using the embedded cost of backbone transmission.

	Table 6

	Backbone Transmission Rate ($/Dth)

	
	
	
	
	

	(A)                          Cold Year Annual Average Daily Demand (MMcfd)
	(B)                  BTU Conversion Factor
	(C)                 Annual Demand             (Dth)
	(D)                    Combined SoCalGas & SDG&E Backbone Costs ($000)
	(E) = (D) / (C)                Backbone Transmission Rate/Dth

	
	
	
	
	

	2651
	1.0302
	996,815
	115,898
	$0.1163


In D.06-12-031, the Commission stated that “we intend to incorporate a cost-based FAR charge into the FAR system in time for the second three-year open season of FAR.”
  It is clear the Commission did not intend to change the FAR charge before the end of the first three-year FAR term.  The Utilities support this policy because changing the FAR charge during the three-year term would almost certainly require another open season process, which would be disruptive to customers and would run counter to the Commission’s stated intention in adopting the 5-cent FAR charge to allow customers to gain experience with the new market structure before adopting a higher rate.  The first three-year open season of FAR will take place in the third quarter of 2008, which means the second open season will not take place until the third quarter of 2011.  

The cost and forecast data presented in this BCAP cover the period 2009 – 2011.  By late 2011, this data will be stale and due to be updated.  The Utilities recommend that, if and when the Commission adopts a FAR charge based on backbone transmission costs, the rate should be based on current data at the time of implementation.  Therefore, the cost study provided above is informational only, and the Utilities will present an updated cost study in the 18-month review application or the next BCAP application, whichever occurs sooner.  The Utilities also recommend that the Commission not prejudge the rate to be adopted for the second three-year open season in this BCAP, but instead determine in the 18-month review application what FAR charge to adopt in 2011 with the information gained from 18 months of experience of FAR with the 5‑cent ($0.05/Dth/day) charge.  
IX.
SDG&E Curtailment Charge Refunds

As described in the testimony of Mr. Roy, as a result of $3.3 million of curtailment penalties collected from SDG&E noncore customers between November 2000 and February 2001, SDG&E has a balance, with accumulated interest, of $4.4 million in its Curtailment Penalty Funds Account (CPFA) as of November 30, 2007.  The Preliminary Statement for the CPFA states: 

The utility shall propose, in its Biennial Cost Allocation Proceeding (BCAP), a manner by which the accumulated balance in the Curtailment Penalty Funds Account (CPFA) shall be allocated to noncore customers.  
SDG&E proposes to refund the balance in the CPFA as a bill credit to those noncore customers who curtailed.  Each customer’s refund amount will be a pro-rata share of the balance based on its usage in a comparable non-curtailment period, adjusted to reflect compliance with the curtailment events.  SDG&E believes this is the most equitable approach, avoiding windfalls to customers that began service after the curtailment period and rewarding customers for complying with the curtailment orders.

A.
SDG&E Curtailment History

There were 12 curtailment events from November 2000 thru February 2001, with no events in the month of December 2000.  As a result of these curtailment events, SDG&E collected $3.3 million in gas curtailment tariff charges from 22 noncore customers.
 

SDG&E proposes to refund the accumulated balance as a one-time bill credit to the noncore customers who were asked to curtail and complied with curtailment orders.  This will reward customers for following curtailment orders, and avoid a windfall for customers not affected by the curtailment events.  Specifically, the credit will apply to customers who meet the following criteria:

1.
Had an active noncore account during the applicable curtailment periods (consumption months of Nov. 2000 through Feb. 2001);

2.
Were asked to curtail gas usage;

3.
Did curtail gas usage at some time during the 12 events.

Each customer’s refund is based on the customer’s typical consumption when not curtailed.  Because some customers did not comply in full with every curtailment request, SDG&E proposes to pro-rate the typical usage to reflect the customer’s compliance with curtailment requests.  A customer’s typical consumption is based on its monthly consumption for the same months that it was curtailed, one year prior to curtailment:  November 1999, January 2000 and February 2000.
  One curtailed noncore customer began service less than a year prior to curtailment.  For this customer, SDG&E proposes to calculate typical consumption using the consumption from the year after curtailment (November 2001, January 2002 and February 2002).  

SDG&E then calculates Adjusted Typical Consumption for each month by pro-rating typical consumption based on the number of times the customer complied with requested curtailments during that month.  For example, if in November a customer curtailed 3 out of the 4 times that they were requested to curtail, their November typical consumption is multiplied by .75 (3 times curtailed/4 requests to curtail) to calculate its monthly Adjusted Typical Consumption.  For a customer to receive 100% of its maximum credit for that month, it would have had to curtail 100% of the times requested for that month.  

The sum of each customer’s monthly Adjusted Typical Consumption determines the customer’s pro-rata share of the CPFA.  

B.
Accounts No Longer Customers of Record

With the passage of time, some of the customers eligible to receive the credit are no longer customers of record with SDG&E.  They may have been purchased by a new company or the customers may simply have closed their accounts.  If SDG&E has a three-party assumption agreement (signed by the old customer, new customer, and SDG&E) with the new customer assuming the old customer’s liabilities, SDG&E will provide the credit to the new customer of record.  However, if there is no legal documentation of how SDG&E should handle this credit, SDG&E will review its records and attempt to provide the credit to the current address, and if that is not possible, SDG&E will issue a check to the last known address within 90 days of bill credit taking effect.  If the customer cannot be located, SDG&E will credit the unclaimed funds to the NFCA.  

X.
Sempra-Wide NGV Rate

A.
Background

The Utilities currently provide separate G-NGV rates for customers that use natural gas as a motor vehicle fuel.  The G-NGV rates provide service under two separate categories – customer-funded natural gas vehicle (NGV) stations and utility-funded NGV stations.  Customer-funded NGV stations are charged an “uncompressed” rate that includes a customer charge, a procurement charge, and a transmission charge.
  Utility-funded NGV stations are charged a “compressed” rate that includes the “uncompressed rate” as well as a compression surcharge.
  
The “uncompressed” rate in the SoCalGas service territory is currently 4.7 cents/therm lower than in the SDG&E service territory.  The “compressed” rate in the SoCalGas service territory is currently 10.1 cents/therm lower than in the SDG&E service territory.  As a result, the cost for natural gas used as motor vehicle fuel is lower in the SoCalGas service territory than in the SDG&E service territory.  This is primarily due to the much higher NGV-related throughput in the SoCalGas service territory.
B.
Request

The Utilities propose to establish a single Sempra-wide NGV rate for use across both service territories.  This approach is being taken to provide a single, consistent rate for a transportation market that is integrated throughout southern California.  NGVs, such as taxis and shuttles, often travel across both service territories.  Significant fuel pricing differences can discourage such travel.  More importantly, NGV station operators have a choice as to where to build new NGV refueling stations and high fuel prices can discourage new construction.  Providing these customers with a consistent price for fuel avoids dramatic price differences between service territories, encourages the development of additional NGV refueling stations in both service territories, and promotes the use of NGVs throughout southern California.
 
C.
Customer Benefits

A Sempra-wide NGV rate will reduce rates at all customer-funded NGV stations and create a single, consistent rate that encourages the construction of additional NGV refueling stations throughout southern California.
Under a Sempra-wide NGV rate, customers fueling NGVs at customer-funded NGV stations in the SoCalGas service territory will see existing “uncompressed” rates decrease by 2.7 cents/therm and customers in the SDG&E service territory will see existing “uncompressed” rates decrease by 7.3 cents/therm.  
D.
Potential Impacts

There are approximately 34 NGV refueling stations within the SDG&E service territory and approximately 216 NGV refueling stations within the SoCalGas service territory.  A small number of these stations are utility-owned and offer fuel to the general public.

During the BCAP period, absent a single Sempra-wide NGV rate, customers fueling NGVs at customer-funded NGV stations in the SDG&E service territory would pay 6.4 cents/therm or 117% more than at customer-funded NGV stations in the SoCalGas service territory.  Such a significant rate differential may discourage the construction of additional NGV refueling stations within the SDG&E service territory.
Due to the much higher NGV-related throughput in the SoCalGas service territory, providing a Sempra-wide NGV rate will have little effect on the rates charged to SoCalGas NGV customers.  Customers fueling NGVs at customer-funded NGV stations in the SoCalGas service territory will see rates increase by 0.7 cents/therm compared to a SoCalGas-only rate.  Customers fueling NGVs at utility-funded NGV stations in the SoCalGas service territory will see rates increase by 0.3 cents/therm compared to a SoCalGas-only rate.
This concludes my prepared direct testimony.  

�/ 	D.06-12-031, p. 143, O.P. 9(a) “In its next Biennial Cost Allocation Proceeding (BCAP), SoCalGas shall include a proposal for a total redesign of its rate consistent with the discussion regarding closing or minimizing the regulatory gap” and 9(b) as modified by D.07-09-046, p. 25, O.P. 2.  9(b) “At the conclusion of SoCalGas’ next BCAP, we intend to sunset the existing peaking rate tariff.”  Also, see discussion in D.06-12-031, p.129.  “A wholesale change in rate design may be needed if parties want to truly resolve the peaking rate issue, promote pipe-to-pipe competition, and protect the captive customers who remain on the system.”


�/ 	If the three-year term is not adopted, then implementation of the cost based rate would come one year into the next BCAP term.


�/ 	D.06-12-031, p. 126.  “Another aspect of the peaking rate issue is that the tariff is a voluntary rate and only applies if the bypassing customer knows it will have to take service from SoCalGas at some point.  If a customer leaves SoCalGas and takes full service from a competing pipeline all of the time, that person will not have to pay SoCalGas anything.  That is a fair and reasonable result because that person is not causing any costs on the SoCalGas system.  If however, that person relies on SoCalGas for partial or full service, that customer should be required to pay for a share of the costs to provide service to that customer.  That too, is a fair and reasonable result.” 


�/ 	D.06-12-031, p. 143, O.P. 9(a) and 9(b) as modified by D.07-09-046, p. 25, O.P. 2.  Also, see discussion in D.06�12�031, p. 129. 


�/ 	D.06-012-031, p. 124.


�/ 	A pipeline would file a rate case with the FERC to update its rates as needed to ensure cost recovery, but this occurs relatively infrequently. 


�/ 	One exception is in potentially constrained areas on the Utilities’ system, where customers must bid and pay for a reservation of firm service.  However, even in these areas the term commitment is 2 years except for the very small subset of the Utilities’ largest customers, who are required to commit for up to 5 years.  Indeed, the financial commitment is only a percentage of the customer’s firm service reservation and only a percentage of the applicable tariff rate.  Finally, in areas that are oversubscribed, the Utilities are generally obligated to expand the local transmission system, which when completed signals the end of those customers’ financial commitments.  The other exception, which has similar pricing, is for customers who burn alternate fuels and take partial requirements service from the Utilities.


�/ 	D.06-12-031, p. 125.  “SoCalGas has the obligation to serve all end-users in its service territory.  Those who bypass to take service from a competing pipeline will no longer be paying anything to SoCalGas.  Due to the obligation to serve, SoCalGas is required to have a system design that is capable of serving all customers, including those who bypass the system, but may one day call on SoCalGas again to provide full or partial service. As a utility service, certain facilities are needed in order to provide that service.”


�/ 	SoCalGas has not curtailed any customers in nearly 15 years.


�/ 	SoCalGas is currently constructing a 22 mile expansion in the Imperial Valley, expected to be completed in mid-2009, which will add sufficient capacity to remove the constraint in the Imperial Valley.


�/ 	For new customers, the maximum would be based on estimated peak month usage.


�/ 	Current noncore rate schedules differentiate rates between commercial/industrial, EG and EOR; this differentiation will no longer occur at the transmission level.  Current rate schedules allow noncore customers served from transmission facilities to elect transmission or distribution rate status; this choice will no longer be available.


�/ 	D.92-11-052, p. 4.  


�/ 	Rule 2, M.2.


�/ 	Ibid.


�/ 	The Utilities would endeavor to call an SSFO as early as possible, but no later than 2:00 pm of the day prior to the flow day on which the SSFO is effective.  


�/ 	D.07-12-019, pp. 68�69.  


�/ 	D.02-08-065, p. 22, as modified by “Order Modifying Decision (D.) 02-08-065, and Denying Rehearing of the Decision, as Modified,” 5/22/03.  


�/ 	Combined heat and power (CHP) also is commonly referred to as “cogeneration,” wherein electricity is generated on-site and the associated waste heat is captured and displaces traditional fuels for comfort or process use.  Combining these functions can result in considerable energy efficiency gains relative to the traditional separate processes.  


�/ 	SoCalGas, Rate Schedule G-10, Applicability:  “Pursuant to D.02-08-065, this schedule is not available to electric generation, refinery, and enhanced oil recovery customers whose gas consumption is 20,800 therms or greater per active month consistent with Rule 23.B.”  


�/ 	Per Rule 23.B, Core service for EGs is defined as all electric generation usage less than 20,800 therms per active month for those customers electing core service.  A customer shall be considered to meet the size criteria of 20,800 therms per active month when on an annualized basis, for any period of 12 contiguous months within the most recent 24 month period, the customer’s active month consumption averages 20,800 therms.  An active month is one in which consumption exceeds 1,000 therms.  


�/ 	AB 1613, Blakeslee, Energy, Waste Heat and Carbon Emissions Reduction Act, Chaptered 10/14/07, modifies PUC Code Division 1, Part 2 by adding Chapter 8.  See Sections 2840.4-2840.6.


�/ 	CPUC Code Section 372. (a)


�/ 	Energy Action Plan (May 2003) at pp. 4, 8; Energy Action Plan II (September 2005) at pp. 2, 10�11.  


�/ 	Handbook, Self-Generation Incentive Program, May 8, 2007, Rev 3 (aka, “2007 SGIP Handbook”), Section 3.1


�/ 	If the documentation is unavailable or questionable, the customer will be required to provide additional information to the Utilities’ satisfaction showing that the size is consistent with the California SGIP 1 MW maximum incentive per Section 2.5.4 of the 2007 SGIP Handbook.  


�/ 	2.0 Bcfd of the total system 1-in-10 peak day demand of 5.6 Bcfd is served off the backbone transmission system, through direct connection or distribution systems supplied from backbone transmission.


�/ 	D.06-12-031, p. 88.  


�/ 	Cogeneration customers were not required to curtail under the terms of SDG&E Rule 14 at the time.  


�/ 	Because there were no curtailment events in December 2000, typical consumption excludes December 1999 consumption.


�/ 	Additional charges may apply including any applicable taxes, franchise fees or other fees, regulatory surcharges, and interstate or intrastate pipeline charges that may occur.


�/ 	The compression surcharge includes all of the costs associated with compressing and dispensing natural gas at the pressure required for its use as motor vehicle fuel at the Utilities” public access NGV stations.


�/ 	Public Utilities Code 740.3 requires the CPUC to “…implement policies to promote the development of equipment and infrastructure needed to facilitate the use of electric power and natural gas to fuel low-emission vehicles…”


�/ 	There are three public access NGV refueling stations owned by SDG&E and 13 public access NGV refueling stations owned by SoCalGas.
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