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I. INTRODUCTION
On May 16th, 2012 the Division of Ratepayer Advocates (“DRA”) submitted its testimony entitled DRA Report on the Application of Southern California Gas Company to Establish a Compression Services Tariff.  Therein, DRA made numerous incorrect and incomplete assertions related to the Compression Services Tariff’s tracking methodology, embedded costs, cross subsidization of costs, and the use of ratepayer funds and resources.  Southern California Gas Company’s (“SoCalGas”) analysis of DRA’s abovementioned testimony clearly shows:
1. DRA alleges that it will be difficult for SoCalGas to properly track costs related to the Compression Service Tariff, yet, SoCalGas clearly describes the accounting methods for how costs will be properly tracked.

2. DRA comments on the use of embedded cost and ratepayer’s float of funds/resources to provide this service, is incorrect as incremental costs are paid for by the Compression Services Tariff customer and does not consider the magnitude of the embedded cost as compared to the total project cost.

3. DRA alleges that the Compression Services Tariff provides for cross-subsidization of insurance costs with ratepayer funds, but neglects to recognize that SoCalGas has accounted for and charged Compression Service Tariff customers for the cost of insurance coverage.
II. BACKGROUND
SoCalGas’ cost tracking mechanism is designed to ensure that costs associated with the Compression Services Tariff will be the burden of Compression Service Tariff customers and not ratepayers.  In an effort to further insulate ratepayers, incremental costs associated with the Compression Service Tariff are the responsibility of Compression Services Tariff customers.  
As described in the Prepared Direct Testimony of Edward J. Reyes - Section IV.B and Section IV.C, the Ownership and O&M Charge components will be tracked.  Revenues from the monthly Ownership and O&M Charge will be used to fully recover SoCalGas’ costs in providing the Compression Services Tariff.  As such, SoCalGas is not requesting an increase to its base rates in the General Rate Case (“GRC”) Test Year 2012 to recover additional capital expenditures and/or O&M expenses as SoCalGas expects the related revenue to offset expenses.  However, if the Ownership and/or O&M Charge include any recovery of the costs for using SoCalGas’ existing resources that are currently in authorized base margin, revenues to offset those embedded costs will be credited to the appropriate balancing accounts.

In the GRC,  the calculation of the revenue requirement that will be used to set all customer rates, is calculated by reducing the authorized base margin by the miscellaneous revenue forecast approved by the Commission. For the Compression Services Tariff, the capital asset amounts will be rolled into authorized rate base along with the miscellaneous revenues garnered from the service, and therefore neither are included in base rates.  As such, it is the Compression Services Tariff customers and not the general ratepayers who are paying for this service.
III. Cost Tracking

DRA states in their testimony that, if SoCalGas does not properly track and account for every cost, and do so diligently for the life of the program, then ratepayers may not be fully repaid.
  SoCalGas has, however, clearly described the accounting methods for how costs will be tracked for this tariff service.
  
In the Prepared Direct Testimony of Edward J. Reyes, it is noted that SoCalGas utilizes the enterprise application software SAP to track and account for costs throughout company.   SoCalGas uses the SAP system to create various types of internal orders in which costs directly related to a project are tracked.  SoCalGas’ accounting department creates internal orders for tracking of costs related to Capital, O&M, 3rd Party, Affiliate Billings, etc… The process SoCalGas will use for tracking cost related to Compression Services Tariff customers is no different than the process that is used in tracking costs in the ordinary course of business.  Furthermore, managers of groups providing labor and non-labor will be trained to ensure that any time or materials associated with the Compression Services Tariff are properly recorded to Compression Services Tariff internal orders.
    
The major cost components of the Compression Service Tariff are incremental capital and O&M expenses.  It is expected that these two components will be contracted on a turnkey basis for the capital component and contracted to a third party service provider for the maintenance.  Therefore, both of these direct cost components are easily identifiable and can be directly traced via specific cost element accounts.  The remaining cost component is SoCalGas’ labor portion. The tracking of labor expenses is common practice within the company.  All labor time is tracked and inputted into a tracking system by timekeepers.  SoCalGas employees who directly support projects routinely charge their specific time to internal orders created for specific projects.  Additionally, as stated above, managers of groups providing labor will be trained to ensure that any time is properly recorded. 

In addition to these direct costs, overhead loaders are applied to ensure costs billed to 3rd parties are fully-loaded consistent with directives of the Commission.  The accounting department is responsible for the monthly close within SAP.  During this monthly closing process overhead loaders are systematically applied to all internal orders containing costs. 

Therefore, SoCalGas’ accounting methods properly track fully-loaded costs to ensure ratepayers are fully repaid for the costs associated with the Compression Services Tariff.

IV. Embedded cost
DRA’s testimony makes numerous references to embedded costs.  DRA states that SoCalGas proposes to use embedded costs already included in general rates, alleging that ratepayers will be floating SoCalGas the necessary funds and resources to provide the Compression Services Tariff.
    These allegations are overstated, misleading, and overlook the magnitude of the embedded cost as compared to the total project cost. 
While it is true that SoCalGas is currently collecting embedded costs for the Compression Services Tariff in rates; ratepayers will be made whole for these costs.  In fact, this is no different than any other tariff or non-tariff service provided to customers who pay for the service that are recorded to miscellaneous revenues.  In breaking down the cost components, the vast majority of costs related to providing the Compression Services Tariff are incremental costs to construct and operate the compression facilities.  As discussed in Jeff Reed’s testimony, Chapter 2, Section III, construction work will generally be contracted on a turnkey basis and the operating and maintenance service will be contracted to a third party service provider.  Here, the incremental costs are not in rates and there is no revenue from ratepayers to cover these costs.  SoCalGas’ general rate case (“GRC”) currently before the California Public Utilities Commission (“CPUC”), contains no request for funding for the Compression Services Tariff.  Thus, neither authorized base margin nor general base rates in the current GRC are impacted by the Compression Services Tariff.
  Meaning, the vast majority of direct costs are incremental non-labor and only a minimal portion of the total cost is for the utilization of existing resources.  For this minimal amount of embedded costs that SoCalGas could utilize, SoCalGas will reimburse ratepayers by adjusting its fixed cost balancing accounts, making ratepayers immediately whole for these costs.
As described in Section IV.B and IV.C of the Prepared Direct Testimony of Edward J. Reyes, the fully loaded costs will be tracked and any revenues used to offset costs will be credited to the appropriate balancing account. SoCalGas will allocate revenues to its Core Fixed Cost Account (“CFCA”) and Noncore Fixed Cost Account (“NCFA”) based on the relative percentage of revenues received from core and noncore Compression Services Tariff customers.  Both the CFCA and the NCFA are interest bearing accounts that accrues interest at the three-month commercial paper rate.  The balance in these fixed cost balancing accounts would be amortized in rates in connection with SoCalGas’ annual regulatory account balance update filing for rates effective January 1 of the following year.  

V. Insurance
DRA claims that SoCalGas will be piggybacking on the insurance policy that ratepayers are funding for other purposes.
  DRA, however, neglects to recognize that SoCalGas has accounted for and charged the Compression Service Tariff customers specifically for insurance costs.  
An allocation of the cost of providing insurance coverage has been charged to the specific customer through the Public Liability and Property Damage (“PLPD”) overhead.   The PLPD overhead represents the cost of expected payments to third parties for liability and property damage claims submitted to the company plus the cost of insurance premiums to cover claims over a certain dollar limit.
  
As such, SoCalGas’ accounting practices account for and charge Compression Services Tariff customers for insurance coverage.

VI. 
Conclusion

As stated in the Prepared Direct Testimony of Edward J. Reyes, SoCalGas’ accounting methods are designed to ensure that all costs incurred in providing service under the Compression Services Tariff are tracked and fully-loaded with appropriate overheads are appropriate and reasonable.  DRA’s assertion on ratepayers floating the funds is misleading and DRA chose to overlook the magnitude of embedded cost as compared to the total cost.  Their arguments are without merit and should be rejected by the Commission.  SoCalGas respectfully asks the Commission to approve the Compression Services Tariff and the associated accounting and tracking of costs as proposed by SoCalGas.
This concludes my prepared rebuttal testimony.
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