SAN DIEGO GAS AND ELECTRIC COMPANY

SOUTHERN CALIFORNIA GAS COMPANY

2009 BIENNIAL COST ALLOCATION PROCEEDING (A.08-02-001) – PHASE II

DRA DATA REQUEST NO. DRA-PZS5

Subject: July 2, 2008 SoCalGas Direct Testimony of Allison Smith and July 2, 2008 SoCalGas Direct Testimony of Herbert Emmrich
______________________________________________________________________


QUESTION PZS5-1:

In Response to DRA-PZS1-1, SoCalGas states that $39,125,000 in core reliability storage costs were directly allocated to SoCalGas' core customers’ transportation rates and $12,381,000 in storage balancing costs (including fuel costs for injection related to load balancing) were allocated across all customer classes based on average year throughput forecasts in transportation rates.  SoCalGas also indicated that Table 27, shown on page 50 in Mr. Emmrich’s testimony, allocates storage costs to all customers and the TBS program, excluding fuel costs.

(a) Please define and explain direct allocation, as used in the response;

(b) Please clarify whether direct allocation was used for both core reliability storage costs and storage balancing costs;

(c) Please explain the basis for using direct allocation in your response to item (b), i.e., whether there was a pertinent Commission decision that adopted this;

(d) Please describe any calculations required to use the direct allocation methodology in your response to item (b);

(e) Was the direct allocation in your response pursuant to an embedded cost approach as shown in Table 27 of the embedded testimony?
(f) If so, how would the results of the allocation for core storage and storage balancing be different under an LRMC approach? Please show the difference in results to Table 27, if any, and explain your response.
(g) If not, would the dollar amounts allocated to core transportation rates for core reliability costs and those to all customer classes for storage balancing costs remain the same as indicated in your Response to DRA-PZS1, regardless of the adoption of an embedded cost approach or an LRMC approach in this proceeding? Please explain your response.
(h) Please explain why storage balancing costs, including fuel costs for injected related to load balancing, should be allocated across all customer classes rather than to a particular class, i.e., only to core or only to noncore.

(i) Please provide the pertinent amount of fuel costs that you state were excluded in Table 27 but were included in the $12,381,000 storage balancing costs.

RESPONSE PZS5-1:

(a) All storage balancing costs were allocated to all customer classes based on the average year demand forecast as shown in Mr. Emmrich’s demand forecast testimony. The allocation of core balancing costs were therefore allocated based on the core’s portion of balancing costs based on system average year throughput.

(b) Yes, direct allocation was used. 
.
(c) The direct allocation of reliability storage costs was based on the ’SoCalGas' proposed storage inventory, injection, and withdrawal capacities allocated to the core. Storage-related balancing costs are proposed to be allocated across all customers based on average year throughput..

(d) The calculations for storage reliability inventory, injection, withdrawal and balancing costs are shown in Table 27 of Mr. Emmrich’s Embedded Cost testimony. The workpapers to Mr. Emmrich’s Embedded Cost testimony contain the electronic spreadsheets that show the calculations.

(e) Yes.

(f) There would be no difference because the LRMC approach used the EC calculations for storage cost allocation. 
.
(g) Not applicable based on response f above.

(h) Storage balancing costs are spread across all customer classes based on average year throughput.

(i) There is $2,795,000 in Fuel Use for storage balancing purposes.

QUESTION PZS5-2:

In Response to DRA-PZS1-2, you state “all rates adopted since 1992 in D.92-12-058 have provided customers with distorted cost signals…All rates shown in the final BCAP decisions since 1992 therefore have provided distorted price signals to customers.”  Further, you state that “use of the NCO method vs. the rental method of allocating customer costs is a prime example of providing customers distorted cost signals.”

(a) Since the rates shown in the final BCAP decisions reflect just the rates, and do not by themselves necessarily demonstrate that they provide distorted price signals to customers, please substantiate your assertion in the above response with solid evidence of such alleged price signal distortion.

(b) Is it your assertion that the use of the NCO method versus the rental method distorts the cost signals to customers? Please explain your response.

(c) Please explain whether it is SoCalGas’ position that the rental method does not distort the cost signals to customers and state why.

(d) Please specify each and all other price signal distortions in the rates shown in the final BCAP decisions and state why.

(e) In the last SoCalGas BCAP decision D.00-04-060, the Commission adopted the Joint Recommendation (JR) sponsored by SoCalGas along with DRA and other parties to the JR.  Does your response imply that the last BCAP decision that adopted the JR sponsored by SoCalGas provided distorted price signals to customers? Please explain your response.

RESPONSE PZS5-2:

(a) Rates in final BCAP decisions were based on a negotiated settlement not on economic efficiency therefore the rates provide distorted price signals. Economically-efficient price signals would mean rates are based on LRMC not negotiated rates in the BCAP process. 
(b) Yes. The NCO method is not economically efficient and therefore distorts price signals to customers.

(c) The rental method is an efficient cost allocation method because it shows customers what the cost of using utility assets is in real terms on an annual basis.
(d) They are all distortions since none of them are based on LRMC.

(e) Yes. It was a negotiated outcome not an economically-efficient outcome and therefore the rates based on that settlement are not economically efficient.

QUESTION PZS5-3:

In Response to DRA-PZS1-3, SoCalGas states that the transmission resource plans, the distribution resource plans, and storage resource plans are all based on reasonable estimates of costs over the plan period.  Also, SoCalGas states that resource plans are only required for LRMC cost allocation and are not needed under an embedded cost methodology.

(a) Please describe the internal process followed by SoCalGas when it develops its resource plans for transmission, distribution, and storage, starting from the initial stage when the need for a resource is determined up to the point that SoCalGas’ management decides to include the resource as part of its resource plan.  Describe who initiates the planning activities and who provides inputs to the activities and who has the final say to their inclusion in the resource plan.

(b) Describe the general criteria used to determine whether a resource will become part of the utility’s resource plan.

(c) Describe the relevant Commission decisions in determining the resources to be included as part of the utility’s resource plan.

(d) Please explain whether the above-described process in resource planning is generally followed by the utility whether or not an LRMC approach or an embedded approach is adopted.

RESPONSE PZS5-3:

The LRMC cost allocation process requires resource plans in order to identify the incremental marginal costs of service for ratemaking purposes.  This is not necessary under an embedded cost methodology, and the resource plans themselves do not necessarily represent SoCalGas’ plans to expand its transmission, distribution, or storage facilities.  SoCalGas expands these facilities as necessary to meet the CPUC mandated design conditions, its contractual obligations, and market demands.

(a) The following response pertains to resource planning performed for LRMC ratemaking purposes.  For the transmission resource plan, a long term demand forecast is prepared by the Gas Forecasting Department with input from Customer Services staff, following the Commission’s design standard of a 1-in-10 year cold day event for firm noncore service and a 1-in-35 year peak day event for core service.  The Gas Transmission Planning Department then uses these forecasts and its hydraulic models of the SoCalGas and SDG&E gas transmission systems to evaluate the Utilities’ capability to meet the forecasted levels of demand, and identify improvements and their timing if necessary.  Gas Transmission Planning will also provide a preliminary cost estimate for any improvements identified, with guidance from the Project and Construction Management Department.  These improvements then make up the resource plan for LRMC ratemaking purposes.

The distribution resource plan is a forecast of future distribution expenditures developed by the Gas Operations Business Planning department based upon historical investments made to meet the utilities’ design criteria, customer/agency requests for service, and ongoing system reliability.

The storage resource plan is developed by the Energy Markets and Capacity Products Department using data from the Storage Engineering department regarding the costs to incrementally expand the three storage products.

After the resource plans are prepared, they are reviewed internally for consistency with the rest of the Company's showing and for overall accuracy, but the witnesses which sponsor the resource plans have the "final say" for which resources are identified and included.
(b) Please refer to Response PZS5-3a.

(c) Design standards were most recently reaffirmed by the Commission in D.06-09-039.

(d) SoCalGas and SDG&E generally follow the above process for planning its transmission system to meet the CPUC mandated design requirements.  However, SoCalGas and SDG&E may not expand its system based solely on a demand forecast.  As previously explained, SoCalGas and SDG&E use the demand forecast in conjunction with customer requests for service and contractual obligations in the planning and expansion of its transmission, distribution, and storage systems.
QUESTION PZS5-4:
In Response to DRA-PZS1-8, SoCalGas states that gas prices decreased in real dollar terms or were fairly flat from 1994 to 1999.

(a) Is it SoCalGas’ assertion in this proceeding that gas prices will continue to remain fairly flat from 2007 and beyond? Please explain your response.

(b) Is it SoCalGas’ assertion in this proceeding that there should be less interest and concern over the need to provide gas customers with some type of price signal based on marginal cost to influence their gas consumption habits? Please explain your response.

(c) Please provide the relevant actual retail core commodity weighted average cost of gas (WACOG) for SoCalGas purchases applicable for the first 6 months of 2008 (in both nominal and real terms) consistent with your response in DRA-PZS1-8.

(d) Please provide estimates of SoCalGas’ projected core gas purchase prices for the 2009 to 2011 period and beyond (if available).

RESPONSE PZS5-4:

(a) The gas price forecast for the BCAP period is shown in Mr. Emmrich’s Demand Forecast testimony in Table 10 on page 14. The forecast shows that gas prices are expected to decline from $8.10/MMbtu in 2009 to $7.66/MMbtu in 2011 in real 2008 dollars.

(b) No. Gas prices are much higher than they were from 1994 to 1999 and therefore correct price signals are more important than ever.
(c) CONFIDENTIAL
SUBMITTED UNDER THE PROVISIONS OF

GENERAL ORDER 66-C AND SECTION 583

OF THE PUBLIC UTILITIES CODE
      (d) See response to a.  

QUESTION PZS5-5:
In Response to DRA-PZS1-14, SoCalGas states that the embedded cost methodology will allocate $1,424.4 million or 90.5% of base margin costs to SoCalGas’ core customers while the LRMC methodology will allocate $1,379.5 million or 87.7% of base margin costs to SoCalGas’ core customers, a difference of $44.9 million or 2.8% of base margin.  In Response to PZS3-26, SoCalGas confirmed that using the LRMC methodology will allocate less base margin costs to SoCalGas’ core customers compared to those made under embedded cost method.

(a) Please describe how much (in dollar amount and percentage terms) of base margin costs will be allocated to SoCalGas core residential customers under the embedded cost versus the LRMC method as proposed by SoCalGas;

(b) Please describe how much (in dollar amount and percentage terms) of base margin costs are currently allocated to SoCalGas core residential customers under the LRMC based on the last SoCalGas BCAP decision.

(c) Similar to item (a) above, please describe the same for the other SoCalGas core customer classes and noncore customer classes;

(d) Similar to item (b) above, please describe the same for the other SoCalGas core customer classes and noncore customer classes.

RESPONSE PZS5-5:
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		2008BCAP Data Request DRA-PZS5-5 a thru d

		Compare SoCalGas Cost Allocation BCAP versus Current rates.

		v8-7-2008

				Res		G-10		G-20		Core C&I		NR A/C		Gas Eng		NGV		Total Core		Non Core C&I		EG Tier 1		EG Tier 2		Cogen		IPP		Total EG		EOR		Total Retail Non Core		Long Beach		SDG&E		Sout West Gas		Vernon		Total Whole sale		DGN		TBS		Total Non Core		NSBA		Total System $000

		BCAP - Embedded Cost:

		BCAP Base Margin (postSI, excl CoUse Trans, SW adjustments, TLS, FAR revenue)		$1,192,214						$194,063		$36		$1,801		$4,009		$1,392,124		$45,224		$3,181		$45,347						$48,528		$3,577		$97,329		$2,527		$7,360		$1,725		$1,914		$13,526		$977		$27,759		$139,591				$1,531,715

		% allocation		77.8%						12.7%		0.002%		0.1%		0.3%		90.9%		3.0%										3.2%		0.2%		6.4%		0.2%		0.5%		0.1%		0.1%		0.9%		0.1%		1.8%		9.1%				100.0%

		BCAP - LRMC:

		BCAP Base Margin (postSI, excl CoUse Trans, SW adjustments, TLS, FAR revenue)		$1,147,033						$212,100		$38		$2,281		$3,953		$1,365,406		$54,160		$4,119		$39,511						$43,630		$3,034		$100,824		$2,504		$7,549		$1,779		$1,780		$13,612		$1,127		$32,504		$148,067				$1,513,473

		% allocation		75.8%						14.0%		0.003%		0.2%		0.3%		90.2%		3.6%										2.9%		0.2%		6.7%		0.2%		0.5%		0.1%		0.1%		0.9%		0.1%		2.1%		9.8%				100.0%

		Difference Embedded Cost - LRMC		$   45,181.07		$   - 0		$   - 0		$   (18,036.67)		$   (1.81)		$   (480.58)		$   55.62		$   26,717.64		$   (8,935.93)		$   (938.41)		$   5,835.93		$   - 0		$   - 0		$   4,897.52		$   542.78		$   (3,495.63)		$   22.58		$   (189.00)		$   (53.95)		$   133.80		$   (86.57)		$   (149.78)		$   (4,744.12)		$   (8,476.10)		$   - 0		$   18,241.54

		% Difference from EC		3.8%		0.0%		0.0%		-9.3%		-5.0%		-26.7%		1.4%		1.9%		-19.8%		-29.5%		12.9%		0.0%		0.0%		10.1%		15.2%		-3.6%		0.9%		-2.6%		-3.1%		7.0%		-0.6%		-15.3%		-17.1%		-6.1%				1.2%

		Current Rates:

		Current Rates Base Margin (excl SI Trans costs)		$1,110,971		$193,539		$3,847		$197,386		$134		$1,639				$1,310,129		$55,060						$12,320		$13,578		$25,898		$12,338		$93,296		$485		$1,498		$388		$163		$2,534		$183		$21,000		$117,013		$15,683		$1,442,824

		Integrated Transmission Charges (LRMC)		$45,608		$13,207		$758		$13,965		$19		$253				$59,846		$23,193						$13,063		$33,425		$46,489		$7,622		$77,304		$1,316		$0		$1,524		$817		$3,657		$581		$0		$81,541				$141,386

		Current Rates Base Margin (Psot-SI, excl CoUse Trans, SW adjustments)		$1,156,579		$206,746		$4,605		$211,351		$153		$1,892				$1,369,974		$78,254						$25,384		$47,003		$72,387		$19,959		$170,599		$1,801		$1,498		$1,912		$980		$6,191		$764		$21,000		$198,554		$15,683		$1,584,211

		% allocation		73.0%		13.1%		0.3%		13.3%		0.01%		0.1%				86.5%		4.9%						1.6%		3.0%		4.6%		1.3%		10.8%		0.1%		0.1%		0.1%		0.1%		0.4%		0.05%		1.3%		12.5%		1.0%		100.0%
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