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PREPARED DIRECT TESTIMONY

OF HERBERT S. EMMRICH

I.
QUALIFICATIONS

My name is Herbert S. Emmrich.  My business address is 555 West Fifth Street, Los Angeles, California 90013-1011.  I am employed by Southern California Gas Company (SoCalGas) as Gas Demand Forecasting Manager in the Regulatory Affairs Department.  I am responsible for the development of natural gas demand forecasts for San Diego Gas & Electric Company (SDG&E) and SoCalGas.  I have been in this position since March 2004.  I have previously testified before the California Public Utilities Commission (“Commission”).  

My academic and professional qualifications are as follows:  I earned an undergraduate degree in Economics and Behavioral Sciences from California State University at Dominguez Hills in 1970 and a Master of Arts Degree in Economics from California State University at Long Beach in 1974.  In addition, during the past 21 years, I held analyst, manager and director level positions in the Regulatory Affairs, Planning, Customer Services, Marketing, Gas Supply and Commercial and Industrial Services Departments of SoCalGas:  

· Demand Forecasting and Economic Analysis Manager, Regulatory Affairs Department (March 2004 – Present);

· Regulatory Strategy Manager, Regulatory Affairs Department (2003 –2004); 

· Principal Regulatory Policy Analyst, Regulatory Affairs Department (2002 – 2003);

· Director of Special Projects, Commercial and Industrial Services Department (1997 - 1998);  

· Director of Sales and Gas Supply Forecasting, Commercial and Industrial Services Department, (1995 - 1997); 

· Project Manager, Gas Supply Department (1994 - 1995); 

· Gas Supply Planning and Forecasting Manager, Gas Supply Department (1993 - 1994);  

· Gas Demand Forecast Manager, Marketing Department (1991 – 1993); 

· Project Manager, Customer Services Department, Southern California Gas Company (1990 - 1991);  

· Senior Analyst, Strategic Planning Department (1984 - 1990).  

My employment outside of SoCalGas has been in the areas of economics, environmental assessment, and business planning and energy sector development.  I held the positions of: Economist, Regional Economist and Environmental Assessment Manager at the U.S. Bureau of Land Management’s Pacific Outer Continental Shelf Office, in Los Angeles, from 1975 to 1979; Economic Policy Supervisor and Issues and Policy Manager of Getty Oil Company from 1979 to 1984; and, Senior Energy Advisor of the U.S. Agency for International Development’s Caucasus Office in Tbilisi, Republic of Georgia, from 1998 to 2002. 

II.
PURPOSE

The purpose of my testimony is to present how core storage requirements will be met. 

III.
CORE STORAGE REQUIREMENTS

The Commission requires the gas utilities to reliably serve core gas customers in a 1-in-35 cold temperature year (“Cold Year”) and a 1-in-35 cold peak day (“Peak Day”).  The planning criteria and guidance provided by the Commission are summarized as follows:

· A combination of firm pipeline capacity and storage inventory sufficient to serve core Cold Year requirements; 

· Firm pipeline capacity at an annual average of between 100% and 120% of the average temperature year (“Average Year”) daily demand [D.04-09-022]; and,

· A combination of firm pipeline capacity and storage withdrawal to serve core “Peak Day” requirements [D.90-09-089].

The range of interstate pipeline capacity requirements was authorized by the Commission in the Phase I Gas Market OIR decision, D.04-09-022, issued September 2, 2004.  The decision encouraged SoCalGas and SDG&E to hold firm interstate pipeline capacity in an amount sufficient to increase supply reliability and to avoid high-cost spot market purchases.  The Commission stated its planning criteria in the following Findings of Fact: 

18.
The cost of interstate capacity is relatively small as compared to the cost of gas in the spot market.  

19.
A conservative approach for setting the capacity planning ranges for SoCalGas and SDG&E is preferable to ensure that there is enough infrastructure to meet California's future demand for natural gas.

20.
For SoCalGas and SDG&E, the proposed capacity planning range upper bound of 120% of the average daily amount encompasses peak conditions.

21.
For SoCalGas and SDG&E, a capacity planning range with a lower bound set at the annual average daily amount and the upper bound set at 120% of the annual average daily amount, for both the winter and non-winter months, is reasonable.

The lower and upper bounds for interstate capacity provide flexibility in market acquisitions, while still ensuring sufficient capacity to meet average daily requirements.  

Additionally, the Commission stated in D.90-09-089, under the “Proposed Rules for Gas Utility Procurement,” that:  

The calculation of the amount of capacity to be reserved for the core market shall also take into account the capacity needed to have sufficient gas in storage to serve core peak day and cold winter season requirements. (D.90-09-089, Appendix A, page 4.) 

Based on these Commission decisions, SoCalGas and SDG&E and other California utilities are to hold a combination of firm interstate pipeline and storage capacities to reliably meet core customers’ peak day and cold year winter season requirements.  The following testimony addresses the combined SoCalGas/SDG&E core storage and firm interstate pipeline capacity requirements needed to provide reliable service to core customers under the 1-in-35 temperature conditions during the BCAP period.  

To ensure that reliable gas supplies are available to meet core customer demand in a 1-in-35 Cold Temperature Year, SoCalGas/SDG&E plan to meet that demand through a combination of firm interstate pipeline capacity contracts and gas storage inventory.  Table 1 shows how SoCalGas/SDG&E plan to meet the cold year demand, and Table 2 shows the SoCalGas/SDG&E core demand on a monthly basis.  Specifically, SoCalGas/SDG&E plan to reserve 70 Bcf of storage inventory capacity for the core and cycle 67 Bcf each year, reserve 1,090 MMcfd per day of firm interstate pipeline capacity (i.e., 100% of average year demand) and make up to 150 MMcfd of incremental firm interstate or border and/or citygate purchases to meet cold year demand based on forecast winter load conditions.  The combination of 1,090 MMcfd per day of firm interstate pipeline capacity and 150 MMcfd of additional short-term firm interstate pipeline capacity and/or firm border or citygate purchases equates to 112% of average year demand, which is still well within the Commission’s guideline that the core must hold between 100% and 120% of average year capacity.  SoCalGas and SDG&E propose to condition the acquisition of the additional 150 MMcfd of firm interstate pipeline capacity on the winter weather forecast each fall and on the cost of available pipeline capacity or other sources of supply, to allow for the flexibility to avoid costs in situations where it does not appear as though the additional 150 MMcfd will be required.  SoCalGas and SDG&E believe this to be prudent portfolio management practice, because the additional 150 MMcfd will not be required each year – and in situations in which it appears to be required, the existing configuration of the interstate gas delivery system has adequate reserve margin (slack interstate and system receipt capacity) available to assure that 150 MMcfd of additional supplies can be securely obtained (see Table 3 and Table 4 for more details).  This indicates that the core should be able to secure 150 MMcfd of border and/or citygate supplies to meet core requirements when projected to be required, without entering into long-term commitments for the incremental capacity that may result in unnecessary additional costs for the core.  But if the receipt capacity reserve margin were to tighten over the BCAP planning period, SoCalGas/SDG&E would secure up to 150 MMcfd of additional longer-term commitments of firm interstate pipeline capacity to assure core demand can be met reliably. 


Table 1
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SCG (Mth)

SDG&E 

(Mth)

Total SCG & 

SDG&E (Mth)

Total SCG & 

SDG&E (BCF)

2009-2011 Cold Year Demand (Mth)   3,877,747 552,844 4,430,591 430

2009-2011 Avg.  Year Demand (Mth)   3,591,030 499,967 4,090,996 398

Core Avg. Year Interstate Capacity (MMcfd) 955 135 1,090 398

Cold Year Winter Demand (Mth) 2,292,836 322,761 2,615,597 254

Storage Inventory Proposal (BCF) Reservation 70 Cycle 67

Cold Year Winter Flowing Supply Required (MMcfd) 113.8% 1,240 187

Firm Interstate Pipline Supply (MMcfd) 100.0% 1,090 398

Firm Interstate or Border/Citygate Supply (MMcfd) 150 13.8%


Table 2

1-in-35 Cold Year Core Demand
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       Cold Year Throughput (Mth)

Year

Month

SCG

SDG&E

Total

2009

Jan

526,596

72,984

599,580

Feb

447,376

63,943

511,319

Mar

410,184

60,579

470,763

Apr

317,649

45,665

363,314

May

252,461

36,712

289,173

Jun

206,391

29,148

235,539

Jul

189,882

32,746

222,628

Aug

189,628

26,940

216,568

Sep

192,967

27,393

220,361

Oct

228,959

30,385

259,344

Nov

364,154

49,254

413,408

Dec

537,170

74,598

611,767

 

 

 

2010

Jan

528,356

73,344

601,700

Feb

448,852

64,232

513,084

Mar

411,774

60,869

472,643

Apr

318,869

45,896

364,766

May

253,556

36,895

290,451

Jun

207,392

29,303

236,696

Jul

190,932

32,920

223,853

Aug

190,742

27,092

217,834

Sep

193,699

27,538

221,237

Oct

229,843

30,562

260,405

Nov

365,240

49,517

414,757

Dec

538,793

74,977

613,770

 

 

 

2011

Jan

529,852

73,582

603,434

Feb

450,096

64,410

514,507

Mar

413,173

61,058

474,230

Apr

319,915

46,053

365,968

May

254,497

37,017

291,514

Jun

208,254

29,411

237,665

Jul

191,856

33,041

224,898

Aug

191,738

27,200

218,938

Sep

194,602

27,638

222,240

Oct

230,902

30,691

261,593

Nov

366,432

49,701

416,132

Dec

540,460

75,235

615,695

2009-2011 Total

Monthly Avg.

369,216


Table 3

	Winter System Reserve Margin

	Month-Year
	Total System Deliveries (MMCFD)
	Firm Capacity (MMCFD)
	Reserve Margin (MMCFD)
	Reserve Margin     (%)

	Jan-03
	2,215
	3,875
	1,660
	75%

	Feb-03
	1,962
	3,875
	1,913
	98%

	Mar-03
	2,541
	3,875
	1,334
	52%

	Nov-03
	2,682
	3,875
	1,193
	44%

	Dec-03
	2,577
	3,875
	1,298
	50%

	Jan-04
	2,118
	3,875
	1,757
	83%

	Feb-04
	2,308
	3,875
	1,567
	68%

	Mar-04
	2,573
	3,875
	1,302
	51%

	Nov-04
	2,828
	3,875
	1,047
	37%

	Dec-04
	2,807
	3,875
	1,068
	38%

	Jan-05
	2,422
	3,875
	1,453
	60%

	Feb-05
	2,321
	3,875
	1,554
	67%

	Mar-05
	2,510
	3,875
	1,365
	54%

	Nov-05
	2,380
	3,875
	1,495
	63%

	Dec-05
	2,290
	3,875
	1,585
	69%

	Jan-06
	2,611
	3,875
	1,264
	48%

	Feb-06
	2,311
	3,875
	1,564
	68%

	Mar-06
	2,511
	3,875
	1,364
	54%

	Nov-06
	2,446
	3,875
	1,429
	58%

	Dec-06
	2,522
	3,875
	1,353
	54%

	Jan-07
	2,251
	3,875
	1,624
	72%

	Feb-07
	2,393
	3,875
	1,482
	62%

	Mar-07
	2,676
	3,875
	1,199
	45%

	Nov-07
	2,722
	3,875
	1,153
	42%

	Dec-07
	2,570
	3,875
	1,305
	51%

	
	
	
	
	

	5-Year Average:
	2,462
	3,875
	1,413
	59%

	
	
	
	
	

	2007 Average:
	2,523
	3,875
	1,352
	54%


The proposed level of 70 Bcf of storage inventory capacity for core requirements is a 9 Bcf reduction from the level adopted in the Omnibus Decision.  However, the Omnibus Decision provided that this BCAP is an appropriate forum to provide additional information in considering an appropriate core storage reservation level.  The 70 Bcf level is also equal to the levels of storage inventory capacity historically reserved for SoCalGas’ core; a level that presumably covered both reliability and price arbitrage purposes.  With the combination of the SoCalGas and SDG&E core procurement functions, SoCalGas and SDG&E believe that a total storage inventory reservation level of 70 Bcf is sufficient to meet the core’s reliability requirements for several reasons.  First, the current core demand forecast is lower than that forecast presented in the Gas Market OIR (R.04-01-05) due to higher forecasted gas prices. The gas price forecast in the 2004 filing for the years 2009-2011 was $5.17 per MMbtu vs. the current forecast for 2009-2011 at $7.34/MMbtu. That is a $2.17/MMbtu, or 42%, increase in the gas price forecast. The price elasticity of core gas demand is -0.10, meaning that for a 10% increase in core gas rates, core demand decreases by 1%.  Second, the updated Cold Year heating degree day (HDD) weather design of 1,665 HDD is lower than the January 22, 2004 design of 1,708 HDD by 43 HDD, or 3%, due to a continuing warming trend over the past 20 years--thereby reducing winter heating load demand.  Third, customer growth has slowed to about 1% per year compared to a forecast of 1.3% in 2004.  Fourth, increased core energy efficiency program savings are reducing core demand.  Fifth, the Btu content of gas forecasted to be purchased by the combined Gas Acquisition department will increase during the BCAP period (1,032 Btu per cubic foot) compared to the 2004 forecast (1,015 per cubic foot) due to an increase in purchases of higher Btu gas from the Rocky Mountain basin over the Kern River pipeline system.  Sixth, adequate slack interstate pipeline and SoCalGas receipt capacity exist to meet additional flowing supply requirements in a cold year with short-term interstate pipeline capacity commitments and/or border and citygate purchases.  Seventh, the expected availability of LNG-based gas supplies during the BCAP period will make even more flowing supply available to serve the core.

Table 4

	Pipeline into California
	Upstream Capacity (MMcfd)

	El Paso @ Blythe
	1,410

	El Paso @ Topock
	540

	Transwestern @ Needles
	1,150

	PG&E @ Kern River
	650*

	Southern Trails @ Needles
	80

	Kern/Mojave @ Wheeler
	885

	Kern @ Kramer
	500

	Occidental @ Wheeler
	150

	California in-state
	310

	Total
	5,675


*Estimate of physical capacity

As a contrast to the 1-in-35 Cold Year condition, it is useful to examine the excess core winter interstate capacity and storage inventory holdings during an average temperature year condition.  The calculations in Table 5 and in Table 6 below show that under average winter temperature conditions, the core could reliably meet its winter requirements with 64.45 Bcf of storage inventory.  Therefore, if the SoCalGas/SDG&E core holds 70 Bcf of inventory during the BCAP period, the core will have up to 5.55 Bcf of non-reliability-related storage inventory at its disposal for half of the years.  A core allocation of 70 Bcf of storage inventory plus 150 MMcfd of winter interstate pipeline capacity, or border/citygate purchases, still allows the core to have capacity in excess of its reliability needs for price arbitrage purposes during years that are warmer than a 1-in-35 Cold Year, i.e., 34 out of every 35 years. Thus, based on the low likelihood of experiencing a Cold Year and the ability of the core to acquire up to an additional 150 MMcfd of firm interstate pipeline capacity and firm flowing supplies if needed, 70 Bcf of core inventory storage will provide a sufficient level of core reliability to meet Commission requirements. 
Table 5
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SCG

SDG&E

Total SCG & 

SDG&E

Total SCG & 

SDG&E (BCF)

2009-2011 Excess WD Avg./Year (Mth)

 

633,020

61.45

2009-2011 Avg./Month (Mth)

 

299,252

41,664

340,916

Core Avg. Year Interstate Capacity (MMcfd)

955

135

1,090

2009-2011 Average Year Excess WD (BCF)

 

61.45

Storage Inventory Proposal (BCF)

Reservation

70

Cycle

67

Difference Excess WD - Proposed Storage Inventory (BCF)

-5.55

Additional Firm Winter Interstate Capacity Required (MMcfd)

-36.78

-3.4%

Total Core Winter Interstate Pipeline Capacity Reqired (MMcfd)

1,053



Table 6
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Total

Total

    Average Year Throughput (Mth)

SCG & SDG&E

SCG & SDG&E

Year

Month

SCG

SDG&E

Total

Excess WD (Mth)

Excess WD (BCF)

2009

Jan

467,666

63,310

530,976

190,060

Feb

400,111

55,650

455,761

114,844

Mar

371,449

53,479

424,928

84,011

Apr

294,130

41,884

336,014

0

May

240,899

34,690

275,589

0

Jun

202,290

28,639

230,929

0

Jul

189,164

27,744

216,908

0

Aug

189,237

26,904

216,140

0

Sep

191,230

27,079

218,309

0

Oct

221,635

29,909

251,545

0

Nov

332,770

44,003

376,772

35,856

Dec

476,694

64,398

541,092

200,175

60.7

 

 

2010

Jan

469,286

63,626

532,912

191,995

Feb

401,476

55,903

457,380

116,463

Mar

372,948

53,740

426,688

85,772

Apr

295,294

42,100

337,394

0

May

241,983

34,867

276,850

0

Jun

203,296

28,795

232,090

0

Jul

190,215

27,884

218,099

0

Aug

190,353

27,055

217,407

0

Sep

191,970

27,224

219,194

0

Oct

222,509

30,083

252,592

0

Nov

333,796

44,236

378,032

37,116

Dec

478,164

64,728

542,893

201,976

61.5

 

 

2011

Jan

470,664

63,838

534,502

193,586

Feb

402,630

56,061

458,691

117,774

Mar

374,271

53,911

428,182

87,266

Apr

296,293

42,246

338,539

0

May

242,922

34,985

277,907

0

Jun

204,165

28,903

233,069

0

Jul

191,141

27,976

219,117

0

Aug

191,350

27,163

218,512

0

Sep

192,883

27,324

220,208

0

Oct

223,560

30,211

253,771

0

Nov

334,942

44,399

379,341

38,425

Dec

479,704

64,954

544,658

203,742

62.2

2009-2011 Total

 

340,916

1,899,061

61.45


This concludes my testimony.
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