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PREPARED REBUTTAL TESTIMONY

OF GARY G. LENART
My name is Gary G. Lenart.  My business address is 555 West Fifth Street, Los Angeles, California, 90013-1011.  

I have previously testified in this proceeding.

The purpose of my testimony is to respond to the following items discussed in the testimonies of Division of Ratepayer Advocates (DRA), The Utility Reform Network (TURN) and the Southern California Generation Coalition (SCGC):  
· Proposal to Deaverage Core Rates (DRA Exhibit 5 Ms. Greig, p. 10 and TURN Mr. Florio, p. 14);
· Core C&I Rate Design (DRA Exhibit 5 Ms. Greig, p. 11);
· Gas Engine Rate Cap (DRA Exhibit 5 Ms. Greig, p. 12);
· Allocation Methodologies for Three Regulatory Accounts (DRA Exhibit 5 Ms.Greig, p. 15 and TURN Mr. Florio, p. 17);
· Allocation of NFCA and CFCA (DRA Exhibit 5 Ms. Greig, p. 18);
· Residential Baseline/NonBaseline Ratio From 5% to 15% (TURN Mr. Florio, p. 14);
· Increase FAR Unbundled Revenues to $53.4 Million (SCGC Ms. Yap, p. 19); and
· Residential Customer Breakdown (TURN Mr. Marcus, p. 21).

I.
PROPOSAL TO DEAVERAGE CORE RATES (DRA EXHIBIT 5 MS. GREIG P. 10 AND TURN MR. FLORIO P. 14)

SoCalGas has proposed to eliminate the existing partial de-averaging of residential and core commercial & industrial rates.  SoCalGas is currently 75% de-averaged and proposes to be fully de-averaged at the end of the 3 year BCAP period while DRA and TURN are proposing to be only 90% de-averaged. 

The concept of “rate averaging” is at odds with the preferred concept of “cost causation,” a guiding principle of cost allocation used in the development of utility rates.  According to the embedded cost testimony of Mr. Emmrich (page 5, line 9); “The fundamental and underlying philosophy applicable to all cost studies for purposes of allocating costs to customer groups is based on the concept of cost causation.  Cost causation seeks to determine which customer or group of customers causes the utility to incur particular types of costs.”  In order to adhere to cost causation, SoCalGas has proposed to be fully de-averaged by the end of the 3-year BCAP period.  DRA’s proposal will continue the distortion of the cost causation principle, will not achieve cost based rates, but will instead result in 90% de-averaging.
II.
CORE C&I RATE DESIGN (DRA EXHIBIT 5 MS. GREIG, P. 11)

There are two aspects to the core commercial and industrial rate design which SoCalGas has proposed changes and DRA has objected.  The first is in regards to the monthly customer charge and the second is in regards to a seasonal tier 1 usage threshold.

A.
Customer Charge

SoCalGas has proposed to change the existing customer charge for core C&I customers from the existing 2-tiered structure to a single customer charge.  The current structure is a charge of  $10.00/month for customers using less than 1,000 therms/year and $15.00/month for customers using more than 1,000 therms/year.  DRA has proposed to maintain the current 2-tier structure.

In keeping with the cost causation principle, SoCalGas proposes a single customer charge of $15.00.  The customer cost for the smallest core C&I customers is approximately $27.50/month, based on LRMC Rental method.  A simple removal of the $10.00/month charge, while not a complete recovery of customer costs, is a move towards maintaining the principle of cost causation used to develop utility rates.

SoCalGas’ proposal will have a minimal impact on customer’s bills.  Based on the response provided by SoCalGas to DRA’s data request (DRA Data Request JNM-10, Q.2), the impact on customers’ monthly bills will be an increase of less than 3% per month for those customers using less than 10 therms/month; while those customers using less than 250 therms/month will see a bill increase of under 1%/month.

B.
Seasonal Tier 1 Usage Threshold

SoCalGas has proposed to remove the seasonality aspect of this threshold while DRA has opposed this change.  The current tier 1 usage threshold is 250 therms/month in the winter and 100 therms/month in the summer.  SoCalGas has proposed a tier 1 usage threshold of 250 therms/month year-around.  Based on the response provided by SoCalGas to DRA’s data request (DRA Data Request JNM-10, Q.2), the impact on customers’ monthly bills will be:

· a decrease to 77% of core C&I customers,

· 99% of customers using less than 100 therms/month will see a decrease; and

· 53% of customers using less than 250 therms/month will see a decrease. 

Both of SoCalGas’ proposals; single customer charge and non-seasonal tier 1 threshold; promote rate simplicity with an immaterial impact to the monthly bill.  In order for a business operator to make business decisions they need to estimate the costs of the options available to them.  The tariff schedules applicable to core commercial and industrial customers are very complex.  With a change to a single customer charge and consistent usage thresholds, business operators may be able to make more informed decisions regarding their energy use.

When taken together and compared to the 2008 rates, this application will result in a lower monthly bill to over 75% of core C&I customers.

III.
GAS ENGINE RATE CAP (DRA EXHIBIT 5 MS. GREIG, P. 12)

SoCalGas has proposed to remove the cap on the gas engine rate, while DRA has proposed to maintain the cap.

Currently, the gas engine rate (“G-EN”) is capped at approximately 12.2 cents/therm.  Since this BCAP application provides for a gas engine rate of 12.5 cents/therm which is quite comparable to the existing rate, there is no considerable need to maintain a cap on this rate. 

However, should the LRMC method of cost allocation be adopted rather than the embedded cost method, then the cap to the G-EN rate should be maintained.  Table 1 to Appendix C of the testimony of Mr. Lenart shows transportation rates that were calculated using the LRMC cost methodology resulting in a G-EN rate of 24.6 cents/therm.  Without a rate cap, this would be a considerable rate-shock to this customer class.
IV.
ALLOCATION METHODOLOGIES FOR THREE REGULATORY ACCOUNTS (DRA EXHIBIT 5 MS. GREIG, P. 15 AND TURN MR. FLORIO, P. 17)

SoCalGas has proposed to allocate the BOFRMA, FRASMA, and OMSRMA regulatory accounts based on Cold Year Throughput.  DRA proposes an Equal cent Per Therm on average year throughput allocation.

The BOFRMA and OMSRMA accounts are related to costs incurred to sustain operational flows.  As a result of the activities related to these accounts, an expansion or expansions to the backbone transmission system is not required.  Since this is being proposed in lieu of expansions to the backbone transmission system, the balances in these accounts should be allocated using the same Cold Year Throughput allocator that is used for backbone transmission costs.

SoCalGas’ proposal for the allocation of the FARSMA account to be based on Cold Year Throughput is reasonable; and, DRA and TURN’s proposal to allocate on Equal cents Per Therm is not reasonable.  This is due to the FARSMA account being related to Firm Access Rights that are sold on a demand related basis and not on an annual use basis.  Average year throughput, used to develop Equal Cents Per Therm proposed by DRA, may underestimate customer demand; however, Peak Day demand may over-state.  Therefore, Cold Year Throughput demand is the most reasonable allocator for this account.

V.
ALLOCATION OF NFCA AND CFCA (DRA EXHIBIT 5 MS. GREIG, P. 18)

The CFCA and NFCA accounts are currently allocated ECPT.  SoCalGas has proposed to allocate a portion of these accounts on an EPMC basis. DRA objects to this proposal.  
Over 90% of the transportation revenue requirement is comprised of base margin items (i.e. customer, distribution, transmission and storage costs).  Therefore, it is reasonable to allocate the balances in these accounts that are related to these cost items on the same basis.  That basis is Equal Percent Marginal Cost.

VI.
RESIDENTIAL BASELINE/NONBASELINE RATIO FROM 5% TO 15% (TURN MR. FLORIO, P. 14)

The baseline/nonbaseline ratio is currently 5%.  This includes customer charge revenue, but excludes commodity cost.  TURN has stated that the current ratio is not sufficient because it does not take into account the commodity cost, and proposes a ratio of 15% that assumes a commodity cost of $6.00/mmbtu.

There is a problem with this proposal to include commodity cost in the calculation of transportation rates.  SoCalGas has “monthly pricing” and each month the procurement rate changes.  This would result in a change to residential transportation rates occurring every month.  TURN has proposed to change the ratio should gas prices increase (page 15, line 20).  If the gas price increased, to say $10.00/mmbtu, then the baseline rate would decrease and the non-baseline rate would increase, in order to maintain the 15% ratio.  While TURN did not comment on what would happen if gas prices decrease, if prices did decline, to say $3.00/mmbtu, then the baseline rate would increase and the non-baseline rate would decrease, in order to maintain the 15% ratio. 

VII.
INCREASE FAR UNBUNDLED REVENUES TO $53.4 MILLION (SCGC MS. YAP, P. 19)

SoCalGas is proposing to unbundle $52 million in FAR revenue from transportation rates based on the method approved in Advice Letter 3895, updated for Btu factor and FFU rate.  SCGC proposes to unbundle $53.4 million based on results of the FAR open season. 

SoCalGas has not proposed any changes to the method that was approved in Advice Letter No.3895, filed in August, 2008 to implement FAR:

“The $51.4 million revenue credit excludes FF&U, which are part of the 5 cents per decatherm FAR rate and are paid to the various cities and counties in SoCalGas’ service territory.  The translation from MMcfd to Dth is based on 1.016 Mbtu per cubic foot (cf) of natural gas, which is the currently adopted Btu conversion factor for SoCalGas.”

In the BCAP filing, the Btu factor is being changed from 1.016 mbtu/cf to 1.0302; and, the FFU rate changes from 1.7% to 2.0% per D.08-07-046 (the general rate case decision).  These changes result in a change to the amount that is unbundled from $51.4 million to $52 million.

The capacity amount has not changed from that used in Advice Letter No.3895:

“The recently concluded Open Season resulted in a throughput which is less than the cold-year throughput forecast referenced in Findings 14 of Resolution G-3407.  Therefore, SoCalGas uses the forecast of cold-year throughput of 2821 MMcfd in the calculation of the estimated FAR revenues ...”

VIII.
RESIDENTIAL CUSTOMER BREAKDOWN (TURN MR. MARCUS, P. 21)

TURN has pointed to an inconsistency in the number of master meter residential customers.  There are three versions of master meters used throughout the application.  TURN has requested a clarification of these amounts.

The amount used in the cost allocation models (121,374 small and 67 large master meters) is the 2006 actual amount.  The cost allocation models allocate costs based on these actual amounts, not forecasted amounts.

The amount used in the rate design models (92,860 small and 61 large master meters) is the amount forecasted for the BCAP period.  The rate design model uses forecasted demand, not historical actual demand.  Upon further review, the forecast of small master meter customers and multi family customers has been changed.  The table below shows the residential customer forecast that will be used upon implementation of a final decision.  Note that the forecasted total number of residential customers remains the same.  Since the transportation rate for single family, multi family and small master meters are the same this will not have an impact on rates.

	Residential Customer Forecast

	
	October Errata Filing
	Updated Forecast

	Single Family
	3,676,464
	3,696,950

	Multi Family
	1,685,965
	1,628,176

	Small Master Meter
	92,860
	130,163

	Large Master Meter
	61
	61

	Total Residential Customers
	5,455,350
	5,455,350


The amount shown in the demand forecast of 42,000 master metered customers only includes master meters that are serving dwelling units; and, excludes those master meters that are serving common use equipment (such as a central water heater) or common areas (such as swimming pools and laundry facilities). 

This concludes my prepared rebuttal testimony.
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