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Chapter 1



INTRODUCTION AND SUMMARY



Sandra J. Fukutome





1.1	INTRODUCTION



     On March 3, 1997, Pacific Gas and Electric Company (PG&E) filed its Biennial Cost Allocation Proceeding (BCAP) Application requesting a revision to its gas rates and tariffs for a two-year period extending from January 1, 1998, through December 31, 1999.  A BCAP is the proceeding in which the Commission allocates gas costs to customer classes and sets procurement and transportation rates.  The rates are based upon the utility’s adopted base revenue requirement, the amortization of balancing account balances and forecasts of procurement costs, marginal costs, marginal demand measures, and customer throughput.  PG&E filed its last BCAP in A.94-11-015.  D.95-12-053 adopted gas rates for the two year period January 1, 1996, to December 31, 1997.  

     On August 18th, PG&E filed revisions to its BCAP application incorporating the adoption of the Gas Accord on August 1, 1997, in D.97-08-056.  Shortly thereafter, the Office of Ratepayer Advocates (ORA) and The Utility Reform Network (TURN) filed a joint motion to strike certain portions of PG&E’s revised testimony with respect to PG&E’s proposed modifications to the adopted long-run marginal cost (LRMC) methodology contained in its revised testimony.  The motion was filed on grounds that the Gas Accord expressly prohibits changes to the LRMC methodology for allocating distribution costs between core and noncore.  On October 6, 1997, the assigned Commissioner and Administrative Law Judge issued a joint ruling granting the ORA/TURN motion, and on October 16, 1997, PG&E filed a copy of its testimony incorporating the effect of the ruling. 

     On November 7, 1997, PG&E filed Errata and Revised Prepared Testimony Pursuant to the Joint Assigned Commissioner and ALJ Ruling of October 6, 1997.  According to this latest testimony, PG&E proposes an annual procurement revenue increase of $9 million, and an annual decrease of $93 million in transportation rates.  PG&E estimates that revenues from the core will decrease by about $23 million annually, and that the noncore transportation revenues will decrease by about $59 million annually.  These revenue changes are based upon a comparison to revenues from Gas Accord rates assumed to be in effect on January 1, 1998.�



  ORA’s RECOMMENDATIONS



     ORA’s major recommendations contained in this exhibit are summarized as follows:



ORA presents its recommendations regarding its forecast of gas throughput for PG&E’s residential, small commercial, large commercial, industrial, lost and unaccounted for, and gas department use classes of service.  ORA forecasts a total core forecast that is 0.93% higher than PG&E for both BCAP Year 1 and 1.03% lower than PG&E for BCAP Year 2. ORA’s projections of industrial throughput are the same as PG&E’s for 1998 and 1999.   (See Chapter 2.)



Chapter 3 contains ORA’s recommendations regarding its review of PG&E’s forecasted procurement and transportation balancing account balances during the BCAP period.  In particular, ORA recommends that the core Interstate Transition Cost Surcharge (ITCS) credit be transferred to the Core Fixed Cost Account (CFCA) balancing account and not be amortized over a 12-month period as PG&E proposes.  ORA also recommends that PG&E be required to update the core ITCS credit to reflect additional ITCS revenue that PG&E will receive for January and February 1998 from core customers since the Gas Accord is now expected to be implemented on March 1, 1998. 



In Chapter 4, ORA presents its recommendations regarding PG&E’s forecasted procurement and transportation revenue requirement.  ORA recommends the PG&E’s proposed revenue requirement be reduced by $214.9 million.  Also, ORA opposes PG&E’s proposed allocation of several of its balancing accounts.  These include:  (1) the Balancing Charge Account, (2) the core’s share of the Storage Transition Cost Subaccount, (3) the Market Center Account revenue, and (4) the Core Fixed Cost Account. 



In Chapter 5, ORA presents its recommendations regarding marginal capacity and customer access costs. ORA recommends that PG&E be directed to use the actual recorded replacement frequency for determining the replacement costs for customer access facilities (services, regulators, meters).  ORA also recommends some minor adjustments to PG&E’s categorization of non-marginal administrative and general (A&G) costs. 



ORA’s proposed rates yield a 1.4% average decrease to residential customers, a 3.0% average decrease to the core commercial class, and decreases from 4.2% to 28% to noncore customers.  (See Chapter 6.)



Chapter 6 contains ORA’s cost allocation and rate design proposals.  ORA opposes PG&E’s proposal to deaverage core rates during the BCAP period and PG&E’s proposal for a two-tiered declining block rate structure for core commercial customers.  ORA recommends that CARE A&G credits be allocated by equal percent of marginal distribution costs in contrast to PG&E’s proposal.  ORA agrees with PG&E’s proposal to allocate PGT demand charges, intrastate backbone demand charges, and Canadian demand charges on a consistent basis for both core procurement and core transport customers.  ORA does not oppose PG&E’s UEG rate design proposal.  



� Chapter 2



ECONOMETRIC THROUGHPUT FORECASTS



Thomas M. Renaghan



   INTRODUCTION



	This chapter presents ORA’s forecasts of gas throughput for Pacific Gas and Electric (PG&E) Biennial Cost Allocation Proceeding (BCAP) test period January 1, 1998 through December 31, 1999.  Specifically, this chapter analyzes PG&E forecasts of residential, small commercial, large commercial, industrial, lost and unaccounted for, interdepartmental, and gas department uses classes of service.  Section 2.2 presents ORA’s recommendations and conclusions.  Section 2.3 discusses the economic and demographic assumptions underlying the ORA and PG&E forecasts.  Finally, section 2.4 presents the methodologies and specific forecast results obtained by ORA and PG&E.  Appendix I of this chapter contains estimates of the weather sensitivity of non-core commercial and industrial demand by Standard Industrial Code (SIC).



   RECOMMENDATIONS AND CONCLUSIONS



	ORA and PG&E independently developed econometric models to forecast gas demand by the residential, small commercial, large commercial, gas department use, and losses and unaccounted for classes of service.  The models forecast gas demand as a function of average gas rates, weather, and economic conditions in PG&E’s service area.  Forecasts are prepared under average weather and cold year conditions.  PG&E forecasts industrial gas demand with a non-econometric technique.  Specifically, industrial gas demand is forecasted as a function of the growth rate in industrial production in PG&E’s service territory.  

	Tables 2-1 and 2-2 show ORA’s and PG&E’s forecast results for the 1998 and 1999 BCAP periods.  For 1998, ORA’s core forecast is nearly identical to PG&E’s.  ORA forecasts total core demand of 292,238 (Mdth) while PG&E forecasts total core demand of 291,967 (Mdth).  This is a difference of less than one percent.  For 1999, ORA forecasts slightly lower core throughput than does PG&E.  ORA forecasts core demand of 289,623 (Mdth) while PG&E forecasts core demand of 292,651 (Mdth).  ORA’s 1999 total core throughput forecast is approximately one percent below PG&E’s.

	For 1998 and 1999 ORA forecasts slightly higher residential throughput than PG&E.  In 1998, ORA forecasts residential demand of 218,426 (Mdth) while PG&E forecasts residential demand of 216,914 (Mdth).  For the 1999 BCAP test period, ORA forecasts residential demand of 219,594 (Mdth) while PG&E forecasts residential demand of 218,145 (Mdth).  For 1998 and 1999, ORA’s residential throughput forecasts exceed PG&E’s by less than one percent.  In both BCAP periods ORA forecasts lower commercial throughput than PG&E.  In 1998, for example, ORA forecasts small commercial throughput of 68,257 (Mdth) while PG&E forecasts small commercial demand of 69,224 (Mdth).  Similarly, in 1999 ORA forecasts small commercial demand of 64,655 (Mdth) while PG&E forecasts small commercial throughput of 68,969 (Mdth).  ORA recommends adoption of its throughput forecasts.

	ORA and PG&E are projecting industrial throughput of 197,397 (Mdth) for 1998 and 196,073 (Mdth) for 1999.

�Table 2-1

1998 BCAP Gas Throughput Forecasts

(Mdth)

Class�ORA�PG&E�ORA Exceeds PG&E (%)��CORE�����Residential�218,426�216,914�0.70��Small Commercial�68,257�69,224�-1.39��Large Commercial�5,555�5,698�-2.50��Interdepartmental�133�133�0.00��Total Core�292,238�291,967�0.93��NON-CORE�����Industrial Dist�35,682�35,682�0.00��Industrial-Trans�161,715�161,715�0.00��Total Industrial�197,397�197,397�0.00��Wholesale�3,892�3,892�0.00��SHRINKAGE�����Gas Dept Use�7,751�7,751�0.00��Loss and Unaccounted For�16,203�16,203�0.00���Table 2-2

1999 BCAP Gas Throughput Forecasts

(Mdth)

Class�ORA�PG&E�ORA Exceeds PG&E (%)��CORE�����Residential�219,594�218,145�0.66��Small Commercial�64,655�68,969�-6.25��Large Commercial�5,241�5,404�-3.01��Interdepartmental�133�133�0.00��Total Core�289,623�292,651�-1.03��NON-CORE�����Industrial-Dist�35,736�35,736�0.00��Industrial-Trans�162,136�162,136�0.00��Total Industrial�196,073�196,073�0.00��Wholesale�3,915�3,915�0.00��SHRINKAGE�����Gas Department Use�8,150�8,150�0.00��Loss and Unaccounted For�16,201�16,201�0.00���

ECONOMIC/DEMOGRAPHIC ASSUMPTIONS



	A key factor influencing gas demand is the level of economic activity in PG&E’s service area.  Therefore, before discussing the specific econometric results obtained by ORA and PG&E it is useful to review PG&E’s forecasts of economic conditions in its service area.

	PG&E develops economic and demographic forecasts specific to its service area with inputs taken from the Data Resources Incorporated - McGraw-Hill (DRI) model of the U.S. economy.  As PG&E explains:



		“In developing the Service Territory forecast 

	PG&E begins with the latest available DRI regional forecast. This

	forecast contains projections of economic and demographic variables

	for the state and in most cases, for metropolitan areas (MSA) and 

	counties.  PG&E identifies MSA’s and counties that fall within the

	Service Area boundaries and where possible, develops a Service 

	Area specific forecast from the available MSA and county data. Service

	Area forecasts for the number of households and the level of commercial

	employment are constructed in this manner.” (PG&E Biennial Cost

	Allocation Proceeding, Revised Testimony, August 18, 1997, 

	pp. 2-1, 2-2)



	For the forecast period PG&E projects continued economic growth.  Commercial employment, for example, is projected to grow, on average, at 2.2 percent while nominal personal income grows at about 5 percent per year.  Table 2-3 compares PG&E’s projections of economic growth to those taken from the University of California at Los Angeles, Anderson Forecast for the Nation and California , September, 1997 (UCLA) and DRI.

�Table 2-3

Forecast Measures of Economic Activity

(Percent Change)

Indicator�1998�1999��Personal Income����PG&E�4.95�5.37��UCLA�5.01�6.70��Employment����PG&E�2.42�1.99��UCLA�2.04�2.22��Industrial Production����PG&E�1.96�2.27��DRI�1.04�2.00��Consumer Price Index����PG&E�2.80�3.20��UCLA�2.71�2.91��Wholesale Price Index����PG&E�1.65�2.06��DRI�0.91�1.31������Source: PG&E Biennial Cost Allocation Proceeding, August 18, 1997.

	 University of California at Los Angeles, Anderson Forecast for 

	 California and the Nation, September, 1997.

	 Data Resources Incorporated-McGraw-Hill, Review of the U.S. 

	 Economy, September, 1997.

�

	Table 2-3 shows that PG&E’s projections of economic growth in its service area are similar to those of UCLA and DRI.  PG&E, for example, forecasts that nominal personal income will rise by 4.95 percent in 1998 and by 5.37 percent in 1999.  UCLA’s forecast of income is slightly higher with UCLA projecting income growth of 5 percent in 1998 and 6.70 percent in 1999.  PG&E’s and UCLA’s forecasts of commercial employment growth are also similar.  The UCLA employment growth rates represent aggregate employment growth in the Trade, Finance, Insurance, Real Estate and Service sectors.  PG&E projects higher industrial production growth rates than DRI.  In 1998 PG&E forecasts that industrial production in its service territory will rise by 1.96 percent while DRI projects a one percent growth rate for the same period.  For 1999 PG&E projects an industrial production growth rate of slightly above two percent.

	Since PG&E’s forecast of service area specific economic conditions are similar to UCLA’s and DRI, ORA has utilized PG&E’s economic/demographic assumptions in developing its forecasts of gas throughput.  In short, ORA considers PG&E’s projections of economic activity to be reasonable.



   METHODOLOGY



	This section discusses the methodology utilized by ORA and PG&E to forecast gas throughput for 1998 and 1999.  With the exception of the industrial class of service, ORA and PG&E utilized standard log-linear econometric models.  These models forecast gas demand as a function of average gas rates, weather, and economic conditions.  In the case of the industrial sector, PG&E forecasts gas demand solely as function of the growth in industrial production.  The remainder of this chapter discusses the specific results obtained by ORA and PG&E.



Residential



	PG&E models residential use per customer as a function of heating degree days, real (constant dollar) average gas rates, quarterly dummy variables, and the stock of post-1978 housing.  The post-1978 housing stock variable captures the increased energy efficiency of homes constructed after 1978.  Real average price is specified as a three quarter polynomial distributed lag.  The model is estimated with quarterly observations from the first quarter of 1980 through the fourth quarter of 1996.

	ORA’s residential model is similar to PG&E’s, regressing residential use per customer on real average prices, real per capita personal income, heating degree days, the post -1978 housing stock, and seasonal dummy variables.  The chief difference between ORA’s and PG&E’s model is that ORA includes real per capital income while PG&E’s excludes it.

	For 1998, PG&E forecasts residential demand of 216,914 (Mdth) while ORA forecasts demand of 218,426 (Mdth).  In 1999, PG&E projects residential demand of 218,145 (Mdth) while ORA forecasts residential demand of 219,594 (Mdth).  Both ORA and PG&E are projecting increases in residential demand over 1996 recorded levels.  In 1996, residential weather adjusted residential throughput equaled 212,226 (Mdth).  The ORA and PG&E forecasts represent increases of approximately 2 to 3 percent over 1996 recorded levels.



Small Commercial



	PG&E specifies small commercial demand as a function of heating degree days, real average prices, post-1978 commercial floor space, commercial employment, and seasonal binary variables.  The real average price term is modeled as a three quarter polynomial distributed lag.  The model is estimated with quarterly observations from the first quarter of 1980 through the third quarter of 1996.

	ORA’s model of small commercial gas demand is similar.  ORA specifies small commercial gas demand as a function of seasonal dummy variables, post-1978 commercial floor space, real average price lagged two quarters, and commercial employment.  Unlike PG&E, commercial employment is specified as a three quarter polynomial distributed lag.  The model is estimated with quarterly observations from the first quarter of 1989 through the third quarter of 1996.

	For 1998 and 1999, PG&E forecasts small commercial demand of 69,661 (Mdth) and 69,459 (Mdth), respectively.  PG&E’s 1998 forecast represents a 1.78 percent increase over 1996 recorded small commercial sales.  PG&E’s 1999 forecast is an increase of 1.49 percent over 1996 recorded small commercial sales.  ORA forecasts small commercial demand of 68,719 (Mdth) for 1998 and 68,419 (Mdth) for 1999.  ORA’s small commercial forecasts represent increases of less than one percent over 1996 recorded volumes.  Over the historic period 1980 through 1996, actual (not weather adjusted) small commercial demand declined, on average, by 3.42 percent per year.  PG&E does not separately weather adjust small and large commercial sales.



Large Commercial



	PG&E models large commercial demand as a function of heating degree days, post-1978 commercial floor space, real average price, and seasonal binary variables.  Real average price is specified as a four quarter moving average of past real commercial gas rates.  The model is estimated with quarterly observations from the third quarter of 1988 through the third quarter of 1996.

	ORA’s large commercial model is similar to PG&E’s  ORA regresses historic large commercial demand on heating degree days, post-1978 commercial floor space, real average price, and seasonal binary variables.  ORA adopts PG&E’s convention specifying the real price term as a four quarter moving average of past real commercial gas rates.  ORA estimated its model with quarterly observations from the fourth quarter of 1988 through the third quarter of 1996.

	For 1998 and 1999, PG&E forecasts large commercial demand of 5,730 (Mdth) and 5,442 (Mdth), respectively.  For 1998, ORA forecasts large commercial demand of 5,280 (Mdth).  In 1999, ORA projects large commercial demand of 5,280 (Mdth).  Both the ORA and PG&E forecasts represent a steep decline from 1996 actual recorded demand.  In 1996, actual large commercial demand was 8,152 (Mdth).



Total Commercial



	Total commercial demand for the forecast period is the sum of small and large commercial demand.  For 1998 and 1999, PG&E forecasts total commercial sales of 75,391 (Mdth) and 74,901 (Mdth), respectively.  For 1998, ORA forecasts total commercial sales of 74,308 (Mdth) while for 1999, ORA forecasts total commercial demand of 73,699 (Mdth).  Both forecasts represent a decline from 1996 actual weather adjusted total commercial sales.  In 1996 actual weather adjusted total commercial throughput equaled 79,772 (Mdth).  Over the period 1980 through 1996 actual weather adjusted total commercial sales declined, on average, by 2.97 percent per year.



Industrial



	PG&E forecasts industrial gas demand to grow at approximately the same rate as industrial production.  Specifically, industrial gas demand is linked to an aggregate index of service area specific industrial production.  The service area specific index of industrial production is constructed by applying weights to several indexes of industrial production.  The weights for each index of industrial production are based on the percent of gas sales to that particular SIC code in PG&E’s service area.  In order to retain a seasonal pattern quarterly demand is based on demand lagged four quarters times the four quarter change in industrial production.  

	As an alternative to PG&E’s approach ORA investigated using an econometric model to forecast industrial demand.  ORA tested several econometric specifications with historic gas demand regressed upon the gas to oil ratio, industrial production, and seasonal binary variables.  In many instances these specifications resulted in statistically insignificant coefficients on the gas/oil ratio and or industrial production.  ORA did, however, find a statistically significant relationship between industrial gas demand, the real average gas rate and industrial production.  ORA did not use this specification because it yields unrealistic coefficients.  The coefficient on the log of industrial production, for example, equals 1.57.  This implies that if industrial production rose by one percent industrial gas demand would rise by 1.57 percent.  Therefore, ORA has adopted PG&E’s approach to forecasting industrial gas demand.

	Since ORA does not object to PG&E’s industrial forecasting methodology, ORA and PG&E are recommending the same industrial forecast.  For 1998 and 1999, ORA and PG&E forecast total industrial demand of 233, 119 (Mdth) and 234,703 (Mdth), respectively.  These estimates are not adjusted for the cogeneration offset volumes and hence, are not directly comparable to the volumes shown in Tables 2-1 and 2-2.



Other Categories



	ORA concludes that PG&E’s forecasts for the interdepartmental, gas department uses, and losses and unaccounted for classes of service are reasonable.  Forecasts of interdepartmental demand are based on a non-econometric technique.  For 1998 and 1999, PG&E forecasts interdepartmental demand of 133 (Mdth) for each year.

	PG&E specifies gas department use as a function of total throughput less gas department use, the ratio of gas purchased from Pacific Gas Transmission (PGT) to total throughput less gas department use and seasonal binary variables.  The model is estimated with quarterly observations from the first quarter of 1986 through the fourth quarter of 1996.  For 1998, PG&E forecasts gas department use of 7,752 (Mdth) while for 1999 PG&E forecasts gas department use of 8,152 (Mdth).  Both forecasts represent an increase over 1996 recorded levels.  In 1996 actual gas department use equal 5,584 (Mdth).

	PG&E losses and unaccounted for model forecasts losses and unaccounted for gas as a function of the difference between calendar heating degree days and billing cycle heating degree days times quarterly dummy variables.  The model is estimated from the first quarter of 1976 through the fourth quarter of 1996.  For the forecast periods 1998 and 1999, PG&E forecasts losses and unaccounted for gas of 1,782 (Mdth).



   CONCLUSION



	This chapter has presented ORA’s forecasts of gas demand for the 1998 and 1999 BCAP forecast periods.  In forecasting gas demand ORA uses an approach similar to PG&E’s.  Specifically, gas demand for the residential, small commercial, large commercial, gas department uses, and losses and unaccounted for are forecasted with econometric models.  The models specify gas demand as a function of heating degree days, gas prices, and economic conditions in PG&E’s service area.

	For 1998 and 1999, ORA forecasts slightly higher residential gas demand than PG&E.  For example, in the residential class of service ORA’s forecast for 1998 is 0.70 percent higher than PG&E’s while in 1999 ORA’s forecast is 0.60 percent above PG&E’s.  In both BCAP periods ORA forecasts lower commercial throughput than PG&E. ORA has adopted PG&E’s industrial forecasting methodology.

	�APPENDIX 2-1

WETHER SENSITIVITY

 INTRODUCTION



	This appendix presents ORA’s analysis of the weather sensitivity of gas demand for the non-core commercial and industrial sectors.  For the non-core commercial category ORA presents estimates of weather sensitivity of demand for the following sectors: agriculture, education, government, health, lodging, and laundry.  ORA concludes that with the exception of the laundry sector these sectors are weather sensitive.  In the case of the industrial category ORA presents estimates of the weather sensitivity of demand for the following SIC codes: SIC20, SIC24, SIC26, SIC28, SIC29, and SIC32.  ORA concludes that the demand for natural gas in the industrial sector is not sensitive to weather variations.



2.1-2  COMMERCIAL



	ORA analyzed the weather sensitivity of non-core commercial demand by regressing natural gas demand on heating degree days, commercial employment, and real average commercial gas rates for each non-core commercial sector.  The regression equations also included seasonal binary variables.  ORA’s results are presented in Table 2A-1.  Standard log-log models were estimated for each of the sectors shown in Table 2A-1.  With the exception of the laundry sector, the coefficient on heating degree days is statistically significant with the correct (positive) sign.  These results are similar to PG&E’s findings.  For the agricultural, government, lodging, and laundry sectors the average price term was dropped from the regression because it produced the wrong signs (positive rather than negative).  Similarly, in the case of the government sector the employment or output term was deleted because it had the wrong sign.  For the eduction, government, and lodging sectors ORA also included the post-1978 commercial floor space variable.  For these sectors this conservation variable was statistically significant with the correct sign.

Table 2A-1

Commercial Non-Core Weather Sensitivity

(t-Statistic)

Sector�Weather�Price�Output

��Agriculture�0.00131�----�4.3481���(2.532)�---�(4.392)��Education�0.00510�-0.4480�3.776���(3.069)�(-1.969)�(2.451)��Government�0.00039�---�---���(2.021)�---�----��Health�0.00027�-0.0280�0.8658���(4.317)�(-0.310)�(3.018)��Lodging�0.00045�---�8.7209���(2.246)�---�(2.459)��Laundry�0.00004�---�2.7253���(0.3973)�---�(3.886)��

�2.1.2  INDUSTRIAL



	ORA utilized a similar approach to that used for the commercial non-core sector to gauge the weather sensitivity of industrial gas demand by SIC code.  Specifically, ORA regressed historic gas demand on heating degree days, the gas to oil ratio, and sector specific indexes of industrial production.  ORA’s results are summarized in Table 2A-2.  As in the case of the commercial sector, log-log models were utilized.  These models also included seasonal quarterly dummy variables.  Table 2A-2 shows that for each industrial sector the coefficient on heating degree days was statistically insginificant.  Furthermore, with the exception of SIC 26 and SIC 28, the coefficient on heating degree days has the incorrect sign (negative rather than positive).  In the cases of SIC 26, SIC 28, and SIC 29, the output or industrial production variables were dropped from the regression because of incorrect signs.(negative rather than positive).  ORA’s results are similar to PG&E’s findings.  Based on the results in Table 2A-2, ORA concludes that there is no statistically significant relationship between weather variations and industrial gas demand.

�Table 2A-2

Industrial Weather Sensitivity

(t-Statistic)

Sector�Weather�Price�Output��SIC 20�-0.00040�-0.1436�1.2068���(-0.7470�(-0.524)�(0.674)��SIC 24�-0.00030�-0.5664�0.7546���(-0.671)�(-1.821)�(0.436)��SIC 26�0.00005�-0.0029�---���(0.0923)�(-0.0036)�---��SIC 28�0.00085�-0.6946�---���(1.073)�(-1.514)�---��SIC 29�-0.0005�-0.5398�---���(-0.822)�(-1.366)�---��SIC 32�-0.0005�-0.0555�0.6127���(-1.815)�(-0.333)�(1.626)��

� Chapter 3



AUDIT AND REVIEW OF REGULATORY ACCOUNTS



Bernard  O. Ayanruoh



3.1	PURPOSE , SCOPE AND RECOMMENDATIONS



This chapter presents the results of ORA’s audit of the books and records of PG&E in conjunction with PG&E’s BCAP, A.97-03-002.  The audit period covers the record period from April 1, 1995 through June 30, 1997 and the estimated ten months period from July 1, 1997 through April 31, 1998.

The objective of the audit was to determine whether the recorded BCAP revenues and expenses were in compliance with PG&E’s Preliminary Statements, established Commission guidelines and with the Gas Accord Settlement Agreement adopted in D.97-08-055.



ORA’s audit approach to accomplishing the objectives included the following steps:



Recalculated the monthly accruals and account balances for the major balancing accounts during the record period;



Performed detailed testing of all prior period adjustments posted to the major balancing accounts during the record period;



Performed detailed testing of significant transactions occurring during selected months;



Verified account balances to ensure the balances have been properly adjusted to comply with the Gas Accord Agreement.





Due to staff and time limitations,  ORA was only able to review the following accounts:  the Core Purchased Gas Account (PGA),the Core Fixed Cost Account (CFCA), and the Core and Noncore subaccounts of the Interstate Transition Cost Surcharge (ITCS) Account.  The combined balances of these accounts amount to almost ninety percent of the revenue requirement estimate that PG&E is seeking in this proceeding.





3.2	RECOMMENDATIONS

ORA recommends the following:



1	 That the estimated overcollection of the Core ITCS should  be transferred to the CFCA balancing account as a one time credit and not be amortized over the 12 months period proposed by PG&E.



2	That since the original Gas Accord Implementation date of January 1, 1998 is no longer tenable as assumed by PG&E in its application, PG&E should be required to update the Core ITCS credit to reflect the additional revenue that PG&E will receive for January and February 1998 from core customers and provide new ITCS balances for the period ending February 28, 1998. The final rates that are adopted in this proceeding should incorporate this updated information.



3	That the Transwestern Pipeline demand charge credits that PG&E booked into the CFCA be updated to reflect all charges subsequent to June 30, 1997, thru implementation of the Gas Accord.





3.3	The Purchased Gas Account (PGA)

The PGA balancing account records the cost associated with gas purchased for the gas supply portfolio and revenues for the sale of that gas.  The PGA consists of ten subaccounts with the Core PGA being the largest account.   

The core PGA account was undercollected by approximately $32 million as of June 30, 1997.   During the record period, PG&E made two major adjustments to reflect customer refunds of approximately $109.6 million and $139.76 million made in January 1996 and March 1997, respectively.  The refunds were ordered by the Commission because the PGA was largely overcollected at the time.  ORA takes no exception to the core PGA account.





3.4	The Core Fixed Cost Account  (CFCA)

The CFCA balancing account records the authorized base revenue, certain other core transportation costs, and transportation revenue from core customers.  

The CFCA was undercollected by approximately $468 million as of June 30, 1997.  As of this date, PG&E booked approximately $80 million of Transwestern Pipeline Demand in the CFCA.  Although PG&E booked these charges in the CFCA, PG&E was never allowed to reflect them in rates. (See D.92-10-051, p.33.)  PG&E has agreed to remove from the CFCA any Transwestern costs that will continue to be booked in that account through March 1, 1998, the implementation date of the Gas Accord.

As discussed in the next section, ORA recommends that the estimated overcollection of the core ITCS account be credited to the CFCA instead of being amortized over 12-months as PG&E has proposed.  Therefore, ORA recommends that for the purpose of setting BCAP rates the CFCA be further adjusted by the core ITCS overcollection.  PG&E estimates $24.2 million as the amount of ITCS costs the core will have paid, including interest, on January 1, 1998.  This $24.2 million amount should be updated to reflect the actual ITCS costs that the core has incurred including the additional two months of ITCS revenue that PG&E will continue to receive from core during January and February 1998.  In addition, this amount should be further adjusted to reflect the portion of the ITCS credit that the core will have already received upon implementation of the Gas Accord on March 1, 1998, through the implementation of the BCAP.





3.5	Interstate Transition Cost Surcharge (ITCS) Account

The ITCS account is comprised of the costs associated with excess capacity and capacity brokered at prices below the as-billed rate.  As part of the Gas Accord, PG&E has agreed to absorb all of the core portion of capacity charges booked in the ITCS account, less brokering revenues, plus interest, from the inception of the ITCS account. Specifically, the Gas Accord states that: 



“PG&E will absorb 100 percent of the core portion of the ITCS charges as currently defined less brokering revenues, plus interest, from the inception of the ITCS account.  Any ITCS costs that were recovered in rates from the core will be returned to the core…”



For the noncore customers, PG&E has agreed to absorb 50 percent of ITCS costs charged to the account from inception.  Specifically, the Gas Accord states that:



“PG&E will absorb 50 percent of the non core portion of  ITCS charges as currently defined, less brokering revenues, plus interest from the inception of the ITCS account.  PG&E’s liability is limited to 50 percent, and therefore, includes any rate reduction approved by the CPUC in response to Advice Letter 1952-G…”



In the revenue requirement calculation, PG&E has reflected specific amounts of ITCS charges that its shareholders would absorb as a result of the Gas Accord.  The amount of ITCS charges comprises of recorded data through June 30, 1997, plus six months' estimates from July through December 31, 1997.  According to PG&E, the company’s shareholders are expected to absorb approximately $50 million of excess capacity charges from the Core ITCS account.  Of this amount, PG&E estimates that core customers will have paid $25.9 million by December 31, 1997.  In this proceeding, PG&E proposes to amortize the remaining $24.1 million in core customers’ rates through an ITCS credit over a 12 month period. 

Concerning the Noncore ITCS account, PG&E estimates that its shareholders will absorb approximately $130 million out of the estimated capacity charges of approximately $260 million that would have been booked to the account by December 31, 1997.  According to PG&E, $31.9 million is the balance in the Noncore ITCS account that will be remaining as of January 1, 1998, reflecting the absorption by PG&E shareholders of 50% of all ITCS costs allocated to the Noncore ITCS Account since its inception, including interest.

In reviewing the ITCS accounts, ORA’s primary objective was to determine whether the amount that PG&E proposes to credit to the core and noncore ITCS accounts appropriately reflects the amounts previously charged to the ITCS accounts and that these amounts reflect the PG&E agreement in the Gas Accord.

ORA takes two exceptions to PG&E’s recorded ITCS accounts.  First, PG&E needs to update the $24.1 million to reflect the actual ITCS costs paid by core through March 1, 1998.  PG&E’s BCAP testimony assumed that the Gas Accord would be implemented on January 1, 1998.  For that reason, the revenue requirement calculation provided by PG&E included estimated ITCS account balances through December 31, 1997.  Gas Accord implementation tariffs were approved in G-3288, and the Gas Accord implementation date is now expected to be on March 1, 1998.  Therefore, ORA recommends that PG&E be directed to provide actual balances for both the core and noncore accounts for the period through February 28, 1998, prior to the implementation of BCAP rates.  These balances will reflect the additional revenues that core and noncore will have paid for ITCS costs through March 1, 1998.

Second, PG&E proposes to amortize the projected core ITCS overcollection over a 12-month period.  The core ITCS account has accomplished its intended regulatory objective and should be terminated along with the other accounts that PG&E is requesting the Commission to terminate in this BCAP.  Therefore, instead of establishing an ITCS rate to amortize the projected core ITCS overcollection, ORA proposes that the ITCS balance be transferred to the CFCA.   ORA believes that there is no need to prolong the life of the account for another full year, especially since the account is slated for subsequent termination.  Transferring the core ITCS overcollection to the CFCA will also help to reduce the large undercollection in the CFCA, thereby abating some of PG&E’s concern about the account being undercollected.  



3.6	Transwestern Pipeline Demand Charge

PG&E estimates that $80 million inclusive of interest will have been booked into the CFCA reflecting costs associated with Transwestern capacity contract that PG&E incurred during 1992 through June 1997.  Although PG&E booked these costs into the CFCA, PG&E was never authorized to pass these costs through in customers’ rates. (D.92-10-051, p.33).

Beginning July 1997, the company stopped booking the Transwestern Pipeline Demand Charges to the CFCA.  PG&E created a new account called the Core Demand Subaccount (CDCS) in which the Transwestern Pipeline Demand charges are currently booked along with the pipeline demand charge.  PG&E claims that although the Transwestern costs have been booked into the CFCA, it has not included any Transwestern Pipeline Demand Charges in the revenue requirement calculations in this proceeding.  ORA verified that PG&E has appropriately excluded Transwestern costs from rates in this proceeding.



3.7	Termination of Balancing Accounts

	PG&E requests Commission authorization to terminate certain transportation balancing accounts and that the existing account balances be transferred to the accounts  proposed by PG&E.  

ORA has no objections to PG&E’s requests to terminate the various accounts as proposed, except for the allocation and revenue regarding treatment of the Market Center Account (MCA) as discussed in Chapter 4 of ORA’s report.  Consistent with the recommendation made earlier in this report, ORA further recommends that the core ITCS be included in the accounts proposed for termination.  

Certain balancing accounts were terminated with the implementation of the 1995 BCAP.   The GEDA account was one of the accounts terminated.  However, PG&E continues to accrue some monthly charges in the CFCA that pertain to the GEDA.   PG&E should be required to stop accruing these costs and should comply by completely terminating all past and future accounts terminated by this Commission.



� Chapter 4



REVENUE REQUIREMENTS



Sandra J. Fukutome





4.1	INTRODUCTION & SUMMARY 



     This chapter presents ORA’s recommendations with respect to PG&E’s forecasted procurement and transportation revenue requirement for the BCAP period extending from January 1, 1998, through December 31, 1999. Based upon its review of PG&E’s filing, ORA recommends a lower total revenue requirement than PG&E, or $3,147,072,000. (See Table 4A).  In addition, ORA opposes the method of allocation that PG&E proposes for several of its balancing account balances. These exceptions include the allocation of: (1) the Balancing Charge Account (BCA); (2) the core’s share of the Storage Transition Cost Subaccount; (3) Market Center Account (MCA) revenue; and (4) the Core Fixed Cost Account (CFCA). 



BACKGROUND



     In its revised testimony, PG&E requests authorization to collect a total revenue requirement of $3,361,935,000 (or $1,680,967,500 annually) for the two-year BCAP period.  PG&E seeks $1,191,965,000 in total procurement revenue, an increase of $18,099,000 or 1.5% over revenue at present rates.  PG&E seeks  

$2,169,970,000 in total transportation revenue (or $1,084,985,000 annually), a decrease of $186,435,000 or 8.6% over revenue at present rates.  In total, PG&E’s application presents an overall decrease of $168,336,000 in its revenue requirement for the two-year BCAP period or an annual average decrease of $84,168,000.  

     Although not directly relevant to the BCAP proceeding, it should be noted that the revenue requirement decrease proposed by PG&E for year two of the BCAP would not occur if PG&E’s concurrent General Rate Case (GRC) proposal for Test Year 1999 is adopted.  This is because in its NOI filing, NOI 97-11-002, PG&E proposes to increase gas base revenues by $506 million. PG&E’s rates in this proceeding do not incorporate the effects of PG&E’s GRC proposed rate increase. An increase in gas base revenues of $506 million for year two of the BCAP would result in an overall revenue requirement increase of $422 million, rather than a decrease.



PROCUREMENT REVENUE REQUIREMENT



     PG&E’s procurement revenue requirement consists of gas supply portfolio costs (i.e., sales commodity and shrinkage), capacity costs (PGT, Canadian, and intrastate), carrying costs of gas in storage, brokerage fees, and the balancing account amounts that have accrued since PG&E’s last BCAP rate change which took place as part of PG&E’s annual true-up advice filing implemented on May 16, 1997.  

     Traditionally, PG&E’s interstate capacity charges and intrastate backbone transmission costs were recovered in the transportation revenue requirement.  In this BCAP, as a result of the adoption of the Gas Accord (See D.97-08-055) and monthly core procurement pricing (See D.97-10-065), PG&E treats both interstate capacity and intrastate backbone transmission costs as procurement costs.  That is, the cost of PGT interstate capacity, including the demand charges associated with PG&E’s holding of upstream Canadian capacity on the NOVA and Alberta Natural Gas (ANG) pipelines, and the cost of the core’s share of reserved intrastate capacity are all included in the procurement rate charged to core customers.  ORA agrees with PG&E’s proposed treatment of its procurement-related costs for the BCAP period.     





Gas Supply Portfolio Costs

       

     In its application, PG&E includes $456.5 million as an annual BCAP forecast of gas supply portfolio costs reflecting 

     gas commodity costs, volumetric transportation charges, shrinkage and Transwestern capacity.� Since PG&E now files monthly to update its core procurement rate, the $456.5 million estimate of gas supply portfolio costs is illustrative only. (See D.97-10-065.) ORA has reviewed PG&E’s cost of gas forecast and does not take exception to the $456.5 million annual forecasted amount.    



Capacity Costs



     As part of its forecasted core procurement costs during the BCAP period, PG&E includes pipeline reservation charges on the Pacific Gas Transmission (PGT) interstate pipeline, Alberta Natural Gas (ANG) and NOVA upstream Canadian pipelines, and PG&E’s intrastate backbone transmission system paths (Redwood, Baja, and Silverado).  PG&E estimates these costs (net of expected brokering revenues) on an annual basis during the BCAP period to be $37.5 million, $11.4 million, $19.9 million, and $28.8, respectively.  These capacity costs total $97.6 million on an annual basis.  Based upon its review of the core reservation, applicable capacity charges, and brokering credits, ORA does not take issue with PG&E’s forecast of core pipeline reservation costs for purposes of this proceeding. 







TRANSPORTATION REVENUE REQUIREMENT



     PG&E’s transportation revenue requirement consists of the base revenue amount,� other forecast transportation account balances, and amortization of any under or overcollections in the transportation accounts that have accrued since PG&E’s last BCAP or annual true-up advice filing. As shown in Table 4B, ORA recommends a total transportation revenue requirement of $1,955,107,000, which is $214,863,000 less than PG&E’s requested amount.  This difference is primarily attributable to ORA’s recommendation to use the April 30th balance as the amortization date of PG&E’s CFCA. 

     As discussed in this section, ORA does not agree with PG&E’s proposed allocation of the balances in the Balancing Charge Account (BCA), Market Center Account (MCA), and Storage Transition Cost Subaccount of the Noncore Storage Balancing Account (NSBA).  ORA’s proposed allocation results in different balancing account balances for the MCA and NSBA.  (See Table 4B.)             

     

Balancing Charge Account (BCA)



     In its BCAP testimony, PG&E asserts that the Balancing Charge Account (BCA) was established in the Gas Accord to record revenues and costs associated with providing balancing service.  (PG&E Revised Testimony, p.6-12)  ORA disagrees with PG&E’s understanding of where the BCA was established. ORA can find no reference to the BCA in either the decision approving the Gas Accord, D.97-08-055, or in the Gas Accord itself.  The BCA was first introduced in PG&E’s Gas Accord Implementation tariffs. (See PG&E Advice Letter 2031-G, Sheet No. 18063-G.)  PG&E proposed the BCA in its Gas Accord tariffs to address various parties’ concerns regarding the structure that would be used under the provisions of the Accord to balance volumes of gas and access penalties on PG&E’s intrastate system.  For instance, parties were concerned that if PG&E were at risk for balancing, then PG&E may have an incentive to initiate Operational Flow Orders (OFOs) and collect penalties on a more frequent basis than would otherwise occur.

     In its protest to PG&E’s Gas Accord Implementation Advice Letter filing, ORA, among other things, expressed its concern regarding the terms of service under PG&E’s balancing schedule. (See ORA’s protest to PG&E’s Advice Letter 2031-G, attached to the end of this Chapter.)  In particular, ORA was concerned that customers and marketers would be in the position of gaming the imbalance rules to their advantage, to the detriment of certain classes of customers who would wind up paying for costs which they had not caused.  ORA recommended that PG&E be directed to accurately record and track the customer imbalance costs and revenues incurred for each customer class by rate schedule.  ORA believes that this type of record keeping will ensure that the imbalance rules do not result in any cross-subsidization of the service. 

     In this proceeding, PG&E proposes to allocate any balance in the BCA to all core and noncore customers on an equal-cents-per-therm basis. The rationale underlying PG&E’s proposed allocation is that all customers benefit from PG&E’s daily balancing of its gas system, so therefore all customers should equally share the responsibility of associated balancing costs.  

     ORA disagrees with PG&E’s proposal to allocate the BCA on an equal-cents-per-therm basis.  First, as ORA already stated in its protest to PG&E’s Gas Accord Implementation Advice Filing, any potential costs that are incurred as a result of PG&E providing the imbalance service should be allocated to those customer 

classes who were responsible for incurring such costs or revenues.  ORA does not consider it appropriate for one customer class to cross-subsidize another for system balancing (and other BCA costs) as is likely to be the case under PG&E’s proposal.  To prevent cross-subsidization of imbalancing costs among the classes and ensure that these costs are properly allocated, ORA recommends that the Commission direct PG&E to accurately record and track the customer imbalance costs and revenues incurred for each class by rate schedule.  

     In addition, PG&E provides no substantive basis for its proposed allocation of the BCA during the BCAP period other than all customers benefit from system load balancing.  However, whether or not all customers benefit from system balancing is not the issue here.  The issue is whether it is appropriate for a particular customer group to pay for costs incurred by another class.  ORA’s proposed method of tracking imbalance costs prevents such an event from happening.  Likewise, the implications of OFOs and EFOs on various shippers can also be reviewed to determine the proper allocation of any penalties collected by PG&E.  ORA recommends that the Commission reject PG&E’s proposal to allocate the BCA on an equal-cents-per-therm basis.  ORA recommends that the allocation of the BCA be addressed in PG&E’s next BCAP when information will be available regarding which customers were directly responsible for incurring system load balancing costs.    





Storage Transition Cost Subaccount of the Noncore Storage Balancing Account (NSBA)



     In this proceeding, PG&E forecasts an undercollection of $18.4 million in the Storage Transition Cost Subaccount on April 30, 1998, that will be shared between core and noncore on an equal-cents-per-therm basis.  In its BCAP testimony, PG&E asserts that pursuant to its agreement in the Gas Accord, PG&E has “agreed to forgo recovery of the core portion of any receivable accruing after implementation of the Gas Accord. The core portion of an receivable accruing prior to the Gas Accord is transferred to the CFCA.”  (PG&E Revised Testimony, p.6-18.)  According to PG&E, core customers would be responsible for their share of storage transition costs through implementation of the Gas Accord, which is now scheduled to occur around March 1, 1998.  Thereby, PG&E shareholders would only be responsible for storage costs incurred during the month beginning March 1, 1998, through April 1, 1998, when PG&E’s current storage program ends. 

     In its September 2, 1997, protest to PG&E’s Gas Accord Implementation Advice Letter Filing (AL 2031-G), ORA stated its view that PG&E’s interpretation of the Gas Accord language with respect to the balancing account treatment of storage transition costs was incorrect. (See Attached ORA Protest.)  In particular, ORA cited the Gas Accord agreement (page 39) which explicitly states that:  “Balancing account treatment for the current storage program will continue through March 31, 1998.  Any outstanding balance plus interest will be allocated to core and noncore customers on an equal cents per therm basis.  PG&E will absorb 100% of the core share.”  (Emphasis added.)  In its protest, ORA recommended that PG&E be directed to modify its Advice Letter on the balancing account treatment for storage to make it consistent with the Gas Accord Agreement which stated that PG&E’s shareholders are responsible for the entire portion allocated to the core through March 31, 1998. 

     On November 5, 1997, PG&E submitted a letter to the Energy Division which stated that it is willing to agree to ORA’s protest regarding the core portion of the storage balancing account.  (See attached letter dated November 5, 1997, from PG&E to Energy Division.)  PG&E agrees to absorb 100% of the core’s share of the storage balancing account balance.  Subsequently, on November 19, 1997, the Commission issued Resolution No. G-3288, implementing PG&E’s Gas Accord Tariffs.  Therefore, the core’s share of the $18.4 million forecasted balance as of March 31, 1998, (approximately $6.97 million) in this proceeding will be absorbed by PG&E shareholders.  



Market Center Account



     In this proceeding, PG&E proposes that the net revenues related to market center services accrued prior to the Gas Accord implementation be shared equally between shareholders and ratepayers.�  Through Market Center Services PG&E is able to provide temporary, interruptible transportation and storage services utilizing PG&E’s intrastate and interstate gas transmission system (i.e., Parking and Lending Services). PG&E forecasts that a total net revenue of $3.04 million will have accrued in the Market Center Account (MCA) by April 30, 1998. Therefore, it proposes that shareholders retain $1.5 million, while allocating the remaining $1.5 million to all customers on an equal-cents-per-therm basis.  

     ORA opposes PG&E’s proposals that shareholders retain any net MCA revenues and the allocation of MCA revenue to both core and noncore ratepayers on an equal-cents-per-therm basis.  ORA recommends that PG&E ratepayers be allocated the entire $3.04 million in net MCA revenue, and that this revenue be allocated specifically to core customers. 

     In its BCAP testimony, PG&E argues that its shareholders should retain half of the MCA revenues as compensation as an incentive and for the “risk” it assumes in providing market center services. (PG&E Revised Testimony, p. 6-15.)  During the course of this proceeding, ORA asked PG&E to identify the specific “risk” in providing Market Center Services.  PG&E identified three risks: (1) exposure to unforseeable conditions impacting transmission and storage that would cause the interruption of PG&E’s Market Center Services; (2) loss of PG&E’s credibility as a result of the inability to complete transactions; and (3) wasting of PG&E resources assigned to the market center should the market center be unsuccessful.�  These examples of “risk” are insufficient support for PG&E’s proposal   in this case.  This is because PG&E utilizes storage and transmission facilities dedicated to core customers in order to provide Market Center Services.  These are the same storage and transmission facilities that are embedded in PG&E’s core customers’ rates.  Similarly, core customers’ facilities and gas are used to balance the system.  As described in PG&E’s tariffs, Market Center Services are by nature interruptible and temporary transactions.  As such, there is no risk to PG&E from the loss of  credibility from the occurrence of a system interruption.  This is not a “risk” situation for PG&E. 

     In SoCalGas’ most recent BCAP (A.96-03-031) the Commission adopted ORA’s proposal to book all revenues related to Hub services� that were generated retrospectively (prior to April 1, 1997) to SoCalGas’ Core Fixed Cost Account (CFCA).  (See D.97-04-082, p. 83)  Booking these costs to the CFCA ensures that core customers directly receive 100% of the Hub revenues that were generated.  By contrast, SoCalGas had proposed to allocate Hub revenues to the core PGA which would have allowed its shareholders to share in the revenues through the GCIM.  In D.97-08-042, the Commission agreed with ORA that: “...it is core flowing supplies that are essential to providing Hub services and, therefore, we find that Hub net revenues should be used to lower the cost of gas to the core, not shared among all customer classes.”  (Id, p. 82)  For these same reasons, ORA recommends that PG&E’s Market Center revenue be allocated exclusively to core customers in this proceeding.  

 

Core Fixed Cost Account 



     To mitigate the substantial undercollection in the Core Fixed Cost Account (CFCA), PG&E proposes to amortize the December 31, 1997, balance in rates over a two-year period.  Historically, an April 30th balance has been used to amortize PG&E’s CFCA balance.  PG&E also proposes that after the undercollection in the CFCA has been reduced to a reasonable level, that PG&E be allowed to amortize the revision date balance for the CFCA.        

     ORA is sympathetic to PG&E’s concern that the outstanding balance in the CFCA has grown substantially.  However, ORA does not believe that PG&E’s immediate cure, that is, to amortize the CFCA December balance over the two-year BCAP period, is the optimal solution to this problem since December is the month where the balance tends to be one of the largest.  Among other things, PG&E’s proposal does not account for the current rate component that is embedded in rates to amortize the existing CFCA undercollection.  Thus, PG&E fails to adjust the CFCA balance for the reduction that will occur between December 1, 1997, and the implementation of the BCAP.   

     As an alternative remedy, ORA recommends that the Commission instead amortize the April 30, 1998, CFCA balance including forecasted interest, over a one-year period.  As further explained in this section, ORA believes that this approach is reasonable and should be adopted because, among other things, it mitigates the potential for any increased undercollection in the CFCA, avoids the need for a longer amortization period, and does not impact the core’s expected rate decrease for 1998.

     PG&E’s BCAP testimony provides historical details explaining why the CFCA balance is continually undercollected.  For instance, PG&E discusses the fact that its actual throughput has been lower than what was adopted by the Commission in several cost allocation proceedings. PG&E also explains how the long intervals between the April 30 CFCA balance and the actual revision date for rates has been a contributing factor to the CFCA undercollection.  While these explanations may be enlightening as to the history of the undercollection, the real issue in this case is not how the CFCA has become so substantially undercollected, but what should be done now to address the issue.

     The CFCA is a cyclical account and records fixed costs evenly over one year. The revenues in this account tend to be the highest during the winter season.  Thus, during the pre-winter months (i.e., October and November), the account tends to reach its highest undercollected balance, and during the end of the winter season, the account reaches its highest overcollected balance.  If the account balance is amortized over a one year cycle, then the expectation is that this balance would reach zero  at the end of the year, or be as close to zero as possible.  However, the CFCA balance can vary significantly due to the amount of gas sales that occur over the year.  Therefore, it is essential that the gas throughput forecasts that are adopted be as accurate as possible.  

     ORA recommends that the April 30 date be maintained for amortization of the CFCA balance.  Using an April 30 CFCA balance makes sense in this proceeding because the revision date of PG&E’s BCAP rates is expected to occur on May 1, 1998.  This is also likely to be the revision date of all other balancing accounts as well.  Assuming that the core gas sales forecast adopted in this proceeding is close to PG&E’s actual sales and that the amortization component in rates for collecting the existing CFCA balance is not changed over the next year, then ORA would expect that the balance in the CFCA on April 30, 1999, should be somewhere close to zero.  Along with the recommendation to maintain the April 30 balance, ORA also recommends that PG&E include forecasted interest on the CFCA undercollected balance that is being amortized in rates. Due to the magnitude of the CFCA undercollection (i.e., PG&E forecasts a $182 million undercollection on April 30, 1998), if this balance does not reflect interest, then each month a substantial amount of unpaid interest would also accumulate as part of the undercollection.  

     ORA asked PG&E to show the impact on core rates under two scenarios: (1) assuming PG&E’s CFCA proposal to amortize the December 1997 balance over two years is adopted, and (2) assuming ORA’s recommendation to amortize the April 1998 CFCA balance, including interest over one year, is adopted.  Table 4C  presents the results of this analysis.  As shown in this table, under either PG&E’s proposal or ORA’s recommendation core rates would still result in an overall decrease.�  However, under ORA’s proposal, the undercollection would be recovered within a year while PG&E’s proposal would encompass a two-year recovery period. 

     

 CONCLUSIONS & RECOMMENDATIONS

		

     Based upon its review and analysis of PG&E’s revenue requirement, ORA recommends that the Commission adopt a different method of allocation than that proposed by PG&E for the following balancing accounts:  (1) the Balancing Charge Account (BCA); (2) the core’s share of the Storage Transition Cost Subaccount; (3) the Market Center Account (MCA); and (4) the Core Fixed Cost Account (CFCA).  For the BCA, ORA recommends that PG&E be directed to accurately record and track the customer imbalance costs and revenues incurred for each customer class by rate schedule and that the allocation of costs be addressed in the next BCAP.  Regarding the core portion of the Storage Transition Cost Subaccount, ORA recommends that PG&E modify its proposed allocation to make it consistent with the Gas Accord Agreement and Resolution No. G-3288 which stated that PG&E’s shareholders are responsible for the entire portion allocated to the core through March 31, 1998.  ORA recommends that MCA revenues be allocated to core customers consistent with Commission Decision No.97-04-082. ORA recommends that PG&E amortize the April 30, 1998, CFCA balance, including interest, over the first year of the BCAP period.  �� EMBED Excel.Sheet.5  
�
�
�
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TABLE 4C



CFCA Rate Sensitivity  (*)



Scenario 1:  December 1997 balance amortized over two years

             Total Annual CFCA: $210.8 million



                   Present     PG&E Proposed    

                    Rates      Compliance       Difference           

                   1/1/98        5/1/98            (1)-(2) 





Residential         $0.617        $0.614          -$0.003

Small Commercial    $0.631        $0.621          -$0.011

Large Commercial    $0.448        $0.432          -$0.016

Average Core:       $0.618        $0.614          -$0.004











Scenario 2:  April 30, 1998 balance amortized over one year

             Total Annual CFCA: $182.0 million





                   Present     PG&E Proposed    

                    Rates      Compliance       Difference           

                   1/1/98        5/1/98            (1)-(2) 





Residential        $0.617        $0.608          -$0.009

Small Commercial   $0.631        $0.614          -$0.017

Large Commercial   $0.448        $0.426          -$0.022

Average Core:      $0.618        $0.608          -$0.011
























(*)    For illustrative purposes only, ORA uses this PG&E comparison based upon PG&E’s Compliance filing contained in its 

August 18, 1997, BCAP Update filing.  








 Chapter 5



MARGINAL CAPACITY AND CUSTOMER ACCESS COSTS



Lee-Whei Tan





5.1	INTRODUCTION AND SUMMARY



This chapter presents ORA’s updated long-run marginal costs (LRMC) for distribution and customer access functions.  The Joint Assigned Commissioner and Assigned ALJ’s Ruling of October 6, 1997 granted ORA’s and TURN’s motion to strike portions of PG&E’s BCAP testimony to exclude changes to marginal cost methodology due to the Commission’s adoption of the Gas Accord in D.97-08-055.  As a result of the Joint Ruling, there are only limited issues eligible for discussion in this proceeding.  



ORA’s marginal costs differ from those of PG&E in two areas.�  First, ORA uses the actual recorded replacement frequency for determining the replacement costs for customer access components: services, regulators, and meters (SRM) while PG&E developed the replacement frequency based on a combination of historical data and depreciation lives.  ORA and PG&E also disagree on the appropriate administrative and general (A&G) loader.  ORA makes some minor adjustments to PG&E’s categorization of non-marginal A&G costs.  Both of the above issues impact the customer access costs while the distribution marginal cost is only affected by the disagreement over the appropriate A&G loader.  The following Table presents a comparison between ORA and PG&E’s customer access and distribution marginal costs:

�

Table 5-1

CUSTOMER ACCESS MARGINAL COSTS

		  Residential	 Small	   Large	   Industrial	Cogen

				    Commercial  Commercial  Distribution

PG&E

  One-Time

   Hook-up      $410	 $814       $9,716	    $10,110  $10,110  

  Variable        64        91        2,873        3,019    3,607         

  Replacement 	   37        48          311          338      326  

ORA

  One-Time	 $410	 $814       $9,716	    $10,110  $10,110  

  Variable        64        91        2,873        3,019    3,607         

  Replacement 	   15        21          173          192      289  



    	     DISTRIBUTION MARGINAL COSTS

                           PG&E 		   ORA

				    $165.67/MDM	$164.41/MDM



5.2	CUSTOMER ACCESS MARGINAL COSTS



	Customer access marginal costs are the costs incurred to provide customer with access to the utility’s gas system. The customer access components include service lines, regulators and meters, which are normally designated to specific customers, such as a residential or a commercial customer.  The Commission’s adopted methodology for developing the customer access marginal costs include a one-time hook-up capital investment, a variable cost component, and a hook-up equipment replacement component.









One-time Hook-up Capital Investment



	In this BCAP, PG&E updated its SRM investment.  One primary factor which caused a change in the amount of the investment dollars from that adopted in PG&E’s last BCAP is the new line extension rule (Gas Rule 16 – Gas Service Extensions). This new rule alters the financial responsibility of the utility and house construction applicants in installing service lines.  

	

	According to PG&E, the rule changes the incremental cost to connect new customers in three ways.  First, the applicant is financially responsible for all excavation costs, which include trenching, backfilling, temporary and permanent paving, and any landscaping restoration costs.  Second, the applicant is responsible for substructure costs, protective structures and meter pads.  Third, the applicant is now responsible for construction permit costs, including land and Right-of-Way costs, required by the city, county, or state agencies.�  As a result of this shift in financial responsibility, PG&E’s cost to connect a new customer has been reduced.  For instance, PG&E, in its last BCAP, estimated roughly $1,400� service line cost for a typical residential customer, while the cost dropped to $219� in this BCAP.  

	

	In addition, PG&E re-evaluated its meter and regulator costs.  Both of them also show significant reduction from the prior BCAP estimates.  For a residential customer, the weighted average meter and regulator costs dropped from $98 and $55� to $56 and $32,� respectively.  As a result of these updates, PG&E’s one-time hook-up costs have been substantially reduced from those adopted in PG&E’s prior BCAP. 



Replacement Costs and Replacement Frequency



	PG&E assumes that a percentage of the services, meters, and regulators will need to be replaced annually.  Services and regulators have to be replaced with new equipment while 33% of the meters are assumed to be refurbished based on PG&E’s study of its own record.  

	

	In PG&E’s last BCAP, the Commission ordered PG&E to perform a study of its replacement frequency for the SRM facilities.  PG&E proposed to use a combination of historical data and the depreciation lives (service lives) as the expected frequency for the SRM facilities. 

	

	In its workpapers, PG&E shows 0.53%, 3.4%, 1.8% as actual replacement rates for its services, meters, and regulators, respectively, based on historical data.�  The long run replacement rates based on the reciprocal of the service lives (depreciation lives) of the services, meters, and regulators are 2.56%, 3.13%, 3.33%, respectively.�  PG&E took the average of the two sets of replacement rates and proposes that these (1.55%, 3.26%, 2.56%)� to be used to develop replacement costs.

	

	PG&E provides three reasons for its use of the average of the historical data and depreciation lives to calculate the replacement frequencies:



The theoretical long run replacement frequency is likely to overstate the actual replacement frequency in the near term, because the recent growth in the number of the customers and the tendency of replacement rates to be lower than average for recently installed equipment.  PG&E proposes an average of the long-run replacement frequency and the observed replacement frequency to more accurately reflect both near term and longer term replacement frequencies.

PG&E does not propose to rely solely on recorded replacement data because, in some cases, PG&E was not able to obtain significant numbers of years of data of historical information.

Even when there were a significant number of years of historical data available there was a larger year-to-year variation in the percent replaced.�

	

	ORA disagrees with PG&E’s use of the average of the short-run and long-run replacement frequency estimates for three reasons.  First, PG&E admitted that the long run replacement frequency is likely to overstate the actual replacement because of the recent growth in the number of customers and replacement rates to be lower than average for recently installed equipment. PG&E also continues to project a relatively low customer growth of 1.1% in its latest GRC NOI filing.�  Second, it is within PG&E’s own management control to determine the duration for maintaining data.  PG&E’s decision to maintain a 12-year record for the replacement of meters while only retaining two years of data for regulators appears odd.  Third, the goal in this case is to reflect the probability that these facilities will be replaced during the coming BCAP period, a two to three year time horizon.  ORA believes that the most recent five years’ actual data will be more reflective of the likely replacement rates for the coming two years.  In addition, PG&E’s estimated annual meter purchases for years 1997 through 1999, provided in its NOI, are within the range shown in PG&E’s Annual Reports (filed with FERC) as meter capital additions for 1994 through 1996.  These capital expenditures include investments for both new customers and replacement of aging equipment.  Since the number of new customers for years 1998 and 1999 are close to those shown in 1994-1996, it appears that PG&E is anticipating a level of replacement for its meters comparable to that depicted in the most recent historical data. 

	

	In summary, ORA believes it is reasonable to use the actual replacement rate over the last 5 years to determine the replacement rate for PG&E’s SRM facilities during the BCAP test period.  However, there were only two years of historical data for regulators.  Therefore, ORA uses the two years of historical data to determine the regulator replacement rate.  PG&E should maintain at a minimum five year of historical data for the purpose of future BCAP filings.  The following table shows ORA’s and PG&E’s recommended replacement frequency for the services, meters, and regulators:



Table 5-2

Replacement Frequencies for SRM Facilities

			Services		Meters		Regulators

PG&E			1.56%		3.26%		2.56%

ORA			0.56%		1.78%		1.80%



Variable Costs

	

	There are several variable costs that are included as part of the marginal costs.  These costs are mainly operational and maintenance expenses (O&M), which include customer records, meter readings, operation and maintenance of SRM equipment, etc.  In addition, the A&G, material and supplies (M&S), general plant (GP) are added to reflect their supportive function to the customer access function.    

	

A&G



	According to its revised testimony, PG&E reviewed its recorded 1995 A&G costs on a detailed level to determine whether certain costs are marginal.  The marginal A&G with payroll taxes reflects a 31.65% loading factor to be added to the O&M expenses.



	ORA reviewed PG&E’s determination of the marginal A&G expenses in both this BCAP and in prior BCAP filings.  The percentages of most of the A&G accounts that claimed to be marginal have increased from the prior BCAP.  For instance, account 920 (A&G salaries) increased from 32.17% to 36.59%, account 921 (office supplies and expenses) from 26.33% to 53.72%, account 922 (A&G transfer - credit) from 39.68% to 58.51%, account 923 (outside services) from 1.66% to 14.27%.  The primary account that reflecting a major reduction is account 925 (injuries and damage), its marginal portion dropped from 44% to 4.77%.



	In the prior BCAP, ORA noted that PG&E’s proposed A&G loader had substantially increased from 23%, adopted in LRMC, to 38%.  PG&E explained to ORA that the change was largely caused by the increase in expense in injuries and damages.�  In this BCAP, ORA notes that the percentage of the injuries and damages expense considered marginal has been significantly reduced, however, PG&E’s proposed A&G loader of 32% is still significantly higher than the number adopted in the LRMC.  ORA reviewed in detail the A&G expense programs between the two BCAP filings, and found that PG&E has recategorized some of the program expenses from non-marginal to marginal expenses.  For instance, in the last BCAP, PG&E grouped A&G expenses that support Line 401, the PG&E expansion project, and the program for developing and maintaining application systems as non-marginal expenses.  However, PG&E categoried these aforementioned programs as marginal in this BCAP.  PG&E provides no justification or explanation for this recategorization.  Therefore, ORA recommends that these costs be removed from the marginal A&G estimates.  With this adjustment, ORA computes the  A&G loader to be approximately 29%. 



	ORA considers PG&E’s determination of marginal versus non-marginal A&G expenses rather arbitrary.  This is an issue that the Commission may want to evaluate in the Natural Gas Strategy proceeding.  Additionally, the adoption of PG&E’s Gas Accord requires unbundling of storage, local and backbone transmission functions.  With unbundling, it is unclear whether PG&E’s prior methodology of determining the A&G loader should continue to be used.  Again, ORA recommends that the Commission explore this issue in the Natural Gas Strategy proceeding. 



5.3	MARGINAL DISTRIBUTION COSTS

	

	Marginal distribution cost reflects the cost of (1) providing additional throughput on the distribution system, and (2) maintaining the existing distribution reliability.  The currently adopted methodology for determining marginal distribution costs is a regression approach.  According to the Joint Assigned Commissioner and ALJ ruling, (1) the methodology for determining marginal distribution cost should not be changed in this BCAP, and, (2) the resource plan should be determined in the GRC.  Therefore, PG&E used the last BCAP adopted annual marginal capital investment to escalate to 1998 and 1999 dollars.  After loading O&M, A&G, etc., PG&E proposes a distribution marginal cost to be $163/Dthd for 1998.     



	As mentioned in the Customer Access cost section, ORA estimates a different A&G loader.  This A&G loader is applied to both customer access and distribution marginal costs.  As a result of ORA’s recommended A&G loader, PG&E’s distribution marginal cost is slightly reduced to $162/Dthd for 1998.

 

5.4	RECOMMENDATIONS



ORA recommends that the Commission adopt ORA’s proposed replacement frequency rates for the SRM facilities as shown in Table 5-2.

ORA recommends that the Commission adopt ORA’s A&G loader of 29% instead of PG&E’s 32%.



	Based on ORA’s recommended changes, ORA’s proposed marginal cost revenues by customer classes are shown in Table 5-3.
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� Chapter 6



COST ALLOCATION AND RATE DESIGN



Dexter Khoury





6.1	INTRODUCTION



This chapter presents ORA’s cost allocation and rate design recommendations in the 1997 PG&E BCAP, A.97-03-002.  ORA’s proposed rates result in a 1.4% average decrease to residential customers and decreases from 4.2% to 28% to non-core customers.  PG&E’s proposed rates result in a decrease of 0.8% to residential customers in the first BCAP year, and a 4.74% increase to residential customers in the second BCAP year, and decreases from 11% to 25% for non-core customers, for BCAP years one and two respectively.  ORA makes the following recommendations: 1)core rates should not be de-averaged during this BCAP; 2)ORA proposes that CARE A&G credits should be allocated by equal percent of marginal distribution cost; 3)ORA generally supports PG&E’s proposed allocation of Pipeline Demand Charges; 4)ORA opposes PG&E’s proposed core commercial rate design changes at this time; and 5)ORA supports PG&E’s proposed change in UEG rate design.



6.2	CORE DE-AVERAGING

	PG&E Position



	PG&E proposes to de-average core rates by 50% starting in the second year of this BCAP.  PG&E believes that the “…substantial under-collections in certain core balancing accounts will be reduced enough to accommodate some level of deaveraging, while minimizing the impacts to residential rates.”  PG&E justifies its proposal by comparing its level of core-averaging with that of SoCalGas and concludes that it is following a well developed Commission policy.



	ORA Position  



	ORA opposes any core de-averaging in this BCAP.  ORA opposes core-averaging in this BCAP because this would further increase rates to the residential class, and because ORA does not believe that a complete analysis of all the potential core classes or subclasses has been completed.

	The residential class and the core class, as a whole, recently received a 9.8% increase in rates resulting from PG&E’s last Annual True-Up Advice Letter Filing, AL 1987-G.  As a result of this filing, the Commission authorized a core rate increase of approximately 4 cents per therm (9.8%), in May, 1997, to amortize the high undercollections in the Core Fixed Cost Account (CFCA).  As a result, the average residential rate was raised from 57.4 cents per therm to the current rate of 61.7 cents per therm.  While progress has been made in reducing the undercollection of the CFCA account, ORA believes that a large amortization component will remain through most of the BCAP period.  

	In addition, there is an enormous potential rate increase on the horizon as PG&E has noticed an intention to seek a 28.1% increase in its gas residential rates in its 1999 test year GRC (NOI 97-11-002).  This could result in an increase in PG&E’s second year BCAP residential rates by as much as 28.1% if PG&E’s GRC proposals are adopted.  If core rates were also deaveraged by 50%, in this BCAP as proposed by PG&E, PG&E’s second year residential rates could increase by as much as 33.4%. Given the possibility of a substantial core rate increase, ORA is concerned about the potential for excessive rate shock in year two of this BCAP. It would be detrimental to residential customers to have de-averaging take place at the same time that a substantial GRC increase would be implemented.   Appendix 6-1 (ORA data request ORA-12), shows PG&E’s calculations of what second year BCAP rates would be if the full PG&E gas GRC proposal were adopted. 

	PG&E has not performed a complete core de-averaging analysis of all classes or sub-classes.  PG&E has looked at the costs of the residential class as a whole, small commercial customers (using less than 1000 therms a year), and the remaining small commercial customers.  PG&E has not examined sub-sets within the residential class such as multi-family, master-meter, or some other measure such as seasonality or time of use.  ORA believes that if core de-averaging is to occur, it should be implemented simultaneously with giving residential customers more options for managing or controlling its bills.  PG&E’s proposal to de-average core rates results in increasing residential rates.  If this is to happen, especially at a time when so much is heard of competition and customer choice, it would be preferable for PG&E to offer residential customers more options and the flexibility which is also associated with competitive markets.  For example, residential customers could be offered the option of lowering their bills by accepting a lower level of gas transportation reliability for a lower rate or by receiving a lower rate in return for agreeing to voluntarily curtail less essential gas uses during a time of potential area or system capacity contraints.  Rather than simply raising  rates continually for residential gas customers (without any additional benefit), it is time to link any further residential bill increases to increased choice and the power to control their own bills.  ORA recommends that core de-averaging be rejected in this BCAP, and that the issues of residential rate flexibility and choice should be examined in PG&E’s next BCAP proceeding.  



	ORA recommends that the Commission reject PG&E’s core deaveraging proposal in this proceeding.  It should be reexamined in PG&E’s next BCAP proceeding based upon the circumstances which exist at that time.  If the Commission were to decide to de-average PG&E’s rates at some time, now would be a poor time to do so, because of the recent large rate increases to the residential class and because the implementation of de-averaging would be simultaneous with potential large residential rate increases in PG&E’s GRC.



6.3		COSTS FORMERLY ALLOCATED ON AN EPMC BASIS

		PG&E’s Position

	PG&E proposes to modify the allocation of some costs which were formerly allocated an an equal percent of marginal cost (EPMC) basis.  PG&E proposes to allocate the EOR forecast period credit and balancing account cost on an equal percent of marginal distribution cost basis.  PG&E proposes to allocate CARE A&G credits the same way that the CARE costs and the CARE Balancing Account costs are allocated.  PG&E proposes that the common costs allocated to Demand-Side-Management (DSM) programs be directly allocated to the customer class whose customers benefit from the program.  Finally, PG&E proposes that the G-10 account be allocated on an equal cents per therm basis.



		ORA Position

	ORA generally accepts PG&E’s proposed changes to the allocation of costs which were formerly allocated on an EPMC basis. However, ORA recommends that CARE A&G credits be allocated by equal percent of marginal distribution costs.  According to PG&E’s workpapers, (see page 8-18), the core class currently obtains 88% of the CARE A&G credit.  Under PG&E’s proposal, the core class would obtain only 58% of this credit.  Using, the equal percent of marginal distribution costs, the core would obtain 94% of the credit, which is similar to what the core class would have obtained with an EPMC allocation. 

6.4		ALLOCATION OF INTERSTATE PIPELINE DEMAND CHARGES

		PG&E’s Position



	PG&E proposes to allocate PGT demand charges, intrastate backbone demand charges and Canadian demand charges to both core procurement customers and core transport customers on a consistent basis using average year January (peak month) throughput.  Because of D.97-05-093, these pipeline demand charges are all allocated using average year January throughput for core transport customers.  PG&E proposes the same allocation of pipeline demand charges for core procurement customers.



		ORA Position

	ORA agrees that the allocation of costs for PGT demand charges, intrastate backbone demand charges, and Canadian demand charges should be made on a consistent basis for both core procurement and core transport customers.  Core transport customers are now allocated PGT demand charges, intrastate demand charges, and Canadian demand charges using average-year peak month throughput. Thus, ORA recommends that core procurement customers also be allocated PGT demand charges, intrastate demand charges, and Canadian demand charges using average-year peak month throughput.



6.5		CORE COMMERCIAL RATE DESIGN

		PG&E’S Position



		PG&E proposes a two-tiered declining block rate structure for both small and large commercial customers.  PG&E has made this proposal to solve the “rate cliff” problem, under which customers who consume large volumes of gas, but not enough to be classified as a large commercial customer, would have incentives to use more gas so as to qualify for a lower large commercial rate.





		ORA’s Position

		Conceptually, ORA has no problem with PG&E’s intent to solve the “rate cliff” problem.  However, ORA is concerned with the bill impacts which some lower volume customers would experience under this proposal.  PG&E is proposing an average  decrease to the small commercial class of 1.9%, but some small commercial customers could receive a bill increase of as much as 9.4%. Customers who would receive this bill increase include agricultural customers, churches, food stores, hospitals, and small industrial customers.  In addition, PG&E’s gas GRC proposals would result in a further 27.2% increase for small commercial customers in the second year of the BCAP.  Because of the potential increases for core customers in PG&E’s GRC and because of the bill impacts on lower volume (noticeable bill impacts on usage up to 20,000 therms per year), ORA opposes PG&E’s core commercial rate design proposal in this BCAP.  





6.6		UEG RATE DESIGN

		PG&E Position



		PG&E proposes to modify its UEG rate design by eliminating the monthly customer access charge.  This would result in PG&E’s UEG department and individual divested plant sites simply paying a volumetric rate.  PG&E justifies its proposal because of the uncertainty which surrounds the divestiture of its gas fired electric power plants. 





		ORA Position

		ORA recommends accepting PG&E’s UEG rate design proposal for both PG&E’s UEG department and individual divested plants.  This new UEG rate design is similar to the rate design which currently exists for the cogeneration class.  



 �
























APPENDIX

�QUALIFICATIONS AND PREPARED TESTIMONY

OF

BERNARD  O. AYANRUOH





Q.1	Please state your name and business address.



A.1	My name is Bernard O. Ayanruoh.  My business address is            

 	Edmund G. “Pat” Brown Building, 505 Van Ness Avenue,     

 	San Francisco, California 94102.



Q.2 	By whom are you employed and in what capacity?



A.2	I am employed by the California Public Utilities     

Commission as a Public Utility Financial Examiner IV in the division of the Office of Ratepayer Advocates (ORA), Monopoly and Regulation Branch.



Q.3	Please describe briefly your educational background and     

  	Professional experience.



A.3	I graduated from the University of San Francisco in       

1981 with a Bachelor of Science Degree in Accounting.  In 1983, I obtained a Master Degree in Finance from Golden Gate University, San Francisco.  I am a Certified Public Accountant licensed in the state of Maryland.



I joined the Commission staff in 1985 and have performed, as well as supervised several audits, including ECAC, BCAP, and General rate case audits.  Additionally, I have worked on several projects such as reviewing project costs for reasonableness, and participated in the development of accounting policies the Commission has adopted for some of the utilities.  I have testified in several proceedings before this Commission.



Q.4	What is the purpose of your testimony in this  proceeding?



A.4	I am sponsoring Chapter 3 of the report titled “ORA’s Report on Pacific Gas and Electric Company Biennial Cost Allocation Proceeding.”



Q.5	Does this complete your testimony at this time?



A.5	Yes, it does.

 �QUALIFICATIONS AND PREPARED TESTIMONY

OF

SANDRA J. FUKUTOME





Q.1.	Please state your name and business address.



A.1.	My name is Sandra J. Fukutome.  My business address is 505 Van Ness Avenue, San Francisco, CA  94102.



Q.2.	By whom are you employed and in what capacity?



A.2.	I am employed by the California Public Utilities Commission as a Public Utilities Regulatory Analyst IV in the Office of Ratepayer Advocates (ORA).



Q.3	Briefly describe your educational and professional experience.



A.3	I graduated with a Bachelor of Science Degree in Engineering,  Mechanical emphasis, from San Francisco State University in May 1986.



            I joined the CPUC staff in July 1986 and since that time, have held positions in both the Division of Ratepayer Advocates (DRA), ORA’s predecessor, and the former Commission Advisory and Compliance Division (CACD).  Since January 1997, I have been assigned to ORA’s Market Development Branch where the primary focus of my work has been on gas-related matters including the coordination of ORA’s project team for this proceeding.  



            During the last several years, my assignments included Project Manager in charge of DRA’s review of PG&E’s 1992, 1993, and 1994 Gas Reasonableness Reviews, and  DRA’s lead negotiator in settlement discussions pertaining to these proceedings.  I was also DRA’s Project Manager of PG&E’s 1995 Biennial Cost Allocation Proceeding (BCAP) .  Most recently, I was ORA’s Project Manager of Southern California Gas Company’s (SoCalGas) 1996 BCAP.



Q.4	What is your responsibility in this proceeding?



	I am ORA’s Project Coordinator in this proceeding, and I am responsible for Chapter 1, Introduction and Summary, and Chapter 4, Revenue Requirements. 

	











QUALIFICATIONS AND PREPARED TESTIMONY

OF

DEXTER  KHOURY



Q.1  Please state your name and business address.



A.1  My name is Dexter Khoury.  My business address is 505 Van Ness Avenue, San Francisco,  CA 94102.



Q.2  By Whom are you employed and what is your job title?



A.2  I am employed by the California Public Utilities Commission as a Public Utilities Regulatory Analyst III in the Monopoly Regulation Branch of the Office of Ratepayer Advocates (ORA).



Q.3  Will you please briefly state your educational background and experience?



A.3  I graduated from the University of California at Santa Barbara with a Bachhelor of Arts in Economics in 1977.  I received a Master of Arts degree in Economics from San Francisco State University in 1987.



	I joined the staff of the California Public Utilities Commission in 1986 and have worked in the Special Economics Branch, The Telecommunications-Operations and Cost Branch,  The Energy Rate Design and Economics Branch, and the Monopoly Regulation Branch.  I have worked on numerous electric and gas rate design proceedings.



Q.4  What are you responsible for in ORA’s  report on PG&E’s  1998 BCAP?



A.4  I am responsible for Chapter 6 of ORA’s report.  Chapter 6 covers cost allocation and rate design issues.



Q.5  Does this complete your testimony at this time?

A.5  Yes, it does.





�QUALIFICATIONS AND PREPARED TESTIMONY

 OF

THOMAS M. RENAGHAN





Q.1.	Please state your name and business address.



A.1.	My name is Thomas M. Renaghan, 505 Van Ness Avenue, San Francisco,

	California, 94102



Q.2.	By whom are you employed and in what capacity?



A.2.	I am employed by the California Public Utilities Commission as a Public

	Utilities Analyst IV in the Monopoly Regulation Branch of the Office of

	Ratepayer Advocates.



Q.3.	Briefly describe your education and professional experience.



A.3.	I received a Ph.D. in Economics from the University of California at 

	Davis (1985), and a B.A. in Economics from California State University

	at Hayward (1975). I have been employed with the Commission since

	January 1984. My experience has been in the areas of energy demand 

	modeling, labor and non-labor escalation, and productivity measurement.



Q.4.	What is your responsibility in this proceedeing?



A.4.	I am sponsoring Chapter 2, Econometric Throughput Forecast.



Q.5.	Does this complete your prepared testimony?



A.5.	Yes, at this time.
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QUALIFICATIONS AND PREPARED TESTIMONY

OF

LEE-WHEI TAN





Q.1.	Please state your name and address.



A.1.	My name is Lee-Whei Tan.  My business address is 505 Van Ness Avenue, San Francisco, California, 94102.



Q.2.	By whom are you employed and in what capacity?



A.2.	I am employed by the California Public Utilities Commission as a Regulatory Analyst IV in the Utility Performance Analysis Branch (UPA) of  Office of Ratepayer Advocates (ORA).



Q.3	Please describe your educational and professional experience.



A.3	I received a Bachelor of  Science Degree in Chemistry from National Tsing Hua University in 1979 (Taiwan) and a Master of Arts Degree in Economics in 1986 from San Francisco State University.  From 1979 to 1982, I worked with the HerShine Marine Company in Taiwan as a Sales Manager where I was in charge of promotions and financial management.



	In July 1986, I joined the Fuels Branch of the Division of Ratepayer Advocates where I sponsored testimony relating to utilities fuel management practices.  I transferred to the Special Economics Branch in July 1987 and was involved in the benchmarking of computer programs  (ELFIN, PCAM, PROMOD).  In April 1988, I joined the Economics and Energy Rate Design Branch where I was assigned marginal costs and rate design for gas and electric cases.  In Feb. 1997, I moved to the UPA Branch of ORA, where I am currently assigned to work on utility revenue requirements and performance. 



Q.4.	What is your area of responsibility in this proceeding?



A.4.	I am responsible for Chapter 5 of ORA Report on the Application of Pacific Gas and Electric Company Biennial Cost Allocation Proceeding, Chapter 5, Marginal Capacity and Customer Access Costs.



Q.5.  	Does this complete your testimony?



A.5.	Yes.















































































































































































































   

















� Gas Accord tariffs were approved by the Commission on November 19, 1997, in Resolution G-3288.  PG&E’s Gas Accord rates are not  expected to be implemented until March 1, 1998.

� The Transwestern charges that PG&E includes in its forecast of gas supply costs reflect post-1998 costs.  Pursuant to the Gas Accord, PG&E is allowed to recover a limited amount of  post-1998 Transwestern demand charges as outlined in  the Core Procurement Incentive Mechanism (CPIM).  That is, these costs are recorded in the core PGA and a portion of demand costs associated with PG&E’s 150 Mdth/day may be recovered as a cost of gas provided that PG&E’s total actual gas costs are less than its total benchmark.

   

�� Since PG&E’s base revenues associated with transmission and noncore storage are collected in rates established in the Gas Accord, PG&E’s base revenue amount in the BCAP includes base revenues for distribution, public purpose  programs, and core storage.



� After the Gas Accord is implemented on March 1, 1998,  all revenues and costs associated with market center services will be the responsibility of PG&E’s shareholders.



� PG&E Response to ORA data request ORA-9.



� The term Hub Services is analogous to Market Center Services.

� ORA used, for illustrative purposes only, PG&E’s Compliance filing to compare the impact of both scenarios on average core rates.

� ORA is still awaiting responses from PG&E to some of its data requests.  After ORA obtains all the responses and reviews them, it may be necessary for ORA to file an update to its testimony contained herein.

� PG&E response to ORA-10, Q.2.

� A.94-11-015, PG&E BCAP workpapers Vol. II, p.7-27, line 6, last column.  Number shown in $1996.

� A.97-03-002, PG&E BACP revised workpapers (Aug. 27, 1997), Vol. I, p.5-25R, line 6, last column.  Number shown in $1998.

� A.94-11-015, PG&E BCAP workpapers Vol. II, p.7-27, lines 7 & 8, last column.  Number shown in $1996.



� A.97-03-002, PG&E BACP revised workpapers (Aug. 27, 1997), Vol. I, p.5-25R, lines 7 & 8, last column.  Number shown in $1998.



� A.97-03-002, PG&E BCAP workpapers Vol. I, p.5-198R, used 7 years, 12 years, and 2 years historical records for services, meters, and regulators, respectively, to develop the actual replacement rate.

� Id.

� Id.

� PG&E response to ORA-10, Q.5.

� PG&E NOI, test year 1999, exh. PG&E-7, p.4A-7.

� A.94-11-015, ORA report, p.7-28.
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