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�
I.  SUMMARY


The Office of Ratepayer Advocates (ORA) submits this testimony regarding the “Order Granting Rehearing of Decision (D.) 97-04-082 in Part, And Denying Rehearing and Modification, In Part” (Rehearing Order) pertaining to the application of Southern California Gas Company (SoCalGas) to review its rates effective January 1, 1997 in its Biennial Cost Allocation Proceeding (BCAP).  That decision granted rehearing: 1) on the issue of the allocation of the “surcharges” from the step-down capacity in D.97-04-092; and  2) to reconsider the allocation method adopted in D.92-07-025 whereby the core was made responsible for paying the full costs of its capacity reservation, including base rates, and an allocation of Interstate Transition Cost Surcharge (ITCS) equal to 10 percent of its reservation, while the noncore was assigned the remaining capacity and the ITCS costs. 


ORA makes the following recommendations in this report on the Rehearing Order:


All rate surcharges on El Paso Natural Gas Company (El Paso) and Transwestern Pipeline Company (Transwestern) related to capacity step-downs should be allocated to noncore customers, which is consistent with ORA’s initial testimony which recommended that such costs be allocated to the ITCS account.


Assuming that the costs related to the relinquishments by PG&E and others are treated differently from other surcharge costs, ORA recommends that these costs be allocated on an equal cents per therm basis among all customer classes. The rate surcharges on El Paso and Transwestern related to capacity step-downs of SoCalGas should be allocated to noncore customers. 


The allocation of ITCS costs to core customers should be eliminated and all ITCS costs should be allocated exclusively to noncore customers.  


The current noncore ITCS rate component should be maintained in order to recover the reallocation of interstate surcharges to noncore customers and all ITCS costs.  The adjustment to core rates could be facilitated through either a refund or a credit to the Core Fixed Cost Account. 








�
II. 	BACKGROUND 


	A.  COMMISSION DECISION 97-04-082


On April 23, 1997, the Commission issued Decision (D.) 97-04-082 in the matter of the Applications of: 1) SoCalGas for Authority to Review its Rates in its BCAP (A.96-03-031), and 2) San Diego Gas & Electric Company  (SDG&E) for Authority to Revise its rates in its BCAP (A.96-04-030).  Interstate pipeline capacity costs was one of the major issues addressed within the scope of the SoCalGas BCAP.  These issues included the core reservation, the allocation of ITCS costs to core customers, capacity brokering, and the allocation of surcharge costs associated with the SoCalGas step-downs of interstate capacity.  These issues were addressed on pages 63 through 79 of D.97-04-082.   


	The recommendations of the Division of Ratepayer Advocates (DRA) (predecessor to ORA) which addressed interstate pipeline capacity costs in that application were set forth in Chapter 9: Interstate Capacity of “DRA’s Report on Southern California Gas Company Biennial Cost Allocation Proceeding” (marked as Exhibit 58 in A.96-03-031).  In its testimony regarding interstate pipeline capacity costs, DRA made the following recommendations:


A proposed core interstate capacity reservation of 977 MMcfd, in contrast to SoCalGas’ proposal of 1,044 MMcfd.


The allocation of ITCS costs to core customers should be eliminated.


That interstate surcharges associated with the “shared cost surcharges” on Transwestern and the “risk sharing surcharges” on El Paso be allocated to the ITCS account.  


The allocation of ITCS costs to wholesale customers should be consistent with the allocation of such costs to other noncore customers. 


Both the outstanding ITCS balance and forecast ITCS costs should be amortized and allocated to noncore customers over the BCAP period. 





	The Commission’s D.97-04-082 in the SoCalGas BCAP resolved the issues pertaining to interstate pipeline capacity costs in the following manner:


It adopted SoCalGas’ proposal for a core reservation of 1,044 MMcfd  comprised of 744 MMcfd of El Paso capacity and 300 MMcfd of Transwestern capacity.  


It retained the allocation of ITCS costs to core customers and the 10% core cap.


It allocated interstate surcharges associated with capacity step-downs such that core and noncore customers pay a share of (both types of) stranded costs in proportion to the core and noncore allocations of firm interstate capacity.  


The wholesale customers were allocated a full share of ITCS costs if they do not take their full assignment of SoCalGas’ interstate pipeline capacity at the full tariff rate.


The outstanding ITCS balance and the forecast ITCS costs for the BCAP period were amortized to noncore customers over the full BCAP period.  





B.  COMMISSION DECISION 98-07-100  


On July 23, 1998, the Commission issued D.98-07-100 which granted rehearing of D.97-04-082 in part and denied rehearing and modification in part.  The decision concluded that the claims raised in the rehearing application of The Utility Reform Network (TURN) and ORA’s petition for modification concerning the step-downs and the allocation of surcharges had merit, and granted limited rehearing.  In its rehearing application, TURN asserted that the allocation of the costs and benefits associated with capacity step-downs in D.97-04-082 was inconsistent with previous Commission decisions on transition costs, especially D.92-07-025.   The Rehearing Order found merit to TURN’s assertion of inconsistency with previous decisions.  Upon further consideration, the Commission believed that it had unintentionally erred in concluding that the surcharges constitute new costs which need to be allocated in the instant BCAP proceeding.  The decision stated that: “In reviewing our capacity brokering decisions, we are convinced that, except as to the costs resulting from the relinquishment of capacity on El Paso by Pacific Gas and Electric Company (“PG&E”) and a small amount by others (which will be more fully discussed below), the surcharges constitute the same transition costs which the noncore was responsible for, but in a reduced amount because of the approval of El Paso and Transwestern Settlements at the FERC and the provisions for “turned-back capacity,” namely stepdown capacity, in the settlements.”  


The Rehearing Order states that:  “we determined in this decision implementing capacity brokering that the core would be responsible for the stranded costs which was the cost of 110% of existing capacity held for the core class on each pipeline, and accordingly, the noncore was responsible for the transition costs for the remaining capacity, which was the relinquished capacity.  With the stepdowns, the noncore benefited in the reduction in the amount of transition costs for capacity that the noncore had been made responsible for by the Commission in D.92-07-025” , and concludes:  “Accordingly, it was those ITCS costs that are affected by the stepdowns, and not some new transition costs that need to be allocated.  Thus, we erred in our allocation of these ‘new surcharges’ to the core in the manner we did in D.97-04-082.”   


The Rehearing Order poses two questions regarding the appropriate manner to allocate those new costs (that portion of the surcharges) related to the stepdown of capacity on El Paso by PG&E and others.  The Order also granted limited rehearing so parties can address six questions related to the allocation method adopted in A.92-07-025.  These questions are addressed by ORA in the following section.





�
III. 	DISCUSSION 


	A.  QUESTIONS IN THE REHEARING ORDER 


Commission D. 98-07-100 granted limited rehearing for purposes of addressing nine questions set forth in both the text of the decision and in Ordering Paragraph Number 4.  The responses of ORA to those questions set forth in the Ordering Paragraph are as follows: 





Question 1:  Should the Commission change the method adopted in D.92-07-025 for assigning the ITCS costs between core and noncore?  If yes, what is the underlying basis for the change?  If no, what is the reasoning for not making the change?





ORA Response:  ORA has consistently maintained (in its testimony submitted in the hearings that resulted in D.92-07-025 and in subsequent proceedings) that ITCS account costs should be allocated exclusively to noncore customers.  In the last SoCalGas BCAP proceeding, ORA proposed that the allocation of ITCS costs to the core should be eliminated and reiterates that proposal in this report.  The reasons for this proposal are: 1)  core customers have been responsible for the entire costs associated with the core reservation of capacity at the full as-billed rate; 2) noncore customers receive the benefits of the capacity brokering program and the stepdowns of capacity by SoCalGas;  and 3) core customers obtain no direct benefit from the capacity brokering program.  Since the implementation of capacity brokering, the core has been required to pay the full as-billed rate for its interstate capacity in the core reservation plus a share of the ITCS costs equal to an additional 10% of the capacity reservation.   The capacity brokering program allows noncore customers to acquire interstate capacity at market-based rates, but provides no such benefit to core customers.  


The prior rationale used to assign ITCS costs to the core is that it would benefit from “slack capacity”. (92-07-025, 45 CPUC 2d 47, 61)  This reasoning failed to recognize that the reservation of capacity for core customers is based on a cold year requirement.  The cold year requirement represents a one-in-thirty-five year occurrence and exceeds the core average year requirements by over 10%.  The core reservation essentially includes a provision for slack or excess capacity, but is only required on rare (one in thirty-five year) occasion.  The core customers are responsible for both stranded costs and excess capacity within the core reservation because:  1) the as-billed rate for the core reservation exceeds the market rate for interstate capacity, and 2) the core reservation is based on cold year requirements which exceed the average year requirements by over 10%.


Another reason to eliminate the allocation of ITCS costs to the core is because the noncore customers receive the benefits of the capacity brokering program and the benefits of the interstate pipeline capacity step-downs by SoCalGas.  The noncore has access to market-based interstate pipeline capacity at prices (which have been historically) below the full as-billed rate for capacity.  The noncore also will incur lower ITCS costs as a result of the step-downs of interstate capacity by SoCalGas.  However, the core reservation will remain at the same 1,044 MMcfd level and the core will obtain no benefit from the capacity step-downs.  


The core customers have never received any of the suggested gas-on-gas competition benefits through the capacity brokering program.   Any gas-on-gas competition benefits occur through the interstate capacity access provided by the core reservation and not the capacity brokering program.  The reservation of interstate capacity provides core customers access to natural gas from the gas producing basins.  They pay for this access as part of the reservation costs for the interstate pipeline capacity reservation.


ORA recommends that the Commission eliminate the allocation of ITCS costs to core customers.  Moreover, the Commission should reject any proposals to increase the allocation of ITCS costs to core customers beyond the current 10% core cap.   


Question 2:  If the Commission were to change the method for assigning the ITCS costs, how should the allocation specifically be changed?  What is the basis for this new allocation?  What are the benefits and burdens, if any, to the core and noncore with this new allocation?





ORA Response:   ORA recommends that the allocation of ITCS costs to core customers be eliminated and that these costs be allocated exclusively to noncore customers as described in the response to question 1.  The impact of this new allocation could be to shift a maximum of $12 million in ITCS costs currently allocated to the core customers to the noncore customers.  On a prospective basis, based on the SoCalGas BCAP application (A.98-10-012), the allocation of ITCS costs to the core is estimated at a lower level of $9.0 million in future BCAP periods.  Therefore, the impact would be lower commencing August 1, 1999. 


The benefits to the core is that it will no longer be saddled with an allocation of ITCS costs while at the same time being burdened with a reservation of interstate capacity at the full as-billed rate.  The core customers have received no benefit from the capacity brokering program, but have been burdened by the allocation of approximately $60 million in ITCS costs since the advent of the program.  In addition to the allocation of ITCS costs of approximately $12 million per year, core customers have been responsible for the costs associated with a core capacity reservation in excess of its requirements.  The Commission should recognize that the noncore customers receive the entire benefit associated with the interstate capacity step-downs of SoCalGas, while the elimination of the ITCS allocation to core would serve to change the inequitable policy of allocating these costs to core customers.  The Commission should eliminate the allocation of ITCS costs to core customers and reject any proposals to increase the allocation of ITCS costs to core customers beyond the current core cap. 





Question 3:  Are there economic and business impacts of allocating the ITCS costs to noncore customers?  If so, what specifically are these impacts?  





ORA Response:  Allocating all ITCS costs to noncore customers, similar to changes in any allocation of costs may have some economic and business impacts.  However, according to the methodology proposed by ORA (in response to question 8) the current noncore ITCS rate could recover the reallocation of interstate surcharges prior to December 31, 2001.  Therefore, this component of noncore rates would not change from the current rate component.  In this case, there would be no negative economic and business impacts.   


	In Resolution G-3247 dated December 17, 1998, the Commission approved the request of SoCalGas in the Advice Letter Number 2751 to change rates effective January 1, 1999.  The effect of this rate change is to decrease noncore industrial rates by 7.97% from 7.421 cents per therm to 6.830 cents per therm.  It will also reduce Utility Electric Generation (UEG) and cogeneration rates by 13.76% from the current 4.699 cents per therm to 4.052 cents per therm effective January 1, 1999.  The recommendation of ORA is to retain the current ITCS component in noncore rates until the reallocation of surcharges to the noncore is completely amortized.  Thus, there will be no increase in noncore rates due to the proposal and no negative economic and business impacts.  Additionally, the PITCO/POPCO component of rates will be completely amortized by the end of 1999 which will serve to further reduce noncore rates.    


The Public Utilities Code requires that all utility charges shall be just and reasonable.  The allocation of all costs, including ITCS costs, should be done in a manner that assures all customer classes are treated equitably.  This requires the Commission to consider the equity of its decisions and policies on all ratepayer classes, not merely one class of customers such as the noncore customers.  In this regard, ORA provides an overview of the allocation of SoCalGas’ interstate capacity costs for the pre-capacity brokering and post capacity-brokering periods.  The comparison shows that the core customers have incurred an increasing share of the interstate related capacity costs, while  noncore customers have benefited through a lower interstate-related rate component with the ability to access market-priced interstate capacity. 


A summary of the allocation of costs related to interstate pipeline charges to core customers for the pre-capacity brokering and post-capacity brokering periods is shown in Figure 1.  The core customers were allocated 46.01% of total interstate demand charges prior to capacity brokering and slightly higher levels of between 49.16% and 52.36% in the preceding years.  Upon the implementation of capacity brokering, core customers were allocated approximately 53.3% of the total interstate reservation costs on El Paso and Transwestern considering both the core reservation and the allocation of ITCS costs.  This initial post capacity brokering percentage allocation was based on a core reservation of 1066 MMcfd plus another 10% of allocated ITCS costs, with total interstate capacity of 2200 MMcfd held by SoCalGas.  After the SoCalGas capacity stepdowns on El Paso and Transwestern, the core is now responsible for up to 79% of the remaining capacity costs based on the current core reservation of 1044 MMcfd plus ITCS costs.  Even adjusting to account for the allocation of interstate surcharges and all ITCS costs to noncore customers (as recommended by ORA), the prospective allocation of capacity costs to core customers would be approximately 63% of total interstate costs assuming that the core reservation of 1044 MMcfd is retained through the expiration of the contracts.  This remains well above the pre-capacity brokering allocation of interstate costs to core customers. 
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FIGURE 1


ALLOCATION OF PIPELINE DEMAND CHARGES


PRE-CAPACITY BROKERING





D.90-01-015 (Jan. 12, 1990) 	                D.90-11-023 (Nov. 9, 1990)


  Total	PDC	-  $ 296.166 M			$ 294.163 M				


    Core 	-     155.084 M (52.36%)		   144.598 M (49.16%)


    Noncore 	-       98.569 M (33.28%)		   101.943 M (34.65%)


    Wholesale	-       42.512 M (14.35%)		     47.620 M (16.19%)





D.91-12-075 (Dec. 20, 1991)


Total PDC	-  $ 328.618 M 


  Core 	-     151.199 M (46.01%)


  Noncore 	-     124.067 M (37.75%)


  Wholesale	-       53.352 M (16.24%)





POST-CAPACITY BROKERING SCENARIO 


Capacity Brokering (D.91-11-025/ D.92-07-025) 	BCAP	D. 97-04-082  


Total Capacity 		       	-       2200 MMcfd	       1450 MMcfd


  Core Reservation   	        	 -       1066 MMcfd	       1044 MMcfd


  ITCS Alloc.  (core cap. equiv.) 	 -         107 MMcfd	         104 MMcfd


  Total Core 				 -       1172 MMcfd	       1148 MMcfd


  Core % of total capacity costs 	-         53.3 %		          79.2 %





ORA proposal for duration for contracts 


Total Capacity    :  1450 MMcfd


Core reservation : 1044 MMcfd


ITCS to core	      :        0


Noncore	      :  All ITCS from 406 MMcfd of cap. and interstate surcharges.


Core % of total capacity costs (Considering Adjustments):  63% (est.)


A summary of noncore rate components is set forth in Figure 2.  It compares the pipeline demand charge component of noncore rates in the pre-capacity brokering period to the ITCS and PITCO/POPCO components of rates in the post-capacity brokering and Global Settlement periods.  The reason that PITCO/POPCO transition costs are incorporated into the comparison is because these charges were previously allocated as pipeline demand charges prior to the Global Settlement.  This summary shows that the pipeline demand charge component of noncore rates was 3.573 cents per therm prior to capacity brokering.  In the post-capacity brokering period, the combined ITCS and PITCO/POPCO component of rates has average 2.66 cents per therm.  (See Appendix A for the basis of these figures.)  This shows that the interstate related cost component of noncore rates is 0.913 cents per therm lower in the post-capacity brokering period.  This level will be further reduced in the future as PITCO/POPCO costs are fully amortized by the end of 1999.  


ORA’s proposal would retain the current ITCS component of rates to recover the allocation of interstate surcharges to noncore customers in conjunction with the elimination of the ITCS allocation to core customers.  The amortization period would be completed by January 1, 2002.  At that time, ORA estimates that the allocation of ITCS to noncore would be approximately 0.417 cents per therm for the remaining term of the SoCalGas interstate contracts.   


The information discussed above shows that the recommendation of ORA to allocate all interstate surcharges to noncore customers through the ITCS account and to eliminate the allocation of ITCS to core customers is equitable.  The core customers have borne an increasing share of interstate capacity related costs since the implementation of the capacity brokering program and obtain no benefit of the capacity stepdowns by SoCalGas.  The noncore customers have experienced a reduction in their interstate rate components since capacity brokering which will continue under ORA’s proposals.  There are no negative economic and business impacts of allocating the ITCS costs to noncore customers as proposed by ORA. 





FIGURE 2


G-30 NONCORE RATE COMPONENTS


PRE-CAPACITY BROKERING / GLOBAL SETTLEMENT


 PIPELINE DEMAND CHARGE  (1/1/92 - 8/1/93)  :  3.573 cents/therm


       ITCS  (8/1/93 - 12/31/98)			    :  1.499 


       PITCO/POPCO (8/1/93 - 12/31/98)                 :  1.161


       Total ITCS & PITCO/POPCO			    :  2.660 


Avg. reduction post-capacity brokering period	    :  0.913





Post 1-1-99 Estimate of Components (ORA proposal):


   ITCS   (1/1/99 - 1/1/02)			    :   1.528 cents/therm


   ITCS  (1/1/02 - 1/1/06)  			    :   0.417


   PITCO/POPCO (1/1/99 - 1/1/00) 	    :   0.326 	             Reduction from 


   PITCO / POPCO (post 1/1/00) 		    :   0.0 		   pre-cap. brok.


	Total (1/1/99 - 1/1/00)		    :   1.854 		   1.719 cents/therm	


	Total (1/1/00 - 1/1/02)		    :   1.528		   2.045 


	Total (1/1/02 - 1/1/06)		    :   0.417		   3.156 








Question 4:  Should the Commission treat the costs related to the relinquishment of capacity on El Paso by PG&E and others in the same way as the costs resulting from SoCalGas stepdowns on El Paso and Transwestern, which are collected through the ITCS?  If yes, what is the basis for this similar treatment?  If no, what is the reasoning for a different treatment? 





ORA Response:  ORA recommends that all surcharges resulting from the step-downs on El Paso and Transwestern should be allocated exclusively to noncore customers.  There are a number of reasons for this recommendation.  First, the noncore customers receive the entire benefit associated with the capacity step-downs of SoCalGas on El Paso and Transwestern which serve to reduce stranded costs and ITCS costs.  The core reservation has not been reduced to allow core customers to access market-priced capacity and the Rehearing Order does not make any adjustment to the core reservation.  Second, the core customers pay the full as-billed rate for capacity reservation in excess of its requirements as described in the response to question 1.  Third, the core customers have been allocated approximately $60 million in ITCS costs since the implementation of capacity brokering, but have received no direct benefits from the program. 


	It should be noted that ORA’s proposal to allocate all surcharge costs exclusively to noncore customers is consistent with its BCAP recommendation to allocate all such costs to the ITCS account.  The surcharges should be allocated to noncore customers because the core customers have already been allocated the maximum amount of ITCS account costs.  Therefore, any reallocation of such costs must be done outside the ITCS account, unless the Commission adopts ORA’s recommendation to eliminate the allocation of ITCS costs to core customers in conjunction with the reallocation of interstate surcharges.   





Question 5:  If these costs related to the relinquishments by PG&E and others should be treated differently, how should these costs be allocated?  Why should these costs be allocated in this manner?  What are the benefits and burdens, if any, to the core and noncore with this different allocation?





ORA Response:  Assuming that the costs related to the relinquishments by PG&E and others are treated differently from other surcharge costs, ORA recommends that these costs be allocated on an equal cents per therm basis among all customer classes.  The allocation of the costs in this manner would be consistent with the allocation of other transition costs in the gas industry which were allocated on an equal cents per therm basis. 


In order to implement this alternative allocation, the Commission would need to determine the amount of the El Paso surcharges allocated to SoCalGas which were associated with its own step-down and those associated with the capacity relinquishments of PG&E and others.  Table 1 provides a breakdown of the figures taken from the El Paso Settlement.  (Also see Appendix B.)  Table 1 sets forth the manner in which the El Paso risk sharing costs, inclusive of interest, were allocated by SoCalGas to its customers pursuant to D.97-04-082.


ORA recommends that the El Paso risk sharing amount of $98,584,081 (excluding interest) allocated to SoCalGas be proportioned as follows: 


The $66,934,437 which was the amount associated directly with the SoCalGas step-down would be allocated to noncore customers. 


 The balance of $31,649,644  is the amount associated with the relinquishments of PG&E and others, and would be allocated on an equal cents per therm basis to all customers.  If the equal cents per therm allocation adopted in the last SoCalGas BCAP were utilized, it would result in an allocation of 40.5% (or $12,818,105) of these costs to the core and 59.5% (or $18,831,539) of these costs to the noncore. 


The total amount of El Paso risk sharing costs allocated to SoCalGas was equal to $112,326,508 comprised of the risk sharing contributions and interest as set forth in Table 2.  (See Appendix C.)  The allocation of these costs to SoCalGas customers pursuant to D.97-04-082 was $73,108,643 to the core and $39,217,865 to the noncore.  The alternative allocation of the El Paso risk sharing costs in the manner recommended by ORA would result in an allocation of $14,604,925 or 13.0% to the core and $97,721,583 or 87.0% to the noncore.  It should be noted that these figures include the interest payment made to El Paso, but do not incorporate any interest adjustments due core customers to reflect the time value of money. 


If the costs related to the relinquishments of PG&E and others are treated differently (as described in ORA’s alternative allocation) than the costs related to the SoCalGas step-downs, it would reduce the allocation to noncore customers by approximately $14.6 million.  The impacts of these allocations are shown in Tables 5-1, 5-2, 6-1, 6-2, and 6-3. 





Question 6:  Whether the Commission decides to reallocate costs or not, should it consider the amortization of the ITCS account balance for both the core and noncore for a period longer than the full BCAP period?  In what ways would a longer amortization help the core and noncore customers?  In what ways would a longer amortization not be of benefit to these customers?





ORA Response:   According to the method adopted in D.97-05-082, the outstanding ITCS balance is expected to be amortized by August 1, 1999.  The ITCS costs going forward should be recovered on a forecast basis as incurred.  Thus, the primary issue regarding  the amortization seems limited to the issue of  the reallocation of costs pursuant to this rehearing proceeding and if ORA’s proposal to eliminate the allocation of ITCS to core customers is adopted.   As described in the response to question 8, the current amortization rate for the ITCS component of noncore rates should be retained.  However, ORA does not object to longer amortization period for purposes of reallocating costs to the noncore.





Question 7:  If there was a longer amortization period than the full BCAP period, how long should it be?  What is the basis for the period recommended?





ORA Response:  See the responses to questions 6 and 8.





Question 8:  What are the pros and cons of having an amortization period over about four years, with a goal of a zero balance by December 31, 2001?  What impacts, if any, would such an amortization period have on the California economy?





ORA Response:   ORA submits that its recommendation described in this report will not have a negative impact on the California economy.  ORA’s preliminary analysis shows that the current ITCS amortization rate (as recommended by SoCalGas in Advice Letter 2751 and adopted in Resolution G-3247 to commence January 1, 1999) could fully recover all adjustments as recommended in this report by December 31, 2001.  This would include the adjustments to recover all interstate surcharges from noncore customers and elimination of the ITCS allocation to core customers (effective August 1, 1999).  


The current ITCS amortization rate is equivalent to an annual recovery amount of $80.4 million or $6.7 million per month.  This amount would be sufficient to recover the following costs prior to December 31, 2001: 1)  the total annual ITCS (of $24.5 million) exclusively from noncore customers after August 1, 1999, which is an annual increase of $9 million in ITCS costs to noncore customers; 2) the $100 - $108 million in costs associated with the El Paso and Transwestern surcharges that were previously recovered from core customers; and 3) the prospective Transwestern surcharges through October 2001.  


If the Commission were to utilize a surcredit (as suggested in question 9), it could be developed such that there is no net change in noncore rates from the current ITCS amortization rate.  A surcredit to recover reallocated costs cost be set equal to the current ITCS amortization rate less the prospective ITCS rate. 





Question 9:  If an adjustment is appropriate and necessary for purposes of addressing rates in effect since June 1, 1997, how should the adjustment by means of a refund or surcredit to the core and a surcharge to the noncore be accomplished?  





ORA Response:  Any of the various methods suggested in the question could be utilized to make an adjustment to rates.  The adjustment to core rates could be facilitated by either a refund to the core or a credit to the Core Fixed Cost Account (CFCA) implemented in conjunction with the current BCAP (A.98-10-012).  The recovery of reallocated costs from the noncore could be accomplished as recommended in ORA’s response to question 8. 














�
B.   REALLOCATION OF SURCHARGES  


The tables set forth in this section provide a detailed summary of:  1) the total amount of shared cost and risk sharing surcharges incurred by SoCalGas on the Transwestern and El Paso pipeline systems; 2) the allocation of the surcharges to core and noncore customers pursuant to D.97-04-082; 3) the adjustment to the prior allocation of the  surcharges assuming that all surcharges are allocated to the  noncore customers; and 4)  the adjustment to the prior allocation of surcharges assuming that the surcharge costs associated  specifically with SoCalGas relinquished capacity are allocated to the noncore customers and surcharges associated with capacity step-downs of other parties are allocated on an equal cents per therm basis.  It should be noted that on December 11, 1998, the United States Court of Appeals for the District of Columbia Circuit issued an opinion which granted a petition for review of the order of the FERC (which approved the El Paso surcharges) by Southern California Edison Company and remanded the case.  (See Appendix D.)  A result of the remand may be subsequent changes to the original order of the FERC in the proceeding approving the amount of the El Paso surcharges (and other cost of service issues which resulted in reservation charges for firm interstate capacity) to SoCalGas.  


Table 1 shows a summary of the settlement allocation in the El Paso settlement document as it pertains to the risk sharing contribution allocated to SoCalGas.  This table indicates that the total allocation of rate surcharges associated with all the capacity step-downs of El Paso’s customers which were allocated to SoCalGas in the settlement was $98,584,081.  In the settlement document, the calculation of the discounted present value associated with a specific step-down of capacity by SoCalGas was $66,934,437.  ORA calculates that the portion of the risk sharing contribution allocated to SoCalGas which is associated with the step-down of capacity by other parties is equal to $31,649,644 which is the difference between the total settlement allocation to SoCalGas and the specific SoCalGas step-down amount. 


Table 2 shows the total amount of risk sharing costs (including interest charges) of $112,326,508 that were ultimately remitted to El Paso by SoCalGas.  This table also sets forth the allocation of this amount to the core and noncore customers of SoCalGas pursuant to the allocation methodology adopted by the Commission in D.97-04-082.


Table 3 shows the total amount of shared cost surcharges that have been paid by SoCalGas to Transwestern on an actual basis for the period November 1996 through October 1998 and estimated for the period November 1998 through October 2001.  The table also shows the allocation of these surcharges to core and noncore customers using the allocation methodology adopted in D.97-04-082.  


Table 4 shows the allocation of El Paso and Transwestern surcharges to core and noncore customers for the period 1996-1998 and 1996-1999 using the allocation method adopted in D.97-04-082.  The incremental difference for costs through 1999 are associated exclusively with the Transwestern surcharges which will be incurred through 2001.  


Table 5-1 shows the allocation of El Paso and Transwestern surcharges if all surcharges associated with capacity step-downs are allocated to noncore customers.  Table 5-2 sets forth the appropriate adjustments required to be provided to core and noncore customers if all El Paso and Transwestern surcharges are allocated to noncore customers.  


Tables 6-1 and 6-2 set forth the allocation of El Paso and Transwestern surcharges to core and noncore customers according to ORA’s alternative proposal for allocating those surcharges not associated with capacity step-downs by SoCalGas.  The details of this proposal were described previously in this report.  Table 6-3 sets forth the appropriate adjustments required to core and noncore customers under ORA’s alternative allocation proposal.   


 








TABLE 1 


SUMMARY OF EL PASO SETTLEMENT 


AND SOCALGAS STEPDOWNS AND RISK SHARING CONTRIBUTION


SOCALGAS SETTLEMENT ALLOCATION�
 $ 98,584,081.�
�
PV OF SOCALGAS STEPDOWN - DISCOUNTED RISK SHARING�
 $ 66,934,437.�
�
PORTION ASSOCIATED WITH OTHER STEPDOWNS�
 $ 31,649,644.�
�









TABLE 2 


SUMMARY OF RISK SHARING COSTS ON EL PASO 


ALLOCATED TO SOCALGAS CUSTOMERS 


 Month / Yr�
Total �
Core �
Noncore�
Description�
�
July 1997�
$63,057,445�
$41,262,648�
$21,794,797�
Risk sharing surcharge for 1/1/96 to 6/30/97 (+ interest of $13,788,382)�
�
July 1997�
  49,269,063�
  31,845,995�
  17,423,068�
7/1/97 to 6/30/98.�
�
Total �
112,326,508�
  73,108,643�
  39,217,865�
�
�



 


�



TABLE 3 


SUMMARY OF SHARED COST SURCHARGE ON TRANSWESTERN 


ALLOCATED TO SOCALGAS CUSTOMERS


Year �
Total �
Core �
Noncore �
�
1996�
$  3,150,820.80�
$  2,987,923.37�
$ 162,897.43�
�
1997�
  16,982,938.80�
  16,579,700.90�
   403,237.90�
�
1/98-9/98�
    5,730,706.80�
    5,730,706.80�
�
�
10/98-12/98 (est.)�
    1,931,227.20�
    1,931,227.20�
�
�
1998 �
    7,661,934.�
    7,661,934.�
�
�
1999 (est.)�
    7,639,605.�
    7,639,605.�
�
�
Subtotal (96-99)�
$ 35,435,298.60�
$ 34,869,163.27�
$ 566,135.33�
�
2000 (est.)�
     7,639,605.�
�
�
�
2001 (est.)�
     6,366,338.�
�
�
�






TABLE 4 


ALLOCATION OF  EL PASO AND TRANSWESTERN SURCHARGES 


PURSUANT TO D.97-05-082 


(THROUGH 1998 and 1999) 


Year �
Total �
Core �
Noncore �
�
1996 - 1998 �
$ 140,122,201.�
$ 100,338,201.�
$ 39,784,000.�
�
1996 - 1999�
    147,761,806. �
    107,977,806.�
    39,784,000.�
�






�



TABLE 5-1 


ALLOCATION OF  EL PASO AND TRANSWESTERN SURCHARGES 


TO NONCORE CUSTOMERS 


(THROUGH 1998 and 1999) 


Year �
Total �
Core �
Noncore �
�
1996 - 1998 �
$ 140,122,201.�
$  0�
$ 140,122,201. �
�
1996 - 1999�
    147,761,806. �
$  0   �
   147,761,806. �
�






TABLE 5-2 


ADJUSTMENTS REQUIRED IF ALL EL PASO AND TRANSWESTERN 


SURCHARGES ARE ALLOCATED


TO NONCORE CUSTOMERS


(Through 1998 and 1999 exc. interest adj.) 


Period�
Core Decrease�
Noncore Increase�
�
Amts. Through 1998�
$ 100,338,201.�
$ 100,338,201.�
�
Amts. Through 1999�
   107,977,806.�
   107,977,806.�
�






TABLE 6-1 


ALLOCATION OF  EL PASO AND TRANSWESTERN SURCHARGES 


ACCORDING TO ORA’S ALTERNATIVE PROPOSAL 


(THROUGH 1998 exc. Interest adj.) 


Pipeline �
Total �
Core �
Noncore �
�
Transwestern �
$   27,795,693.�
$  0�
$   27,795,693. �
�
El Paso �
   112,326,508.�
    14,602,446.�
     97,724,062.�
�
Total�
    140,122,201. �
$ 14,602,446.   �
$ 125,519,755.�
�






TABLE 6-2 


ALLOCATION OF  EL PASO AND TRANSWESTERN SURCHARGES 


ACCORDING TO ORA’S ALTERNATIVE PROPOSAL 


(THROUGH 1999 exc. Interest adj.) 


Pipeline �
Total �
Core �
Noncore �
�
Transwestern �
$   35,435,299.�
$  0�
$   35,435,299. �
�
El Paso �
   112,326,508.�
    14,602,446.�
     97,724,062.�
�
Total�
    147,761,807.�
$  14,602,446.   �
$ 133,159,361.�
�






TABLE 6-3  


ADJUSTMENTS REQUIRED IF ALL EL PASO AND TRANSWESTERN 


SURCHARGES ARE ALLOCATED


ACCORDING TO ORA’S ALTERNATIVE


(Through 1998 and 1999 exc. interest adj.) 


Period�
Core Decrease�
Noncore Increase�
�
Amts. Through 1998�
$ 85,735,755.�
$ 85,735,755.�
�
Amts. Through 1999�
   93,375,360.�
   93,375,360.�
�
























�













































APPENDICES



































�










































APPENDIX 


A








�













































APPENDIX


B





�













































APPENDIX


C


�













































APPENDIX


D














�













































APPENDIX


E





�



QUALIFICATIONS AND PREPARED TESTIMONY


OF


ROBERT MARK POCTA








Q.1.	Please state your name and address.





A.1.	My name is Robert Mark Pocta.  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 in the Market Development Branch of the Office of Ratepayer Advocates (ORA) as a Program and Project Supervisor.





Q.3.	Please provide a brief description of your educational background and professional experience.





A.3.	I graduated from Purdue University in May 1979, with a Bachelor of Science degree in Civil Engineering.  In 1982, I became registered as a Professional Civil Engineer in the State of California.





	I was employed by the California Department of Transportation from June 1979 to October 1980.  In November 1980, I transferred to the Commission and worked in the Water Branch of the Public Staff Division until December 1984.  My responsibilities included preparing estimates of revenues, expenses, taxes and rate base in numerous rate case applications of Class A water utilities.  From January 1985 to August 1986, I worked in the Energy Operational Costs Branch on a number of energy-related rate applications.





	I began to work in the Fuels Branch in September 1986 and since then have been both a witness on various technical and policy issues and project manager in proceedings dealing with natural gas industry restructuring, natural gas policy, utility mergers, cost allocation, reasonableness reviews, capacity brokering, need for new interstate pipelines, natural gas vehicles, incentive regulation, and natural gas procurement.  I have testified as an expert witness many times before the Commission in various proceedings and have testified before the California Energy Commission.  I have also submitted prepared testimony and appeared as an expert witness on behalf of the Commission at the Federal Energy Regulatory Commission in proceedings involving interstate gas pipeline companies.





	My current administrative responsibilities include planning, organizing and directing the activities of the Pricing and Protocols Section in the Market Development Branch of ORA.  I am ORA’s project manager in the current Natural Gas Strategy Rulemaking.  I have represented ORA in various settlement negotiations, most recently on Pacific Gas and Electric Company’s Gas Accord, and in past years on the Southern California Gas Company’s (SoCal) “Global Settlement” and Gas Cost Incentive Mechanism (GCIM).  I have also coordinated ORA’s efforts in discussions with SoCal, San Diego Gas and Electric Company (SDG&E) and Southern California Edison Company (Edison) on the development of incentives for their gas procurement and storage costs and operations.  





Q.4.	Was the testimony entitled “Testimony of the Office of Ratepayer Advocates on the Rehearing Order of D.97-04-082 granted by D.98-07-100 in the Biennial Cost Allocation Proceeding of the Southern California Gas Company” prepared by you or under your direction?





A.4	Yes, it was.





Q.5	Does this conclude your prepared direct testimony?





A.5	Yes, it does.
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