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�CHAPTER 1

INTRODUCTION AND SUMMARY



R. Mark Pocta



1.1	Introduction and Summary of Proposals 

On October 1, 1998, the Southern California Gas Company (SoCalGas) filed A.98-10-012 requesting authority to revise its natural gas rates in its Biennial Cost Allocation Proceeding (BCAP).  The main purpose of the BCAP is to revise rates to reflect the allocation among customers of non-gas commodity costs of service.  The application also seeks to reflect in rates appropriate changes to various balancing, tracking, and memorandum accounts.  

In its initial application, SoCalGas proposed rates that would reduce revenues by approximately $204.4 million (or 11.2 percent) annually as compared to rates that were in effect when the application was filed (October 1998).  This is an $86.9 million (or 5.8%) decrease for core non-gas revenues and a $117.4 million (or 36.5%) decrease for noncore non-gas revenues.  

On January 29, 1999, SoCalGas filed errata to the testimony submitted by five of its witnesses.  This revised testimony proposed rates that reflect a revenue decrease of $207.8 million (or 11.4%) as compared to rates effective in October 1998.  This is comprised of a $93.1 million (or 6.2%) decrease in core revenues, a $110.0 million (or 38.3%) decrease in noncore revenues and a $4.7 million decrease for other revenue areas.   

In its testimony, the Office of Ratepayer Advocates (ORA) develops rates that would reduce revenues by approximately $263.4 million (or 14.0%) annually, compared to rates that were in effect when the application was filed (October 1998).  The overall reduction consists of a $238.8 million (or 15.5%) decrease for core non-gas revenues, a $29.7 million (or 9.4%) decrease for noncore non-gas revenues, and a $5.1 million (or 18.2%) increase in other revenue areas.   

Subsequent to the filing of the application, the Commission issued Resolution G-3247 approving Advice Letter No. 2751 filed on October 15, 1998 by SoCalGas.  This resolution approved revisions to SoCalGas’ rates effective January 1, 1999 to reflect the amortization of various balancing account balances.  The resolution resulted in a decrease of $125.5 million in core revenues and a decrease of $33.0 million in noncore revenues.  

ORA requested information needed to compare the SoCalGas BCAP proposed rates to the rates in effect as of January 1, 1999.  Accounting for the January 1 rate revisions indicates that, in its revised testimony, SoCalGas is proposing a $60.2 million revenue decrease compared to the more recent (January 1, 1999) rates.  This is comprised of a revenue increase of $26.8 million in core rates, a $82.3 million decrease in noncore revenues and a $4.7 million decrease for other revenue areas.  There are also changes to the CARE revenues and EOR revenues that are ultimately included in the final rates established for all customers through the rate design process.  

After accounting for the January 1 rate revisions, ORA is proposing a total revenue decrease of approximately $104.9 million (or 6.1%) compared to revenues generated by current rates effective January 1, 1999.  This is a $113.3 million (or 8.0%) decrease for core non-gas revenues, a $3.3 million (or 1.1%) increase for noncore non-gas revenues, and a $5.1 million (or 18.2%) increase in other revenue areas.  

The primary reason for the differences between SoCalGas and ORA is due to the different ITCS amounts allocated to noncore customers.  ORA recommends an allocation of $72.4 million in ITCS costs to the noncore while SoCalGas recommends an allocation of $15.3 million.  The ultimate disposition of this issue is being determined in the rehearing of the prior BCAP, and any changes will ultimately need to be incorporated into rates effective January 1, 2000 in this BCAP.  The other reasons for the differences between ORA and SoCalGas stem primarily from ORA’s throughput, marginal cost and marginal demand measures recommendations.  Under ORA’s proposal, the gas margin allocated to the core is 82.41% in contrast to the SoCalGas allocation of 88.2% to the core.      

SoCalGas proposes a 41-month BCAP period from August 1, 1999 through December 31, 2002.  This would serve to synchronize the start of the BCAP period with the conclusion of the Global Settlement (July 1, 1999) and to synchronize the end of the BCAP with the expiration of the current Performance-Based Ratemaking (PBR) period (on December 31, 2002).  SoCalGas proposes to use calendar year 1999 as the forecast period for gas demand.  

ORA recommends a three year (36-month) BCAP period from January 1, 2000 through December 31, 2002.  ORA proposes to begin the BCAP period on January 1, 2000 to coincide with other rate changes that are typically made at the beginning of the year.  ORA agrees, with SoCalGas, that the end of the BCAP should conform with the expiration of the current Performance-Based Ratemaking (PBR) period.  ORA proposes to use the three year BCAP period as the forecast period for gas throughput.  

Table 1-1 shows the issues covered in each chapter of the ORA report and the corresponding chapter(s) in SoCalGas Report.  The table is intended to serve as a cross reference in locating the discussion of the various issues addressed in the SoCalGas and ORA reports. 



1.2	Summary of ORA’s Recommendations 

A summary of the primary recommendations of the Office of Ratepayer Advocates (ORA) as presented in this report are as follows:

ORA recommends a BCAP period of three years commencing January 1, 2000 through December 31, 2002.  ORA recommends that the SoCalGas regulatory account balances be updated in conjunction which the BCAP rate change.  ORA opposes the rate design window proceeding proposed by SoCalGas.  These issues are discussed in Chapter 2. 

ORA recommends that throughput forecasts be based on an average of the forecast throughput for the BCAP period of 2000 through 2002.  The ORA forecast of throughput is 5.3% above the SoCalGas forecast (excluding the impact of Rosarito), with the core throughput 2.35% higher and a total noncore and wholesale throughput that is 7.0% higher.  The details of these forecasts are set forth in Chapters 3 and 4.  

ORA recommends a transmission resource plan of $73.2 million in contrast to the SoCalGas estimate of $18 million, as described in Chapter 5.  

The core reservation for storage withdrawal capacity should be maintained at its current level of 1985 MMcfd.  ORA recommends that the Commission eliminate the Noncore Storage Balancing Account.  These issues are discussed in Chapter 5.

The core interstate capacity reservation should be maintained at its current level of 1,044 MMcfd comprised of 744 MMcfd on El Paso Natural Gas Company (El Paso) and 300 MMcfd on Transwestern Pipeline Company (Transwestern).  ORA recommends that the Commission eliminate the allocation of Interstate Transition Cost Surcharge (ITCS) account costs to core customers. These proposals are described in Chapter 6.

ORA recommends that the Transition Cost Recovery (TCR) surcharges on Transwestern be allocated to all customers on an equal cents per therm basis, as described in Chapter 6.

SoCalGas should be directed to refund to ratepayers the interstate pipeline refunds from El Paso, Transwestern, and PITCO of approximately $11.7 million plus interest.  This issue is discussed in Chapter 6. 

ORA opposes any interim modification to the ITCS component of noncore rates.  ORA recommends an allocation to noncore customers of $72.4 million in ITCS costs in the year 2000 as described in this report and consist with ORA’s testimony submitted pursuant to Commission D.98-07-100.  This issue is described in Chapters 2 and 6.

ORA recommends that the same marginal cost methodologies adopted by the Commission in Pacific Gas & Electric Company’s (PG&E) recent BCAPs (D.95-12-053; D.98-06-073) be applied in this BCAP to SoCalGas.  ORA recommends that the New Customer Hook-Up (NCO) method be used to develop the marginal customer cost.  This method incorporates a one-time, hook-up, investment cost for new customers connecting to the system, and a replacement cost component that reflects a portion of the system that must be replaced because of wear and tear through usage.  This issue and other marginal cost and cost allocation issues are discussed in Chapter 7. 

The residential customer charge should be maintained at its current level of $5.00 per month.  The current tier differential between tier one and tier two residential rates should remain unchanged.  ORA recommends slightly reducing the summer baseline allowance and maintaining the current winter baseline allowance.  These issues are discussed in Chapter 8. 

ORA recommends that core de-averaging be phased-in annually over the three year BCAP period as explained in Chapter 8.

ORA recommends that the PBR revenue requirement be increased by $2.28 million to reverse the rate base disallowance approved in D.97-07-054 during the term of the Global Settlement.  ORA agrees with SoCalGas that there is no need to modify the PBR measures, targets, rewards and/or penalties established in that decision.  These issues are discussed in Chapter 2.

ORA recommends that the $8,713,000 overcollection of Post Retirement Benefits Other than Pensions (PBOPs) for 1996 and 1997 be refunded to ratepayers in this BCAP on an equal percent of marginal cost (EPMC) basis, as described in Chapter 2. 

ORA does not oppose the SoCalGas proposal to eliminate incremental rate treatment for the Wheeler Ridge facilities and the zone rate credit, as discussed in Chapter 2.
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CHAPTER 2

BCAP POLICY AND RELATED ISSUES



R. Mark Pocta



2.1	Summary

This chapter sets forth the recommendations of ORA on BCAP policy issues regarding: 1) the term of the BCAP period; 2) the rate design window proceeding; 3) the basis for ORA’s throughput forecasts; 4) the temporary disallowances associated with D.97-07-054, the SoCalGas PBR; 5) the PBR mid-course review; 6) the treatment of the PBOPs overcollection for 1996 and 1997; 7) the Wheeler Ridge facilities and zone rate credit; 8) outstanding ITCS issues related to the last BCAP and the rehearing granted by D.97-07-100; 9) balancing accounts; and 10) audit issues.    

A summary of ORA’s recommendations discussed in this chapter are as follows:

ORA proposes a BCAP period of January 1, 2000 through December 31, 2002.  The recovery of noncore revenue should be treated in a manner consistent with the final year of the Global Settlement for the five months from the end of the Global Settlement to the implementation of new BCAP rates on January 1, 2000.   

ORA opposes SoCalGas’ proposal for a rate design window proceeding.  

ORA’s recommends adopting throughput forecasts based on a three year average of throughput over the proposed three-year BCAP period of 2000-2002.  

ORA recommends that an adjustment of $2.28 million be included in the year 2000 base rate PBR revenue requirement to provide for the recovery of rate base adjustments associated with a temporary PBR disallowance during the term of the Global Settlement.  

ORA recommends that the $8,713,000 PBOPs overcollection for 1996 and 1997 be refunded to ratepayers on an equal percent of marginal cost (EPMC) basis.  

ORA agrees that, in this BCAP, there is no need to change the measures, targets, rewards and/or penalties established in the 1997 PBR decision.  

ORA does not oppose the SoCalGas proposal to eliminate the incremental Wheeler Ridge facility charge and the zone rate credit.

The ITCS component of noncore rates should not be changed on an interim basis given the pending rehearing of D.97-04-082 granted by D.98-07-100.  

ORA recommends that, in conjunction with the implementation of new BCAP rates, all balancing accounts be updated for rates effective January 1, 2000.  

ORA will conduct an audit of SoCalGas’ regulatory balancing accounts in an appropriate future proceeding.   



2.2 	Term of the BCAP 

 ORA proposes a BCAP term of 36 months commencing January 1, 2000 and ending December 31, 2002.  SoCalGas has proposed a 41-month BCAP period from August 1, 1999 through December 31, 2002.  SoCalGas provides two reasons for its recommendation to extend the period of the BCAP through December 31, 2002: 1) it will synchronize the end of the current BCAP with the current PBR, and 2) the longer BCAP term provides incentives that are much better for ratepayers and shareholders with respect to competing for existing or new noncore load than a two-year period.  

ORA agrees with the SoCalGas proposal to synchronize the end of the current BCAP and the current PBR.  In comments submitted in R.98-01-011, ORA stated that “This (SoCalGas) BCAP period could be extended to the end of 2002 to coincide with the expiration date of the PBR”.  ORA further recommended integrating all ratemaking processes involving the allocation and development of utility costs (e.g. GRC, PBR, and BCAPs) within one proceeding.

The only difference between SoCalGas and ORA is the start of the BCAP period.  SoCalGas proposed that the BCAP period begin August 1, 1999 consistent with the end of the Global Settlement period.  ORA recommends that the BCAP period commence January 1, 2000.  Given the current procedural schedule, this is a logical point for the BCAP period to commence.  That schedule anticipates a Proposed Decision being submitted by the Administrative Law Judge on September 15.  A final decision by the Commission would be issued no earlier than October 1999.  There is no requirement that rates change in October upon issuance of a final BCAP decision.  The implementation of new BCAP rates on January 1, 2000 will serve to synchronize it with other rate changes typically made on January 1. 

There is an ancillary issue associated with the implementation of new BCAP rates after the August 1, 1999 expiration of the Global Settlement.   This issue pertains to the risk regarding noncore revenue recovery during the period after the August 1, 1999 expiration of the Global Settlement.  ORA recommends that for the period August 1, 1999 through December 31, 1999, the noncore revenue recovery continue to be treated consistent with the method in the fifth year of the Global Settlement.  Alternatively, the noncore base rate revenues could be flowed into the PBR mechanism and the exclusion revenues could be flowed through to the appropriate accounts based on actual revenues recovered. 



2.3	Rate Design Window Proceeding

ORA recommends that the Commission reject SoCalGas’ proposed rate design window proceeding.  SoCalGas asserts that movement toward rate indexing and eliminating the Core Fixed Cost Account (CFCA) needs to be linked to other changes pertaining to the rate design of core customer rates.  SoCalGas alleges that part of the transition to a new regulatory framework requires a mid-course rate design proceeding in this BCAP.  SoCalGas proposes that it file testimony in April 2000 in order to make changes on January 1, 2001.

ORA opposes the rate design window proceeding.  ORA proposes a 36 month BCAP period which is only one -year beyond the traditional two-year BCAP period.  This modest one-year extension of the normal BCAP period does not justify another full round of testimony and hearings limited to a rate design agenda dictated by SoCalGas.  Issues pertaining to rate design will be litigated in this BCAP for changes effective January 1, 2000, and will be litigated again within three years.  The rationale propounded by SoCalGas in its testimony does not justify the dedication of Commission staff and other parties’ resources to rate design issues less than six months after the issues have been addressed by the Commission.  

The issues raised by SoCalGas as justifying the rate design proceeding, such as the movement toward rate indexing and elimination of the CFCA, should not be addressed until the expiration of the current PBR.  ORA is not proposing to eliminate the CFCA in this proceeding.  If SoCalGas wanted to make additional rate design changes on January 1, 2001, then it could have presented appropriate recommendations in this proceeding.  The rate design window proceeding is simply a request by SoCalGas for a second bite at the apple regarding rate design issues and should be rejected.  



2.4	Throughput in Cost Allocation

SoCalGas states that its proposal for a 41-month BCAP term is conditioned upon using its forecasted 1999 levels of throughput for cost allocation and rate design.  SoCalGas lists a number of reasons for the use of this throughput period in its testimony, none of which are compelling.  The primary impact of using a single year forecast over the entire BCAP period is that it lowers the overall throughput forecasts and reduces risk to SoCalGas.  By contrast, ORA’s methodology follows the traditional approach of forecasting throughput over the entire BCAP period.  The use of the entire BCAP period forecast throughput in developing cost allocation and rate design provides an appropriate balance between shareholder and ratepayer interests.  ORA has developed its throughput forecasts in this proceeding based on the average throughput for the three year BCAP period of 2000 through 2002.  The method used to develop ORA’s throughput forecasts are described in chapters 3 and 4. 



2.5	Temporary PBR Disallowance

SoCalGas proposes to increase base margin in this proceeding by $2.740 million in conjunction with a rate base adjustment adopted by the Commission in the PBR proceeding (D.97-07-054).  The adjustment, which adopted a recommendation of ORA in that proceeding, was made because all capital costs related to increasing noncore load were to be accounted for below the line during the Global Settlement term (D.94-04-088).  The testimony of SoCalGas states that “In compliance with the Commission’s finding that the disallowance should remain in effect only through July 31, 1999, SoCalGas proposes to increase base margin in this proceeding by $2.740 million.”  ORA did not identify any Commission finding stating that the disallowance should remain in effect only through July 31, 1999.  However, ORA recognizes that its PBR disallowance was based on the Global Settlement throughput risk which will be superceded on January 1, 2000 (the start of ORA’s proposed BCAP period).  ORA recommends that a $2.28 million upward adjustment to base margin be approved effective on January 1, 2000 in the annual PBR filing.  The ORA adjustment differs from the SoCalGas adjustment because the revenue requirement is developed based on a different implementation date and also incorporates estimated deferred taxes.  The implementation of this adjustment on January 1, 2000 is consistent with the date in which Global Settlement rates are superceded through the implementation of new BCAP rates.   

 

2.6	PBR Mid-Course Review

In D.97-07-054, the Commission adopted the joint recommendation of SoCalGas, ORA, and TURN to conduct a mid-course evaluation of the service quality, customer satisfaction, and safety incentives of the SoCalGas PBR.  The Commission identified the current BCAP as the appropriate forum for that review.  SoCalGas provides information in its testimony on the operation of the customer satisfaction, service quality, and safety measures.  Since the PBR commenced on January 1, 1998, there is limited information available for making a reasonable assessment of the PBR measures in this proceeding. ORA agrees with SoCalGas that there is no reason to change the measures, targets, rewards and/or penalties established in the 1997 PBR decision.  ORA also agrees that this is not the appropriate proceeding to establish a CARE performance measure, and recommends no such measure at this time.  In its annual review of the SoCalGas PBR, ORA will monitor and evaluate the performance of SoCalGas in the areas of customer satisfaction, service quality, and safety.

 

2.7	Post Retirement Benefits other than Pensions (PBOPs) 

On December 8, 1998, SoCalGas filed the Prepared Direct Testimony of Patricia H. Summers in this proceeding.  The testimony describes the actual and authorized PBOP funding for 1996 and 1997.  According to the testimony, the amount that was overcollected for the PBOP accounts during 1996 and 1997 is $8,713,000.  ORA verified the accuracy of the $8,713,000 PBOPs overcollection through its data requests.  

Commission D.93-12-043 requires SoCalGas to return PBOP overcollections to ratepayers.  In its errata dated January 29, 1999, SoCalGas has incorporated the $8,713,000 PBOPs overcollection in rates by refunding the amount to ratepayers through an equal percent of marginal cost (EPMC) allocation.  ORA agrees with the EPMC method of allocating the PBOPs overcollection to ratepayers, and has incorporated the refund into rates. 



2.8	Wheeler Ridge and Zone Rate Credit

SoCalGas proposes eliminating the incremental pricing treatment for the Wheeler Ridge Interconnect facilities and rolling those costs into overall rates.  In conjunction with this proposal, it would also eliminate the zone rate credit mechanism (ZRC).  ORA initially proposed incremental rate treatment for the Wheeler Ridge facilities and this was ultimately adopted by the Commission.  However, ORA did not propose the zone rate credit.  The current incremental cost treatment for Wheeler Ridge in combination with the ZRC serves to dilute the original intent of the incremental rate treatment.  As stated by SoCalGas, if the revenue requirement associated with Wheeler Ridge is rolled-in to rates it will not result in a rate increase equal to the annual revenue requirement since it will be mostly offset by the elimination of the ZRC.  Given this minimal impact and the resulting administrative simplicity, ORA does not oppose the SoCalGas recommendation.  In addition, the Commission is considering market structure issues in the Natural Gas Strategy which could modify the manner in which transmission facilities on SoCalGas are currently regulated and priced. 

 

2.9	ITCS and Rehearing Issues

A Scoping Memo and Assigned Commissioner’s Ruling, issued in this proceeding on January 8, 1999, states that evidence regarding the interstate transition cost surcharge (ITCS) and interim rate relief is relevant to this BCAP.  ORA recommends that no interim rate relief or modifications be granted within the context of this BCAP.  The issue of interim rate relief deals primarily with the amortization of noncore ITCS costs.  SoCalGas has implied that it will file an Advice Letter (in June 1999) to reduce the ITCS component of noncore rates on August 1, 1999.  ORA will oppose a proposed reduction in the ITCS component of rates because it is inconsistent with the recommendations set forth in ORA’s testimony in the rehearing granted by D.98-07-100.  ORA does not support any interim changes in rates due to a short delay in the implementation of new BCAP rates of only five months.  There is no impact on customers since any subsequent changes made by the Commission will be accommodated within the current balancing accounts.   

In D.98-07-100, the Commission granted rehearing of D.97-04-082 (the prior SoCalGas BCAP decision) regarding the method used to allocate interstate surcharges to customers.  ORA opposes any change to the ITCS component of noncore rates because the likely result of the rehearing decision is that interstate surcharges previously allocated to core customers will be reallocated to noncore customers.  Reducing the amortization of noncore ITCS in August 1999 makes little sense given the likely increase in the allocation of interstate surcharges to noncore customers as a result of the rehearing granted by the Commission in D.98-07-100.  

In testimony submitted on December 30, 1998, ORA explained why the current noncore ITCS component should remain in rates until the reallocation of interstate surcharges is recovered.  The recovery of these costs will ultimately depend on the manner in which the Commission reallocates the interstate surcharges.  According to the reallocation proposed by ORA, the current ITCS rate component would recover these costs by December 31, 2001.  Therefore, the Commission should not reduce noncore rates while simultaneously contemplating a reallocation of interstate surcharges which would increase noncore rates.  

The actual levels of ITCS recovery recommended by ORA are addressed in Chapter 6. 

  

2.10	Balancing Account Updates

ORA recommends that all balancing accounts be updated effective January 1, 2000 in conjunction with the implementation of the new BCAP rates authorized in this proceeding.  For the purpose of developing cost allocation and rate design in this proceeding, ORA has developed estimates that differ from SoCalGas for a few of the significant balancing accounts, namely the ITCS account and the PITCO/POPCO Transition Cost Account.  However, for most of the accounts, ORA has used the figures set forth in the testimony of SoCalGas.  All of these estimates will ultimately be updated.  For the ITCS account, ORA has incorporated a figure of $72.4 million for 2000 which is substantially higher than the $24.5 million estimate of SoCalGas.  The higher ORA estimate is consistent with ORA’s position in the rehearing proceeding.   The ITCS amortization amount and rate should be consistent with the ultimate Commission decision on the rehearing of the last BCAP decision.  For the PITCO/POPCO Transition Cost Account, ORA has estimated an amount of $0 for the account in 2000 since the costs in this account should be completely amortized by the end of 1999.  ORA has not adjusted the CFCA figure used in the SoCalGas application.  





2.11	Audit Issues

ORA has not conducted an audit of the various SoCalGas balancing accounts for this proceeding.  The dedication of ORA resources to audit the regulatory balancing accounts of SoCalGas, at this juncture, would have been an inefficient use of ORA’s resources and the Commission’s time.  It is more appropriate to conduct a thorough audit of the SoCalGas regulatory balancing accounts at a future date due to the unique circumstances that currently exist.  The last BCAP decision is currently the subject of rehearing regarding the allocation of interstate surcharges.  Any changes will have a significant effect on two major balancing accounts, the Core Fixed Cost Account (CFCA) and the ITCS account.  These accounts should be thoroughly audited after any changes are made by the Commission on rehearing.  Additionally, on December 11, 1998 the United States Court of Appeals for the District of Columbia Circuit remanded the El Paso Settlement case to the FERC.  This may result in additional balancing account changes.  Another significant balancing account, the PITCO/POPCO Transition Cost Account will be amortized prior to the end of 1999.  Rather than auditing the account in this BCAP and again in the future, it is more efficient and productive for ORA to conduct a single audit after 1999.  ORA will conduct an audit of the SoCalGas regulatory balancing accounts at the appropriate time in a future proceeding.  









�CHAPTER 3

ECONOMETRIC THROUGHPUT



Thomas M. Renaghan





3.1   Summary

This chapter presents ORA’s recommended econometric throughput forecasts for the BCAP test period.  ORA’s forecast represents an average of projected gas demand in 2000, 2001, and 2002.  This is consistent with ORA’s policy testimony which recommends that the BCAP test period extend from January 1, 2000 through December 31, 2002.  SoCalGas, on the other hand, recommends that the BCAP test period extend from January 1, 1999 through December 31, 2002.  SoCalGas further recommends the BCAP gas demand be based on its forecasts for 1999.

 ORA and SoCalGas use econometric models to forecast gas demand to the residential, commercial core, industrial core and the industrial/commercial non-core classes of service.  The econometric models used by ORA and SoCalGas model historic gas consumption as a function of weather, gas prices, economic conditions in the service area, and energy efficiency indexes.  SoCalGas tracks changes in economic conditions in its service area with indexes of employment by Standard Industrial Classification (SIC) codes.  The models are estimated with monthly observations from January 1980 through December 1997.  SoCalGas relies on inherently non-linear models for the residential, commercial core, and industrial core sectors.  ORA, on the other hand, utilized linear models to forecast gas demand to these sectors.  For the non-core commercial/industrial sector ORA and SoCalGas relied upon log-linear models.

A summary of ORA’s recommendations are summarized below:

ORA recommends a forecasted average year heating degree days of 1358.  SoCalGas recommends an average year heating degree days of 1222.

ORA forecasts residential gas demand of 263,040 (Mdth) while SoCalGas forecasts residential gas demand of 254,642 (Mdth).  ORA’s forecast exceeds SoCalGas’ forecasts by 3.29 percent.

ORA forecasts G-10 gas demand of 78,689 (Mdth).  SoCalGas forecasts G-10 gas demand of 79,084 (Mdth).  This is a difference of less than one percent.  

ORA and SoCalGas forecast G-20 gas demand of 4,686 (Mdth).

ORA and SoCalGas forecast gas air conditioning demand of 121 (Mdth) and gas engine demand of 1,604 (Mdth).

ORA forecasts total core gas demand of 348,140 (Mdth) while SoCalGas forecasts total core gas demand of 340,137 (Mdth).  ORA’s total core gas demand forecast exceeds SoCalGas’ forecast by 2.35 percent.

ORA forecasts non-core commercial/industrial G-30 gas demand of 147,018 (Mdth).  SoCalGas forecasts G-30 demand of 146,960 (Mdth).  A difference of less than one percent.

The ORA and SoCalGas demand forecasts are net of DSM impacts and gas demand migration from SoCalGas to the City of Vernon.



  Heating Degree Days

A key factor explaining historic gas demand is the number of heating degree days.  SoCalGas divides its service territory into six different climate zones.  Historic heating degree days are collected from each climate zone.  To arrive at consolidated heating degree days in its service area SoCalGas weights heating degree days in each zone by the number of customers in the respective climate zone.  SoCalGas argues that weather stations in SoCalGas’ urban areas have been reporting a warming trend.  To account for this warming trend SoCalGas regresses the annual number of heating degree days on time.  The regression was performed over the period 1950 through 1997.  Based on this regression result SoCalGas then forecasts 1,222 heating degree days for the 1999 BCAP period.

ORA, on the other hand, forecasts the number of heating degree days for the BCAP period based on a 20 year average of past heating degree days.  Based on this  20 year average, ORA forecasts 1358 heating degree days for the BCAP period.  The standard deviation of the 20 year average is 166. ORA’s cold year heating degree day is 1.95 standard deviation from the historic mean.  This yields a cold year heating degree day of 1,682.   The majority of California’s electric and gas utilities (Pacific Gas and Electric, San Diego Gas and Electric, Southern California Edison) rely upon historical averages to arrive at forecasted heating and cooling degree days.  SDG&E, for example, utilizes a 15 year historical average of past heating degree days to arrive at forecasted heating degree days.  



3.3   Economic Activity Assumptions

	In addition to weather, i.e. heating degree days, gas demand is also a function of economic activity in the SoCalGas service area.  SoCalGas tracks economic activity in its service area with various SIC level indexes of employment.  These service area- specific indexes of employment, in turn, are driven by national indexes of employment, industrial production, and other measures of aggregate economic activity.  To establish a relationship between historic service area employment and national measures of economic activity SoCalGas regresses historic service area employment against various national measures of economic activity.

	Table 3-1 compares SoCalGas’ forecasts of national employment to those taken from the December 1998 Data Resources Incorporated/McGraw-Hill, Review of the U.S. Economy.

	

�

Table 3-1

National Indexes of Employment Growth

(Percent Change)

SIC Code/Year�SoCalGas�DRI ��SIC20����2000�-0.01�-1.14��2001�-0.22�-0.91��2002�-0.12�-0.24��SIC24����2000�-0.27�-0.39��2001�0.48�-0.94��2002�1.64�1.44��SIC25����2000�-1.35�-2.34��2001�-0.79�-3.21��2002�0.57�-1.25��SIC27����2000�-0.87�-1.75��2001�-0.74�-1.24��2002�-0.07�-0.60��SIC28����2000�0.37�-1.02��2001�0.36�-0.22��2002�0.56�0.00��SIC29����2000�-2.30�-2.48��2001�-2.34�-3.40��2002�-2.44�-1.75��SIC32����2000�-0.57�-2.22��2001�-0.19�-1.33��2002�0.75�0.56��SIC33����2000�0.15�-1.38��2001�0.28�-1.55��2002�1.73�1.08��SIC34����2000�-0.07�-1.42��2001�0.81�-1.29��2002�1.97�1.23��SIC36����2000�0.43�-5.28��2001�0.67�-1.36��2002�1.28�0.95��SIC37����2000�-0.94�-3.75��2001�-1.39�-7.65��2002�0.26�-0.90��SIC38����2000�-1.03�-3.64��2001�-0.78�-2.46��2002�0.00�-0.43��

Sources: SoCalGas Response to ORA Data Request No 18, Questions 1-7, January 11, 1999,

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

	   1998.



	For most of the employment series shown in Table 3-1, the SoCalGas and DRI forecasts are similar.  As a result, ORA has utilized SoCalGas’ employment forecasts in developing its gas throughput projections.



   Throughput

3.4A   Residential Throughput

	SoCalGas models residential gas demand as a function of weather, average real (constant dollar) gas rates, space heating energy efficiency indexes, and seasonal effects.  The space heating efficiency indexes are included in the model to account for improving heating efficiencies over time.  Specifically, SoCalGas estimates econometric models for five residential sub-sectors: single-family, premise2, premise3, sub-meter, and master-meter.  The models are estimated with monthly observations from January 1980 through December 1997.  The same inherently non-linear functional form is utilized for each of the sub-sectors.

	ORA also models residential gas demand as a function of heating degree days, space heating energy efficiency indexes, real gas rates, and seasonal effects.  Unlike SoCalGas, however, ORA develops linear models of gas demand for single-family, premise2, premise3, and multi-family sub-sectors.  ORA combines the master-meter and sub-meter classes of service to form the multi-family residential sub-sector.  ORA’s models also include a correction for first-order auto-correlation.  As did SoCalGas ORA estimates its models with monthly observations from January 1980 through December 1997.

	Both the SoCalGas and ORA residential gas demand models yield similar results.  Table 3-2 compares the estimated price elasticities derived from the SoCalGas and ORA models.



Table 3-2

ORA and SoCalGas Price Elasticities

Sector�SoCalGas�ORA

��Single-Family�-0.1117�-0.1238��Premise 2�-0.1192�-0.1265��Premise 3�-0.0763�-0.1043��Master-Meter�-0.0770�N.A.��Sub-Meter�-0.3446�N.A��Multi-Family�N.A�-0.0424������Source: Southern California Gas Company, Biennial Cost Allocation Proceeding,Workpapers,

October 1998, Volume I, p. 21.

	For the year 2000 ORA projects total residential gas demand of 262,071 (Mdth) while SoCalGas forecasts residential gas demand of 258,649 (Mdth). A difference of 1.32 percent.  For 2001 and 2002 ORA forecasts total residential gas demand of 262,762 (Mdth) and 264,261 (Mdth), respectively.  For these years SoCalGas projects residential gas demand of 260,230 (Mdth) and 262,191 (Mdth), respectively.  ORA’s average residential gas demand for the entire 2000-2002 BCAP period is 263,040 (Mdth).  ORA’s average residential BCAP demand forecast exceeds SoCalGas’ 1999 forecast by 3.29 percent.  



3.4.B.  Commercial Core

	SoCalGas models commercial core gas demand as a function of space and non-space heating efficiency indexes, heating degree days, real average commercial core gas rates, employment, and seasonal effects,  The energy efficiency indexes capture energy efficiency improvements over time while employment is included to capture changes in economic conditions in the SoCalGas service area.  An inherently non-linear model is estimated for 14 commercial core sub-sectors:  Office, Restaurant , Retail, Laundry, Wholesale, Schools, College, Health, Lodging, Miscellaneous, Government, Transportation, Construction, and Agriculture.  SoCalGas’ commercial core model also includes several sector specific binary variables.  These variables are included to capture structural shifts in that particular sector’s gas demand.  As in the case of the residential sector, the commercial core econometric model is estimated with monthly observations from January 1980 through December 1997.  

	Commercial core gas engine load and gas engine use along with commercial G-20 load are forecasted separately.

	ORA also models commercial core gas consumption by sector as a function of space and non-space heating efficiency indexes, real gas rates, employment and seasonal effects along with sector-specific dummy variables.  Unlike SoCalGas, ORA utilized a set of 14 linear models estimated with monthly observations from January 1980 through December 1997.  ORA’s commercial core models also include a correction for first order serial correlation.

	Table 3-3 reports SoCalGas’ estimated price and employment elasticities for each of the 14 commercial core sectors.

�

Table 3-3

SoCalGas Commercial Core Price and

Employment Elasticities

Sector�Price Elasticity�Employment Elasticity��Office�-0.241�0.840��Restaurant�-0.498�1.164��Retail�-0.362�0.728��Laundry�-0.187�1.180��Warehouse�0.000�0.283��Schools�-0.268�0.000��College�0.000�0.469��Health�-0.104�0.000��Lodging�0.000�0.505��Miscellaneous�-0.104�0.000��Government�0.000�1.158��TCU�-0.939�0.000��Construction�0.000�0.000��Agriculture�-0.460�0.000��Source: Southern California Gas Company, Biennial Cost Allocation Proceeding, Workpapers, 

October 1998, Volume I, p. I-12.

�

	For some of the sectors shown in Table 3-3 either the price or the employment variable was constrained to zero.  SoCalGas explains that  “The price (and employment) terms were constrained to zero if the estimated coefficients were of the wrong sign or if the estimated value was statistically insignificant thereby making it difficult to converge the model.” (SoCalGas Response to ORA Data Request No.5., Questions 6 and 7, November 9, 1998)

	Table 3-4 shows ORA’s price and employment elasticities for each of the 14 commercial core sectors.



Table 3-4

ORA Commercial Core Price and

Employment Elasticities

Sector�Price Elasticity�Employment Elasticity��Office�0.000�1.0929��Restaurant�-0.1240�0.9210��Retail�-0.1317�0.0000��Laundry�-0.1353�0.5202��Warehouse�0.0000�0.0824��Schools�0.0000�0.8787��College�0.0000�0.8749��Health�-0.1060�0.0825��Lodging�-0.0542�0.56000��Miscellaneous�-0.1378�0.0000��Government�0.0000�1.6739��TCU�-0.2549�0.0000��Construction�-0.1790�0.0000��Agriculture�-0.3215�0.0000���

	As did SoCalGas, ORA constrained some of the price and employment terms to zero.  In cases where ORA’s models generated coefficients with incorrect signs on price or employment, the coefficients were dropped from the regression.

	Under average weather conditions, SoCalGas forecasts total commercial core gas demand of 64,584 (Mdth) in 1998 and 67,039 (Mdth) in 1999.  This includes 1,879 (Mdth) of G-20 usage along with gas air conditioning and gas engine demand.  Since SoCalGas is recommending the of 1999 gas demand for this BCAP it does not present commercial core demand forecasts for 2000, 2001, and 2002.  For 2000 ORA forecasts commercial core gas demand of 67,878 (Mdth).  For 2001 and 2002, ORA forecasts commercial core gas demand 68,417 (Mdth) and 69,047 (Mdth), respectively.  For the entire BCAP period, ORA forecasts commercial core gas demand of 68,447 (Mdth).  ORA’s commercial core forecast is 2.10 percent higher than SoCalGas’ recommended 1999 BCAP forecast.  ORA’s commercial core forecast includes SoCalGas’ projections of commercial core G-20 demand and its forecast of gas engine and gas air conditioning use.



3.4.C Industrial Core

	Similar to the commercial core, SoCalGas models industrial core gas demand of function of heating degree days, constant dollar gas rates, employment, time, and seasonal impacts.  The time variable is included as a proxy for improvements in energy efficiency over time.  An inherently non-linear functional form is estimated for eleven sectors: Mining, Food, Textiles, Wood and Paper, Chemicals, Petroleum, Stone, Primary Metals, Fabricated Metals, Transportation, and Miscellaneous.  SoCalGas also includes several sector-specific dummy variables.  These dummy variables are designed to capture industry-specific structural shifts in gas demand.  The model is estimated with monthly observations from January 1980 through December 1997.

	ORA also models industrial core gas demand as a function of heating degree days, constant dollar gas rates, employment, time, seasonal effects and industry specific dummy variables.  Unlike SoCalGas, however, ORA relied upon a linear model for each of the eleven industrial core sectors.  ORA’s models were estimated with monthly observations from January 1980 through December 1997.  ORA’s models also include a correction for first order serial correlation.

	Table 3-5 reports SoCalGas’ estimate price and employment elasticities for the eleven industrial core sectors.

Table 3-5

SoCalGas Industrial Core Price and

Employment Elasticities

Sector�Price Elasticity�Employment Elasticity��Mining�0.000�0.820��Food�-0.144�0.750��Textiles�-0.236�0.314��Wood/Paper�0.000�0.597��Chemicals�-0.110�0.560��Petroleum�-0.397�0.000��Stone�0.000�0.900��Primary Metal�0.000�0.647��Fabricated Metal�-0.167�0.396��Transportation�0.000�0.724��Miscellaneous�-0.135�0.745��

Source: Southern California Gas Company, 1998 Biennial Cost Allocation Proceeding, Workpapers, October 1998,  Volume I, p. II-12.

�	Similar to the commercial core sector, SoCalGas has constrained several of the price and employment coefficients to zero in certain of the industrial core sectors.  In response to an ORA data request, SoCalGas explained that: “The price or [employment] terms were constrained to zero if the estimated coefficients were of the wrong sign or if the estimated value was statistically insignificant thereby making it difficult to converge the model.” (SoCalGas response to ORA Data Request, No.5., Questions 14 and 15, November 9, 1998)

	Table 3-6 shows ORA’s estimated price and employment elasticities for the industrial core sector.

Table 3-6

ORA Industrial Core Price and 

Employment Elasticities

Sector�Price Elasticity�Employment Elasticity��Mining�0.000�1.670��Food�0.000�0.467��Textiles�-0.184�0.322��Wood/Paper�0.000�0.469��Chemicals�-0.079�0.520��Petroleum�-0.285�0.000��Stone�-0.015�0.784��Primary Metals�-0.075�0.935��Fabricated Metals�-0.031�0.582��Transportation�0.000�0.755��Miscellaneous�-0.103�0.784��

�Similar to the approach adopted by SoCalGas, ORA also constrained several of the price and employment coefficients with the incorrect signs to zero.

	Under average weather conditions SoCalGas forecasts industrial core gas demand of 18,689 (Mdth) in 1998 and 18,456 (Mdth) in 1999.  These forecasts also include G-20 gas demand of 2,807 (Mdth).   Since SoCalGas recommends the use of forecasted 1999 gas demand for purposes of this BCAP, SoCalGas does not report industrial core gas demand for 2000, 2001, and 2002.  Under average year heating degree days, ORA forecasts industrial core gas demand of 16,885 (Mdth) for 2000, 16,624 (Mdth) for 2001, and 16,448 (Mdth) for 2002.  ORA’s average industrial core BCAP forecast is 16,652 (Mdth) for the 2000-2002 BCAP period.  This includes industrial core G-20 gas demand of 2,807 (Mdth).  ORA’s industrial core forecast is 9.77 percent lower than SoCalGas’ industrial core forecast.



3.4.D Commercial/Industrial Non-Core

	SoCalGas models non-core commercial/industrial (G-30) gas demand as a function of employment lagged six months, nominal (current dollar) gas rates, a dummy variable capturing core to non-core migration, and December dummy variable.  The average gas rate is calculated from the sum of the California Border Spot Price plus a transportation rate. Historically, the average transport rates is determined by dividing transportation revenues by recorded throughput. The model is estimated with monthly observations from January 1992 through May of 1998.  Unlike the residential, commercial and industrial core sectors, SoCalGas relied on a straight forward log-linear model.

	The use of nominal gas rates for the commercial/industrial non-core sector is a departure from the approach utilized in the residential, commercial core, and industrial core sectors.  Recall, that for those sectors SoCalGas utilized constant dollar gas rates.  SoCalGas argues that the use of nominal gas rates is appropriate because: “The noncore commercial/industrial regression model was based upon data from January 1982 through May 1998.  During this time the annual percentage changes in the Consumer Price Index (CPI) were as follows: 3.6% (1992), 2.5% (1993), 1.0% (1994), 0.8% (1995), 2.4% (1996), 1.8% (1997), and 2.2% up to May (1998).  Since these changes were fairly small and stable, the use of nominal gas rates in forecasting gas demand will not make much difference as compared to using real gas rates.” (SoCalGas response to ORA Data Request, No.8, Question 5, November 30, 1998)

	Table 3-7 reports SoCalGas’ estimated price and employment elasticities for the commercial/industrial non-core sector.

Table 3-7

SoCalGas

Commercial/Industrial Non-Core

Price and Employment Elasticities

�Price Elasticity�Employment Elasticity��Commercial/Industrial�-0.073�0.411������	ORA also models commercial/industrial non-core gas demand as a function of lagged employment, gas prices, a core/non-core migration dummy, and a December dummy variable.  In contrast to SoCalGas, ORA’s model relies upon constant dollar gas rates.  To arrive at constant dollar commercial/industrial gas rates ORA deflated historic and forecast estimates of nominal gas rates by the Consumer Price Index.  ORA’s model adopts SoCalGas’ convention of lagging employment by six months.  ORA utilized a log-linear functional form and estimated the model with monthly observations from January 1992 through May 1998.  ORA’s commercial/industrial model also includes a correction for first order serial correlation.

	ORA obtained results which are very close to SoCalGas’.  Table 3-8 shows ORA’s estimates of price and employment elasticities.

�

Table 3-8

ORA

Commercial/Industrial Non-Core

Price and Employment Elasticities

�Price Elasticity�Employment Elasticity��Commercial/Industrial�-0.073�0.392��



	For 1998 and 1999 SoCalGas forecasts commercial/industrial non-core gas demand of 148,712 (Mdth) and 146,960 (Mdth), respectively.  These forecasts include 46,267 (Mdth) of refinery load.  SoCalGas does not report commercial/industrial non-core gas demand for 2000, 2001, and 2002.  For 2000 ORA forecasts G-30 gas demand of 146,599 (Mdth).  In 2001 and 2002 ORA forecasts commercial/industrial non-core gas demand of 147,010 (Mdth) and 147,445 (Mdth), respectively.  ORA’s G-30 forecast also includes SoCalGas’ projections for refinery load.  For the BCAP test period ORA’s average G-30 gas demand is 147,018 (Mdth).  This represents a decline of 2.45 percent from 1997 actual G-30 gas demand.  ORA’s G-30 average BCAP gas demand is less than one percent different than SoCalGas’s 1999 BCAP forecast.



  Conclusion

	This chapter has presented ORA’s and SoCalGas’ econometrically derived forecasts of gas demand.  ORA and SoCalGas develop models of gas demand which are a function of weather, gas rates, economic conditions in the SoCalGas service area, and seasonal effects.  For the residential, commercial core, and industrial core classes of service SoCalGas relies upon inherently non-linear models.  ORA, on the other hand, models gas demand to these classes with linear models.  In the case of the commercial/industrial classes of service both ORA and SoCalGas relied upon log-linear models.



�CHAPTER 4

NON-ECONOMETRIC THROUGHPUT

 Laura Manina and Dexter Khoury



4.1	Summary

This chapter sets forth the recommendations of ORA regarding the throughput forecast for: 1) exchange contracts; 2) the enhanced oil recovery (EOR) market; 3) wholesale customers; 4) the electric generation (EG) loads; and the loads of DGN and Rosarito.   ORA also comments on the gas price forecast of SoCalGas in this chapter.  The final section of this chapter presents the EOR and exchange revenue forecasts.   

A summary of ORA's throughput forecast discussed in this chapter as compared to the SoCalGas forecasts are as follows:



     				ORA		   		SoCalGas (update) 

Exchange�    9 MMdth�    9 MMdth��EOR�  49�  49 ��Wholesale��  94�  94  ��EG�230�202  ��Cogeneration�  85�  84��SDG&E UEG�  48�  44 ��DGN�    5�    3.6��Rosarito adjustment�  25�   (5) ��



The differences shown above are predominantly driven by the different forecasting methodologies.  SoCalGas proposed using a 1999 test year forecast for purposes of predicting throughput behavior over the BCAP period, while ORA uses a three year average of the years 2000-2002 to develop its throughput forecasts for the BCAP period.  The primary difference between the SoCalGas and ORA forecasts for non-econometric throughput is in the area of electric generation.  



4.2 	Exchange Demand 

 The exchange forecast represents the volumes for exchange service provided by SoCalGas to its customers that have gas purchase/ exchange contracts.  Exchange volumes are transacted under the California producer exchange contracts, the Master Exchange Agreement (MEA), or the Southwest Exchange Gas Delivery Agreement (SEGDA).

By matching the customer-specific exchange supply estimates with the customer’s end-use requirements, and utilizing historical trends and market information, forecasts are estimated.  The SoCalGas’ forecasted exchange demand is a reasonable proxy for the average exchange throughput level over the 2000-2002 period.

									

4.3	Enhanced Oil Recovery Demand

ORA reviewed and accepts SoCalGas' forecast of 49 MMdth for enhanced oil recovery (EOR) throughput.  This estimate is the sum of EOR steaming and cogeneration demand and represents a demand that is 26 MMdth lower than recorded 1997 EOR usage.    



EOR steaming�35.4 MMdth��EOR cogeneration�13.4��Total EOR�48.9��

EOR steaming usage is forecasted to be 16 MMdth lower than recorded 1997 because of the reduction in contract quantities specified in one of the long-term contracts.   EOR cogeneration gas transportation usage is forecasted to be 10 MMdth lower than recorded 1997 throughput levels because one customer shut in its EOR production in mid-1998 and the other customer is not expected to dispatch cogeneration loads due to uneconomic operations.  



�4.4	Wholesale Demand

SoCalGas' wholesale loads include the cities of Long Beach and Vernon,

portions of the Southwest Gas load and SDG&E's core and non-core load.  The SDG&E UEG throughput is included in the Electric generation chapter.  The only difference between ORA’s and SoCalGas’ wholesale forecasts is a small difference in the Vernon load.  ORA forecasted the Vernon loads for years 2000-2002 using SoCalGas’ growth projections.  This raises the throughput from a 2.5 MMdth estimate of SoCalGas to the estimate of 2.75 MMdth for ORA.  



A summary of ORA's recommendations in shown below:



Long Beach�8  MMdth��City of Vernon�3��Southwest Gas�6��SDG&E Core�51��SDG&E non-core�26��TOTAL�94��



4.5	Electric Generation Demand

SoCalGas' electric generation loads (EG) include those of the Los Angeles Department of Water and Power, the cities of Burbank, Glendale, Pasadena, and Anaheim, the Imperial Irrigation District, plants formerly owned by SCE, and SDG&E.



			 ORA                                    SOCALGAS

EG�230 MMdth�202 MMdth��SDG&E�48�44��



The differences shown above are predominantly driven by the different forecasting methodologies.  SoCalGas proposed using a 1999 test year forecast for purposes of predicting throughput behavior over the BCAP period, while ORA uses a three year average of the years 2000-2002 to develop its throughput forecasts for the BCAP period.   

ORA reviewed the following throughput levels for the following combinations of electricity demand and gas prices:  

CEC’s ER 96 Electricity Demand with SoCalGas year 1999 gas prices

CEC’s ER 96 Electricity Demand with SoCalGas year 2000 gas prices

CEC’s Outlook 98 Electric Demand with SoCalGas year 1999 gas prices

CEC’s Outlook 98 Electric Demand with SoCalGas gas prices for years 2000-2002



ORA utilized the results from the fourth case.  This represents the most current demand forecast from the CEC over the BCAP period, and SoCalGas’ price forecast over the BCAP period.  SoCalGas’ analysis used 1999 demand and gas prices.  ORA’s BCAP period analysis is superior to SoCalGas’ test year analysis and better represents the BCAP period.    

Based upon current market conditions, the border prices appear to be high, so ORA could argue for lower gas prices.  However, sensitivity runs performed by the utility in ORA DR #3 would suggest that the throughput is not significantly sensitive to the gas price parameter in this particular model.  

The Multisym model was used to forecast the loads of the remaining EG customers, except for the small cogeneration customers.   The Multisym model, developed by Henwood Energy Services (HESI), is an hourly chronological model, and it forecasts the loads of the EG and large cogeneration customers. This model analyses the western electric market known as the Western Systems Coordinating Council.  Operating characteristics, as adopted by various regulatory bodies, are the foundational inputs to the model.  Plant closures, changes to must run status, unexpected bidding behaviors, and withheld supplies were not assumed in this forecast because more information is needed to accurately portray these phenomenon in the model.



Non-cogeneration EG demand

The comparative results from the model are shown below: 



				ORA				SoCalGas

SDG&E EG�48�46��EG�230�220��Total�278�266��

Differences are due to ORA's use of year 2000-2002 gas price and updated 1998 CEC electric demand data.  ORA's methodology produces results that better represents the BCAP period. 



Cogeneration Demand

The forecast of cogeneration demand for small cogeneration was prepared separately from the twenty one large cogeneration customers that were modeled by Multisym.  The results are shown below: 



The forecast for average year demand

				ORA				SoCalGas

Large cogen�55�54��Small cogen�30�30��Total�85 �84��



Large cogeneration

Demand for three of the large, must-run cogeneration customers was forecasted using historical averages, while the remaining 18 customers' usage was based upon Multisym model results.  Heat rates and capacities were modeled identically for ORA and SoCalGas.  Three year demand and gas price modeling as opposed to the 1999 test year model runs resulted in a 1 MMdth increase in throughput.  



Small cogeneration

The forecasted gas usage for small cogeneration customers is .6 MMdth lower than recorded 1997 throughput.  These customers have installed equipment primarily to generate electricity for their own use. The forecast is broken down further into two categories:  1) below 2 MW capacity customers and 2) greater than 2 MW, but less than 20 MW, capacity customers. The latter group of 25 customers are reviewed individually. The 169 customers with generating capacities below 2 MW customers, on the other hand, are aggregated by standard industrial codes with sampled heat rates and capacity factors.   

ORA adopts SoCalGas' forecast for small cogeneration customers as reasonable for the BCAP period forecast.  



4.6	Exchange and EOR Revenues

A.	Exchange  Revenue

Exchange revenue is the revenue generated from the transportation of gas by SoCalGas under exchange agreements with other parties.  The revenue forecast is developed by multiplying the forecasted exchange demand by the forecasted exchange rate for each specific end use location (as identified in the relevant contract).

Most contract rates are based on monthly border prices adjusted by conditional tariff rates and exchange fees that are unique to each delivery point or end use location.  Where applicable, the forecast of monthly border prices was utilized in the calculation.

$000				

Ca producer exchange� 1034��MEA exchange�   152��SEGDA exchange� - 878��TOTAL�   308��

ORA accepts SoCalGas's forecasted exchange revenues as reasonable for the BCAP period.



B.	EOR Revenues 

The average annual revenues from the EOR market are forecasted to be

$23,860,000 over the BCAP period.  The breakdown shows $5.7 million from EOR steaming and $18.1 million from EOR cogeneration.  Once adjusted for short run marginal costs, EOR revenues are allocated 95% to the ratepayers as a revenue requirement credit.  On the basis of equal cents per marginal costs, they become credits for the core and non-core ratepayers.  



4.7	Rosarito and DGN Throughput Forecasts

This section presents ORA’s throughput estimates for Rosarito and Mexicali (DGN) for the years 2000, 2001, and 2002.  ORA uses these throughputs in the revenue allocation process and in allocating exclusions costs.  As mentioned in Chapter 1 and Chapter 4A, ORA proposes using an average of throughputs for the three year BCAP cycle.  Natural gas transportation service to Rosarito is scheduled to start later this year or early in 2000.  ORA has used the estimates presented by SDG&E Witness Douglas P. Hansen as set forth in the workpapers for his testimony on the proposed International Border (IB) tariff. (Hansen Workpapers, sheet 2 of 4)  For Mexicali throughputs, ORA has used the estimate provided by SoCalGas in response to ORA Data Request No. 12.  Chart 4-1 below contains ORA’s throughput forecast for Rosarito and Mexicali (DGN).  

ORA will address SoCalGas’ Schedule IB service revenue credit proposal in its testimony on SDG&E’s BCAP.



�

Chart 4-1

Rosarito and Mexicali (DGN) Forecast���(MMdth)����2000�2001�2002�3 year average��Rosarito�17.34�26.96�30.51�24.94��Mexicali�4.49�5.10�5.62�5.07��Total�21.83�32.06�36.13�30.01��	



TABLE 4

COMPARISON SUMMARY OF GAS THROUGHPUT 



�ADOPTED�SoCalGas�SCG UPDATED�ORA���1996 BCAP�1999 proposal�1999 proposal�3yr avg Proposal��Core (MMdth) ������   residential�266.7�254.7�254.7�263.02��   G-10�83.9�79.1�79.1�78.56��   G-20�5.1�4.7�4.7�4.7��   Gas engine�0.4�0.1�0.1�0.12��   Gas A/C�2.5�1.6�1.6�1.6��Subtotal Core�358.6�340.2�340.2�348.0��������Non-Core (MMdth) ������   Commercial/Industrial G30+refinery-vernon�122.4�146.96�147�147��   EG��281.4�304.164�285.4�315.5��   SDG&E��108.3�117.791�116.3�                  125.0��   Long Beach�6.5�7.8�7.8�7.8��   SWG�8.7�9.2�9.2�9.2��   Vernon��2.5�2.5�2.75��   DGN��3.6�3.6�5.1��   Rosarito ����25.��Subtotal Non-Core�527.3�592.015�571.7�637��TOTAL GAS DEMAND �885.9�932.215�911.9�985��

�CHAPTER 5

TRANSMISSION AND STORAGE 

RESOURCE PLANS AND RELATED ISSUES



Jean T. Jarjoura



5.1	Summary

This chapter presents ORA’s analyses and recommendations regarding: 1) SoCalGas’ transmission and storage resource plans; 2) the storage withdrawal capacity reserved for the core; and  3) the Noncore Storage Balancing Account (NSBA).  ORA did not address the storage resource plan because of the recommendation to eliminate the NSBA and to grant SoCalGas flexibility in managing its storage facilities.

The following are ORA’s recommendations:

Retain the transmission resource plan adopted by the 1996 BCAP decision adjusting it only for the completed projects.  This results in a $73.2 million resource plan investment;

Maintain the existing core reservation for storage withdrawal capacity of 1985 MMcfd and do not increase the allocation of core withdrawal capacity by 97 MMcfd as recommended by SoCalGas; and,   

Eliminate the Noncore Storage Balancing Account and grant SoCalGas flexibility in managing its storage facilities.

 

5.2 	Transmission Resource Plan 

SoCalGas’ transmission resource plan is based on the simulation of transient gas flow of its transmission system to meet the demand expected during an extreme peak day (EPD) condition and during a firm service day design criteria.  The transient gas flow simulation was performed for the years 1999 and 2013.  SoCalGas determined that only $18 million in total capital expenditures is needed for the transmission system for the next 15 years.  SoCalGas claims that this amount is reasonable.  The 1996 BCAP decision adopted a resource plan of  $88.52 million.  Since the last BCAP, SoCalGas has invested $15.26 million in projects identified in the last resource plan.  It claims that an additional $54.5 million for projects identified in the last plan are no longer needed because the gas demand forecast used in this BCAP is much lower than that used in the 1996 BCAP.  

	The current BCAP schedule does not provide sufficient time for ORA to develop a independent transmission and storage resource plan.   While ORA had planned to evaluate past expenditures associated with the transmission system to develop the cost of a resource plan covering the next 15 years, information requested on December 30, 1998  was not received in time to perform a detailed analysis and to develop the expenditures for the transmission resource plan.

	ORA recommends that the 1996 BCAP resource plan, adjusted for the completed projects, be adopted for this BCAP.  Table 5-1 shows the adopted resource plans for the past three BCAPs and the extent to which the plans were replaced or changed.

Table 5-1

Comparison of Transmission Resource Plan

($million)
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ORA’s recommendation is based on the fact that SoCalGas has been reducing the cost associated with its transmission resource plan since 1993, which contrasts in comparison to the historical expenditures.  In its 1996 BCAP application, the Utility claimed that $55.9 million of projects included in its 1993 BCAP were cancelled or extended beyond the 15 year planning horizon of the 1996 BCAP.   In its 1999 BCAP application, SoCalGas also claims that an additional $54.5 of projects are no longer needed for the 15 year planning horizon of this BCAP.  The Company’s long-term forecast of the gas demand has also been declining in the past few BCAPs.  The cold year forecast of annual demand for the year 2013 was reduced from 1275  to 1170 BCF between the 1996 and 1999 BCAPs.  However, a cursory review of the recorded data reveals that the expenditures on resource plan type projects totaled $194 million between 1986 and 1997.  The $18 million transmission resource plan proposed by SoCalGas for the 15 year period is less than 10 percent of the $194 million recorded expenditures for the most recent 12 year period.  This huge difference suggests that the transmission resource plan proposed by SoCalGas in this BCAP is highly questionable.  

Based on the above discussion, ORA recommends at a minimum that a $73.27 million resource plan be adopted for this BCAP.  This amount represents the 1996 BCAP resource plan adjusted downward for those projects that have been completed.



 5.3 	Core Reservation of Storage Withdrawal Capacity 

 SoCalGas proposes to increase the core’s firm withdrawal capacity from 1985 to 2082 MMcfd.  SoCalGas proposes no change to the adopted 1996 BCAP allocations of 70 Bcf of inventory and 327 MMcfd of injection capacity to the core or the capacities associated with the balancing service.

SoCalGas’s proposal to increase the allocation of firm withdrawal capacity by 97 MMcfd has no basis.  The only reason advanced by SoCalGas for this increase is the assumption that the core would increase its withdrawal capacity proportionally to its forecasted increase in peak demand from the 1996 BCAP to the 1999 BCAP.  SoCalGas did not perform any cost/benefit analysis to determine whether it is cheaper to use flowing supplies to meet this forecasted increase in core peak demand.  The forecast increase in core peak demand may or may not occur, and it is far more expensive to pay for an additional 97 MMcfd of capacity day in and day out for the entire BCAP period than to pay for 97 MMcfd of flowing supplies for one or two days if the demand materializes.  In the absence of any cost/benefit analysis supporting this costly alternative, SoCalGas’ proposal should be rejected.  ORA, therefore, recommends that the core firm storage withdrawal capacity remain at the 1985 MMcfd adopted in the 1996 BCAP.  



5.4	Elimination Of Noncore Storage Balancing Account

The Commission began to examine the issue of underground storage in 1987 as part of establishing new regulatory framework for the natural gas utilities in California.  The Commission initially authorized a pilot program for storage banking for noncore customers and for utility electric generation (UEG) customers of SoCalGas.  In D.93-02-013, the Commission authorized SoCalGas to implement a permanent unbundled storage program for its noncore customers.  While this decision unbundled noncore storage costs, the storage capacity reserved for the core remained bundled in core rates.  Balancing account protection was provided by the core fixed cost account (CFCA).  The cost associated with the storage capacity reserved for the load balancing service was also kept bundled and is currently allocated to core and noncore rates.  The cost of the remaining capacity was unbundled and is now offered to the noncore and marketers at market-based rates.  The cost of unsubscribed storage capacity and the difference between the cost and revenue of the subscribed unbundled storage capacity are classified as a transition costs.  These transition costs are recovered from core and noncore customers on an equal cents per therm basis and are subject to 100% balancing account protection through the Noncore Storage Balancing Account (NSBA).

The existing storage program provides almost complete risk protection and exposes SoCalGas only to two minimal risks.  The first is 25% of over or under recovery of the difference between the forecasted and actual revenues associated with the subscribed noncore storage service.  The second is 100% of the revenue shortfall associated with new facilities to expand existing storage to meet obligations under new contracts for storage service.  The issue of how to allocate revenue from a new storage contract between the expanded and existing facilities was raised in the last BCAP.  The Commission, in D.97-04-082, required SoCalGas to credit back any revenues from new storage contracts in excess of its expansion capacity to the Storage Transition Cost Account.  

In this BCAP application, SoCalGas proposes to retain the NSBA.  It notes that the Global Settlement is silent on this issue for the period following the Global Settlement.  The Company claims that the Gas Industry Restructuring (GIR) proceeding is the appropriate place to address this issue.  SoCalGas restates the comments it filed in response to the GIR where the Division of Strategic Planning recommended the elimination of the NSBA. 

SoCalGas goes on to argue that if it were placed at risk for unbundled storage, regular daily balancing would be necessary and that it could only afford to provide customers the amount of balancing they have paid for each day.

ORA first recommended the elimination of the NSBA in SoCalGas’ PBR proceeding.   SoCalGas opposed that proposal because it would have violated the terms of the Global Settlement.  This rational is no longer valid since the Global Settlement is expiring.  While acknowledging that PG&E has placed its unbundled storage at risk, SoCalGas now argues that the GIR is the place to address this issue because the Commission needs to evaluate the risks and flexibility needed for the utility’s storage operation compared to that of a third party independent storage operations such as Wild Goose.

ORA believes that the time has come to eliminate the NSBA.  The Global Settlement will expire on August 1, 1999, and the six years of balancing account  protection is no longer warranted.  

ORA recommends that the Commission eliminate the NSBA.  ORA also recommends that SoCalGas be given greater flexibility in pricing and marketing its storage services once its Montebello storage facility is sold.  Additionally, SoCalGas should be given the opportunity to consider the sale of other storage facilities such as Honor Rancho to mitigate the risk that may be created by the elimination of NSBA.
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CHAPTER 6

INTERSTATE CAPACITY AND ITCS



R. Mark Pocta



6.1	Summary

This chapter sets forth the recommendations of ORA pertaining to interstate pipeline capacity, including: 1) the appropriate reservation and costs of firm interstate pipeline capacity for core customers; 2) the allocation and costs associated with the Interstate Transition Cost Surcharge (ITCS) account; and 3) interstate refunds and the Transition Cost Recovery (TCR) surcharges on Transwestern.  

ORA recommends an interstate pipeline capacity reservation for core customers of 1,044 MMcfd, as compared to the SoCalGas estimate of 1,076 MMcfd.  The core reservation of 1,044 MMcfd is comprised of 300 MMcfd on Transwestern and 744 MMcfd on El Paso.  ORA’s proposed core reservation is consistent with the current core reservation adopted by the Commission in D.97-04-082.   The ORA estimate of core reservation costs is $127.9 million in 2000, $129.1 million in 2001, and $130.2 million in 2002.  The corresponding estimates for SoCalGas are $136 million in 2000, $137 million in 2001, and $132 million in 2002.  

ORA’s development of the ITCS component of noncore rates in this proceeding is consistent with the ORA recommendations contained in testimony filed on December 30, 1998 on the rehearing of the last SoCalGas BCAP.  ORA recommends that the allocation of ITCS accounts costs to core customers be eliminated in this BCAP, if the issue is not addressed in the rehearing proceeding.  

ORA recommends that Transition Cost Recovery (TCR) surcharges paid to Transwestern be recovered from all customers on an equal cents per therm basis.  ORA also recommends that all interstate refunds from El Paso, Transwestern, and PITCO be refunded or allocated back to customers in conjunction with the implementation of new BCAP rates.  The refund of these amounts should generally follow the method in which these interstate costs were initially allocated to customers.



6.2	Core Reservation

ORA recommends a core interstate capacity reservation of 1,044 MMcfd comprised of 744 MMcfd on El Paso and 300 MMcfd on Transwestern.  This recommendation is consistent with the current core reservation of 1,044 MMcfd adopted by the Commission in D.97-04-082.  SoCalGas recommends an increase in the core reservation to 1,076 MMcfd in the BCAP period.  

The reasons given by SoCalGas to justify the increase in the core reservation are without merit.  An increase to the core reservation only serves to increase the allocation of interstate reservation costs to core customers and decrease the allocation of the costs to noncore customers.  The Commission recognized the impact of any change to the core reservation in D. 97-04-082.  In that decision, the Commission stated: “we are concerned that the downward adjustment of the core reservation in this BCAP proceeding as proposed by ORA, TURN, Enserch, and Enron, would unfairly assign costs associated with core service to noncore customers.  San Diego’s proposal to increase the core reservation unfairly shifts noncore and wholesale customers’ capacity to SoCalGas’ core ratepayers.”   The same reasoning applies to the recommendation of SoCalGas to increase the core reservation in this BCAP, and supports the recommendation of ORA to maintain the current core reservation. 

The retention of the current core reservation recognizes the impending unbundling of interstate pipeline capacity for core customers, the desire of core aggregators to secure interstate capacity for its customers, and the evolving policies of the Commission on excess interstate pipeline capacity.  Both PG&E and SDG&E have unbundled interstate transportation costs from core customers transportation rates.  By contrast, core aggregators that serve core customers of SoCalGas are allocated a proportionate share of the SoCalGas core interstate reservation when procuring gas for its customers.  

In A.97-12-048, the Commission considered the unbundling of SoCalGas’ interstate pipeline transportation costs for core customers.  In D.98-12-071, the Commission dismissed the application on the basis that the passage of Senate Bill (SB) 1602 preempted its authority to require SoCalGas to implement its proposed program or any variation of it.  SB 1602 prohibits the Commission from enacting any gas decisions prior to January 1, 2000 which would open competitive markets or unbundle the rates, costs or services of gas utilities.  The interstate capacity costs of SoCalGas could be unbundled after January 1, 2000.  

The Commission had developed a record on various issues in the core unbundling proceeding.  The assigned Administrative Law Judge issued a proposed decision which would have resolved matters pertaining to core transportation unbundling.  An alternate decision was issued by Commissioner Knight in the proceeding.  Both decisions directed SoCalGas to release excess core capacity.  This excess core capacity would be capacity not required by SoCalGas for its procurement customers which arises as a result of core aggregators not using the portion of the core reservation previously dedicated to serving these requirements.  On this basis, a strong argument could be developed in this case to reduce the core reservation.  However, ORA recommends that the current core reservation of 1044 MMcfd be retained, and to address any cost allocation issues associated with core unbundling within the context of the proceeding that deals with core unbundling.     



6.3	Forecast Cost of Core Capacity

The ORA forecast for the core reservation costs associated with 1,044 MMcfd of mainline interstate capacity and approximately 200 MMcfd of Transwestern San Juan Lateral capacity is $127.9 million in 2000, $129.1 million in 2001, and $130.2 million in 2002.  The breakdown of the forecasts is set forth in Table 6-2.  The corresponding SoCalGas forecasts are $137 million in 2000, $137 million in 2001, and $132 million in 2002.  

The reasons for the different forecasts are :

ORA used a core reservation of 1,044 MMcfd as compared to the higher SoCalGas reservation of 1,076 MMcfd. 

ORA did not allocate the Transwestern interstate surcharges to the core as part of the core reservation, which was done by SoCalGas.  

ORA used a slightly different forecast of the base rate costs of Transwestern capacity, and allocates Transwestern Transition Cost Recovery (TCR) surcharge costs as discussed in Section 6.7. 

The total cost for all of SoCalGas interstate capacity (excluding surcharges) is estimated by ORA at $174.0 million in 2000, $175.7 million in 2001, and $177.2 million in 2002.  The corresponding SoCalGas estimate is $177 million in 2000, $178 million in 2001, and $174 million in 2002.  The differences in these figures are because the SoCalGas estimates include the cost of interstate surcharges and TCR costs on Transwestern, and the El Paso risk sharing credits, while the ORA forecasts exclude these costs.  



6.4	Allocation of ITCS

ORA recommends that the Commission modify the current allocation of ITCS in order to eliminate the allocation of ITCS costs to core customers.  This proposal is consistent with the recommendation of ORA in testimony submitted on December 30, 1998 in the Rehearing of D.97-04-082 granted by D.98-07-100. 

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, since the full reservation is only required on rare (one in thirty-five year) occasions.  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 for eliminating the allocation of ITCS costs to the core is that the noncore customers receive all of the benefits of both the capacity brokering program and SoCalGas’ interstate pipeline capacity step-downs.  The capacity brokering program gives the noncore access to market-based interstate pipeline capacity at prices which have historically been 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.  The core reservation will remain at the same 1,044 MMcfd level and the core will obtain no benefit from the capacity step-downs. 

 

6.5	Value of Brokered Interstate Capacity

SoCalGas estimates the market value of El Paso interstate capacity to be 15.4 cents per MMBtu with a 78% use-or-pay (UOP).  This equates to approximately 12.0 cents per MMBtu (or 34% of the as-billed El Paso rate) as the estimate of the value of brokered capacity.  This value is applied to the 374 MMcfd of remaining El Paso capacity (above the core reservation) that SoCalGas expects to broker to develop the forecast of ITCS.  The difference between the as-billed cost of the capacity and the market value is used to develop the ITCS forecast. ORA uses the same market value of capacity to the develop its forecast of ITCS but applies it to a higher amount of brokered capacity equal to 406 MMcfd.  This difference in the level of brokered capacity is due to different estimates of the core reservation.  The annual forecast ITCS is equal to $26.5 million in 2000 using ORA’s figures, while the corresponding SoCalGas estimate is $24.5 million.   



6.6	Amortization of ITCS

ORA forecasts a noncore ITCS amortization amount of $72.4 million to develop BCAP rates in 2000.  As described in Chapter 2, the ITCS component of noncore rates is intended to recover the total forecast ITCS and the assumed reallocation of interstate surcharges resulting from ORA’s recommendations in the BCAP rehearing proceeding.  Of the $72.5 million to be amortized in the year 2000, $26.5 million is attributable to the ITCS costs expected to be incurred during that year.  The balance is intended to recover the reallocated interstate surcharges and prospective Transwestern shared cost surcharges.  The amortization of interstate surcharges would be completed by the end of 2001, and in 2002 the ITCS recovery would incorporate only forecast ITCS costs.  As stated in ORA’s rehearing testimony, the reallocation of interstate surcharges could also be done through a separate account (other than ITCS), and would be required if the Commission does not eliminate the allocation of ITCS to the core customers.

As noted earlier, ORA’s recommendations in this proceeding are intended to be consistent with its recommendations in the rehearing proceeding.  However, the ITCS amortization changes slightly.  The annual ITCS amortization of $80.4 million recommended in the rehearing has been reduced to $72.4 million to account for the $8 million in El Paso risk sharing credits. (See Figure 6-5.)  The risk sharing credits result in a reduction of $4 million annually in 1999 and 2000.  ORA proposes to allocate the El Paso risk sharing credits, estimated at $4 million annually, in the same proportion as interstate surcharges are allocated.  If the Commission adopts the ORA proposal to allocate all risk sharing surcharges to noncore customers, then all El Paso risk sharing credits should be allocated in the same manner.  Consistent with ORA’s recommendations, there are no prospective ITCS account costs allocated to core customers. 



6.7	Transwestern TCR Surcharge

SoCalGas will incur approximately $659,000 annually in Transition Cost Recovery (TCR) surcharges on Transwestern in the BCAP period.  ORA recommends that these TCR surcharges be allocated on an equal cents per therm basis to all customers.  SoCalGas has been allocating TCR surcharges almost exclusively to core customers through the CFCA since November 1996.  SoCalGas should be directed to credit the CFCA by $1.849 million and re-allocate these costs on an equal cents per therm basis to all customers, since this is the manner in which costs of this nature have historically been allocated.  

The TCR surcharges are included in the total Transwestern reservation charges by SoCalGas.  These surcharges have been allocated by SoCalGas to customers based on Commission authorized reserved capacity volumes to core, core subscription, and brokered capacity.  ORA submits that this allocation method is inappropriate.  The TCR surcharges are essentially take-or-pay related costs of the interstate pipeline, which have historically been allocated to utility customers on an equal cents per therm basis by the Commission. 

ORA recommends that SoCalGas be directed to allocate the past and future TCR costs to its customers on an equal cents per therm basis.  This will require a credit to the CFCA of $1.849 million on December 31, 1999 (assuming estimated TCR surcharges of $659,000 in 1999).  This same amount of $1.849 million should be allocated to a TCR balancing account and recovered from ratepayers on an equal cents per therm basis.  The net effect of this allocation is that core customers would be responsible for approximately 40% of these costs while the noncore customers would be responsible for the remainder.  The annual forecast TCR surcharge of $659,000 for 2000 (and subsequent years) should also be recovered through the TCR  account on an equal cents per therm basis.  



6.8	Interstate Pipeline Refunds

SoCalGas is currently holding refunds from interstate pipelines which total approximately $11.7 million plus accumulated interest.  According to information provided by SoCalGas, a breakdown of the supplier refunds as of January 1999 is as follows:  $3,596,562 in refunds from Transwestern; $5,593,158 in refunds from El Paso; and $2,521,109 in refunds from PITCO.  ORA recommends that all outstanding interstate refunds be refunded or allocated to customers in conjunction with the implementation of new BCAP rates on January 1, 2000.  This should be initiated through an advice letter filing which would either provide a direct refund of such amounts to customers or allocate the refunds to customers over a one-year period in 2000.  SoCalGas should also include a provision for refunding the accrued interest on the interstate refunds.  The refund of these amounts to customers should generally follow the method in which the interstate costs associated with the refunds were originally allocated to customer classes. 
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INTERSTATE COSTS



TABLE 6-1 

TOTAL INTERSTATE PIPELINE CAPACITY COSTS

(Excluding surcharges)

          BCAP PERIOD                _              

PIPELINE 		CAPACITY 		   2000     	     2001       	  2002       

EL PASO 		 1,150 MMcfd	$130.7 M	 $132.0 M	 $133.2 M

TRANSWESTERN 	    300			     35.9	     36.3	     36.6

TW - SJ LATERAL	    200			       7.4	       7.4	       7.4

TOTAL 					$ 174.0	 $175.7	 $177.2



TABLE 6-2

CORE PORTION OF INTERSTATE PIPELINE CAPACITY RESERVATIONS

          BCAP PERIOD                _              

PIPELINE 		CAPACITY 		   2000     	     2001       	  2002       

EL PASO 		    744 MMcfd	$ 84.6 M	 $ 85.4 M	 $ 86.2 M

TRANSWESTERN 	    300			    35.9	    36.3	    36.6

TW - SJ LATERAL	    200			      7.4	      7.4	      7.4

TOTAL 					$127.9	 $129.1	$130.2



TABLE 6-3 

TRANSWESTERN TCR

          BCAP PERIOD                _              

ITEM 	 		CAPACITY 		   2000     	     2001       	  2002       

TW - TCR 

TW - Annual TCR  				$    0.7 M	 $   0.7 M	 $   0.7 M

TCR Reallocation 				      1.8 

TCR Account 				$    2.5  M	      0.7	      0.7

TABLE 6-4

OTHER INTERSTATE COSTS 

          BCAP PERIOD                _              

ITEM 	 					   2000     	     2001       	  2002       

ITCS - ANNUAL 				    26.5	    27.0	    27.4

EL PASO - Risk Sharing Credit		    (4.0)              (4.0)              (4.0)  

TW - Shared Cost Surcharge		     7.7                 6.4                0.0



FIGURE 6-5 

NONCORE ITCS AMORTIZATION

CURRENT NONCORE ITCS    = $ 80.4 M

EL PASO 1999 RSC                 =     (4.0)

EL PASO 2000 RSC                 =     (4.0) 

NONCORE ITCS (1/1/2000)     =  $ 72.4 

ANNUAL FORECAST ITCS -           26.5

Balance for Recovery of      

Reallocated Surcharges		   45.9�CHAPTER 7

MARGINAL COSTS AND COST ALLOCATION



Lee-Whei Tan

7.1	Summary

This chapter sets forth the recommendations of ORA on marginal cost and cost allocation issues regarding: 1) the appropriate methodologies for developing the marginal costs for the customer, distribution, transmission and storage functions; 2) the data which should be used to derive the various marginal costs; and 3) the marginal cost revenues allocated among the customer groups. 

A summary of ORA’s recommendations discussed in this chapter are as follows:

The same marginal cost methodologies the Commission adopted for PG&E in its recent BCAPs (D.95-12-053, D.98-06-073) should be applied to SoCalGas.  The Commission adopted a New Customer Hook-up (NCO) method to develop the marginal customer cost.  The NCO method adopted for PG&E includes both a one-time hook-up investment cost for new customers connecting to the system and a replacement cost component that reflects a fraction of the system that has to be replaced due to wear and tear through usage. 

A consistent approach should be taken to develop the other demand-related functional marginal costs: transmission, distribution, and storage.  As with customer marginal cost, the demand functional marginal costs should be computed based on both the incremental cost of meeting additional load and a replacement cost adder, which reflects the need to maintain system reliability.  This was the approach adopted by the Commission in the last PG&E BCAPs.

If the Commission chooses to reject replacement cost adder to the demand-related functions, the Commission should modify its adoption of the NCO method by removing the replacement cost component in developing the marginal customer cost. 

ORA recommends using a 5-year average historical data to develop the replacement rates for service line, meter and regulator.

ORA also recommends using a 5-year historical average to develop distribution line replacement costs.  In addition, ORA adjusts SoCalGas’ distribution load growth investment forecast to properly reflect SoCalGas’ latest investment.  The 1998 investment is developed based on the 5-year historical average plus an escalation factor of approximately 4%.

ORA used a three-year average throughput as described in Chapter 2 for determining cost allocation.

After incorporating the above recommendations, ORA’s proposed revenues for each customer class are compared to the present revenues and shown in Table 7-1 at the end of this chapter.



7.2 	Marginal Costs 

	7.2.1	Marginal Customer Cost -- NCO Vs Rental

Customer cost facilities include the service line, regulator and meter (SRM).  These components are considered to be dedicated facilities, which allow a customer to access the gas system.  Two different methods proposed in the past for developing marginal customer costs are the NCO and the rental method.  The NCO method assumes that the SRM facilities for existing customers once invested and installed are sunk.   Therefore, only the investment for new customers is considered as part of marginal cost.  In PG&E’s last BCAP, the Commission adopted a NCO method that included two capital-related cost components.  The first one is the one time investment to connect the new customers to the system.  The second is the cost associated with the fraction of the system that needs to be replaced due to wear and tear.   

On the other hand, the rental method treats everyone as a new customer and everyone pays an annual rental fee to gain access to the system.   Under the rental approach, the marginal cost is developed by applying an annual charge to the SRM investment assuming that the utility installs SRM facilities for all customers at today’s market prices.

ORA has unsuccessfully advocated the rental method for determining marginal customer costs in each of the recent rate cases.  ORA is not going to reargue this issue since the Commission has made it clear that it prefers the NCO method.  The Commission’s preference in using the NCO method is shown in the last SoCalGas and SDG&E BCAP (A.96-03-031, A.96-04-030).  



	In the SoCalGas section, the Commission explained:

	“The NCO method is preferable to the rental method as it improves both the price signal to the customer and costing accuracy.  Parties have not presented any new evidence in this proceeding that causes us to change the conclusion we reached in PG&E’s last BCAP, D.95-12-053, or Edison’s GRC, D.96-04-050.”  (D.97-04-082, p.144)



	The Commission went on to state:

	“The reasons we have previously stated in D.92-12-057, D.95-12-053, and D.96-04-050 and in our discussion of SoCalGas’ BCAP application here, also apply to SG&E.  Therefore, we adopt the NCO method for calculating marginal customer costs.”   (D.97-04-082, p.144.)



7.2.2	Transmission, Distribution, Storage Marginal Costs  -- Replacement Cost Adder Or Not

	Other than providing the customer access to its system through SRM facilities, SoCalGas provides gas transportation services through its distribution and transmission pipelines.  In addition, SoCalGas offers storage services either for balancing the daily load on the system, seasonal demand fluctuation, or contingency demand.  

For the distribution system, the Commission has adopted a regression method for developing marginal costs.  In general, the regression utilizes 10 years historical and 5 years forecasted data.  The cumulative investments over the 15-year duration are regressed against the cumulative demand to develop the capital marginal cost.  An annual charge (or a real economic carrying charge – RECC) is then applied to derive the annualized marginal capital cost.  Once the capital related marginal cost is developed, operational-related costs, such as O&M and A&G costs are loaded on to the capital cost to determine the total marginal distribution cost.  

Transmission and storage marginal costs are developed using a total investment (TI) method.  The TI method develops marginal cost by dividing load growth related investment over a 15-year time horizon by the incremental load the investment is expected to serve.  As with the distribution function, O&M and A&G costs are added to the annualized capital transmission and storage costs. 

The main point of debate in recent proceedings in developing these demand-related marginal costs has been over whether replacement costs should be taken into consideration.   In this BCAP, SoCalGas takes the position that only load growth-related investment should be considered in developing distribution, transmission and storage marginal costs.  Contrary to the SoCalGas position, in the PG&E 1995 BCAP (D.95-12-053), the Commission adopted the DRA (ORA’s predecessor) and TURN recommendations to factor in replacement costs for calculating these demand-related marginal costs.  There are numerous reasons supporting the Commission’s inclusion of replacement costs in determining the marginal costs for the transmission, distribution and storage functions.  	

	When the Commission first started developing a long run marginal cost (LRMC) methodology, it instructed the utilities to develop a resource plan in the following manner:

	

“The resource plan studies should describe and justify all capital additions to the utilities’ intrastate rate base expected during the next 15 years.  Therefore, we are interested in both resource additions that are required to meet increased capital needs and replacements of existing system components due to physical depreciation.” (D.87-03-044, 24 CPUC 2d, p.54, emphasis added.)





		Including replacement costs in the marginal cost calculation is consistent with this approach to resource planning. 

	

The subsequent gas LRMC decision also supports the inclusion of replacement costs:

	

“LRMC captures the cost of new facilities as well as the short term marginal costs of daily operating requirements.”  (D.92-12-058, P.7)  



	Without replacing worn out facilities the system cannot maintain its daily operation.  Therefore, the cost associated with replacing worn out facilities should be an integral part of the LRMC.  



The notion that the cost of replacing worn out facilities is appropriately a part of the marginal cost calculation is also supported by the writings of Alfred Kahn:

	

	“Variable costs include any sacrifice of future value or any future realization of higher costs that are causally attributable to present production.  Short-run marginal cost is simply the change in total variable cost caused by producing an additional unit; to the extent wear and tear of equipment varies with use - and it certainly does - depreciation is a variable cost, although it is typically most convenient for accounting purposes to lump physical wear-and-tear together with provision for obsolescence, label the package “depreciation’, and charge it off per unit of time instead of output.” (Alfred E. Kahn, The Economics of Regulation, Vol. 1, pp.71-72, 1988 MIT Press.  Emphasis added.)



	In D.95-12-053, the Commission adopted DRA and TURN’s recommendation, stating:

	

“DRA and TURN’s recommendation to include in PG&E’s resource plan all future capital investment needed to maintain reliable service is a necessary refinement to our adopted methodology in order to meet our objectives of promoting economic efficiency, market-based pricing, equitable rates, and fostering competition.  This refinement is consistent with marginal cost economic theory and with our definition in D.92-12-058 of the resource planning process.”  (D.95-12-053, mimeo, p.22)



	More recently, in the last SoCalGas/SDG&E BCAP decision, the Commission explained on the appropriateness of including future replacement costs in the marginal cost calculation.



	“Turning to the issue of the definition of marginal costs, we find that including the future replacement costs is not an embedded costing methodology.  In the long run, new capital additions are planned to serve the projected system load in an efficient manner, not to simply duplicate the existing system.  It is a well accepted principle of economics that the ‘long run’ is defined as a period of time in which all inputs to a firm are considered variable for decision making purposes.  In other words, in the true definition of long run, all costs are variable and there is an opportunity cost to not replacing the existing system.  If replacement costs are not incurred, additional capacity costs will be required to maintain efficiency.”  (D.97-04-082, p.48, emphasis added.)

	

	Based on this long line of precedent, replacement costs are an appropriate part of the long run marginal cost calculations for the demand-related functions of distribution, transmission and storage.  As noted earlier, this approach is also consistent with the established methodology of including replacement costs in calculating customer related marginal costs. 

ORA’s replacement cost approach is also consistent with SoCalGas’ treatment of exclusive use distribution and transmission costs.  SoCalGas has included some exclusive use facility costs in several customer classes in developing their marginal customer costs.  Some of these exclusive use facilities are transmission or distribution mains.  In determining the marginal customer cost, the original investment costs of these facilities have been inflated by a replacement cost net (RCN) to current year prices.  This approach can be characterized as a “replacement cost method” in contrast to the “incremental method” that SoCalGas used to develop its generic distribution and transmission marginal costs and is consistent with overall approach recommended by ORA. 

	Based on the reasons explained above, ORA recommends that replacement costs be incorporated in all the functional marginal cost estimates.



	If the Commission chooses to reject replacement cost adder to the demand-related functions, the Commission should modify its adoption of the NCO method by removing the replacement cost components in developing marginal customer costs. 



	7.2.3  ORA’s Recommended Marginal Costs



	A.	Customer Costs

One-Time Hookup Cost

ORA used 5-year average customer growth rate� and used SoCalGas’ SRM cost data to develop the one-time investment costs for new customers.  

		b.   Replacement Cost

		ORA used 5-year historical average replacement rate to develop the ratio for replacing the existing facilities due to usage that cause wear and tear.  The 5-year average replacement rate for meters and service lines are approximately 2% and 0.5%, respectively.  In addition, ORA also accounts for the fact that 50% of the meters are refurbished and the replacement cost for service lines are about twice that of new installation.�  After taking all the above factors into consideration, ORA’s marginal customer costs for each customer class are shown in Table 7-2 at the end of this Chapter.



Distribution Costs

	a.   Replacement Costs

ORA used 5-year historical average replacement footage to develop the distribution replacement costs.  SoCalGas has developed the split between medium pressure (MP) and high-pressure (HP) distribution systems to be 85% and 15%.  ORA uses the same split for MP and HP replacement costs.



	b.    Regression

      	The marginal distribution cost is developed using ten-years historical and a 5-year forecast data.  The 15 years of cumulative investment is regressed against the cumulative incremental load.  ORA takes issue with SoCalGas’ forecast of load-growth-related distribution investment (1998-2002).  The historical investments from 1993 through 1997 were $28, $18, $18, $23, and $17 million, respectively.  However, SoCalGas projects an investment of $36 million for 1998 and expects this investment to grow at an approximately 4% rate for the following four years.  SoCalGas’ projected 1998 investment would be more than double the investment in 1997, and 70% higher than the 5-year historical average.  SoCalGas is not projecting significant load growth.  Indeed, SoCalGas’ projected 1998 peak month and peak day demand were either lower or about the same level as that experienced over the past five years.   Furthermore, SoCalGas is currently regulated under performance-based ratemaking (PBR).  Under PBR, SoCalGas has a great incentive to cut down its investment, and from its prior level in order to profit.  It’s inconceivable that SoCalGas would increase its investment dramatically and risk taking a loss. 

	In order to make the projected investments more realistic, ORA took the 5-year historical average and applied a 3.75% annual growth rate for the investments made between 1998 and 2002. � After taking into ORA’s adjustment and the inclusion of the replacement cost, ORA’s MP and HP distribution marginal costs are presented on Tables 7-3 and 7-4.

	C.	Transmission And Storage Costs

As addressed in Chapter 5 of ORA’s report, ORA takes issue with SoCalGas’ transmission resource plan.  ORA also objects to increasing the storage withdrawal capacity for the core customers.  These different positions are incorporated into ORA’s calculation of the marginal transmission and storage costs.  In addition, ORA adds replacement costs to these marginal costs.  Due to a delay in responding to an ORA data request, ORA does not have the replacement cost information for this BCAP.  Therefore, ORA used the information provided in the last BCAP to develop the replacement costs.  Tables 7-5 and 7-6 show ORA’s transmission and storage marginal costs.





7.3	Allocation Of Gas Margin

	The marginal cost revenue is developed by taking the marginal costs for each function, such as distribution or transmission, multiplying it by the marginal demand measure (MDM).   In general, the MDMs are the forecasts of throughput which drive investment decisions for purposes of meeting anticipated demand. For instance, the MDM for HP distribution system is the coincident peak month demand, while the MDM for the transmission is the cold year throughput.    In this BCAP, SoCalGas used the 1999 throughput as the MDMs while ORA used the average throughput of years 2000, 2001, and 2002.  

The sum of the marginal cost revenue from each of the functional categories, such as customer, distribution, transmission, and storage determines the total marginal cost revenues.  Rarely, if ever, will the marginal cost revenues match the total authorized gas margin (revenue requirement).  Therefore, a scaling function is performed so that total revenue collected from the customers will meet the authorized gas revenue requirement.  The ratio of the marginal cost revenue for each customer class versus the total system marginal cost revenue determines the equal percent marginal cost (EPMC).   EPMC is used to determine the proportion of the total gas margin that is assigned to each customer class.  For example, if the core class is responsible for 80% of the marginal cost revenues, it will be allocated 80% of the revenue requirement.  

	During the BCAP period, Rosarito is expected to be a wholesale customer to SDG&E.  Therefore, ORA included Rosarito throughput in the SDG&E throughput for cost allocation purpose.  Based on ORA’s marginal costs and MDMs, the gas margin allocated to the core is 82.4%� in contrast to SoCalGas’ 88.2%.  Table 7-7 provides the marginal cost allocation among the customer classes.





7.4 	Non-Base Revenue Allocation

	As described in Chapter 2, ORA proposes a BCAP period to begin from January 1, 2000 instead of August 1, 1999.  Most of the balancing account balances will have to be updated by SoCalGas.  As describe in Chapter 6, ORA has made other adjustments that affect the cost allocation. 

ORA reduces the PIPCO/POPCO costs to zero.

ORA’s ITCS is $72 million and is totally allocated to the noncore customers.    

The transition cost recovery surcharges paid to Transwestern is allocated to all customers based on equal cents per therm. 

In addition, the exclusions were allocated to the DGN customers as discussed in Chapter 4.  The Rosarito credit revenue is removed since its throughput is reflected in that of SDG&E’s throughput.   Further discussion regarding treatment of Rosarito throughput is presented in Chapter 4. 

All of the above changes are reflected in Table 7-7.  Finally, Table 7-8 and Table 7-9 summarize core and noncore commercial and industrial segmentation rates based on ORA’s cost allocation.

�CHAPTER 8

RATE DESIGN



Dexter Khoury



8.1	Summary

This chapter sets forth ORA’s rate design recommendations.  ORA’s recommendations cover proposed rate design changes for residential, core commercial, non-core , cogeneration, and UEG customers.  ORA’s proposed rates for core customers are contained in Table 8-1 and Table 8-2.  ORA’s proposed rates for non-core customers are contained in Table 8-3.



A summary of ORA’s recommendations discussed in this chapter are as follows:

ORA recommends maintaining  the current residential customer charge of $5.00 per month. 

ORA recommends maintaining the current tier differential between tier one and tier two residential rates.  

ORA recommends slightly reducing the summer baseline allowance, and ORA recommends maintaining the current winter baseline allowance.

ORA recommends that SoCalGas be allowed to eliminate the remaining core averaging over the course of this BCAP.

ORA recommends maintaining the current size standards for the master meter class. 

ORA recommends accepting much of SoCalGas’ proposed core commercial rate design changes.  ORA also recommends lowering the core commercial customer charge for smaller customers.

ORA does not oppose SoCalGas’ proposed non-core rate design changes. 

ORA opposes the SoCalGas’ proposal to exclude the increased throughputs for five years for customers who have entered into California RedTeam economic development contracts or where shareholders have offered customers Rule 38 grants.

ORA recommends making some movement towards a single electric generation class, however ORA recommends 1) if P.U. Code 454.4 is repealed, different rates should be set for transmission level service and distribution level service, 2) strong measures should be put in place to limit EG service to the amount of gas used in electric generation, and 3) this rate should be restricted to non-core electric generation customers.   



8.2     Residential Customer Charge 

	SoCalGas Proposal

	SoCalGas proposes to raise its residential customer charge for single family dwelling customers from $5 per month to $7 per month.  SoCalGas states that its current customer charge of $5 per month collects only fifty percent of the annual residential customer related long run marginal costs which SoCalGas calculates to be $119.65.

	In SoCalGas’ 1993 BCAP, SoCalGas proposed to raise its residential customer charge from $3.10 per month to $5 per month.  At that time, SoCalGas calculated that the residential customer related long run marginal costs were $161 per year.  In that proceeding, DRA supported SoCalGas’ proposal but recommended that the increase be phased in over two years.  This approach was adopted by the Commission in D.94-12-052.

	In SoCalGas’ 1996 BCAP, SoCalGas proposed to increase its customer charge further for single family dwellings from $5 per month to $7.12 per month, and from $5 per month for multi-family dwellings to $5.26 per month.  DRA opposed increasing the customer charge in the 1996 BCAP, mainly because of adverse bill impacts, equity issuses,  and because the resulting rates would not comply with Public Utilities Code Section 739.7.  This code section specifies that residential customers should retain an appropriate inverted rate structure.  (The first tier or baseline rate should be lower than the second tier rate.)  When considered from a composite tier one approach in which the customer charge is included in the first tier, SoCalGas’ proposal would not have resulted in inverted rates.  The Commission maintained the current level of customer charges in D.97-04-082.

	In SoCalGas’ Performance Based Ratemaking (PBR) proceeding, SoCalGas proposed raising its residential customer charge from $5 per month to $13.57 per month for single family dwellings and to $10.35 for multi-family dwellings over a five year period.  DRA again opposed raising residential customer charges.  The Commission again maintained the current customer charge in D.97-07-054.

	ORA’s Recommendations

	ORA recommends maintaining SoCalGas’ residential customer charge at the current level of $5 per month.  ORA makes its recommendations based on: 1)  ORA’s calculations of marginal customer costs using the New Customer Only (NCO) method; 2)  concerns over bill impacts; 3)  continued concerns that such an increase would result in non-compliance with Public Utilities Code Section 739.7; 4) concerns about equity;  and 5) all the components which SoCalGas  includes in its marginal customer cost calculation do not need to be recovered in a fixed customer charge.  ORA will also respond to SoCalGas’ concerns related to Revenue Cycle Service Unbundling.



	Residential Marginal Customer Cost Calculation

	ORA is proposing to calculate marginal customer costs using the New Customer Only (NCO) method.  (For more details about the NCO method, please see Chapter 7)  The NCO method is used to calculate marginal customer costs for the other large electric and gas utilities in California�.  Using ORA’s approach, the residential marginal customer costs would be $78 per year.  The current residential customer charge of $5 per month already collects $60 per year, or seventy seven  percent of ORA’s proposed residential marginal customer costs.

	The current customer charge already collects a majority of residential customer costs.  Using ORA’s customer cost calculations, there is no need to increase the customer charge.  Since raising the customer charge raises other issues, it is preferable to maintain the current customer charge.� 

	Bill Impacts

	SoCalGas’ residential rate design proposals result in significant bill impacts to residential customers.  Overall, SoCalGas’ proposals would amount to a 3.16% decrease to the residential class.   Rather than spreading this decrease evenly to the class, SoCalGas’ proposals will result in some bill increase for 66% of single family dwelling customers, with bill increases as high as $24 per year for some single family dwelling customers.(These results are shown in SoCalGas’ Bill Impact Analysis for Single Family, which was in response to ORA Data Request No. 16, question # 1)   Over half of SoCalGas’ regular residential and CARE (low income residential) customers will receive some bill increase, and will thus not benefit from the overall reduction to the residential class.  

	Public Utilities Code Section 739.7

	Public Utilities Code (P.U. Code) Section 739.7 requires that residential rates “retain an appropriate inverted rate structure”.  This means that the first tier or baseline tier should be lower than the second tier rate.  This is straight forward when there is no customer charge, but becomes more complicated when a customer charge exists.  When a customer charge exists, the Commission has typically included the customer charge as part of the first tier when evaluating whether an appropriate inverted rate structure exists. (Please see pages.8-9 to 8-11 below for a review of Commission decisions which discuss this issue.)  This is referred to as a composite tier one rate.  Using the composite tier one approach in this BCAP, SoCalGas’ rate design proposals do not result in inverted rates and do not comply with P.U. Code 739.7.  SoCalGas’ proposals would result in tier two rates that are 79.7% of baseline rates. 





	Equity Issues

	SoCalGas claims that the current customer charge results in high usage customers subsidizing low usage customers.  ORA disagrees with this claim.  ORA and SoCalGas are in disagreement over the method to calculate marginal customer costs.   (ORA’s NCO calculations result in lower residential marginal customer costs than SoCalGas’ method.)  Additionally, the existing rate design comprised of a customer charge and two tiers of volumetric rates makes such a claim difficult to prove.  Many of the costs allocated to residential customers on the SoCalGas system are determined based on various standards of peak or winter time usage.  For example, transmission costs are based on cold year throughput; high pressure distribution costs are based on coincident peak month throughput; and medium pressure distribution costs are based on peak day throughput.  Customers who use more gas on the peak day for example, increase the residential medium pressure distribution costs. Absent a demand charge which accounted for usage during these peak periods, there is no way to ensure that customers pay for the transmission and distribution costs that they incur.  Without a more complicated residential rate design it is not possible to accurately determine if any subclasses of residential customers subsidize other subclasses. 

In the 1996 BCAP, TURN made a noteworthy presentation which showed that large volume residential customers  incur more demand or transmission costs per therm than low volume residential customers.  The Commission commented on SoCalGas’ claim and TURN’s  study in the 1996 SoCalGas BCAP decision: “SoCalGas’ analysis lacks evidence that a large subsidy exists for residential customers and that residential customers only pay a portion of their marginal cost in customer charges.  We find the alternate analysis provided by TURN sufficient to question SoCalGas’ claim.” (D.97-04-082, p.116)  ORA believes that such results are still credible using current costing methods.  

	ORA takes a different view than SoCalGas when evaluating the equity of a rate design proposal.  SoCalGas focuses on the potential cross subsidization of low volume users by high volume users.  ORA considers the bill impacts and the fact that high volume users have more ability to control the size of their bills because at a high level of usage there are more options for lowering usage and the bill impact.  For example, a customer could lower its bill by lowering the heater or turning the heater off when not home.  A low usage customer who faces an increase in the customer charge (especially if the customer would face a 40% increase in its customer charge) has much less of an ability to control or lower its bill, other than to stop taking gas service.  No one, including SoCalGas, would benefit if a customer decided to stop taking service.  Rather than focusing on a narrow definition of what should be included in marginal customer costs, ORA believes there are overriding policy issues which should also be considered.  One of these issues is whether monopoly gas residential customers should continue to be able to receive gas for basic uses at a price where the basic usage is affordable for all.  Raising the customer charge by 40%, a charge that allows access to gas usage which is essential to basic human comfort and safety is simply poor public policy.

	Components of a Customer Charge

	SoCalGas’ calculation of residential marginal customer costs is composed of capital costs, O&M costs, and some overhead adders.  If the Commission were to adopt SoCalGas’ “rental method” rather than the NCO method proposed by ORA, ORA would continue to recommend maintaining the current level of customer charges.  By SoCalGas’ calculations, the current residential customer charge collects fifty percent of marginal customer costs.  It is not clear to that a customer charge needs to collect all of these costs. Why should such costs such as overhead adders go into a fixed customer charge?  While SoCalGas is provided recovery of these costs, not all such costs need to be recovered by a fixed charge.



	Revenue Cycle Services Unbundling

	SoCalGas discusses potential problems which may arise when revenue cycle services are unbundled.  Any such problems could ultimately be resolved in a reasonable manner at the appropriate time. Any unbundling would most likely proceed simultaneously with the same methods being used for each of the three major gas utilities in California.  Of these three, SoCalGas is the only one which has a residential gas customer charge in place.  SDG&E and PG&E do not have a residential customer charge.  It is unknown if the Commission will decide to unbundle on a volumetric basis or on a fixed basis.  It is pre-mature to speculate on this subject.  It is still unknown even which services would be unbundled.  It is reasonable to assume that billing and meter reading would be unbundled as a first step.  The costs of these services are relatively small and could easily be accomodated as an  adjustment to the existing residential customer charge of $5 per month.



8.3   Tier Closure

	SoCalGas’ Proposal

	SoCalGas states that it is proposing to reduce the tier differential between tier one and tier two rates from a 35 percent differential of bundled rates to a 20 percent differential of transportation rates.  This is a dramatic proposed decrease of the tier differential—roughly equivalent to SoCalGas’ proposal in ins 1996 BCAP to lower the tier differential to ten percent of bundled rates. 

	In its 1996 BCAP, SoCalGas proposed to lower the differential between the tier two rate and the baseline rate from 35 percent to 10 percent (of  bundled rates).  ORA opposed this recommendation.  The Commission maintained the existing tier differential in D.97-04-082.

	ORA’s Recommendations

	ORA recommends maintaining the current tier differential because of bill impacts and because SoCalGas’ proposal does not comply with P. U. Code Section 739.7, which states that residential rates should “retain an appropriate inverted rate structure”.



	Bill Impacts

	SoCalGas’ residential rate design proposals will result in significant bill increases to many residential customers.  Despite the fact that SoCalGas is requesting an overall decrease to the residential class of 3.16%, SoCalGas’ proposed rate design changes would result in bill increases to over sixty percent of SoCalGas’ single family dwelling customers. 

	P.U. Code Section 739.7

	SoCalGas’ rate design proposals does not satisfy the requirement of inverted rates if considered from a “composite tier differential” approach.  Under this approach, customer charges are considered part of the tier one (baseline) rates for the purpose of calculating tier differentials.  During the 1996 BCAP, ORA researched this issue extensively and noted that the Commission has generally (but not always) adopted a composite tier approach.  The composite tier approach makes sense when one considers the policy goals behind P.U. Code Section 739(a) which states that “The Commission shall designate a baseline quantity of gas and electric which is necessary to supply a significant portion of the reasonable energy needs of the average residential customer.”  The goal of the baseline program is to provide affordable gas and electric prices for a significant portion of reasonable energy needs.  Maintaining the availability of gas to the greatest number of California residents remains an important policy goal.  This policy is similar to the policy of universal service in  the telecommunications industry.  It is important that the Commission continue to promote access to a commodity which is essential to basic comfort and safety. Viewed in these terms, the Commission’s practice of including the customer charge in a calculation of composite tier one rates is appropriate.  Using the composite tier one approach, the Commission could help maintain the current high level of access to gas usage. 

	The following exerts from Commission Decisions discuss the composite tier one approach:

	In D.87-12-039, the implementation decision of the restructuring of the gas industry, the Commission stated:

…the issues raised during this proceeding concern the imposition of new customer charges, the increase of present customer charges, and the question of whether to include customer charges in the calculation of baseline rates.



The issue of whether customer charges must be included in the calculation of the baseline rate is so well settled in favor of inclusion that it requires no further discussion.  Our current policy will continue.  (D.87-12-039, 26 CPUC 2d 270)



D.89-01-055, an Order modifying but denying rehearing of D.88-10-062, (Realignment of Residential Rates, Including Baseline Rates, of California Energy Utilities) continued this approach:

We share TURN’s view that SB 987 and Section 739( c ) of the Public Utility Code require that residential rates be inverted.  We also reaffirm our view that revenues from any customer charge must, as a matter of law, be included in the baseline rate for the purposes of Section 739( c)  When this is done under the rate structure we have adopted for CP National’s South Lake Tahoe District, the inverted rate structure disappears and becomes one of declining blocks, in contravention of the statue.



In order to correct this situation, we will adopt TURN’s proposed modifications to the South Lake Tahoe rates.  This means that the baseline commodity rate will become 46.4 cents, and the Tier II rate will become 57.612 cents.  The “total baseline rate”, including the $5.50 per month customer charge, will be 55.055 cents.  This wiill preserve the inverted rate structure. (D.89-01-055, mimeo, p.1)



“While SB 987 grants this Commission significant additional flexibility in establishing residential rates, the total baseline rate, including any customer charge revenue, must still be less that the non-baseline rate.”



“Because they result in a declining block rate structure when the customer charge revenue is added to the baseline commodity rate, the rates proposed by CP National for its South Lake Tahoe District are unlawful.”(D.89-01-055, mimeo, p.2, emphasis added)





D.93-06-087, (PG&E’s GRC decision), seemed to suggest a change in position by the Commission.  However, Decision, D.94-01-027 clarified that if a minimum bill was used, then a composite Tier one analysis was unnecessary.  This decision did not change the existing practice of including residential customer charges in the composite baseline or tier one rate.

Because the customer charge and minimum bill revenues function so differently as discussed in D.93-06-087, at pages 22 through 47, SoCalgas is not pertinent here. (D.94-01-027,p.3)



Our action in D.93-06-087 was limited to minimum bill revenues and in fact only to the rate design adopted in that decision. (D.94-01-027,p.3)



The Commission’s most recent comments on this issue occurred in the SCE GRC decision, D.96-04-050:

We also note that the composite approach is consistent with our policy of applying the CARE discount to customer charges.  As we stated in D.89-09-044:  “In the case of utilities which assess a monthly residential customer charge, the discount will apply to the customer charge as well.  This is because the customer charge collects revenues that would otherwise be collected through the tier 1 rate. “  (32 CPUC 2d 406,410.)  (D.96-04-050, mimeo, pp.113-114)



In PG&E’s test year 1993 GRC, we adopted PG&E’s proposal to use a simple tier differential in conjunction with its current minimum charge because we agreed that it was easier to implement than the composite approach.  However, we stated that there may be technical problems with that approach when it is applied with a customer charge.  Moreover, we noted that the issue of including a customer charge in a composite tier 1 rate was not well developed in that case.  In contrast, this issue was fully explored on the record in this proceeding.”  (D.96-04-050, mimeo, p.114)



Thus, in D.96-04-050, the Commission’s most recent decision on this issue, the Commission found it appropriate to use the composite tier one approach for a utility with a residential customer charge.  When viewed from a composite tier one approach, SoCalGas’ proposed rates are not inverted rates (the tier two rates are only 79.7% of the composite tier one rate), and would thus violate P.U. Code Section 739.7.  For this reason, and because of the bill impacts of SoCalGas’ proposal, ORA recommends that the Commission should maintain the current residential tier differential.

Commission D.94-12-052, SoCalGas’ 1993 BCAP decision, did not endorse a composite tier one analysis.  However, this decision still maintained inverted rates (the result of this decision is that the composite tier differential was reduced to 5.6%).  ORA is unaware of any Commission decision which fails to achieve inverted rates for residential customers when viewed from a composite tier one perspective.



8.4  Baseline Allowances

	SoCalGas Position

	SoCalGas proposes to reduce the summer baseline allowance from 15 therms per month to 14 therms per month, and reduce the winter baseline allowance from50 therms per month to 49 therms per month.



	ORA’s Position

	ORA supports reducing the summer baseline allowance from 15 therms to 14 therms to bring this allowance closer to compliance with P.U. Code Section 739 (d)(1).   ORA opposes reducing the winter baseline allowance from 50 therms to 49 therms as this allowance is already in compliance with P.U. Code Section 739(d)(1).  This code section states : “’Baseline quantity’ means a quantity of electricity or gas for residential customers to be established by the commission based on from 50 to 60 percent of average residential consumption of these commodities, except that, for residential gas customers and all-electric residential customers, the baseline quantity shall be established at from 60 to 70 percent of average residential consumption during the winter heating season.”  On page T-19 of its testimony, SoCalGas states: “At the present baseline allowance, the proportion of throughput billed at the Tier 1 rate is expected to be 63.9 percent in the summer and 69.3 percent in the winter.”  SoCalGas should be allowed to lower its summer baseline allowance towards compliance, but the winter allowance already falls between the 60 and 70 percent range, and is thus in compliance with the baseline statute.  The winter baseline allowance should be maintained at its current level.



8.5  Master Meter Class

	SoCalGas Position

	SoCalGas proposes to redefine the large master meter sub class to include all master meter customers with an annual usage of at least 100Mth.  In D.97-04-082, the 1996 SoCalGas BCAP decision, the Commission created the large Master Meter sub class.  This sub-class was composed of customers with annual usage of at least 250Mth.

	ORA Position

	ORA recommends that the Commission maintain the current standard of 250Mth per year to qualify as a large Master Meter customer.  SoCalGas states that a problem exists for customers who may be paying more than their fair share of marginal customer costs, and that this is noticeable for customers who are near the minimum volume of 250 Mth per year. SoCalGas has not demonstrated any immediate need to change this standard, and the recommendation will raise rates to most other residential customers.   As discussed in Section 8.2 on the residential customer charge, an important issue being addressed in this BCAP is the proper method to calculate marginal customer costs and the proper calculation of these costs.  It is   preferable to first address these issues, and then see if any issues arise in this area.  The creation of the larger master meter sub-class in D.97-04-082 was a recent refinement to SoCalGas’ residential class definitions.  There is no need to change this standard so quickly.  It is preferable to first adopt the correct method for calculating marginal customer costs, and then determine if there are any rate design problems in the master meter class. 



8.6    Core De-Averaging

	SoCalGas Position

	SoCalGas proposes to eliminate the remaining portion of core averaging in the first year of this BCAP.  In SoCalGas’ 1993 BCAP, the Commission de-averaged core rates by fifty percent over the two year BCAP cycle.  In SoCalGas’ 1996 BCAP, the Commission de-averaged core rates a further fifty percent. 

	ORA’s Position

	ORA recommends that SoCalGas should be allowed to eliminate the remaining $28.4 of core averaging over the course of this BCAP cycle.  If the majority of ORA’s marginal cost recommendations are adopted , ORA would accept SoCalGas’ proposal to de-average core rates in the first year of this BCAP cycle.  Otherwise, to reduce bill impacts to residential customers, ORA proposes to phase out the remaining $28.4 of core averaging evenly over the three year BCAP period.  This proposal will result in more gradual bill impacts, while achieveing SoCalGas’ goal of fully de-averaging core rates.



8.7   Core Commercial and Industrial Rate Design

	SoCalGas Proposal

	SoCalGas proposes that the small core commercial class (G-10) and the large core commercial and industrial class (G-20) be combined into a single class.  This class would have one customer charge and three tiers of declining volumetric rates.  SoCalGas made a similar proposal in its last BCAP.  ORA opposed this proposal, and it was rejected by the Commission.  The Commission concluded:  “We agree with SoCalGas that the rate structure should be redesigned to eliminate the overlap between G-10 and G-20 rates.  However, we do not accept the remainder of SoCalGas’ proposal.  We do not see the justification for reducing the G-20 customer charge to $15, when SoCalGas has argued that customer charges should reflect marginal customer costs.  This issue could be reconsidered after the customer classification study is completed and we have more confidence in the marginal customer costs.  Instead, we have retained the two separate customer classes and customer charges, and have adjusted rates to eliminate the overlap without allowing rates for other customer classes to increase as a result of this particular adjustment.” (D.97-04-082, p.125)



	ORA’s Recommendation

	ORA generally agrees with the goal of the new rate design.  However, ORA is also concerned and somewhat puzzled about SoCalGas’ proposal to lower the large commercial customer charge from $350 per month to $15 per month.  This brings into question SoCalGas’ commitment to cost based customer charges.  Despite these concerns, ORA could accept these changes if the customer charge for small commercial customers was also lowered to $10 per month.  While SoCalGas proposes a decrease for the commercial class as a whole, commercial customers who use 2500 or fewer therms per year experience bill increases under SoCalGas’ proposal.  Lowering the commercial customer charge for customers who use less than 4000 therms a year would help alleviate bill impacts for lower usage core commercial customers.  A similar commercial rate design including a reduced customer charge for low volume commercial users was negotiated in PG&E’s last BCAP.  



8.8   Non-Core Commercial and Industrial Rate Design

	SoCalGas Position

	SoCalGas proposes to modify existing non-core industrial rate design by eliminating the high pressure distribution sub-class.  This would result in transmission level and distribution level sub-classes.  SoCalGas further proposes a single customer charge and declining block rate schedule.  SoCalGas states that the new proposed rate design is simpler and will avoid some of the rate discrepancies which customers of similar usage experience under the current rate design.



	ORA Position

	ORA does not oppose SoCalGas’ recommendations at this time.  If no problems are identified by other parties to this proceeding,  ORA will accept SoCalGas’ proposed changes for non-core industrial customers.



8.9   Treatment of Discounts/Throughputs for California Red Team Contracts and Rule 38 Assistance

	SoCalGas Position

	“SoCalGas proposes to exclude from future cost allocations the expanded load that results from two situations: 1) new negotiated rate contracts to expand the noncore commercial and industrial load as part of a California Red Team economic development effort that takes place after the Commission issues a decision in this proceeding; and 2)  instances after the Commission issues a decision in this proceeding where Rule 38 shareholder funding has been used for noncore commercial and industrial equipment incentives.” (Prepared Direct Testimony of Martin Collette, p. T-35)  SoCalGas proposes to exclude expanded throughputs resulting from the above circumstances from cost allocations for a period of five years.

	Currently throughput levels for cost allocation and rate design remain unchanged between BCAP periods.  Thus throughput would typically be unchanged for the two to three years of a BCAP cycle.  SoCalGas is seeking for some customers to expand to five years the time that throughput would remain unchanged.  This would allow SoCalGas shareholders a greater opportunity to benefit from special contracts or arrangements.



	ORA Position

	ORA opposes SoCalGas’ proposal to give SoCalGas more favorable treatment in regard to California Red Team Contract discounts and instances where SoCalGas has made incentive grants to customers under Rule 38.  ORA opposes this proposal because 1) this proposal changes incentives to SoCalGas which should be examined in a PBR proceeding where all incentives are examined at the same time; 2)  this proposal is contrary to the spirit of the Global Settlement and the existing PBR; 3)  the longer proposed BCAP period already improve SoCalGas’ incentives when compared to the status quo; 4)  negotiating discounts and terms of service is a normal part of long term business risks which are born by typical, unregulated firms; and 5)  the expanded load uses the existing system which is paid for by existing customers and existing customers should also benefit from the expanded load. 



	SoCalGas is in the beginning of the second year of its 5 year PBR.  In SoCalGas’ PBR decision, D.97-07-054, the Commission adjusted SoCalGas’ base margin and set a revenue cap mechanism to adjust this base margin� yearly for inflation, productivity, and customer growth.  The Commission considered a number of risks and incentives and balanced these in arriving at its decision.  It is inappropriate to grant SoCalGas’ shareholders further advantages in the middle of the PBR cycle without commensurate benefits for ratepayers.  Issues like this which effect total risk or the appropriate level of risk and reward are more properly be examined in a PBR setting.

The Global Settlement contained a provision explaining non-core risk once the Global Settlement expired. 

 “7.  After the five-year period, SoCalGas shall be at risk for any noncore discount shortfalls.  If the Commission substantially changes the method of setting rates for noncore customers, then SoCalGas may request a waiver of this provision.  The parties intend that this waiver be granted if the changes would significantly increase the amount of discounts that SoCalGas would be required to absorb.“ (D.94-07-064, Appendix A, p.10) 

 This passage states that SoCalGas will continue to accept the risk for non-core throughput unless the Commission radically changes the method for allocating marginal costs.  There has been no dramatic change of marginal costs, thus, this provision remains valid.  Based on the above language, the SoCalGas proposal should be rejected.

Part of SoCalGas’ concerns about proper incentives can be addressed by adopting a longer BCAP period.  ORA proposes a thirty-six month BCAP period, and SoCalGas proposes a forty-one month BCAP period.  The longer BCAP periods  would allow SoCalGas to realize the benefits of increased throughput for some customers for an additional year.  This change will allow SoCalGas more time than it currently has to benefit from these kinds of discounts and Rule 38 grants.

A normal, non-regulated business has the opportunity to provide discounts to its customers or offer more favorable terms of service.  It does this and bears the risk of the discounts itself.  Presumably a rational firm would not engage in discounting unless it thought that it would benefit in either the short term or long term.  

Additional load still uses the existing system which has been and is continuing to be paid for by existing customers.  Excluding the throughput of additional load for five years would prevent existing customers from benefiting from the additional load. (adding the additional throughputs to the revenue allocation and rate design calculations would lower all customers rates)  It is unfair to existing ratepayers that they continue to pay for facilities and not benefit from the expanded load for a full five years.

SoCalGas’ proposal is inappropriate in its use of Rule 38 incentives.  SoCalGas should only assist with equipment schemes which are cost effective.  In such circumstances, SoCalGas could properly assist customers through previously approved Commission procedures.  If SoCalGas wants to give equipment to a customer it should only be allowed to do so at its own risk, which is the current policy.  SoCalGas should not be allowed to change this policy.  Adopting SoCalGas’ proposal would allow it to escape risk for Rule 38 transactions.

This proposal only benefits SoCalGas’ shareholders, with no commensurate benefits to ratepayers; thus, this proposal should be rejected. 



�

8.10   Electric Generation Rate Design

	SoCalGas Proposal  

	SoCalGas filed Advice Letter (AL) 2709 on May 5, 1998 requesting the implementation of a single class for electric generation customers.  This AL was protested by ORA and SCUPP.  SoCalGas’ electric generation recommendations in this BCAP are based on the assumption that AL 2709 will be approved, without major modifications.  SoCalGas has further proposed to 1) remove the cogeneration gas allowance (CGA) requirement from the EG rates; 2) limit customer eligibility for EG service; and 3) remove special considerations reserved for cogeneration customers during open seasons for transmission and storage services.

	Electric generation customer issues have arisen in many venues in the last few years as the process of electric deregulation has evolved.  EG issues have been discussed in the Natural Gas Strategy OIR, in the PE/Enova Merger proceeding, in advice letter filings, in PG&E’s last BCAP, and at the state legislature.  ORA will make recommendations in this case specific to the SoCalGas BCAP.  



	ORA Recommendations 

	ORA recognizes that there are many important issues which need to be clarified regarding electric generation customers.  Currently there are Utility Electric Generation (UEG) customers, cogeneration customers, and other customers who generate electricity, but are served on non-core industrial rate schedules.  The UEG and cogeneration costs are considered as a single customer class to arrive at parity rates.  UEG customers and cogeneration customers are not allocated public purpose program costs such as CARE and DSM, while industrial non-core are allocated CARE costs and a small portion of DSM costs (only DSM costs for programs devoted to non-core industrial customers).

	ORA believes that substantial movement could be made towards the formation of an EG class, but ORA recommends: 1) if P.U. Code 454.4 is repealed, different rates should be set for transmission level service and distribution level service; 2) strong measures should be put in place to limit EG service to the amount of gas used in electric generation, and 3) the EG class should be limited to non-core customers.



	Transmission and Distribution Level Service

	P.U. Code Section 454.4 specifies a policy of rate parity between UEG and cogeneration customers.  Thus far, this statute has been interpreted to result in parity on a class basis as opposed to a service level basis.  Currently there exists one parity rate for SoCalGas rather than a transmission level parity rate and a distribution level parity rate.  If the parity statute, P.U. 454.4, was removed, ORA would propose transmission level and distribution level EG rates.   Distribution level customers are more expensive to serve, as they require additional facilities to serve them.  Customers who require special facilities (facilities where they are the only customer using it or where they dominate the use of a facility) should also pay for the cost or use of those facilities.



	Cogeneration Gas Allowance & Limiting Customer Eligibility for EG Service

	ORA does not object to SoCalGas’ proposal for removing the cogeneration gas allowance (CGA) requirement from EG rates, as long as strong measures are put in place to limit EG service to the amount of gas actually used in electric generation. 

	

	ORA agrees in general to SoCalGas’ proposals designed to limit service to “bona fide electric generation customers”.  ORA agrees that separate metering would be the preferred method for determining the load of electric generating facilities.  In fact, ORA would prefer that all EG customers be separately metered.  ORA generally agrees with SoCalGas’ other volume limitation recommendation, but is uncertain if this solution alone will be sufficient.  SoCalGas’ proposed limitation would limit EG tariff volumes to the customer’s recorded power production in kWh multiplied by the average heat rate for their electric generation facilities.  ORA agrees that some standard should be in place, but is uncertain whether the standard proposed by SoCalGas will prevent all potential gaming of the rules.



	The EG Class Should be Limited to Non-Core Customers

	SoCalGas’ proposal did not explicitly state any size limitation for this class, however, SoCalGas’ proposed EG rates are in the non-core rate section.  ORA recommends explicitly limiting EG tariff service to non-core customers.   
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�QUALIFICATIONS AND PREPARED TESTIMONY 

OF 

JEAN JARJOURA



 

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



A.1.     My name is Jean Jarjoura.  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 Senior Utility Engineer in the Monopoly Regulation Branch of the Office of Ratepayer Advocates.





Q.3.    Briefly describe your educational background and professional experience.



A.3.     I have a M. S. and a B. S. in mechanical engineering from the University of Mississippi at Oxford Mississippi.  I am a registered Professional Mechanical Engineer in the State of California.

	I joined the California Public Utilities Commission (CPUC) in 1983.  During my tenure, I have worked on various gas and electric matters.  I have testified before the CPUC and the Federal Energy Regulatory Commission.





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



A.4.    I am sponsoring Chapter 5.



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



A.5.     Yes.



�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 testimony are you sponsoring in this proceeding (A.98-10-012). ?



A.4  I am responsible for Chapter 8 on rate design, and the section of Chapter 4 which discusses ORA’s forecast of Rosarito and Mexicali (DGN) throughput.



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

A.5  Yes, it does.





�QUALIFICATIONS AND PREPARED TESTIMONY

OF

LAURA L. MANINA





Q.1.	Please state your name and address.



A.1.	My name is Laura L. Manina.  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 its Office of Ratepayer Advocates as a Senior Utilities Engineer.



Q.3	Please state your educational background and experience.



A.3 	I have a Masters in Business Administration and a Bachelor of Science in Engineering from San Francisco State University.  I have a PE license in Mechanical Engineering (# M 27421).  



Q.4 	What is your responsibility in this proceeding?



A.4 	I am responsible for Chapter 4 of the ORA’s Report .                     



Q.5 	Does this conclude your testimony?



A.5 	Yes, it does.
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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.	What is the area of your responsibility in this proceeding? 



A.4	I am responsible for Chapters 1, 2 and 6. 



Q.5	Does this conclude your prepared direct testimony?



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.  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 (CPUC) as a Public Utilities Regulatory Analyst IV in the Monopoly Regulation Branch of the Office of Ratepayer Advocates.



Q.3  Please describe your educational and professional experience.



A.3  I have a B.A. degree in Economics from California State University, Hayward (1975) and Ph.D. in Economics from the University of California, Davis (1985).  I have been employed with the Commission since January 1984.  My experience with the Commission has been in the areas of labor and non-labor escalation, productivity measurement, and energy demand modeling.





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



A.4  I am responsible for Chapter 3 Econometric Throughput.



Q.5  Does this complete your testimony?



A.5  Yes. 



�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 Chapters 7 of the ORA Report on Southern California Gas Company’s 1999 BCAP (A.98-10-012).



Q.5.  	Does this complete your testimony?



A.5.	Yes.









� The SDG&E portion of the wholesale forecast will be updated to reflect ORA’s recommendation in A. 98-10-031, SDG&E’s BCAP. 

� EG includes cogeneration throughput on this chart

� SDG&E includes core, non-core and UEG throughput

� SoCalGas response to ORA data request no. 14, question 1b.

� SoCalGas’ marginal customer cost model (Cc-scg3.xls), sheet “DRA’s replacement factors.

� This escalation rate is the same used by SoCalGas to project the investment over 1998-2002.

� SoCalGas will have to update the gas margin for year 2000 when it files its year 2000 PBR revenue requirement.  In developing the marginal cost allocation, ORA has escalated the marginal costs to year 2000 to be consistent with ORA’s proposal to begin this BCAP period from January 1, 2000.

� In SoCalGas’ last BCAP proceeding, The Commission was also prepared to adopt the NCO method for SoCalGas except that the Commission was concerned that this change might violate terms of the Global Settlement.  The Global Settlement expires July 31, 1999.

� Of the big three gas utilities in California, only SoCalGas has a gas residential customer charge.  PG&E and SDG&E have no gas residential customer charges.

� The Commission also recognized transition and other cost items which were termed “Exclusions”, which are not subject to the inflation and productivity adjustment.





�PAGE  �1�












�PAGE  �
i
�

	








 



1-� PAGE �
6
�







2-� PAGE �
9
�





3-� PAGE �
15
�





4-� PAGE �
8
�





5-� PAGE �
6
�





6-� PAGE �
10
�






7-� PAGE �
10
�





8-� PAGE �
20
�







	JTJ-1



	DK-� PAGE �
1
�



	LM-1



	RMP-� PAGE �
2
�



	TMR-1



LWT-1










