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   I.   BACKGROUND & RECOMMENDATIONS  



     Pursuant to the schedule adopted in the Assigned Commissioner’s Ruling of March 3, 1998, the Office of Ratepayer Advocates (ORA) hereby submits this testimony in response to the direct testimony served by the Southern California Gas Company (SoCalGas) in this proceeding.   In particular, ORA responds to SoCalGas’ proposed program for unbundling core capacity, including the treatment of pipeline demand charges and transition costs.  ORA also presents its preferred alternative method for core interstate pipeline unbundling.

     SoCalGas’ unbundling proposal fails to provide and facilitate competitive market opportunities for core customers as envisioned in D.95-07-048.  ORA will address the issues and the inequities associated with SoCalGas’ proposal to have core customers continue paying for a portion of the stranded costs associated with the noncore’s share of El Paso capacity. 

     In this proceeding, ORA proposes a core unbundling proposal that was included in its filed comments on the Commission’s Natural Gas Rulemaking Proceeding, R.98-01-011.  ORA recommends that a new “fully unbundled core” tariff be established to enable core customers to directly purchase interstate pipeline (and ultimately storage) through a marketer and provide their own supply reliability.  The new unbundled core customer class would continue to pay the same distribution costs as other bundled core customers.  This proposal will enhance opportunities for core market competition because this customer class will have opportunities and responsibilities similar to those afforded to noncore customers.  

     It is essential that any unbundling proposal adopted by the Commission incorporate an equitable solution for allocating stranded costs.  ORA’s proposal may result in minor cost shifts� (which are justified) and provides benefits to all customers.  

     ORA recommends that the Commission adopt the following recommendations:

Elimination of the allocation of noncore ITCS to the core.  

Rejection of SoCalGas’ Unbundling Proposal. 

Adoption of ORA’s proposal for a new “fully unbundled core” tariff, with the conditions specified herein.

An equitable allocation of interstate capacity and stranded costs among core and noncore customers as described herein.





SOCALGAS’ UNBUNDLING PROPOSAL IS INEQUITABLE FOR CORE CUSTOMERS AND SHOULD NOT BE ADOPTED



     Under SoCalGas’ unbundling proposal, core customers remain assigned a capacity reservation of 1044 MMcfd  (744 MMcfd on El Paso and 450 MMcfd on Transwestern).� These interstate capacity costs are currently bundled into core transportation rates, but once unbundled would be removed and recovered as part of the procurement rate. SoCalGas  proposes that a market price for this capacity be estimated monthly, and this would be the market price used to estimate the cost of core interstate capacity sales in a given month.  The difference between the revenue SoCalGas collects for core capacity and the actual cost of the 1044 MMcfd of capacity at 100% of the as-billed rate (ABR) would be included as a transition cost in transportation rates for all core customers.  

     SoCalGas proposes that a Core Transwestern/El Paso Capacity Surcharge (CTECS) balancing account be established to track the costs and revenues associated with the core capacity.�   While core transportation customers would no longer be assigned any of the core’s share of this capacity, they would, however, be allocated a share of the stranded costs related to this capacity. SoCalGas asserts that it will make available to the market any unneeded core capacity in a given month, thereby providing an opportunity for additional revenue.   However, SoCalGas admits that  it does not expect that these revenues will cover the costs of the core’s capacity reservation.

     As support for its unbundling proposal, SoCalGas cites D.97-04-082� as the decision articulating Commission policy supporting the position that the recovery of stranded costs resulting from core pipeline unbundling be the sole responsibility of core customers.  (SoCalGas/Collette, p.8)   ORA does not agree with SoCalGas’ characterization on this point.  That decision, among other things, addresses the issue of core unbundling as it applies to SDG&E.  Unlike SoCalGas’ interstate capacity situation, SDG&E’s is quite different.  SDG&E holds 10 MMcfd of El Paso capacity and 50 MMcfd of PGT/PG&E-401 capacity.  D.97-04-082 allowed SDG&E to recover from core customers stranded costs resulting from the cost differential between its brokered capacity costs and the above market costs associated with the 10 MMcfd of El Paso capacity.�  Any costs related to PGT/PG&E-401 capacity, however, were to be explicitly excluded from the stranded cost calculation.  The amount of stranded capacity costs allocated to SDG&E’s core customers was consequently expected to be minimal.   While D.97-04-082 uniquely addresses the details of SDG&E’s core capacity unbundling, an explicit generic policy requiring that core ratepayers exclusively bear all stranded costs resulting from core unbundling is not part of this decision.  Accordingly, SoCalGas’ attempt to use this decision as the basis for its policy to allocate to the core all stranded costs resulting from unbundling is inappropriate.   Furthermore, SDG&E is fully at-risk for recovery of its capacity on PG&E and PGT through its gas procurement PBR.  

     A basic premise underlying SoCalGas’ proposal is that stranded costs related to core capacity should remain within the core.   That is, any under-recovery of costs associated with the 1044 MMcfd of the core’s interstate capacity is to remain the responsibility of core retail and transport customers.  This cost allocation policy is contrary to the Commission’s expressed view that core pipeline unbundling may result in some cost shifting.   In D.95-07-048, the Commission explicitly acknowledged that core customers should not be denied “competitive options on the basis that noncore customers may have to bear some of the associated costs.”  (Emphasis added) That decision clearly expressed the Commission’s views on this matter:

“Core customers currently pay about 75% more for interstate transportation than noncore customers because core customers have not had opportunities, either individually or as a class, to take advantage of low-priced excess capacity in competitive markets.  Each time we have improved competitive options for noncore customers or reduced noncore rates, core customers have shared in the associated stranded costs.  As a matter of equity, we should not deny core customers the options available to the noncore or require other core customers to bear all of the associated risks. “  (D.95-07-048, pp. 13-14) 



In directing utilities to unbundle core interstate pipeline costs, the Commission was well aware that some cost-shifting would likely occur.  The Commission recognized that on the basis of equity, all customers should be responsible for associated stranded costs, and not solely the core.  In essence, the SoCalGas core unbundling proposal is analogous to the status quo in most respects.  SoCalGas’ proposal fails to equitably resolve stranded costs which the Commission found as a prerequisite to core unbundling.   

�

NONCORE ITCS COSTS SHOULD NO LONGER BE ALLOCATED 

          TO THE CORE



      SoCalGas proposes that all core customers (retail and transport) continue to pay for a portion of the stranded costs associated with the noncore’s 406 MMcfd of El Paso capacity.�   SoCalGas’ primary justification for maintaining this existing allocation of noncore ITCS costs is based on the 1992 capacity brokering implementation decision, D.92-07-025.  (SoCalGas/Lorenz, pp. 5-6)   In particular, that ITCS costs should be allocated to core because the core would benefit from slack capacity.  SoCalGas’ proposal fails to consider the fact that core customers have continually been burdened since the implementation of capacity brokering with paying the full as-billed rate for the core interstate capacity reservation that is in excess of typical actual annual requirements plus a share of the stranded costs associated with noncore interstate capacity.  It would be inequitable for core customers to continue to be allocated any  noncore ITCS costs in this proceeding.   As part of any unbundling proposal for core, the Commission must eliminate the existing allocation of ITCS costs to the core as a matter of equity.         

     The core pays the full as-billed rate of its 1044 MMcfd capacity reservation, an allocation of ITCS equal to 10% of its reservation (i.e., another 104 MMcfd of capacity costs), and surcharges associated with the capacity step-downs on the El Paso and Transwestern pipelines.  Under SoCalGas’ proposal, none of this would change except for the fact that the core would now pay a market rate (instead of the as-billed rate) for the 1044 MMcfd of capacity with any shortfall recovered in a new core ITCS account.  This is analogous to the status quo for cost recovery purposes, except that some core customers could access alternate capacity through an aggregator rather than taking a direct allocation from SoCalGas.   There is no justification for maintaining the current allocation of noncore ITCS to the core, and the allocation of ITCS costs to core should be eliminated.  

     In SoCalGas’ last BCAP decision, D.97-04-082, the Commission determined that all of the benefits related to the El Paso and Transwestern capacity step-downs be allocated to the noncore, while the associated surcharges would be borne primarily by core customers. �   Consequently, core customers will pay a total of $123 million through 2001 for these surcharges without obtaining a commensurate benefit. These surcharges were the product of :  (1)  SoCalGas relinquishing 450 MMcf/d of its 750 MMcf/d Transwestern capacity commitment in November 1996, and (2) SoCalGas stepping-down by 300 MMcf/d its capacity commitment on El Paso in January 1996.   As a result of these step-downs, noncore customers are the sole beneficiaries in that they are no longer obligated to pay for any of SoCalGas’ capacity on Transwestern (a reduction of about 430 MMcfd of capacity previously allocated to the noncore) and are also relieved from paying capacity costs related to 300 MMcfd of El Paso capacity previously allocated to the noncore.   

     By the end of 1998, all of SoCalGas’ surcharge responsibility associated with El Paso will be completed. �   Pursuant to D.97-04-082, the core is responsible for 65% of the El Paso surcharges and the noncore is responsible for 35% of these surcharges. Based upon these percentages, approximately $24 million is being paid by core and $13 million by noncore on an annual basis.  Allocating noncore ITCS to the core is particularly inappropriate considering that the core is also responsible for the bulk of the surcharges resulting from SoCalGas’ recent step-down of noncore capacity.  In essence, while D.97-04-082 awarded the entire benefit of the 300 MMcfd step-down of SoCalGas’ El Paso capacity and essentially all of the Transwestern step-down benefit to the noncore, the core is responsible for paying more than the noncore for the associated surcharges on a throughput basis.  What will remain after 1998 through 2001 is the surcharge responsibility related to Transwestern, which equates to approximately $8.2 million per year or $32.8 million.�   At the end of 2001, pursuant to D.97-04-082, core customers will have paid a total of $50.6 million in Transwestern surcharges so that noncore customers could be relieved of their 450 MMcfd Transwestern capacity reservation. 

     In addition, allocation of any amount of the noncore ITCS to the core is unfair in view of the fact that the core’s capacity reservation of 1044 MMcfd is more than the core’s average demand and cold-year requirements for 1998.�   For instance, SoCalGas’ core supply requirements for 1998 taken from the 1996 California Gas Report, are expected to be on average 920 MMcfd while cold year demand is expected to be 1,035 MMcfd.�

      It would be both unjust and inequitable for the Commission to require that the core also continue to pay for a share of the noncore ITCS given that core customers are: 

(1) absorbing all of the Transwestern surcharges; (2) paying $ 72 million in El Paso surcharges with no offsetting benefits; and (3) have a capacity reservation in excess of its annual requirements.  Since August 1993, core customers have been allocated costs associated with the ITCS account in addition to paying their own pipeline reservation costs.  In view of current circumstances where the core is paying for all of the surcharges associated with the noncore’s capacity step-down on Transwestern, maintaining the status quo and requiring the core to absorb a portion of the noncore ITCS is inequitable. �   ORA recommends that the Commission eliminate the current allocation of noncore ITCS costs to core customers under any unbundling scenario that is ultimately adopted by the Commission.

 

ORA’S PROPOSAL PROVIDES COMPETITIVE BENEFITS AND FAIRLY  

        ADDRESSES ISSUES OF COST ALLOCATION



       In its comments that were filed in response to the Commission’s Natural Gas Strategy Rulemaking, R.98-01-011, ORA submitted a proposal for unbundling core interstate pipeline capacity on the SoCalGas system.  In making this proposal, ORA endeavored to seek a viable means to stimulate and enhance opportunities for workable competition for core customers, while providing the same competitive options as afforded to noncore customers and minimizing cost allocation issues.  The primary issue in this proceeding is overcoming the obstacle of cost allocation among core and noncore customers associated with unbundling interstate pipeline capacity costs.  This is an important and extremely sensitive issue.  For any meaningful core unbundling proposal to be adopted, the Commission must equitably resolve the issue of cost allocation.  ORA’s proposal achieves this goal in that it provides core customers the direct responsibility for making the decision to subscribe to the proposed unbundled service and providing their own supply reliability, while simultaneously addresses the stranded cost issues associated with allocating the capacity in an equitable manner. 

     The proposal recognizes the cost allocation issues inherent in interstate capacity unbundling and takes a hybrid approach in order to provide inroads to competition over the remaining term of the interstate capacity commitments.  Under this approach, core customers who choose to be served by marketers would have options available similar to noncore customers.  ORA recommends the creation of a new class of core customers referred to as the “fully unbundled” core class.  This new class of customers would continue to pay distribution costs like other core customers, but the distinction would be that customers served off the “fully unbundled” core tariff would have its interstate pipeline (and ultimately storage) costs unbundled and would be prohibited from procuring gas from the utility.  A key component of the proposal is that the allocation of noncore ITCS to the core be eliminated while the current 1044 MMcfd core reservation would remain during the initial year of the service.  

      The unbundling of SoCalGas’ interstate capacity for the “fully unbundled” core customer class would begin on April 1, 1999, which would coincide with the end of the winter season which is typically on March 31st.  Under this proposal, there would be an initial open season prior to April 1, 1999, where up to 100 MMcfd of core volume would be able to switch to the new core unbundled tariffs.  The proposal would provide for another 50 MMcfd to be switched annually thereafter until termination of the interstate contracts.  (See Table 1)  ORA proposes that SoCalGas hold an annual open season from February 1st through March 31st for this new service on a first come, first serve basis with priority given to those core customers who have previously taken aggregation service.  The new rate schedules would be open to 50 MMcfd of demand annually pursuant to the schedule set forth in Table 1.�  



 Table 1

ORA’s Proposal for Unbundling of 

SoCalGas’ Core Interstate Capacity  



                                                Max. Annual        Total Max.        Noncore

Date           Core Reserv.           Migration           Migration       Capacity (Max.) 



4/1/99          1044 MMcfd           100 MMcfd          100 MMcfd         406 MMcfd

4/1/00          1014 MMcfd             50 MMcfd          150 MMcfd         436 MMcfd

4/1/01            984 MMcfd             50 MMcfd          200 MMcfd         466 MMcfd

4/1/02            954 MMcfd             50 MMcfd          250 MMcfd         496 MMcfd

4/1/03            924 MMcfd             50 MMcfd          300 MMcfd         526 MMcfd

4/1/04            894 MMcfd             50 MMcfd          350 MMcfd         556 MMcfd

4/1/05            864 MMcfd             50 MMcfd          400 MMcfd         586 MMcfd



     The fully unbundled core tariff provides for unbundled interstate capacity and procurement.  As described in its comments on R.98-01-011, the tariff would ultimately provide for unbundled storage and the equivalent of stranded storage costs (but ORA is not proposing that aspect in this proceeding).  Customers under this tariff would pay the equivalent of noncore ITCS.  After the initial 100 MMcfd level, the noncore interstate capacity reservation would be increased by 60% of the total annual migration to the rate schedule, and the core reservation would be decreased by a commensurate amount up to a maximum of 30 MMcfd based on a maximum annual allowable migration of 50 MMcfd.  The rationale of this method would be to equitably spread any potential stranded costs from providing this new service.              

     



ECONOMIC IMPACTS



     There are a range of unbundling and market structure proposals that may be considered in this proceeding.  Unlike ORA’s proposal, these other unbundling options may not equitably resolve the issue of allocating interstate capacity.  In its testimony, SoCalGas provides an analysis of various core unbundling scenarios and their impact on noncore customer rates.  In particular, SoCalGas examines what the impact would be to existing noncore stranded costs assuming anywhere from 10% to 100% of the core market were unbundled for aggregators. (SoCalGas/Lorenz, p. 10)   Depending upon the percentage, SoCalGas estimates that noncore rates could increase anywhere from $8 M to $56 M.�

     ORA’s proposal is not among the core unbundling scenarios examined in SoCalGas’ testimony.   In contrast to the other proposals, ORA’s unbundling alternative produces a much smaller impact to noncore rates. Under ORA’s proposal, the largest impact to the noncore would be $12 million as a result of the elimination of the noncore ITCS to the core.  ORA views $12 million as a maximum amount because this estimate assumes the unlikely scenario that no core customers elect to switch to the new core unbundled tariff.  In fact, as customers switch, the $12 million figure should be much less because under ORA’s proposal these customers would pay noncore ITCS costs. ORA notes that even though its proposal produces a noncore rate impact—albeit small---such an impact is mitigated by the fact that core customers will continue to bear the cost of all of the surcharges associated with SoCalGas’ Transwestern capacity in their rates, equating to $32.8 million from 1998 to 2001, or $8.2 million annually.� Through the end of this year, core customers will have also paid $72 million for El Paso surcharges to the benefit of noncore customers.   Such offsetting costs incurred by the core to the noncore’s benefit should not be overlooked as part of any economic analysis examining the impact of unbundling core capacity.� 



CONCLUSION



      As discussed in this testimony, SoCalGas’ unbundling proposal is inequitable in that core customers would be required to continue paying stranded costs associated with the noncore’s share of El Paso capacity.  ORA explains that is inequitable for core customers to continue bearing stranded noncore capacity particularly in light of the fact that:  (1) the core is paying interstate cost surcharges associated with the stepdown of SoCalGas’ noncore capacity and is responsible for all of the Transwestern interstate surcharges pursuant to D.97-04-082 and (2) the core’s interstate capacity reservation exceeds its actual capacity requirements.  SoCalGas’ unbundling proposal is inconsistent with the Commission’s directives in D.95-07-048 which expressly state that all customers must be responsible for the stranded costs resulting from core unbundling.  As an alternative, ORA presents an unbundling proposal that will enhance competition in the core market and at the same time resolve the cost allocation issues associated with interstate capacity on an equitable basis.  

     In summary, ORA respectfully recommends that the Commission:  (1) eliminate the allocation of noncore ITCS to the core, (2) reject SoCalGas’ unbundling proposal, and (3) adopt ORA’s unbundling proposal which recommends the creation of a new “fully unbundled core” tariff. 

 �QUALIFICATIONS AND PREPARED TESTIMONY

OF

SANDRA J. FUKUTOME





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



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



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



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



Q.3	Briefly describe your educational and professional experience.



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



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



            During the last several years, my assignments included Project Manager in charge of ORA’s review of PG&E’s 1992, 1993, and 1994 Gas Reasonableness Reviews, and ORA’s lead negotiator in settlement discussions pertaining to these proceedings.  I was also ORA’s Project Manager of PG&E’s 1995 and 1997 Biennial Cost Allocation Proceedings (BCAP) and ORA’s Project Manager of Southern California Gas Company’s (SoCalGas) 1996 BCAP.  



Q.4	What is your responsibility in this proceeding?



	I am responsible for preparing ORA’s direct testimony in this proceeding. 

	









  



� As compared to D.97-04-082.



� SoCalGas’ proposal allows the opportunity for the retail core’s interstate pipeline obligation to be periodically reduced in proportion to the market share by volume of Core Aggregation Transport (CAT) customers relative to the total core.



� The CTECS is analogous to the Interstate Transition Cost Surcharge Account (ITCS) which was established to track costs and revenues associated with unbundled noncore capacity. 



� D.97-04-082 adopted BCAP rates for SoCalGas and SDG&E.  That decision also adopted unbundling of SDG&E’s core interstate capacity costs from core transportation rates. 

  

� In that proceeding, ORA proposed that these interstate costs be recovered exclusively from SDG&E’s procurement customers and supports this approach in R.98-01-011.



� Core customers have been contributing to the recovery of approximately $12 million per year in noncore ITCS costs since 1993. 



� An Application for Rehearing of this decision on this precise issue is currently pending.  



� Through 1998, core customers will have paid $72 million in El Paso surcharges and $26 million in Transwestern surcharges, pursuant to D.97-04-082.

  

� This amount excludes what the core has paid to date for Transwestern surcharges pursuant to D.97-04-082.  In 1996 and 1997, the core paid $2.7 million and $15.1 million, respectively.  In 1998, the core will pay another $8.2 million.



� Cold year requirements are based on a 1-in-35 year event and exceed actual core gas demand.



� Adjusting these figures for POPCO and California purchases decreases this requirement by up to 80 MMcfd.



� Instead of allocating a portion of noncore ITCS costs to the core, it would make just as much sense to allocate these same costs to SoCalGas’ shareholders as an alternative solution, albeit after the expiration of the global settlement.



�   Under ORA’s proposal, the current core aggregation program would continue for those customers who do not qualify in the open season for the new unbundled tariff or that want the firm access through utility interstate capacity (and storage).  



� The $56 M impact on noncore rates would likely be the result of unbundling 100% of the core’s interstate capacity and brokering it along with the noncore’s interstate capacity at market rates and then allocating stranded costs to all customers on equal cents per them basis.



� Pursuant to D.97-04-082.



�  This analysis assumes that the Commission does not grant rehearing of the SoCalGas BCAP decision on the surcharge allocation issue.
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