SAN DIEGO GAS AND ELECTRIC COMPANY

SOUTHERN CALIFORNIA GAS COMPANY

2009 BIENNIAL COST ALLOCATION PROCEEDING (A.08-02-001)

DATA REQUEST DRA-PZS1

______________________________________________________________________


QUESTION PZS1-1:

Subject:   Feb.4, 2008 SoCalGas Direct Testimony of Herbert  S. Emmrich  (Embedded Cost)
On page 3 at Lines 8 -10, SoCalGas states: “Core reliability storage costs were allocated directly in core transportation rates and storage balancing costs were allocated across all customer classes based on average year throughput forecasts in transportation rates.”  
(a) Please identify, in dollars, how much of core reliability storage costs were allocated directly in core transportation rates.  

(b) Please identify, in dollars, how much of storage balancing costs were allocated across all customer classes.  

(c) Please provide the page numbers to the portions of your testimony and workpapers which support your responses to (a) and (b).

RESPONSE PZS1-1:

(a)   $39,125,000 in core reliability storage costs were allocated to SoCalGas' core
       customers.
(b)   $12,381,000 in storage balancing costs, including fuel costs for injection related to load balancing, was allocated across all customer classes.

(c)   See the work papers to testimony of Mr.Lenart for embedded cost, worksheet tab #6 "Cost Alloc" starting on page 26.

The storage costs allocated to all customers and the TBS program, excluding fuel costs, are also shown in Mr. Emmrich’s testimony in Table 27 on page 50.
Table 27

Allocation of Storage Costs
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Core Reservation SoCalGas

Percent of Total by Product

Alloc

Total

Units

Costs $MM

 

Inventory 

%

46.76%

61.3

131.1

Bcf

$13.472

0.213

$/Dth

Injection

%

33.70%

286

850

MMcfd

$7.956

26.959

$/Dth

Withdrawal

%

60.56%

1,935

3,195

MMcfd

$17.698

8.878

$/Dth

 

  Total SCG Core

$39.126

 

Core Reservation SDG&E

 

Inventory 

%

6.64%

8.7

131.1

Bcf

$1.912

0.213

$/Dth

Injection

%

4.78%

41

850

MMcfd

$1.129

26.959

$/Dth

Withdrawal

%

9.08%

290

3,195

MMcfd

$2.652

8.878

$/Dth

 

  Total SDG&E Core

$5.694

 

Core Reservation Total SCG & SDG&E

$44.819

 

 

Load Balancing

Alloc

Total

Units

 

Inventory 

%

3.20%

4.2

131.1

Bcf

$0.923

0.213

$/Dth

Injection

%

23.53%

200

850

MMcfd

$5.555

26.959

$/Dth

Withdrawal

%

10.64%

340

3,195

MMcfd

$3.110

8.878

$/Dth

 

 Total Balancing

$9.587

 

  Total Core + Balancing

$54.407

 

 

TBS Storage Program

Alloc

Total

Units

 

Inventory 

%

43.40%

56.9

131.1

Bcf

$12.505

0.213

$/Dth

 

Injection

%

37.99%

323

850

MMcfd

$8.968

26.959

$/Dth

Withdrawal

%

19.72%

630

3,195

MMcfd

$5.762

8.878

$/Dth

 

  Total TBS

$27.235

  Storage Grand Total

$81.642


QUESTION PZS1-2:

On page 5 at Lines 19-22, SoCalGas states: “Unfortunately, the Commission has deviated from this economic efficiency principle and has instead implemented LRMC-based rates that have distorted the cost signals…”  Please provide all documents, with specific page references, that show the distortion of cost signals referred to in the statement.

RESPONSE PZS1-2:

Since all rates based on the Commission-adopted hybrid LRMC cost allocation methodology have deviated from the economically-efficient cost allocation principles of basing customer costs on the cost of adding one new customer holding demand constant and basing demand-related costs on serving one additional therm holding customers constant, all cost allocations based on the Commission-approved LRMC allocation method have provided customers with distorted price signals. The use of the NCO method vs. the rental method of allocating customer costs is a prime example of providing customers distorted cost signals as indicated by Ms. Smith in her direct testimony. Therefore, all rates adopted since 1992 in D.92-12-058 have provided customers with distorted cost signals. All documents related to BCAPs since 1992 are available in Commission filings. All rates shown in the final BCAP decisions since 1992 therefore have provided distorted price signals to customers. 
QUESTION PZS1-3:

On page 7 at Line 1, SoCalGas refers to utility resource plans.
(a) Please explain whether these utility resource plans can be considered the utility’s least cost resource plans for the planning period for transmission, distribution, and storage.

(b) Please explain whether the utility prepares least cost resource plans for transmission, distribution and storage regardless of whether it employs an LRMC cost allocation or an embedded cost allocation approach. 

RESPONSE PZS1-3:

(a) The transmission resource plan represents the least cost means to provide the incremental intrastate capacity required to meet the long-term demand forecast over the plan period.  The resource plan for distribution represents a reasonable estimate of the costs necessary to expand the distribution system over the plan period.  The storage resource plan represents a best-guess estimate of the costs to expand storage capacities assuming sufficient long-term contract demand in the unbundled storage program exists to warrant such expansions.  The per-unit cost of these storage expansions depends upon size of the expansion, which is unpredictable.
(b) Resource plans are only required for LRMC cost allocation and are not needed under an embedded cost methodology.  Under an embedded cost methodology, the Utility will no longer have a need to prepare a "resource plan" per se, but will plan and maintain its system to meet the CPUC-mandated design criteria and market-based demand for its products.

QUESTION PZS1-4:
On page 7 at Lines 11-13, SoCalGas states: “Today, nearly all gas distribution utilities and pipelines in North America utilize, and their regulators endorse, embedded costing principles….”  (a) Please provide a list of the utilities referred to in the statement.

(b) Please provide all documents, with specific page references, showing that the regulators referred to in the statement endorse embedded costing principles.

RESPONSE PZS1-4:

(a) SoCalGas first contacted the gas group at the National Regulatory Research Institute (NRRI) at Ohio State University and was told that NRRI was unaware of any state that relies on marginal cost for cost allocation.  SoCalGas also contacted the American Gas Association’s (AGA) Rates and Regulatory Policy Group to inquire as to any states that use marginal cost in the allocation of base margin.  AGA has a membership in excess of 700 organizations that includes almost all gas distribution and transmission companies in the USA. The AGA membership list is restricted to AGA members. Besides California, the AGA was unaware that any states relied on marginal cost methods for the allocation of costs of service.  As a check, the AGA sent out an inquiry to all its member utilities. All of the responders indicated that their utilities do not use marginal costs for this purpose.  Next SoCalGas contacted the regulatory agencies of states that used marginal costs for allocation purposes in the past.  Again the responses were negative.  Finally, SoCalGas asked one of its consultants that is familiar with national practices in utility ratemaking.  The consultant indicated that only New Mexico uses marginal cost methods for cost allocation purposes.  Based on these inquiries, SoCalGas has concluded that California and New Mexico remain as the only states to rely on marginal costs for allocation purposes for gas utilities.
(b) Since only one state besides California could be identified that still uses marginal cost for cost allocation and ratemaking for gas utilities, we must assume that regulators in all states, except California and New Mexico, endorse embedded cost allocation principles for allocating gas utility costs. In addition, FERC and the NEB of Canada also use embedded cost allocation for ratemaking purposes for gas pipeline services. We have no specific documents to quote. 
QUESTION PZS1-5:
On page 7 at Lines 17-20, SoCalGas states:  “In fact, for those states in the U.S. where gas marginal cost studies were conducted in the past (other than in California). Many of the regulators in those states have now abandoned marginal cost concepts altogether.” 
(a) Please provide a list of the utilities referenced in the statement.
(b) Please provide all documents, with specific page references, showing that the regulators referred to in the statement have now abandoned marginal cost concepts.

RESPONSE PZS1-5:

(a) As stated in response to PZS1-4, SoCalGas first contacted the gas group at the National Regulatory Research Institute (NRRI) at Ohio State University and was told that NRRI was unaware of any state that relies on marginal cost for cost allocation.  SoCalGas also contacted the American Gas Association’s (AGA) Rates and Regulatory Policy Group to inquire as to any states that use marginal cost in the allocation of base margin.  Besides California, the AGA was unaware that any states relied on marginal cost methods for the allocation of costs of service.  As a check the AGA sent out an inquiry to all its member utilities. All of the responders indicated that their utilities do not use marginal costs for this purpose. Next SoCalGas contacted the regulatory agencies of states that used marginal costs for allocation purposes in the past. Again the responses were negative.  Finally, SoCalGas asked one of its consultants that is familiar with national practices in utility ratemaking.  The consultant indicated that only New Mexico uses marginal cost methods for cost allocation purposes.  Based on these inquiries, SoCalGas has concluded that California and New Mexico remain as the only states to rely on marginal costs for allocation purposes. We conclude therefore that all other states, in addition to FERC and the NEB, use embedded costs for ratemaking. The 700 plus membership list of AGA is restricted by AGA but generally includes almost all gas utilities and gas transmission companies in the USA.
 

(b) We have no specific documents or references to cite. However, since Russell Feingold could identify only five states that used LRMC and since Dr. Schmidt was able to identify only one state, other than California, that still uses LRMC, New Mexico, and since FERC- and NEB-regulated gas pipelines use embedded costs to set rates, logically, they must have abandoned LRMC in favor of embedded cost principles otherwise they would still be using LRMC-based ratemaking.
QUESTION PZS1-6:
On page 7 at Lines 21-23, SoCalGas refers to an industry-wide review conducted by Russell Feingold on behalf of SoCalGas.  Please provide DRA a copy of the referenced review.

RESPONSE PZS1-6:

The study is attached below.
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QUESTION PZS1-7:
On page 7 at Lines 25-27, SoCalGas refers to a late 2007 updated review conducted by Dr. Schmidt that found only five states remain where some type of marginal cost study is still conducted.  Please provide DRA with a copy of the referenced review.

RESPONSE PZS1-7:

a) As stated in response to PZS1-4 above, Russell Feingold identified 5 states that used LRMC cost allocation in setting rates. In order to verify if these states have continued to use LRMC, Dr. Schmidt first contacted the gas group at the National Regulatory Research Institute (NRRI) at Ohio State University and was told that NRRI was unaware of any state that relies on marginal cost for cost allocation.  SoCalGas also contacted the American Gas Association’s (AGA) Rates and Regulatory Policy Group to inquire as to any states that use marginal cost in the allocation of base margin.  Besides California, the AGA was unaware that any states relied on marginal cost methods for the allocation of costs of service.  As a check the AGA sent out an inquiry to all its member utilities.   All of the responders indicated that their utilities do not use marginal costs for this purpose.  Next SoCalGas contacted the regulatory agencies of states that used marginal costs for allocation purposes in the past.  Again the responses were negative.  Finally, SoCalGas asked one of its consultants that is familiar with national practices in utility ratemaking.  The consultant indicated that only New Mexico uses marginal cost methods for cost allocation purposes.  Based on these inquiries, SoCalGas has concluded that California remains the only state to rely on marginal costs for allocation purposes. We conclude therefore that all other states, FERC and the NEB use embedded costs for ratemaking. The 700 plus membership list of AGA is restricted by AGA but generally includes almost all gas utilities and gas transmission companies in the USA.
QUESTION PZS1-8:
On page 8 at Lines 2-3, SoCalGas states: “First, as the cost of gas decreased over time, there was less interest and concern over the need to provide gas customers with some type of price signal based on marginal cost to influence their gas consumption habits.” Please describe the time period, in months and years, during which the events referred to in the statement occurred.  

RESPONSE PZS1-8:

Gas prices decreased in real dollar terms or were fairly flat from 1994 to 1999. The table below shows the price history of core flowing supply WACOG costs from 1994 to 2007. 
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[image: image4.emf]YEAR Supply Component Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec YR. AVG.

1994 Wacog for Purch. 2.25 2.14 2.22 1.98 1.85 1.73 1.77 1.72 1.51 1.47 1.62 1.84 1.84

1995 Wacog for Purchase 1.56 1.29 1.28 1.28 1.34 1.33 1.16 1.25 1.42 1.48 1.52 1.62 1.38

1996 Wacog for Purchase 1.66 1.41 1.36 1.27 1.29 1.39 1.66 2.08 1.67 1.80 2.58 3.50 1.81

1997 Wacog for Purchase 4.20 2.47 1.60 1.74 2.11 2.12 2.14 2.24 2.58 3.02 3.14 2.46 2.48

1998 Wacog for Purchase 2.19 1.97 2.18 2.29 2.14 1.94 2.08 2.03 1.59 1.80 2.11 2.03 2.03

1999 Wacog for Purchase 1.88 1.79 1.70 1.75 2.23 2.13 2.21 2.40 2.77 2.54 2.96 2.28 2.22

2000 Wacog for Purchase 2.53 2.55 2.55 2.93 2.98 4.03 4.50 3.83 5.52 5.05 4.98 7.73 4.10

2001 Wacog for Purchase 10.47 7.80 7.39 7.48 6.86 5.09 3.16 2.83 2.37 1.54 2.82 2.45 5.02

2002 Wacog for Purchase 2.85 1.99 2.28 3.29 3.01 2.45 2.93 2.77 2.71 2.95 3.80 3.94 2.91

2003 Wacog for Purchase 4.64 4.91 6.76 4.33 4.55 5.47 5.07 4.47 4.71 4.18 4.19 4.50 4.82

2004 Wacog for Purchase 5.46 5.30 4.64 4.77 5.41 6.10 5.74 5.68 4.70 4.81 7.04 6.04 5.47

2005 Wacog for Purchase 5.85 5.78 5.64 6.53 6.60 5.71 6.49 6.40 8.49 10.04 10.71 8.42 7.22

2006 Wacog for Purchase 9.16 7.11 6.42 5.83 6.12 5.05 5.40 6.22 6.46 3.92 6.80 6.54 6.25

2007 Wacog for Purchase 6.07 6.89 7.21 6.30 7.07 7.24 6.69 5.43 5.05 5.50 6.23 5.92 6.30

In constant 2007 dollars

Constant 

2007 

Dollars

YEAR Supply Component Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec YR. AVG.

1994 Wacog for Purchase 3.00 2.86 2.96 2.63 2.47 2.29 2.35 2.27 1.99 1.93 2.13 2.42 2.44

1995 Wacog for Purchase 2.04 1.69 1.67 1.67 1.75 1.73 1.51 1.62 1.84 1.91 1.96 2.08 1.79

1996 Wacog for Purchase 2.13 1.81 1.74 1.63 1.66 1.77 2.12 2.65 2.12 2.29 3.27 4.43 2.30

1997 Wacog for Purchase 5.30 3.11 2.01 2.18 2.65 2.65 2.69 2.81 3.23 3.77 3.92 3.06 3.12

1998 Wacog for Purchase 2.73 2.45 2.71 2.85 2.66 2.41 2.58 2.51 1.96 2.23 2.60 2.50 2.52

1999 Wacog for Purchase 2.32 2.20 2.09 2.15 2.73 2.61 2.70 2.93 3.38 3.10 3.60 2.76 2.71

2000 Wacog for Purchase 3.06 3.07 3.07 3.52 3.57 4.83 5.38 4.57 6.58 6.02 5.92 9.16 4.90

2001 Wacog for Purchase 12.38 9.20 8.69 8.76 8.03 5.95 3.69 3.30 2.76 1.79 3.27 2.84 5.87

2002 Wacog for Purchase 3.30 2.30 2.63 3.79 3.47 2.82 3.37 3.18 3.10 3.37 4.33 4.48 3.35

2003 Wacog for Purchase 5.26 5.56 7.64 4.89 5.13 6.16 5.70 5.02 5.28 4.68 4.68 5.01 5.42

2004 Wacog for Purchase 6.06 5.86 5.12 5.24 5.93 6.67 6.27 6.19 5.11 5.22 7.61 6.51 5.99

2005 Wacog for Purchase 6.27 6.19 6.03 6.97 7.02 6.06 6.87 6.75 8.93 10.53 11.21 8.79 7.65

2006 Wacog for Purchase 9.53 7.37 6.64 6.02 6.29 5.19 5.52 6.36 6.60 4.00 6.93 6.64 6.42

2007 Wacog for Purchase 6.13 6.94 7.25 6.32 7.08 7.25 6.70 5.42 5.04 5.47 6.18 5.87 6.30

Average 1994-2007 4.97 4.33 4.30 4.19 4.32 4.17 4.10 3.97 4.14 4.02 4.83 4.75 4.34

Deflator (to 2007 $) (JPGDP -- US GDP Price Index, set to 2007=1.0000; interpolated* to monthly data from quarterly data in Global Insight's Feb 2008 US Economic Forecast) 

(* interpolation done in Aremos software, using "Spline average" method

1994 0.7476 0.7487 0.7497 0.7504 0.7518 0.7534 0.7552 0.7564 0.7576 0.7583 0.7600 0.7618 0.7542

1995 0.763962 0.765098 0.765954 0.766792 0.767777 0.768892 0.769904 0.771055 0.772278 0.773207 0.774855 0.77653 0.7697

1996 0.778691 0.779685 0.780455 0.781019 0.782168 0.78349 0.784905 0.786 0.787027 0.787828 0.789211 0.790694 0.7843

1997 0.792449 0.793566 0.794453 0.795562 0.796228 0.7969 0.797423 0.7983 0.799233 0.800293 0.80106 0.801701 0.7973

1998 0.802493 0.802947 0.803429 0.803622 0.804486 0.805473 0.806542 0.807359 0.808104 0.808723 0.809639 0.810686 0.8061

1999 0.811576 0.812801 0.81402 0.815434 0.816401 0.817267 0.818029 0.818962 0.820158 0.820556 0.822763 0.825186 0.8178

2000 0.82814 0.829789 0.831054 0.832445 0.833722 0.83505 0.836474 0.837573 0.838726 0.839211 0.841193 0.843549 0.8356

2001 0.84578 0.848245 0.850483 0.853474 0.854816 0.855846 0.856903 0.858015 0.859244 0.860435 0.861678 0.862879 0.8556

2002 0.864161 0.865275 0.866359 0.867447 0.86852 0.86963 0.870504 0.871815 0.87338 0.874328 0.876723 0.879162 0.8706

2003 0.882502 0.883703 0.884463 0.884962 0.886243 0.887836 0.889341 0.890844 0.892392 0.893267 0.895636 0.898413 0.8891

2004 0.90093 0.903987 0.906865 0.910515 0.912423 0.914037 0.915357 0.91739 0.91982 0.921692 0.924794 0.927889 0.9146

2005 0.931686 0.933814 0.935647 0.937103 0.939535 0.942306 0.944963 0.947758 0.950464 0.95323 0.955874 0.958547 0.9442

2006 0.961127 0.963958 0.966756 0.970021 0.972324 0.974237 0.976768 0.97784 0.97902 0.978804 0.98182 0.985463 0.9740

2007 0.989602 0.992496 0.994645 0.997927 0.998796 0.999498 0.999466 1.001158 1.003369 1.005286 1.007722 1.010035 1.0000

Retail CORE Commodity  Weighted-Average-Cost-of-Gas (WACOG) for Purchases

SoCalGas Actual to 12/2007

($/Dth @ Ca/Az Border)


QUESTION PZS1-9:
On page 8 at Lines 7-10, SoCalGas states: “Finally, in states where both types of cost studies were conducted, the regulators recognized that the results of the marginal cost studies were similar directionally to the results already obtained under the embedded cost allocation studies.”  Please provide DRA a copy of the results of the marginal cost studies referred to in the statement, with specific page references showing that the marginal cost studies were similar directionally to the results already obtained under the embedded cost allocation studies.

RESPONSE PZS1-9:

The statement refers to the study by Russ Feingold that has been provided in response to PZS1-6.

QUESTION PZS1-10:
On page 8 at Lines 10-12, SoCalGas states: “Therefore, they chose to rely solely upon the embedded cost allocation studies for purposes of setting gas rates, and eliminated the need to conduct marginal cost studies.” Please provide the basis for this statement.

RESPONSE PZS1-10:

The basis for this statement is the Russ Feingold study provided in PZS1-6.

QUESTION PZS1-11:
On page 10 starting at Line 13-21, SoCalGas states: “To develop future marginal costs, the marginal cost estimation process necessarily relies upon utility plans and single-scenario forecasts …”  
(a) In SoCalGas’ last BCAP, were costs allocated on the basis of marginal costs? 

(b) Did the utility develop utility plans and forecasts to estimate those marginal costs? 

(c) Please identify which projects in those resource plans were actually implemented and describe how much of the utility’s resource plans actually materialized in terms of costs being incurred.

RESPONSE PZS1-11:

(a) In SoCalGas’ last BCAP, costs were allocated on the basis of the Commission-approved marginal costs approach which is not a true reflection of marginal costs but a hybrid approach using some aspects of LRMC, embedded costs and social ratemaking. 

(b) Yes, the utility developed 15-year transmission and storage resource plans 10-year historical and 5-year forecast distribution regression analyses to forecast and estimate those marginal costs. For Transmission and Storage, we develop 15-year resource plans to calculate the LRMC for each function.  In these long-term resource plans, we project the facilities needed to meet demand growth over the 15-year planning period.  We aren't however looking at actual forecasted budgeted spending.  These T&S resource plans for the BCAP are different from our plans used for budgeting purposes.  Since, these BCAP Transmission or Storage long-term resource plans are highly speculative, they end up being one of the more contentious aspects of the LRMC study. The marginal costs adopted in the 1999 BCAP are attached below.
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( c ) Distribution - In general, distribution resource plans were actually implemented, that is about 68,000 new customers per year were hooked up during the 2001 to 2007 period at an average cost of $1,123. The attached Excel spreadsheet and table below show the detail of distribution expenditures for new business.
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[image: image7.emf]Year Connected New Hook Ups

Total New 

Business Cost $

Cost Per 

Hook-up

2000

5,192,805                         

2001

5,248,640                    55,836                59,194,975 $            1,060 $         

2002

5,309,720                    61,079                59,101,734 $            968 $            

2003

5,375,446                    65,726                67,045,817 $            1,020 $         

2004

5,449,150                    73,704                76,356,574 $            1,036 $         

2005

5,523,023                    73,873                85,887,866 $            1,163 $         

2006

5,601,356                    78,333                105,861,497 $          1,351 $         

2007 5,668,370                    67,014                84,760,990 $            1,265 $         

Avg. 20001 - 2007 67,938                76,887,065 $            1,123 $         

SoCalGas Meters


Transmission - The following lists the transmission projects identified in the SoCalGas 1999 BCAP application that have been completed and their associated costs.  

Line 6900 Phase 2 & 3:
$22.2 million

Although not identified in the 1999 BCAP application, SoCalGas expanded the receipt capacity of its transmission system in 2001 and 2002.  These improvements added 375 MMcfd of additional receipt capacity for interstate and local supplies at a cost of approximately $61 million.


Storage - SoCalGas also provided exemplary storage expansions in the 1999 BCAP application for ratemaking purposes.  While the expansions identified in that application did not materialize, SoCalGas has created 25 BCF of additional inventory capacity since the 1999 BCAP.  Please refer to the prepared direct testimony of Steve Watson in A.08-02-001.
QUESTION PZS1-12:
On page 10 at Lines 22-23, SoCalGas states: “The average costs derived from this ECS diverge less from proper marginal costs than under the Commission-adopted LRMC methodology.” Please provide the basis for this statement.

RESPONSE PZS1-12:

The statement is based on the fact that using the ECS a small 2.6% true-up factor was needed to fully recover the revenue requirement while a 20% scale down of LRMC costs was made to align LRMC-based cost allocation with the revenue requirement. In equilibrium, LRMC equal average costs, and, since the ECS’s results are only 2.6% lower than the revenue requirement, which by definition equates to average cost, and using the Commission-approved LRMC methodology results in a 20% scale down to meet the revenue requirement, the ECS approach is more closely aligned with true marginal costs.
QUESTION PZS1-13:
On page 11 at Lines 17-19, SoCalGas states: “Because marginal costs are estimates, they must be created, requiring a complex process that is based upon numerous assumptions and analyses.” Please provide a list of the typical assumptions and analyses that would be required as part of the complex process referenced in the statement.

RESPONSE PZS1-13:

The Commission-approved LRMC methodology requires single scenario estimates of future demand and capital and O&M costs to provide service to new customers or to meet additional forecasted demand requirements. These single scenario approaches are deterministic in nature rather than probabilistic. The level of demand and cost forecasts 15 years into the future have only a 50% probability of occurring. The use of single point estimates of future gas price levels also have only a 50% probability of occurring and therefore demand forecasts are also problematical. There is constant debate over what costs are base costs vs. what costs are marginal costs 15 years out in the future. It is not theoretically correct or practical to use forecasts of demand and costs 15 years into the future to set current rates. In a fully competitive market, which we assume the Commission is attempting to replicate with the use of LRMC, prices are set at current marginal costs not estimated marginal costs 15 years out in the future. 
QUESTION PZS1-14:
On page 23, starting at Line 13, SoCalGas describes the proposed embedded cost-based allocation of base margin for each of SoCalGas’ customer classes.  When compared to the results for SoCalGas under the LRMC method as described in Ms. Allison Smith’s testimony and shown in Table 11 of said testimony, please explain which approach would result in a greater cost burden for SoCalGas core customers in 2009 through 2011.

RESPONSE PZS1-14:

The Embedded Cost methodology will allocate $1,424.4 million or 90.5% of base margin costs to SoCalGas' core customers. The LRMC methodology will allocate $1,379.5 million or 87.7% of base margin costs to SoCalGas' core customers. The total difference therefore is $44.9 million or 2.8% of base margin. These percentages are applicable throughout the BCAP period. This is the allocation of base margin costs, before integration of transmission system costs, and before separating out charges for Firm Access Rights (i.e.; FAR costs are included in the base margin costs but recovered separately as FAR charges).
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		Retail CORE Commodity  Weighted-Average-Cost-of-Gas (WACOG) for Purchases

		SoCalGas Actual to 12/2007

		($/Dth @ Ca/Az Border)

		YEAR		Supply Component		Jan		Feb		Mar		Apr		May		Jun		Jul		Aug		Sep		Oct		Nov		Dec		YR. AVG.		YEAR

		1994.0		Wacog for Purch.		2.25		2.14		2.22		1.98		1.85		1.73		1.77		1.72		1.51		1.47		1.62		1.84		1.84		1994.0

		1995.0		Wacog for Purchase		1.56		1.29		1.28		1.28		1.34		1.33		1.16		1.25		1.42		1.48		1.52		1.62		1.38		1995.0

		1996.0		Wacog for Purchase		1.66		1.41		1.36		1.27		1.29		1.39		1.66		2.08		1.67		1.80		2.58		3.50		1.81		1996.0

		1997.0		Wacog for Purchase		4.20		2.47		1.60		1.74		2.11		2.12		2.14		2.24		2.58		3.02		3.14		2.46		2.48		1997.0

		1998.0		Wacog for Purchase		2.19		1.97		2.18		2.29		2.14		1.94		2.08		2.03		1.59		1.80		2.11		2.03		2.03		1998.0

		1999.0		Wacog for Purchase		1.88		1.79		1.70		1.75		2.23		2.13		2.21		2.40		2.77		2.54		2.96		2.28		2.22		1999.0

		2000.0		Wacog for Purchase		2.53		2.55		2.55		2.93		2.98		4.03		4.50		3.83		5.52		5.05		4.98		7.73		4.10		2000.0

		2001.0		Wacog for Purchase		10.47		7.80		7.39		7.48		6.86		5.09		3.16		2.83		2.37		1.54		2.82		2.45		5.02		2001.0

		2002.0		Wacog for Purchase		2.85		1.99		2.28		3.29		3.01		2.45		2.93		2.77		2.71		2.95		3.80		3.94		2.91		2002.0

		2003.0		Wacog for Purchase		4.64		4.91		6.76		4.33		4.55		5.47		5.07		4.47		4.71		4.18		4.19		4.50		4.82		2003.0

		2004.0		Wacog for Purchase		5.46		5.30		4.64		4.77		5.41		6.10		5.74		5.68		4.70		4.81		7.04		6.04		5.47		2004.0

		2005.0		Wacog for Purchase		5.85		5.78		5.64		6.53		6.60		5.71		6.49		6.40		8.49		10.04		10.71		8.42		7.22		2005.0

		2006.0		Wacog for Purchase		9.16		7.11		6.42		5.83		6.12		5.05		5.40		6.22		6.46		3.92		6.80		6.54		6.25		2006.0

		2007.0		Wacog for Purchase		6.07		6.89		7.21		6.30		7.07		7.24		6.69		5.43		5.05		5.50		6.23		5.92		6.30		2007.0

		In constant 2007 dollars																												Constant 2007 Dollars		YEAR

		YEAR		Supply Component		Jan		Feb		Mar		Apr		May		Jun		Jul		Aug		Sep		Oct		Nov		Dec		YR. AVG.

		1994		Wacog for Purchase		3.00		2.86		2.96		2.63		2.47		2.29		2.35		2.27		1.99		1.93		2.13		2.42		2.44		1994

		1995.0		Wacog for Purchase		2.04		1.69		1.67		1.67		1.75		1.73		1.51		1.62		1.84		1.91		1.96		2.08		1.79		1995.0

		1996.0		Wacog for Purchase		2.13		1.81		1.74		1.63		1.66		1.77		2.12		2.65		2.12		2.29		3.27		4.43		2.30		1996.0

		1997.0		Wacog for Purchase		5.30		3.11		2.01		2.18		2.65		2.65		2.69		2.81		3.23		3.77		3.92		3.06		3.12		1997.0

		1998.0		Wacog for Purchase		2.73		2.45		2.71		2.85		2.66		2.41		2.58		2.51		1.96		2.23		2.60		2.50		2.52		1998.0

		1999.0		Wacog for Purchase		2.32		2.20		2.09		2.15		2.73		2.61		2.70		2.93		3.38		3.10		3.60		2.76		2.71		1999.0

		2000.0		Wacog for Purchase		3.06		3.07		3.07		3.52		3.57		4.83		5.38		4.57		6.58		6.02		5.92		9.16		4.90		2000.0

		2001.0		Wacog for Purchase		12.38		9.20		8.69		8.76		8.03		5.95		3.69		3.30		2.76		1.79		3.27		2.84		5.87		2001.0

		2002.0		Wacog for Purchase		3.30		2.30		2.63		3.79		3.47		2.82		3.37		3.18		3.10		3.37		4.33		4.48		3.35		2002.0

		2003.0		Wacog for Purchase		5.26		5.56		7.64		4.89		5.13		6.16		5.70		5.02		5.28		4.68		4.68		5.01		5.42		2003.0

		2004.0		Wacog for Purchase		6.06		5.86		5.12		5.24		5.93		6.67		6.27		6.19		5.11		5.22		7.61		6.51		5.99		2004.0

		2005.0		Wacog for Purchase		6.27		6.19		6.03		6.97		7.02		6.06		6.87		6.75		8.93		10.53		11.21		8.79		7.65		2005.0

		2006.0		Wacog for Purchase		9.53		7.37		6.64		6.02		6.29		5.19		5.52		6.36		6.60		4.00		6.93		6.64		6.42		2006.0

		2007.0		Wacog for Purchase		6.13		6.94		7.25		6.32		7.08		7.25		6.70		5.42		5.04		5.47		6.18		5.87		6.30		2007.0

		Average 1994-2007				4.97		4.33		4.30		4.19		4.32		4.17		4.10		3.97		4.14		4.02		4.83		4.75		4.34

		Deflator (to 2007 $) (JPGDP -- US GDP Price Index, set to 2007=1.0000; interpolated* to monthly data from quarterly data in Global Insight's Feb 2008 US Economic Forecast)																														Deflator (to 2007 $) (JPGDP -- US GDP Price Index, set to 2007=1.0000; interpolated* to monthly data from quarterly data in Global Insight's Feb 2008 US Economic Forecast)

		(* interpolation done in Aremos software, using "Spline average" method																														(* interpolation done in Aremos software, using "Spline average" method

		1994				0.7476		0.7487		0.7497		0.7504		0.7518		0.7534		0.7552		0.7564		0.7576		0.7583		0.7600		0.7618		0.7542		1994

		1995.0				0.7639618058		0.7650976894		0.7659535712		0.7667921564		0.7677768006		0.7688917948		0.7699040966		0.7710546864		0.7722782221		0.7732073004		0.7748554765		0.776529639		0.7697		1995.0

		1996.0				0.778690943		0.7796846114		0.7804551807		0.7810188611		0.7821682811		0.7834896629		0.7849052142		0.7859998204		0.787027079		0.7878276455		0.7892113613		0.7906943438		0.7843		1996.0

		1997.0				0.7924493066		0.7935656377		0.7944526029		0.7955617481		0.796228288		0.7968995908		0.7974234977		0.7983001853		0.799232773		0.8002927027		0.8010597626		0.8017007338		0.7973		1997.0

		1998.0				0.8024929446		0.802946663		0.8034291253		0.8036219765		0.8044862976		0.8054731978		0.8065418175		0.8073585107		0.8081036784		0.8087225905		0.8096393858		0.8106861133		0.8061		1998.0

		1999.0				0.8115761702		0.8128014606		0.8140204842		0.8154335288		0.8164010436		0.8172672865		0.8180288316		0.8189618371		0.8201577988		0.8205555335		0.8227627943		0.8251856339		0.8178		1999.0

		2000.0				0.8281403185		0.8297894972		0.8310541433		0.8324446273		0.8337220578		0.8350501242		0.8364736135		0.837573066		0.8387261625		0.8392109644		0.8411931207		0.8435486964		0.8356		2000.0

		2001.0				0.8457801889		0.8482450581		0.8504828174		0.8534738496		0.8548163715		0.8558455519		0.8569034762		0.858014961		0.8592442622		0.8604351268		0.8616777137		0.8628789395		0.8556		2001.0

		2002.0				0.8641611327		0.8652754585		0.8663592857		0.8674467894		0.8685200048		0.8696303198		0.8705038322		0.8718152706		0.8733801396		0.8743279348		0.8767233675		0.8791619161		0.8706		2002.0

		2003.0				0.8825021359		0.8837029439		0.884462985		0.8849618246		0.8862426809		0.8878361266		0.8893405834		0.890844121		0.8923922784		0.8932671278		0.8956364069		0.89841303		0.8891		2003.0

		2004.0				0.9009299557		0.903987082		0.9068652277		0.9105149453		0.9124234037		0.914036569		0.9153569481		0.9173896568		0.9198202673		0.9216915425		0.9247943749		0.9278894364		0.9146		2004.0

		2005.0				0.9316856308		0.9338143473		0.9356471859		0.9371032627		0.9395353773		0.942306402		0.9449632868		0.9477580419		0.9504637245		0.9532304041		0.955873502		0.9585469312		0.9442		2005.0

		2006.0				0.9611266087		0.963957795		0.9667563937		0.9700213281		0.9723236775		0.9742372329		0.9767681963		0.9778400747		0.9790197426		0.9788036623		0.9818200125		0.9854627949		0.9740		2006.0

		2007.0				0.9896022444		0.9924964331		0.9946451199		0.9979265152		0.998796351		0.9994982359		0.9994655648		1.0011576922		1.0033687131		1.0052864463		1.0077217361		1.010034948		1.0000		2007.0
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Marginal Costs D00-04-060

		SOCALGAS COST ALLOCATION (ESTABLISHED PURUSANT TO 1999 BCAP D.00-04-060)

		ALL VALUES IN THOUSANDS OF DOLLARS (M$) UNLESS NOTED

		LONG RUN MARGINAL COST ELEMENTS

																																																		Unbundled								Unallocated

								CORE														RETAIL NONCORE												WHOLESALE NONCORE												Int'l Noncore				Noncore				Total				Storage Cost				Total

								Residential		G-10		G-20		NR A/C		Gas Eng		Core Totals				Industrial		Cogen		IPP		EOR		Retail NCore				Long Beach		SDG&E		SW Gas		Vernon		WS Totals				Mexicali				Storage				Noncore				To NSBA				System

		1		CUSTOMER RELATED

		2		Number of Customers				4,695,661		200,385		95		18		698		4,896,857				1,162		215		23		67		1,467				1		1		1		1		4				1				0				1,472								4,898,330

		3		Per unit LRMC Cost (M$/Cust/Yr)				$0.064		$0.230		$1.088		$1.957		$1.238						$4.585		$5.913		$40.670		$11.005						$71.361		$99.436		$43.284		$23.755						$22.034

		4		Marginal Cust Cost Revenues				$300,394		$46,004		$103		$35		$864		$347,400				$5,329		$1,271		$935		$737		$8,273				$71		$99		$43		$24		$238				$22				$0				$8,533								$355,933

		5

		6		COMMON DISTRIBUTION - MEDIUM PRESSURE

		7		Medium Pressure Peak Day Demand (mmcfd)				2,486		475		15		0		1		2,977				152		19		0		0		171				0		0		0		0		0				0				0				171								3,148

		8		Per Unit LRMC Cost ($/mcfd)				$82.77		$82.77		$82.77		$82.77		$82.77						$82.77		$82.77		$82.77		$82.77						$82.77		$82.77		$82.77		$82.77						$82.77

		9		Marginal MPD Cost Revenues				$205,780		$39,294		$1,210		$24		$61		$246,369				$12,598		$1,532		$0		$33		$14,163				$0		$0		$0		$0		$0				$0				$0				$14,163								$260,532

		10

		11		COMMON DISTRIBUTION - HIGH PRESSURE

		12		High Pressure Peak Month Demand (mmcf)				41,110		9,591		434		9		27		51,171				10,437		3,100		1,334		268		15,139				0		0		0		0		0				0				0				15,139								66,311

		13		Per Unit LRMC Cost ($/mcf)				$0.69		$0.69		$0.69		$0.69		$0.69						$0.69		$0.69		$0.69		$0.69						$0.69		$0.69		$0.69		$0.69						$0.69

		14		Marginal HPD Cost Revenues				$28,408		$6,628		$300		$6		$19		$35,361				$7,213		$2,142		$922		$185		$10,462				$0		$0		$0		$0		$0				$0				$0				$10,462								$45,823

		15

		16		TRANSMISSION

		17		Cold-Year Throughput (mdth)				288,850		83,645		4,800		120		1,604		379,019				146,890		82,735		211,691		48,271		489,586				8,361		148,753		9,683		5,192		171,988				3,690				0				665,265								1,044,284

		18		Per Unit LRMC Cost ($/dth)				$0.07		$0.07		$0.07		$0.07		$0.07						$0.07		$0.07		$0.07		$0.07						$0.07		$0.07		$0.07		$0.07						$0.07

		19		Marginal Transm Cost Revenues				$18,853		$5,459		$313		$8		$105		$24,738				$9,587		$5,400		$13,817		$3,151		$31,955				$546		$9,709		$632		$339		$11,226				$241				$0				$43,421								$68,160

		20

		21		STORAGE

		22		Inventory

		23		Reservations  (mmcf)				59,324		10,003		672		0		0		70,000																																30,271				30,271								100,271

		24		Per Unit LRMC Cost ($/mcf)				$0.20		$0.20		$0.20		$0.20		$0.20																																		$0.20

		25		Marginal Inventory Revenues				$11,700		$1,973		$133		$0		$0		$13,805												$0												$0								$5,970				$5,970								$19,775

		26

		27		Injection Capacity

		28		Reservations  (mmcfd)				277		47		3		0		0		327																																121				121								448

		29		Per Unit LRMC Cost ($/mcfd)				$18.61		$18.61		$18.61		$18.61		$18.61																																		$18.61

		30		Marginal Injection Capacity Revenues				$5,159		$870		$58		$0		$0		$6,088												$0												$0								$2,252				$2,252								$8,340

		31

		32		Injection Variable

		33		Injections  (mdth)				59,993		10,116		680		7		323		71,120																																30,755				30,755								101,875

		34		Per Unit O&M Cost ($/dth)				$0.01		$0.01		$0.01		$0.01		$0.01																																		$0.01

		35		Marginal Injection Variable Revenues				$699		$118		$8		$0		$2		$826												$0												$0								$358				$358								$1,185

		36

		37		Withdrawal Capacity

		38		Reservations  (mmcfd)				1,616		309		10		0		0		1,935																																935				935								2,870

		39		Per Unit LRMC Cost ($/mcfd)				$10.69		$10.69		$10.69		$10.69		$10.69																																		$10.69

		40		Marginal Withdrawal Capacity Revs				$17,276		$3,299		$102		$2		$5		$20,684												$0												$0								$9,995				$9,995								$30,679

		41

		42		Withdrawal Variable

		43		Withdrawals  (mdth)				59,993		10,116		680		7		323		71,120																																30,755				30,755								101,875

		44		Per Unit O&M Cost ($/dth)				$0.02		$0.02		$0.02		$0.01		$0.01																																		$0.02

		45		Marginal Withdrawal Variable Revs				$973		$164		$11		$0		$3		$1,151												$0												$0								$499				$499								$1,650

		46

		47		Total Seasonal Storage Revenues				$35,807		$6,424		$312		$2		$10		$42,554												$0												$0								$19,074				$19,074								$61,628

		48

		49		Marginal Load Balancing Revenues				$356		$110		$7		$0		$2		$475				$1,989		$1,130		$4,731		$1,422		$9,272				$151		$652		$128		$30		$961				$42				$0				$10,276								$10,751
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						SoCalGas Meters

				Year		Connected		New Hook Ups		Total New Business Cost $		Cost Per Hook-up

				2000		5,192,805

				2001		5,248,640		55,836		$   59,194,975		$   1,060

				2002		5,309,720		61,079		$   59,101,734		$   968

				2003		5,375,446		65,726		$   67,045,817		$   1,020

				2004		5,449,150		73,704		$   76,356,574		$   1,036

				2005		5,523,023		73,873		$   85,887,866		$   1,163

				2006		5,601,356		78,333		$   105,861,497		$   1,351

				2007		5,668,370		67,014		$   84,760,990		$   1,265

				Avg. 20001 - 2007				67,938		$   76,887,065		$   1,123

				NEW BUSINESS *

				(Nominal $)

				YEAR		NEW BUSINESS - DIRECT		NEW BUSINESS - INDIRECT		TOTAL LOADED** NEW BUSINESS -

				2001		$25,027,082		$34,167,893		$59,194,975

				2002		$22,427,627		$36,674,107		$59,101,734

				2003		$28,159,731		$38,886,086		$67,045,817

				2004		$30,165,584		$46,190,990		$76,356,574

				2005		$42,826,077		$43,061,789		$85,887,866

				2006		$58,473,928		$47,387,569		$105,861,497

				2007		$42,603,812		$42,157,178		$84,760,990

				2001 - 2007 average		$35,669,120.14		$41,217,944.57		$76,887,064.71

				* Bud Cat 151 - Installation of New Business (Steel) Mains 6" and under

				Bud Cat 152 - Installation of New Business (Plastic) Mains 6' and under

				Bud Cat 153 - Installation of New Business (Steel/Plastic) Mains OVER 6"

				Bud Cat 154 - Installation of New Business Isolated (Standard/Extend Stub) (Steel) 3" and under Service

				Bud Cat 155 - Installation of New Business Isolated (Standard/Extend Stub) (Plastic) 3" and under Service

				Bud Cat 156 - Installation of New Business Isolated (Standard/Extend Stub) (Steel/Plastic) OVER 3" Service

				Bud Cat 157 - Installation of Isolated (Small) New Business Meter Set Assemblies (MSA's)

				Bud Cat 158 - Installation of Isolated (Medium) New Business Meter Set Assemblies (MSA's)

				Bud Cat 159 - Installation of Isolated (Large) New Business Meter Set Assemblies (MSA's)

				Bud Cat 160 - Installation of Isolated (X-Large Special) New Business Meter Set Assemblies (MSA's)

				Bud Cat 161 - Installation of (Temporary) New Business Service Lines (Steel/Plastic) (all sizes) and

				associated (small/medium) Meter Set Assemblies (MSA's)

				Bud Cat 165 - Installation of New Business (Small) and (Medium) Meter Set Assemblies (Customer Services)

				** Fully loaded costs include company labor, non labor expenses, contract labor and all associated

				overheads such as Payroll tax, Pension & Benefits and administrative and general costs
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