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PREPARED REBUTTAL TESTIMONY

OF ALLISON F. SMITH

A.
QUALIFICATIONS

My name is Allison F. Smith.  I am employed by the Southern California Gas Company (SoCalGas) as the Gas Rate Design Manager in the Regulatory Affairs Department for SoCalGas and San Diego Gas & Electric (SDG&E).  My business address is 555 West Fifth Street, Los Angeles, California, 90013-1011.  I have testified previously in this proceeding.  

B.
PURPOSE AND SCOPE OF TESTIMONY

The purpose of my rebuttal testimony is to respond to intervenor testimony, particularly as it relates to rate and revenue issues associated with the SDG&E/SoCalGas firm access rights (FAR) proposal, including the in-kind fuel proposal, and the off-system service proposal.  

C.
FIRM ACCESS RIGHTS PROPOSAL
1.
Rate Stability

On behalf of Watson/IP/CCC/CMTA, Mr. Beach has provided a chart comparing the PG&E rate versus the SoCalGas rate to support his conjecture that there is greater rate stability for PG&E customers due to the Gas Accord rate structure.  In his chart, Mr. Beach compares SoCalGas’ volumetric EG rate to PG&E’s backbone rate plus its volumetric EG rate.  Mr. Beach has made a common error.  He has compared a rate with a substantial fixed charge component to an all‑volumetric rate and concluded that the rate with the fixed charge is more stable.  The flaw to Mr. Beach’s analysis is that while the backbone capacity rate remains constant, the effective average gas delivery rate for the customer varies based on utilization of its backbone capacity.  For example, if an electric generator had a 50% utilization factor during May and a 70% utilization factor during June, then its average gas delivery rate on PG&E in those months would be 72 cents per decatherm and 84 cents per decatherm, respectively.
/  On Mr. Beach’s chart, he has shown a flat 56 cents per decatherm rate for May and June, rather than the effective average rates of 72 cents and 84 cents.  By contrast, the SoCalGas rate of 44 cents per decatherm shown on his chart is the effective gas delivery charge for a large EG customer served by SoCalGas.  
Another factor that tends to flatten the PG&E rate line in Mr. Beach’s chart is that he has excluded PG&E’s shrinkage charge from his rate calculation.  Over the past 2-1/2 years, the cost of PG&E’s shrinkage charge has ranged from 5.8 to 14.2 cents per decatherm.
/  This average cost should be added to the PG&E total rate to make an appropriate comparison to the SoCalGas rate, which includes “shrinkage” costs in the transportation rate.
/  
Furthermore, Mr. Beach suggests there is greater rate stability on the PG&E system, yet over the most recent two years, there has been more variability in the PG&E rate than the SoCalGas rate.  During the period when PG&E’s rate was flatter than SoCalGas’ rate, i.e. 2001 to 2002, SoCalGas EG customers benefited from the bundled, volumetric nature of our rates.  During this period, the higher‑than‑anticipated EG throughput in 2000 and 2001 on the SoCalGas system resulted in substantial rate reductions for EG customers in the following years.  PG&E also experienced higher‑than‑expected EG demand during this period.  However, their customers apparently did not receive a comparable rate reduction.  
2.
Allocation of Access Revenues
Mr. Beach recommends crediting FAR revenues on the basis of average year throughput (p. 32).  He argues that all customers pay the 5 cent rate and therefore the FAR revenue should be allocated on the basis of Average Year Throughput.  Contrary to Mr. Beach’s assertion, customers will have a choice of whether to buy receipt point access or to purchase gas at the citygate.  So, it is not clear that all customers will pay for receipt point access on an equal‑cents‑per‑therm basis.  
As discussed in my direct testimony, SDG&E and SoCalGas propose allocating the access revenues on the same basis (cold year throughput) that transmission costs are allocated.  We have proposed this treatment to be consistent with the allocation of transmission costs because receipt point access is most closely aligned with the transmission function.

One final note, the difference in the allocation of the revenue credit on a cold year throughput versus average year throughput basis is quite small.  The use of average year throughput would increase the noncore portion of the access revenues by 2% and 0.5% for SoCalGas and SDG&E, respectively.
Table 1:  Comparison of Cold Year Throughput 

versus Average Year Throughput

	Throughput
	SoCalGas
	SoCalGas
	SDG&E
	SDG&E

	(Mtherms)
	Core
	Noncore
	Core
	Noncore

	Cold Year 
	38.1%
	47.0%
	5.0%
	9.9%

	Average Year 
	35.8%
	49.0%
	4.8%
	10.4%

	Difference
	-2.3%
	2.0%
	-0.2%
	0.5%


Based on the $45 million of estimated FAR revenue in the illustrative rates attached to my direct testimony, the use of Average Year Throughput instead of Cold Year Throughput would shift approximately $1 million of the credits to SoCalGas’ noncore customers.  This would change rates at the fourth decimal point, i.e., $0.0002 per therm.
/  
D.
IN-KIND FUEL PROPOSAL
1.
Deferral to BCAP / Reject Proposal
Several parties
/ oppose the adoption of the in-kind fuel charge in this proceeding.  These parties either reject the proposal as unnecessary or recommend the topic be deferred to the next BCAP proceeding.  Ms. Yap, for example, argues that the utilities are not at risk for these costs; therefore there is no need to create the in-kind fuel charge at this time (Yap p. 20, line 20-22).  Mr. Travis states that company‑use fuel should not be unbundled because backbone transmission is not unbundled (Travis p. 16, lines 15-17).  Ms. Yap and Mr. Travis miss the point of why an in-kind fuel charge is preferable to the current method of cost recovery.  SDG&E and SoCalGas have advocated the use of an in-kind fuel charge to better align the cost recovery with the cost causation and timing of when the costs are incurred.  Currently, the utilities recover the full cost of the fuel used to operate the compressor stations.  However, a portion of these costs are recovered on a lagged basis through the amortization of our regulatory accounts, allocated to core and noncore customer rates on an equal cents per therm methodology.  By moving to an in‑kind charge, shippers will pay for the cost of operating the compressors on a more‑current basis.  

In developing transportation rates, one of the key principles is to align the cost causation with the recovery of the costs.  An in-kind fuel charge allows this alignment.  The existing method of using a balancing account to recover the actual costs is inferior to the more‑current recovery of these costs through an in-kind fuel charge.

It is not necessary, as Mr. Travis suggests, to defer adoption of an in-kind fuel charge because we have not proposed to unbundle transmission costs.  An in-kind charge is still an appropriate rate design and is used by other local distribution companies.  For example, PG&E has shrinkage rates for both its unbundled backbone service and its bundled distribution service (see PG&E Rule 21).  Questar, a local distribution company in Utah, also has an in-kind charge for its distribution service.  
2.
Recovery From Shipper or End-Use Customer

DRA and Coral 
/ object to the In-kind fuel charge because it shifts the cost responsibility from end-use customers to holders of FAR, i.e., shippers.  The majority of the compression costs are incurred at the receipt points.  Furthermore, the timing of when these costs are incurred is directly related to the receipt of gas at the border receipt points rather than the delivery of gas to end-use customers.  For example, a shipper may bring gas onto the SoCalGas system for delivery into a storage field.  The gas may be re-delivered to the customer many months later.  To align recovery of the charge with when the actual cost is incurred, it is preferable to associate the in-kind fuel charge with the receipt of gas onto the SoCalGas system.  
3.
In-Kind Fuel Charge for LNG Shippers
BHP advocates special treatment for LNG providers with regard to the In-kind fuel charge (Pickel p. 16).  Mr. Pickel also questions the methodology used to determine the 0.28% in-kind fuel charge.  For clarification, the in-kind fuel factor reflects actual fuel used to operate the compressors divided by the System Total throughput.  

Mr. Pickel’s proposal to credit LNG shippers with any reduction in fuel costs is inconsistent with the postage stamp pricing of transportation services on the SoCalGas and SDG&E systems.  Furthermore, it is presumptuous to assume that lower system-wide fuel costs are the result of a new supply source only.  The system average fuel rate will vary based on the demand on the system and the location of deliveries.  The system average fuel requirement has decreased since 2000 primarily because system-wide demand has been lower and to a lesser extent because of the mix of receipts from the various pipelines has changed.  It is difficult, however, to specifically determine how much is attributable to the change in supply location and to the reduction in throughput.  Thus, it would be difficult if not impossible to attempt to identify any particular changes in fuel use to the volumes associated with any new supply.  Mr. Pickel provides no explanation as to how his proposal could be implemented.  
Under SDG&E and SoCalGas’ proposal for in-kind fuel, all shippers will benefit from fuel savings realized due to changes in the supply mix or demand on the system.  As discussed by Mr. Schwecke, the in-kind fuel factor will be modified periodically to reflect actual fuel requirements on the transmission system.  Given the network nature of the SDG&E and SoCalGas transmission system, this system-wide approach of sharing the fuel savings is more appropriate than Mr. Pickel’s proposal.  
4.
Rate Impact of Removal of Company Use Fuel 
Southwest Gas opposes the transition to an in-kind fuel charge because, it claims, SDG&E and SoCalGas have not reduced transportation rates to offset the fuel charge (Williams page 7, line 23).  As discussed in my direct testimony on page 8 starting at line 7, SDG&E and SoCalGas propose to remove the Company Use Fuel for Transmission costs currently recovered through transportation rates.  A review of my workpapers 1 and 2 will confirm that these costs have been removed.  
Mr. Williams estimated the per unit cost of the in-kind fuel charge based on the average cost of natural gas at the California border over a one year period starting in June 2005.  Based on the commodity price over the past year, he estimates the average cost of in-kind fuel would have been $0.022 per decatherm over this period.  He concludes that SoCalGas rates have not been reduced by the equivalent amount and, therefore, SoCalGas is increasing cost recovery.  

As explained in my direct testimony, SDG&E and SoCalGas include an estimate of Company Use Fuel costs in current transportation rates.  This estimated cost is $11.7 million or $0.012 per decatherm for the combined utilities.  The difference between this estimated cost and the actual cost are recovered in the following year through each utilities’ fixed cost accounts (i.e., CFCA and NFCA).  Using Mr. Williams’ example, SoCalGas and SDG&E will recover the $0.012 per decatherm associated with Company Use Fuel in current rates and then recover the remaining $0.010 per decatherm in transportation rates in the following year.  Since only the estimated portion is reflected in current rates, the proposed rate tables in this application reflect a reduction of $0.012 per decatherm for the removal of Company Use Fuel.  Future rates will no longer include the true-up to actual costs.  So, rates in the following year would be $0.010 lower if the Commission approves the in-kind fuel proposal.
SDG&E and SoCalGas merely seek to eliminate this lagged collection of Company Fuel Use for Transmission costs and recover the full cost of the gas used to operate our compressor stations at the time these costs are incurred.  
E.
OFF-SYSTEM SERVICE PROPOSAL
1.
Future Roll-in of Facilities Costs

Mr. Florio indicates that he supports SDG&E and SoCalGas’ proposal to roll in the facilities costs associated with providing off-system service if it will reduce the transportation rates of on-system customers.  However, he expressed concern about the footnote on page 11 of my direct testimony stating that SDG&E and SoCalGas could seek to roll-in the facilities at some future point.  To clarify this footnote, SDG&E and SoCalGas would only seek to roll-in these facilities under very limited circumstances that benefit on-system customers.  For example, if at some point in the future, the facilities are actually used to provide service to on-system customers, then SDG&E and SoCalGas might seek to roll-in the costs of these facilities.  This could occur if new pipe is installed to provide Off-system delivery and demand on the utilities’ system increases to a level that this pipe is also used to serve on-system customers or is considered part of the slack capacity of the backbone system.  Additionally, if future Use or Pay commitments for Off-system service increase to a level that would meet the roll-in test, or even remain constant but depreciation of the facilities means that rolling-in the costs would reduce the system‑wide transportation rate, SDG&E and SoCalGas could seek to roll-in the costs at that time.  
2.
Proposed Rate for Off-System Service

Several parties object to the price proposed for Off-system service and have offered alternative proposals for the pricing of Off-system deliveries.  The LNG providers have offered proposals that would dramatically reduce their cost to transport supplies across the SoCalGas system for delivery to PG&E.  In the following section, I will describe these proposals generally and explain why the SDG&E/SoCalGas proposal is both appropriate for the Off-system shippers and more beneficial to our customers.
a.
Off-System Service at a Wholesale Rate

BHP suggests new LNG suppliers should be eligible for wholesale transmission service (Pickel p. 13).  By definition, wholesale service is offered only to utilities or municipalities that transport natural gas across the SoCalGas system for their customers.  For example, the City of Long Beach transports gas from the California border to its own distribution system for re-delivery to customers within the city of Long Beach.  This wholesale service is provided at all‑volumetric rates with monthly balancing.  
The Off-system delivery service proposed by SDG&E and SoCalGas is a transportation service only and would not have the other attributes of wholesale service.  Off-system shippers would be required to schedule the same quantity of gas on and off the system.  Unlike Long Beach and Southwest Gas, PG&E would not be transporting gas across the SoCalGas system on behalf of its customers.  PG&E would treat deliveries from SoCalGas like deliveries from any other upstream source.  The shipper would have to schedule transportation on PG&E’s backbone system in order for PG&E to receive gas from SoCalGas.  This relationship is more like a pipeline‑to‑pipeline transaction than a wholesale customer transportation service.

Typically, transmission costs are the major cost component of the wholesale rates charged by SoCalGas.  There are, however, additional charges for load balancing and regulatory accounts included in wholesale rates.  Therefore, a wholesale rate is higher than the proposed Off-system rate.  For example, the wholesale rate to Long Beach is 34 cents per decatherm, whereas, the proposed Off-system rate is 16 cents per decatherm.
/  
Mr. Pickel, however, has proposed a special allocation of costs to the Off-system service.  He recommends the rate “should be capped at the system average incremental cost of transmission, but should be discounted to reflect backhauls relative to existing flows for the specific supply facility” (Pickel p. 14).  It is unclear if Mr. Pickel means the unscaled transmission marginal cost or the scaled LRMC.  The latter approach is similar to our proposal, but includes a substantial backhaul credit, while the former approach is inconsistent with the rates charged to on-system customers.  To ensure that the utility has the opportunity to recover its full costs, the long run marginal cost is scaled to the total authorized base margin.  Off-system rates should also reflect the scaled transmission marginal cost.
Mr. Pickel’s backhaul crediting mechanism would mean LNG suppliers would be able to transport across the SDG&E and SoCalGas transmission systems at almost no cost.  He has proposed that the Off-system service be priced at 1 cent per decatherm up to the current receipt level at Wheeler Ridge and any Off-system deliveries above that level would be priced at the average incremental transmission rate.  The average deliveries from PG&E over the past 5 years have been 267 MMcf/d.  The table below provides average Off-system rates at a few different quantities based on Mr. Pickel’s proposal.
Table 2: Exemplary Off-System Rates 
Under BHP Pricing Proposal
	Off-system Deliveries, Mdth/day
	Average Rate, cents/dth

	250
	1.0

	300
	2.4

	350
	4.4

	400
	5.8

	450
	7.0


Mr. Pickel’s proposal would establish more favorable pricing for LNG deliveries off the SoCalGas system than deliveries to customers on the SoCalGas system.  In order to ensure that SDG&E and SoCalGas customers receive the benefit of the new supplies being delivered onto the SoCalGas system, Off-system Shippers should pay the same average transmission rate that all on-system customers pay. 
Furthermore, treating Off-system forward haul service as a wholesale service could potentially result in future cost shifts to on-system customers.
/  Under our proposal, Off-system shippers would be required to commit to long-term contracts with a Use-or-Pay commitment that would ensure on‑system customers do not bear any incremental cost associated with providing this service.  If Off-system forward haul service is provided as a wholesale service, then the costs would be rolled into rates and subject to re-allocation to other customers in subsequent cost allocation proceedings if forecasted Off-system deliveries decline.  Under our proposal, the Use-or-Pay commitment ensures that costs will not be re-allocated to other customer classes if Off-system deliveries decline.  Similarly, if actual Off-system deliveries are lower than forecasted, the undercollection would be recovered through the ITBA and/or NFCA accounts meaning on-system customers would bear the majority of any undercollection.  It is not clear from Mr. Pickel’s testimony if he seeks an all volumetric transportation rate with no Use‑or‑Pay commitment.  However, the Commission should adopt a rate design that protects on-system customers from potential rate shifts and subsidies of the Off-system service.  
b.
Backhaul Service at SRMC
Coral proposes another alternative for interruptible backhaul service.  Rather than pricing it at the arbitrary 1 cent per decatherm proposed by Mr. Pickel, Mr. Travis suggests the Interruptible Off-system service be offered at the short-run marginal cost (SRMC) or slightly above the SRMC.  It is understandable that the potential Off-system shippers would seek to pay the lowest rate possible.  However, it is inefficient to cap the rate at the SRMC.  SRMC is an appropriate floor for the interruptible service.  The maximum rate, however, should be placed at the cost of the full transmission facilities, as proposed by SDG&E/SoCalGas.  
Mr. Travis recommends that all of the revenues be allocated back to on-system customers.  However, there would be no revenues to allocate back to customers if the Off-system service is priced at the SRMC.  
c.
Forward Haul Service at Path Specific Rate

Mr. Pickel makes an additional proposal for path‑specific forward haul rates to be evaluated on a case-by-case basis.  However, he does not offer any examples of how the path‑specific rate would be evaluated.  As discussed in the System Integration and Natural Gas OIR proceedings, the SoCalGas and SDG&E transmission systems operate as a network.  On any given day, gas can take numerous different paths from a supply point to a delivery point, depending on the location of the delivered supply, the amount of supply delivered at other locations on our system, and the location of customer demand.  Therefore, it is not possible to assign specific facilities on our system to a path, and therefore is impossible to accurately determine the cost of transporting gas from a receipt point to a specific delivery point.  As such, postage stamp pricing is appropriate for our services, i.e., the customer pays the same rate independent of their physical receipt and delivery points.  
This concludes my testimony.  

�/ 	Average rates calculated using the average MFV and EG rates in Mr. Beach’s example plus an estimate of shrinkage cost based on PG&E’s monthly reported WACOG.  If this analysis were performed based on PG&E’s SFV rates, then the monthly variability in the average gas delivery rate would be greater.


�/ 	Per PG&E Rule 21, the backbone shrinkage charge is 0.9% for the Redwood path and 1.2% for other paths plus 0.2% shrinkage on the distribution system for its Noncore customers.  The average cost range is based on these factors multiplied by PG&E’s historical WACOG over the period.  


�/ 	Although SDG&E and SoCalGas have proposed an in-kind charge for transmission fuel, the level of SoCalGas’ in-kind charge is one fourth of PG&E’s charge.  The variability of the cost of SoCalGas’ in-kind charge will, therefore, be smaller than experienced on the PG&E system.  


�/ 	Mr. Beach’s response to SCE’s data request confirms the magnitude of the rate impact of his proposed change.  


�/ 	Coral – Travis p. 4; SCGC –Yap p. 29; DRA – Sabino p. 4; BHP – Pickel p. 16.  


�/ 	Coral – Travis p. 16.  


�/ 	Almost 28% of the Long Beach wholesale transportation rate is related to the recovery of Regulatory Account balances, primarily ITCS and NFCA undercollections.  These costs will tend to go to zero over the long-term.


�/ 	Forward haul service to PG&E would require incremental facilities.  
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