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PREPARED DIRECT 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 hold a Bachelor of Science degree in Mechanical Engineering from the University of California at Berkeley.  I have been employed by SoCalGas since 1990, and have held positions of increasing responsibilities in the engineering, customer service, and regulatory affairs departments.  I have been in my current position as Rate Design Manager since March 30, 2002.  In my current position, I am responsible for developing cost allocation and rate design policies for both utilities.  

I have previously testified before the Commission.

B.
PURPOSE AND SCOPE OF TESTIMONY

The purpose of my testimony is to present exemplary rates reflecting the rate design and revenue treatment impacts of Firm Access Rights (FAR).  In addition, I will present a framework for how SoCalGas will price Off-system deliveries (OFF).  I will present the applicable rates for each new service and provide the rate impact for each proposal on SDG&E and SoCalGas transportation rates.  In this application, the impact of each proposal is presented based on implementation under transportation rates effective as of January 1, 2006.
/  

My testimony is arranged as follows:  Section C presents a brief description of current cost allocation and transportation rate design and an overview of the changes proposed in this application.  Section D presents the rate design and revenue treatment of the FAR proposal.  Section E presents the rate design and revenue treatment of the new Off-system delivery service.  

C.
COST ALLOCATION AND TRANSPORTATION RATE DESIGN OVERVIEW

1.
Current Transportation Rates

a.
Current Cost Allocation

SDG&E and SoCalGas develop different transportation rates for core and noncore customer classes, which reflect the Long Run Marginal Cost (LRMC) of the customer-related, distribution, transmission and storage facilities and operations required to serve each customer class.
/  Studies are developed to determine the appropriate allocation of the marginal cost of each functional category.  The system marginal cost is then “scaled” to the utility’s Authorized Base Margin Revenue Requirement.
/  Next, other operating costs and regulatory account balances are added to base margin.  For SoCalGas’ core customers, the fixed cost of interstate pipeline capacity and certain procurement-related costs
/ are also bundled in the transportation rate.  SDG&E has already moved all interstate pipeline capacity and procurement-related costs to its procurement charge.  The allocation of these margin and other operating costs among customer classes is determined through the Biennial Cost Allocation Proceeding (BCAP).  Each utility develops its own, independent cost allocation and rate design with the two applications processed at the same time.  

b.
System Integration

In D.06-04-033, the Commission adopted System Integration as the framework to provide access to all existing and new receipt points on the SDG&E and SoCalGas systems at the same transmission rate.  Under System Integration, the scaled transmission LRMC is allocated to SDG&E and SoCalGas customer classes based on cold-year throughput.  A new balancing account, the Integrated Transmission Balancing Account (ITBA), is established to balance any under- or over-collections of the integrated transmission costs.  This account will be allocated between the customer classes of both utilities based on cold-year throughput.  
FAR implementation is expected to occur around the same time as System Integration.
/  Therefore, the illustrative rates presented in this application reflect transportation rates in effect as of January 1, 2006, modified to reflect System Integration.  
c.
Current Rate Design

Both SDG&E and SoCalGas recover the majority of their authorized revenue requirements through volumetric transportation rates.  Many customers
/ pay a small monthly customer charge.  The monthly customer charge recovers only a portion of the fixed cost of customer-related facilities (i.e., service line, meter, and regulator costs), and does not recover any of the utilities’ distribution, transmission, or storage costs.  All distribution, transmission, core seasonal storage and load balancing storage costs, including variable fuel-related costs,
/ are recovered through the customers’ volumetric transportation rates.  In addition, SDG&E’s rates include the pass-through of costs incurred as a transportation customer on the SoCalGas system.

2.
Overview of Changes

Adopting the proposals presented by witnesses Mr. Morrow, Mr. Schwecke and Mr. Watson will result in changes to the currently adopted cost allocation and rate design for SDG&E and SoCalGas.  This section provides a brief overview of the changes resulting from the adoption of FAR and Off-system delivery proposals.

a.
Firm Access Rights

The FAR proposal is a new service being offered by SDG&E and SoCalGas to provide customers with an opportunity to obtain firm access into the utility system at a specific receipt point throughout the year.  

Under the FAR proposal, there will be a small charge for receipt point access to the utilities’ transmission system.  Volumetric transportation rates will be reduced by applying the access charge revenues as a credit against the transportation revenue requirement.  

In addition, the utilities will remove their transmission-related fuel costs from transportation rates.  Instead, the utilities will establish a system-wide in-kind fuel charge for gas transported from any receipt point to the “citygate.”  

Specifics of this proposal will be further discussed in Section D.  

b.
Off-System Deliveries

SDG&E and SoCalGas propose to offer firm and interruptible off-system delivery services to customers of Pacific Gas and Electric Company (PG&E).  These services will be priced so that on-system customers do not subsidize the new services to off-system customers.  Since the off-system service requires only the use of the transmission system, only transmission-related costs will be included in the development of the off-system delivery rates.  

The pricing for off-system services will be discussed in Section E.  

D.
FIRM ACCESS RIGHTS

The FAR proposal described by Mr. Watson and Mr. Schwecke would establish a system of firm, tradable access rights.  This firm access will be available for a daily reservation charge, referred to in my testimony as the Firm Access Charge (“FAC”).  As-available access will be at a volumetric rate, referred to in my testimony as the Interruptible Access Charge (“IAC”).  The revenue generated by this new service will be credited against volumetric transportation rates.  In addition, SDG&E and SoCalGas propose to remove company use fuel costs from transportation rates and to recover these variable costs on an in-kind basis.  The rate impact and revenue treatment discussed in this section assume the adoption of System Integration.  Therefore, the combined fuel requirement of the two utilities will be discussed.

1.
Firm Access Charges

As described by Mr. Watson, the core gas procurement groups for SDG&E and SoCalGas will receive set asides to match their firm capacity on upstream pipelines.  The gas procurement groups for SDG&E and SoCalGas will be able to participate in the secondary and interruptible markets to obtain additional FAR or sell FAR as needed.  The net access charge revenues will be recovered from core ratepayers through the Purchased Gas Account (PGA) for each utility, similar to the treatment of interstate pipeline costs.
/  

Noncore customers will participate in the bidding process to obtain FAR.  Core Transportation Aggregators (CTA) and other wholesale customers will have the option to take set-asides of FAR, or they may participate in the open season with noncore customers.  California producers will also be extended the set-aside option for FAR for California supplies.  

All shippers will be required to pay a 5 cents per decatherm per day FAC for any firm rights acquired through the FAR open season.  The rate will remain 5 cents per decatherm through the three-year term of the FAR proposal.

As discussed by Mr. Watson, shippers that bid for firm access capacity requiring facilities enhancements will pay an additional rate component to reflect the levelized cost of expanding that receipt point based on a 15-year recovery period.  The receipt point specific expansion rate adder(s) will be provided to potential bidders during the open season.  
2.
Interruptible Access Charges

Under the FAR proposal, SoCalGas will make any unutilized firm receipt point capacity available on an interruptible basis every day.  This as-available receipt point capacity will be provided at a volumetric rate with a maximum rate equal to 100% of the FAC of 5 cents per decatherm.  As discussed in the testimony of Mr. Watson, the utilities propose a 25% shareholder incentive mechanism for the sale of interruptible receipt point access services with a total annual cap on the shareholders’ share of $5 million.  

3.
Revenue Treatment

The revenue generated from the FAC and IAC charges, including any charges collected from California producers,
/ will serve as a credit to lower volumetric transportation rates for deliveries to the customers’ meters.  The FAC and IAC revenues will be credited to transportation customers through a sub-account of the ITBA.
/  The ITBA is allocated across the customer classes of SoCalGas and SDG&E on a cold year throughput basis.  The credit from the access revenues sub-account will be allocated within the class on an equal cent per therm basis to ensure customers receive an appropriate share of the revenues generated by this new service.  In order to convey the benefit of such revenues to customers during the year they are collected, FAC and IAC credits will be included in rates as follows:

a.
A credit for estimated FAC revenues in the present year.  

b.
A credit or debit to “true-up” the difference between the estimate of FAC revenues vs. the actual FAC + ratepayer portion of IAC revenues from the previous year.    

The estimated FAC revenues (step a) will reflect the amount of firm capacity rights sold to customers during a particular year.  In general, we would use the results of the open season to estimate the FAC revenue.  For initial rates, prior to the first open season, we could use the BCAP adopted volume to estimate the revenues.  However, the delay in processing the BCAP has resulted in a significant mismatch between adopted and actual throughput.  Therefore, for the initial rates, SDG&E and SoCalGas propose using the 2005 recorded gas deliveries of 913 MMdth for SoCalGas
/ to estimate access revenues.  
A forecast of IAC revenues is not included in the ITBA sub-account due to uncertainty regarding the amount and price of interruptible capacity that will be sold each year.  The ratepayer portion of IAC revenues will be credited on a lagged basis through the ITBA sub-account.  
The assumption used to set initial rates -- that customers and/or shippers purchase capacity equal to the average daily deliveries in 2005 at a price of 5 cents per decatherm -- is a reasonable approximation of the FAC and IAC revenues that we would expect to receive during the first year that the new service is offered.  If the results of the initial open season will result in substantially higher FAC revenues than initially estimated, we will update transportation rates prior to implementation of the FAR proposal.
The true-up for actual FAC revenues and the credit for interruptible revenues (step b) will be reflected in the ITBA balance submitted as part of the Regulatory Account Update advice letter filings submitted to the Commission each October.  In the tariffs submitted with this filing, we have updated the Preliminary Statements for SDG&E and SoCalGas to describe the accounting procedure changes to the ITBA that are necessary to implement the crediting of access charge revenues.

SDG&E and SoCalGas believe the proposed “estimation and true-up method” is straightforward, consistent with regulatory precedent (e.g. Interstate Transition Cost Surcharge and El Paso Turned-Back Capacity costs), and strikes an appropriate balance to neither understate nor overstate the annual access charge revenues.

4.
Fuel-Related Costs

As discussed by Mr. Schwecke, SDG&E and SoCalGas are proposing an in-kind fuel charge for company use fuel for transmission, which will be updated monthly.  Current rates include a monetary value for transmission fuel based on the utility’s estimated in-kind fuel requirement multiplied by the total system throughput and the BCAP-adopted cost of gas.
/  This transmission fuel cost is then allocated on an equal cents per therm basis to all customer classes.  

Currently, SoCalGas recovers $10.6 million for Company Use Gas Transmission included in transportation rates.  This estimated revenue requirement includes $1.3 million for Interstate Pipeline Demand Charges (“IPDC”) used by the core to transport the total system in-kind fuel requirement to the California border.  If the Commission adopts the SDG&E/SoCalGas “in-kind” fuel proposal, this capacity would no longer be needed for company use transmission and the capacity would be used to serve core customers.
/  SDG&E currently collects $1.1 million for Company Use Gas Transmission.  The $10.6 million and $1.1 million will be removed from the transportation rates of SDG&E and SoCalGas, respectively.

Based on recent historical operating data, the annual average combined transmission fuel requirement for SDG&E and SoCalGas is estimated to be 0.28% of total throughput.  Consequently, the utilities propose to use this 0.28% factor as the in-kind fuel charge.  As discussed by Mr. Schwecke, the in-kind fuel factor for transmission will be updated monthly to reflect the actual fuel factors required to operate the SDG&E and SoCalGas transmission compressor stations.
/  

In the tariffs submitted with this testimony, the Preliminary Statements have been updated to reflect changes to the CFCA and NFCA accounts for both SoCalGas and SDG&E that are necessary to implement the in-kind fuel charge proposed in this application.

5.
Cost Allocation and Rate Impacts

Illustrative class average rate impacts of the FAR proposal are presented in Tables 1 and 2.  As noted previously, the present rates reflect the 2006 transportation rates modified to reflect the SI framework adopted in D.06-04-033.  
///

///

///

///


Table 1:  SoCalGas Class Average Transportation Rate Change

	SoCalGas
	Present        SI Rate
	Proposed Rate
	Change from Present
/

	Residential
	45.5¢ / th
	44,8¢ / th
	- 0.6¢ / th

	Core C&I
	24.9¢ / th
	24.2¢ / th
	- 0.6¢ / th

	Noncore C&I
	6.9¢ / th
	6.3¢ / th
	- 0.6¢ / th

	Electric Gen
	4.3¢ / th
	3.7¢ / th
	- 0.6¢ / th

	Long Beach
	4.0¢ / th
	3.4¢ / th
	- 0.6¢ / th

	SW Gas
	3.8¢ / th
	3.2¢ / th
	- 0.6¢ / th


Table 2:  SDG&E Gas Class Average Transportation Rate Change

	SDG&E
	Present        SI Rate
	Proposed Rate
	Change from Present
/

	Residential
	51.8¢ / th
	51.2¢ / th
	- 0.6¢ / th

	Core C&I
	27. 9¢ / th
	27.3¢ / th
	- 0.6¢ / th

	Noncore C&I
	9.3¢ / th
	8.8¢ / th
	- 0.5¢ / th

	Electric Gen
	4.5¢ / th
	3.9¢ / th
	- 0.6¢ / th


For both Tables 1 and 2, the proposed transportation rates do not include the 5 cent per decatherm firm access reservation charge or an estimated cost for in-kind fuel.  Rate impacts by tier are presented in Attachment 1 of my testimony.  

In Attachment 1, there are four tables presented to illustrate the FAR rates.  Attachment 1 Table 1 summarizes the class average rate impact of the FAR (also presented in Tables 1 and 2 of my testimony).  Attachment 1 Table 2 illustrates the changes to billing components due to the FAR proposal.  Attachment 1 Table 3 summarizes the SoCalGas volumetric transportation rates under the FAR proposal.  Attachment 1 Table 4 summarizes the SDG&E volumetric transportation rates under the FAR proposal.  In each of these tables, we have assumed current rates modified to reflect the System Integration proposal adopted in D.06‑04‑033.  
6.
Information Technology Systems Implementation Costs
As discussed in the testimony of Mr. Schwecke, SoCalGas expects to incur an additional $3.5 million in information technology systems costs to implement the FAR proposal.  SoCalGas proposes to establish a memorandum account to track the costs to implement this proposal.  The proposed tariff language for this new account, the FAR Memorandum Account (FARMA), has been added to the Preliminary Statement for SoCalGas included in the exemplary tariffs attached to this testimony.  SoCalGas will submit the recorded revenue requirement in the next BCAP application for review and approval to recover the balance in transportation rates.  

E.
OFF-SYSTEM DELIVERY SERVICE TO PG&E
Mr. Schwecke and Mr. Watson have described the off-system delivery service to PG&E proposed by SoCalGas, including the proposed open season to determine interest in providing these services and the regulatory process to establish the rates.  SoCalGas has proposed firm and interruptible options for off-system deliveries.  As discussed in the testimony of Mr. Schwecke, there will be incremental facilities costs associated with providing firm service and those costs will be provided to the Commission and market participants through the open season notification.  In this application, we are seeking authorization to offer these services and the methodology that will be used to develop rates for these services.  

SoCalGas proposes to recover any incremental costs from the off-system customers to ensure that on-system customers do not subsidize this new service.  However, if rolling in the costs and the incremental throughput will reduce rates for on‑system customers, SoCalGas proposes to roll these costs into rates for all customers.  

SoCalGas will conduct an open season to establish the level of interest in firm off‑system delivery service.  The open season offering will include an estimate of the rolled-in system-wide transmission rate and corresponding Use-or-Pay (UOP) based on the estimated facilities costs to provide this service.  Based on the results of the open season, SoCalGas will file an expedited application to establish the rates for these new Off-system delivery services.  Rates will be updated through an Advice Letter after the construction of any new facilities to reflect the actual costs of the service.  

1.
Cost Allocation

The off-system delivery service does not require the use of any distribution facilities; therefore, the utilities propose to include only transmission-related costs in the rate to off-system customers.
/  Based on 2006 rates under System Integration, the system-wide transmission-related costs would result in a volumetric rate of 16 cents per decatherm.  The calculation of this rate is provided in Attachment 2 of my testimony. 
To determine the rates for firm off-system service, SoCalGas will use the results of the open season to establish the billing determinants.  To determine whether rolled‑in ratemaking should be proposed, the transmission revenue requirement will be adjusted to include an annual revenue requirement calculated to recover the cost of the incremental facilities.  The firm off-system service would be allocated a portion of the total integrated transmission cost based on the UOP commitments of the off-system customers.  The transmission costs would include an allocation of transmission capital and O&M costs, as well as an allocation of the ITBA.
/  If the inclusion of the off-system costs and volumes results in lower transportation rates for on-system customers, then SoCalGas proposes setting the firm off-system rate at a volumetric rate based on the adjusted, system-wide transmission costs.  However, if the inclusion of the incremental costs and volumes would increase the transportation rate for on-system customers, then an incremental rate would be charged, at least initially, to the off-system customers to fully recover the costs of the new facilities.
/  
///

///

///

The table below illustrates the calculation of the rolled-in and incremental rate treatment for firm off-system deliveries assuming $100 million capital investment at two different capacity commitment levels for a maximum delivery capacity of 500 million cubic feet per day.  

Table 3:  Example of Roll-In Test

	Annual Volume
	System-wide Transmission Rate before Roll‑in, ¢/dth
	System-wide Transmission Rate after Roll‑in, ¢/dth
	Off-System Rate, ¢/dth

	136 bcf (75%)
	16.0 ¢
	15.1 ¢
	15.1 ¢

	46 bcf (25%)
	16.0 ¢
	16.5 ¢
	49.2 ¢


In the first case, the transportation rates for on-system customers would be reduced by rolling-in the incremental costs and volumes for the firm off-system service.  Therefore, SoCalGas would provide the off-system service at the system-wide transmission rate after roll-in.  However, under the lower throughput assumption, the system-wide transmission rate after roll-in would increase if the facilities costs were rolled-in.  Therefore, off-system customers would pay the incremental rate.
/
2.
Rate Design

Firm off-system delivery services, which require incremental facilities investment, will be provided at a volumetric rate with a minimum UOP provision to ensure recovery of the incremental facilities.  Interruptible off-system service will be provided at a volumetric rate priced up to the system-wide transmission rate, which is currently 16 cents per decatherm.  
3.
Revenue Treatment

If Firm Off-system rates are part of the standard cost allocation, i.e. rolled-in, the revenue associated with off-system delivery services will be balanced through the ITBA.  All of the firm off-system charges will be credited to the account.  However, if the Firm Off-system delivery service is priced at the incremental rate for service, then the revenues will be balanced in a separate account for off-system deliveries to ensure that on-system customers do not provide any subsidy for this service.  Exemplary Preliminary Statement language for the Off-system Revenues Balancing Account (OSRBA) is provided in the tariffs filed with the testimony.
As discussed by Mr. Watson, 75% of the interruptible revenues would be credited to the account with a $5 million annual cap on shareholder revenues.  Revenues from Interruptible Off-system service will be credited to the ITBA FAR OFF subaccount.  If the Commission allows SoCalGas to begin offering IT OFF service prior to System Integration implementation, then revenues will be allocated to the CFCA and NFCA accounts of SoCalGas and SCG&E in the same manner that revenues will be allocated through the ITBA, i.e., the revenues would be allocated across the two utilities based on cold year throughput.
This concludes my testimony.  

�/ 	Transportation rates are subject to periodic updates.  The rates reflected in this application will be updated to reflect authorized revenues at the time of implementation.


�/ 	SDG&E has no on-system storage and purchases storage for its core customers from SoCalGas.  These purchased storage costs are recovered as another operating cost in SDG&E’s transportation rates.


�/ 	In D.92-12-058 the Commission stated “marginal cost revenues need to be scaled to the embedded-based authorized revenue requirement under our ratemaking procedures… The reconciliation step provides the companies with a reasonable opportunity to earn their authorized revenue requirement.”  Scaling is performed by the escalation of the cumulative total of each market segment’s aggregate marginal costs by an equal percentage up to the total base margin value.


�/ 	The transportation rates for SoCalGas’ core procurement customers include San Juan Lateral Pipeline Demand Charges and the Carrying Cost of Storage Inventory (CCSI). 


�/ 	In D.06-04-033, the Commission determined SI would be implemented when LNG is delivered at Otay Mesa, which is anticipated to occur during the first quarter of 2008.  The implementation schedule detailed in Mr. Schwecke’s testimony calls for FAR implementation one year after a Commission decision on this application.  At the PHC, Commission Brown indicated his expectation that FAR will be decided by December 2006.  Therefore, FAR implementation is likely to occur during the first quarter of 2008.  


�/ 	For SoCalGas, large Electric Generation and wholesale customers do not currently pay monthly customer charges.  For SDG&E, large Electric Generation and residential customers do not pay a monthly customer charge.  


�/ 	Fuel-related storage costs for the unbundled storage program are already recovered through an in-kind fuel charge.  However, for seasonal storage and load balancing, estimates of the fuel-related storage costs are developed to recover the expense through SoCalGas’ bundled transportation rates.  


�/ 	Currently, SoCalGas recovers the capacity reservation charges for El Paso capacity in transportation rates.  This contract will expire in August 2006.  After August, all on-going interstate pipeline capacity costs will be recovered through the procurement charge.


�/ 	Excludes incrementally priced portion of the FAC revenues recovered from expansion shippers.  The incremental portion of the expansion shippers’ FAC is priced to recover the full cost of the expansion facilities.  


�/ 	FAC and IAC revenues from EOR customers will be credited through the EORA balancing account, consistent with the current treatment of all revenues from EOR customers.


�/	The recorded 2005 deliveries of 913 MMdth is lower than the system annual throughput of 998 MMdth adopted in the 1999 BCAP decision.  


�/ 	Currently, the actual company-use fuel cost is reconciled through gas fixed cost accounts, i.e. the CFCA and NFCA.


�/ 	The Core will continue to use a portion of this capacity to transport its in-kind fuel requirement to the border.  The cost of this capacity and re-brokering revenues for any unused interstate pipeline capacity will be reflected in the core procurement charge.


�/ 	In the event mainline compressor stations that currently use gas fuel are converted to use electric fuel, the utilities will make an adjustment to the then-current gas in-kind fuel factor to reflect this change.


�/	SI-FAR Rate may not add to total due to rounding.


�/	SI-FAR Rate may not add to total due to rounding.


�/ 	This treatment is consistent with the Commission-approved allocation of costs for off-system deliveries from PG&E to SoCalGas customers.  In the case of PG&E off-system deliveries, the rate reflects only the costs of PG&E’s backbone transmission path.


�/ 	The Off-system rate will not receive an allocation of on-system access rights revenues.


�/ 	Initial incremental rate treatment would not preclude the utility from later seeking rolled-in rate treatment as circumstances warrant.


�/ 	Table 3 is illustrative in nature and is based on simplified assumptions.  The calculations underlying this table are shown in Attachment 2 to my testimony.  
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