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PREPARED REBUTTAL TESTIMONY

OF RODGER R. SCHWECKE

I. QUALIFICATIONS AND PURPOSE
My name is Rodger R. Schwecke.  I am employed by the Southern California Gas Company (SoCalGas) as the Senior Pipeline Products Manager in the Energy Markets and Capacity Products 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.  

The purpose of this testimony is in response to intervenor testimony to:

· Reemphasize SDG&E/SoCalGas’ prior justification regarding various proposal specifics;

· Correct statements by intervenors that err in describing, or overlook various aspects of our proposals; and

· Encourage the Commission to adopt SDG&E/SoCalGas proposals.
II.
ROLE OF THE “SYSTEM OPERATOR”
Coral Energy (Coral) basically supports the proposed role of the System Operator and even recognizes that “System Operator” is only a name.  On page 30, lines 18 – 21, Coral describes what they believe is the role of the “System Operator.”  According to Coral’s testimony: 

“A single entity should be responsible for the operation of the SoCalGas and SDG&E’s transmission system, including storage, Hub services, pooling services receipt point access, off-system deliveries and system reliability.  This entity, whether it is known as the “System Operator” or some other name, should be separated from the Core Procurement Department.”

I couldn’t agree more as this is what SDG&E/SoCalGas have exactly proposed in this application.  Stating that it is a “single entity” may be over-simplifying the responsibilities since many departments within the utility perform portions of the activities listed.  However, the one common element between Coral’s comments and SDG&E/SoCalGas’ proposal is that SDG&E/SoCalGas’ Gas Utility Procurement Department will not be involved in any of the SDG&E/SoCalGas system related operational activities.  Coral attempts in its testimony to provide additional detail of the activities and restrictions of the System Operator.  While many of the tasks listed are appropriate and consistent with SDG&E/SoCalGas' proposal, others are limitations for which the Commission already has rules in place governing the utility’s activity or limitations which are not needed to be placed on the System Operator.
Of the nine items that Coral lists in its testimony,
 items 3 through 5 go beyond the scope of this application.  These three items attempt to make general statements to restrict how the utility operates and what the utility can request of the Commission.  Coral basically suggests that the utility should operate like a government-owned company in a socialist country by claiming that the System Operator should not operate as a “profit center” and that its fiduciary responsibility should be solely to the utility’s customers.  SDG&E/SoCalGas take very seriously their responsibility and obligation to utility customers to provide natural gas service in a safe and reliable manner at appropriate costs for the services provided.  SDG&E/SoCalGas take exception to Coral’s suggestion that we don’t take the responsibility to provide safe and reliable service at appropriate costs, especially coming from an entity that is solely operating for the purpose of profit and has absolutely no fiduciary responsibility to the customers in southern California, and from and entity over which the Commission has no oversight.  The CPUC was established to monitor and provide oversight to the public utilities in the state of California to ensure they provide the safe and reliable utility service.  Coral seems to forget the responsibilities of the Commission or is suggesting that the Commission is not doing its job.  Item 3 specifically attempts to supplant Commission oversight by restricting what SDG&E/SoCalGas can ask for in the future.  It would be inappropriate in this application for the Commission to limit what actions the System Operator may request from the Commission in future applications. 
Coral continues in items 6 – 9 on page 31 of its testimony to describe how the System Operator should not share proprietary information, ensure equal treatment for customers, and provide operating data on it EBB.  Apparently Coral is not familiar with SDG&E/SoCalGas Tariffs and Rules defining the services they provide on a non-discriminatory basis, the CPUC Codes governing overall how the Utility shall operate, the CPUC approved Remedial Measures
 specifically governing activities such as communications, physical separation, information postings between gas operations and gas procurement, or the CPUC Complaint process which provides parties a vehicle to question and ask for relief if they feel disadvantaged due to the activities of SDG&E/SoCalGas.  Nor does it appear that Coral’s witness is familiar with SDG&E/SoCalGas' current EBB which already discloses all appropriate operating data without sharing any proprietary information.
  Sufficient rules and requirements are already in place governing and monitoring SDG&E/SoCalGas’ activities with respect to the proposals in this application including those areas of concern raised by Coral.
Of the nine items, the first two seem to repeat what SDG&E/SoCalGas have proposed.  My only concern is that, while it may be less costly or less invasive, the tool must first meet the operational reliability requirements.  Requiring those two provisions as the primary basis would not be workable.  SDG&E/SoCalGas has stated that we would evaluate any tool considering cost and of course the impact on customers.  Our evaluation would be part of the expedited advice letter filing and could be considered by the Commission prior to approval of any requested tool. This is a reason for the Expedited Advice Letter process.  The Commission should not place a defined requirement that all tools be on a “least-cost” and “least-invasive” basis when approving SDG&E/SoCalGas proposal. 
III.
TRANSFER OF HUB ACTIVITIES
No party objects to the transfer of the Hub activities as defined in SDG&E/SoCalGas’ proposed G-PAL tariff; in fact Coral supports that proposal.
  SCGC only proposes that the percentage split between ratepayers and shareholders should be reduced to 90/10 percent.  SCGC makes the statement that 10 percent, with a $5 million cap, is “enough”
 without providing any further justification.  SDG&E/SoCalGas have proposed a sharing split of 50/50 to encourage SDG&E/SoCalGas to optimize and market the use of the Hub services.  Marketing of Hub services cannot be accomplished in the traditional method as with other utility services, which are through a standard tariff approach.  Each Hub transaction will look at current daily market conditions including opportunities for future transactions created by prior transactions.  Having a single posted tariff Hub rate would not optimize use or revenues generated via Hub services and would thereby reduce the benefit to all ratepayers.  A single posted rate would guarantee that marketers like Coral would make a profit from using Hub services.  
The 50/50 split also creates symmetry with SDG&E/SoCalGas’ proposed split of revenues generated by the noncore storage program.  SCGC attempts to suggest that SDG&E/SoCalGas already earn a return on the assets which will be used to provide Hub services and therefore no additional incentive should be provided.  Using that logic, SDG&E/SoCalGas should not propose to provide any other services that could benefit ratepayers, and should only provide the basic utility function.  The Hub services proposed use uncontracted or unutilitized assets and maximizing the use of those assets stands to benefit all end-use customers through reduced rates.  Therefore, 50/50 split is the appropriate incentive to achieve the desired results as further discussed by SDG&E/SoCalGas witness Steve Watson.  
IV.
REQUIREMENT FOR MAINTAINING FLOWING SUPPLIES AT SPECIFIED LOCATIONS
Coral continues to misrepresent what SDG&E/SoCalGas have specifically asked for in this application, which is the transfer of the responsibility to maintain flowing supplies at various required locations.  Coral specifically states on p. 29, lines 1–2; “…transfer responsibility for maintaining ‘system reliability’ from SoCalGas’ Gas Utility Procurement Department to the System Operator.”  Coral also mischaracterizes Gas Acquisition’s current responsibility for maintaining system reliability on page 21, lines 20-24.  

For the third time SDG&E/SoCalGas would like to clarify that the function that Gas Acquisition provides today is to purchase, or have delivered, natural gas supplies to various points on the system at the request of SDG&E/SoCalGas’ Gas Control group.  Other responsibilities to maintain system reliability and the continued service to end-use customers lie with the other various departments throughout SDG&E/SoCalGas, not Gas Acquisition, and those various departments in total are named in this application as the System Operator.  Notwithstanding that clarification, Coral does in fact state on page 29, lines 20–22, that it supports SDG&E/SoCalGas’ proposal to transfer the system reliability function from the Gas Utility Procurement Department to the System Operator. 
SCGC has not disputed the fact that SDG&E/SoCalGas has minimum flowing supply requirements today at Blythe and that there could be similar requirements at other locations.  SCGC has also not made any specific proposal regarding who should take on this responsibility, but only attempts to describe, based on flawed analysis, that the costs to the System Operator could be high.
  

SCGC correctly identifies Gas Acquisition’s existing capacity rights to Ehrenberg at (roughly) 424 MMcfd.  However, the statement that recent (GCIM Year 12) Gas Acquisition flows into Ehrenberg have averaged only 54% of Gas Acquisition’s capacity rights to Ehrenberg, about 229 MMcfd of the 424 MMcfd, is incorrect.
  
SCGC witness Yap refers to Table 2-8 of DRA’s GCIM Year 12 report and calculates a 54% (54,655,737 out of 101,447,001) pipeline utilization rate for SoCalGas Gas Acquisition’s El Paso capacity out of the Permian basin.  She then incorrectly concludes that this 54% is indicative of all SoCalGas Gas Acquisition’s deliveries into Ehrenberg.  SCGC thus is ignoring or is unaware of the following facts.  First, SoCalGas’ Gas Acquisition held approximately 545 MMcfd of total El Paso capacity rights with delivery to Ehrenberg during GCIM Year 12, which is significantly greater than the 424 MMcfd Yap presumes.  Second, roughly 385 MMcfd of the 545 MMcfd of total capacity to Ehrenberg had San Juan Basin receipt rights.  Based on Table 2-8 of DRA’s report, the San Juan capacity utilization rate during GCIM Year 12 was 99%.  
Using the above clarifications, one can readily infer that Gas Acquisition’s average deliveries into Ehrenberg during GCIM Year 12 were closer to 468 MMcfd (99% of 385 MMcfd delivered from the San Juan Basin plus 54% of 160 MMcfd delivered from the Permian Basin).  
In addition, SCGC witness Yap uses the minimum flow average for a three year period (2004 – 2006) and compares it to her improper estimate of Gas Acquisition’s historical flows (229 MMcfd) and assumes that there is zero noncore flows during the same period.  She attempts to mislead the Commission that the issue is greater than reality by erroneously creating a larger disparity between the two.  The actual average flow for 2006 at Blythe was nearly 745,000 as compared to the average minimum flow requirement of 393 MMcfd (approximately 402,000 Dth/day) stated by Ms. Yap.  This shows that during 2006, actual average flows at Blythe far exceeded the average minimum flow requirements at Blythe.  
SCGC seems to infer that SDG&E/SoCalGas’ core customers should continue to bear the burden and costs of this responsibility.  SCGC attempts to further this argument by suggesting that SDG&E/SoCalGas’ Gas Utility Procurement Department already has a customer base, unlike the System Operator, and they therefore will need to buy the gas anyway.  In order to accomplish a continued obligation to maintain flowing supplies at Blythe for example, the SDG&E/SoCalGas’ Gas Utility Procurement Department would likely have to maintain firm interstate capacity with delivery at Blythe into the future.  This would unfairly reduce SDG&E/SoCalGas’ Gas Utility Procurement Department’s ability to purchase gas supplies from other locations, diversify its capacity holdings, and capitalize on market opportunities as noncore customers do today.  If it did not maintain firm interstate capacity at Blythe, SDG&E/SoCalGas’ Gas Utility Procurement Department would have to buy additional spot supplies during the times when the System Operator determines there is a need to have more flowing supplies.  This is no different than SDG&E/SoCalGas’ proposal for the System Operator.  Under that analogy, the incremental costs to core customers in the future could be similar to the System Operator’s. 

SCGC suggests that SDG&E/SoCalGas’ Gas Utility Procurement Department already has interstate capacity, and that core will likely continue to hold capacity at the needed receipt point locations on the system into the future.  This would place an unfair, on-going, restriction on core customers without a similar operational or financial burden on noncore customers who benefit from these flowing supplies.  Having specific flowing supplies performs the purpose of maintaining system reliability and prevents the curtailment of noncore customers.  A fact that seems to get lost in the testimonies is that maintaining system reliability allows continued utility service to noncore and core customers.  The obligation to maintain system reliability, including any flowing supply requirement, should rest with the System Operator with all customers being financially responsible.  
V. SYSTEM OPERATOR “TOOLS,” RFO, AND EXPEDITED ADVICE LETTER PROCESS
I would like to first again state that SDG&E/SoCalGas System Operator is asking in this application that it be granted the authority to purchase and sell gas on the spot market as needed to maintain flowing gas supplies at specific locations to maintain system reliability.  The subject of other “tools” was originally presented by SDG&E/SoCalGas to describe alternatives to purchasing spot supplies and ask for approval of a process to evaluate those alternatives and get Commission approval.  Further testimony describing the options or “tools” the System Operator may potentially evaluate to reduce costs to end-use customers while still meeting the System Operator needs was requested by the Commission and the parties in this case.  None of these alternatives or “tools” may ever be exercised, as they may not be the most economical means to meet a flowing supply requirement.  SDG&E/SoCalGas’ proposal is to conduct an RFO process to explore these other “tools,” gather potential costs and then file for approval with the Commission one or more of the “tools” if they are more economic.  The economics can not be deduced without the results of an RFO.  SDG&E/SoCalGas only presents these “tools” as options, and will only implement any “tool” if it is beneficial to end-use customers and helps ensure system reliability.

Coral seems to again contradict itself between what they are supporting and proposing.  They clearly support the RFO that SDG&E/SoCalGas are proposing to identify and solicit “tools” to support the system reliability function.
  Yet, Coral then questions that SDG&E/SoCalGas has not clearly identified the tools to be solicited during the RFO process.  As Coral’s own testimony says, the RFO is to identify and solicit tools, so to attempt to clearly identify the “tools” prior to the RFO would be inconsistent. 

Coral further describes that the Expedited Advice Letter process would defer consideration of the scope of SDG&E/SoCalGas’ authority.  Instead, they believe SDG&E/SoCalGas should go through an unnecessary step to submit a report to define possible tools and have the Commission rule on that report, and then run an RFO process for identification and solicitation of tools.  After that, SDG&E/SoCalGas would conduct an RFO, and then submit any arrangement for approval through the Expedited Advice Letter process.  

SDG&E/SoCalGas have identified various tools that could possibly support the system reliability need to have flowing supplies at a specific location.  The RFO will better define the opportunities for parties to provide services to assist the System Operator in maintaining certain flowing supplies in addition to providing potential costs of the services.  The primary rationale for use of other “tools,” rather than just utilizing spot market gas purchases, is to reduce costs to customers.  To submit a report that defines possible “tools” would be useless without information on the associated costs.  Coral even goes so far as to say that it would be a ministerial task for the Commission’s Energy Division to review an Expedited Advice Letter after a report has been submitted.  There is no way that parties like Coral and SCGC would let the approval of contractual arrangements be a ministerial task, and both would likely protest any such Advice Letter as they have with most everything else that SDG&E/SoCalGas files.  Coral even specifically says in its testimony, when discussing a minimum flow obligation, that the Advice Letter needs to include a discussion of the alternatives considered and an explanation of why a negotiated arrangement represents the least-cost, least intrusive means to address the specific need when it arises.  That does not seem like it could be approved through a ministerial review.  

SDG&E/SoCalGas believes that the Expedited Advice Letter process is the appropriate vehicle to consider approval of other “tools” and the cost effectiveness of the “tools” as compared to spot purchases or facility construction.  SDG&E/SoCalGas does not need specific approval to conduct an RFO to pursue alternatives to spot purchases, but only Commission approval of specific contractual arrangements.  
Submitting a report of possible “tools” would just waste the time and resources of the Commission and SDG&E/SoCalGas without reaching any resolution of contracting for other “tools” besides the spot purchases proposed in this application until after an RFO is conducted.  SDG&E/SoCalGas will not execute any contractual arrangement to meet its minimum flow obligation that commits the utility financially until after Commission approval through the Expedited Advice Letter.  The Expedited Advice Letter process is the proper forum to present the alternate “tools,” the operational appropriateness of the tools to meet a defined requirement, the results of the RFO, and the cost effectiveness of those “tools” as compared to other options.  
VI. POTENTIAL SHIPPER MINIMUM FLOW REQUIREMENT

SDG&E/SoCalGas have presented that the System Operator may determine that imposing a minimum flow requirement on shippers is the most cost effective means to ensure flowing supplies at specific locations.  Coral has two primary arguments against imposing minimum flow requirements on shippers. First, a minimum flow requirement may not necessarily be the optimal approach. Second, SDG&E/SoCalGas should not be permitted to unilaterally impose such a burden on shippers and/or firm access rights holders.  
In addressing the second argument, SDG&E/SoCalGas has not asked for the ability to unilaterally impose a minimum flow requirement in this application, and agrees that it cannot do that.  SDG&E/SoCalGas has only suggested that, in the future, the System Operator would need to evaluate that as an option to the other “tools.”  The Commission and the parties in this case have requested that the System Operator describe the “tools” which could be used to meet the need for flowing supplies at a specific point.  If the System Operator does believe that a minimum flow obligation imposed on shippers is best and most economical method to meet a defined need and wanted to implement one, it would need to seek a Petition of Modification of D.06-12-031 or file for it as part of another appropriate proceeding.  At that time, the issues and rationale for requesting such a minimum flow requirement would be fully described, and all parties would have the opportunity to comment and fully voice their concerns.  This would address Coral’s first concern that a minimum flow requirement may not be the most optimal method, as that would be a point of contention for the Commission when considering any minimum flow obligation proposal.  
Furthermore, SDG&E/SoCalGas has gone so far to say in this application that any current firm access contract holder would have the ability to terminate their firm access contract if the Commission did allow for SDG&E/SoCalGas to attach a minimum flow obligation to the firm rights.
  Also, SDG&E/SoCalGas have stated that any minimum flow obligation on a firm access rights holder would not go into effect until the start of the next three-year cycle for firm rights.
  The Commission will then approve or reject SDG&E/SoCalGas’ petition.  The Commission should not in this application prevent SDG&E/SoCalGas from filing a Petition for Modification to D.06-12-031 or file for it as part of another appropriate proceeding requesting that a minimum flow requirement be placed on shippers holding firm access rights.
Additionally, Coral seems to suggest that the System Operator should negotiate for such services on a bilateral basis rather than ask for permission through a Petition for Modification to D.06-12-031.  This seems contrary to Coral’s arguments against SDG&E/SoCalGas’ proposed RFO and Expedited Advice Letter process by allowing SDG&E/SoCalGas to negotiate bilateral agreements outside an RFO process.  
VII. CORE PROCUREMENT DEPARTMENT REQUIREMENTS AS THEY RELATE TO SYSTEM OPERATOR
Coral proposes some additional restrictions on various items as they relate to the System Operator and SDG&E/SoCalGas’ Gas Utility Procurement Department.  Coral proposes that all communications between the System Operator and SDG&E/SoCalGas’ Gas Utility Procurement Department be posted on its EBB, and that there be a physical separation of the two departments.  The Commission has already addressed these requirements in D.98-03-073, Attachment B.  Specifically; Remedial Measures Numbers 12, 14, and 16 require physical separation and the posting of communications on SoCalGas’ EBB.  The Remedial Measures also address how the Commission will enforce these measures, and provides for audit authority after the fact.  In addition, the Commission already has the ability to impose penalties on the utility for violation of these measures or any other rules established by the CPUC.  There is no need for a defined “penalty structure” to be put in place as suggested by Coral.
VIII. COMMISSION OVERSIGHT AND INFORMATION POSTINGS
Coral Energy seems to suggest that there needs to be specific oversight guidelines established for the Commission as though there were none in place today.  The Commission currently has oversight authority and can audit utility activities, request information to support its oversight, and order the utility to justify it actions while always having the authority to instruct change and access penalties.  Any other additional oversight is not needed with respect to this application and the proposal within.  

Coral specifically asks that SDG&E/SoCalGas require the summarizing of daily operational information.  SDG&E/SoCalGas is already required to provide such information through the Gas Market OIR Report - Receipt Point Utilization as directed by D.06-09-039.  In addition, current and historical operational data is currently publicly available on SDG&E/SoCalGas’ EBB.  Coral also asks that a written explanation for any OFOs or other unusual operational developments that arise be posted.  Currently, the OFO calculation that determines if an OFO is called is listed on SDG&E/SoCalGas’ EBB and is publicly available.  SDG&E/SoCalGas is already required to file within one day a report whenever SDG&E/SoCalGas calls a curtailment.
  SDG&E/SoCalGas regularly posts other operational notices such as Maintenance Schedules on its EBB, and provides email or text messages of such notices consistent with its postings.  Coral should be fully aware of these activities on SDG&E/SoCalGas’ EBB.  All this information is already specified in SDG&E/SoCalGas’ Rules and Tariffs such as Rules 23, 30 and 33.  These Rules have been included in this Application. 
This concludes my rebuttal testimony. 
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