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I.
QUALIFICATIONS AND PURPOSE
Q. 
Please state your name and address.
A. 
My name is Herbert S. Emmrich.  My business address is 555 West Fifth Street, Los Angeles, California 90013-1011
Q. 
Have you previously submitted testimony in this proceeding?
A. 
Yes, I have.

Q. 
What is the purpose of your rebuttal testimony?
A. 
The purpose of my rebuttal testimony is to respond to a number of assertions and misconceptions of DRA’s witness Ms. Jacqueline Greig concerning:
1. The prudence of the SoCalGas/SDG&E retail core customers’ being allocated 70 Bcf of storage inventory for the 2009 to 2011 BCAP period;
2. Commission policy concerning low cost gas for the core;
3. The reliability of storage compared to pipeline flowing supply options;
4. Core storage and how it relates to the Commission’s gas hedging and Omnibus decision;
5. The cycling of core gas;
6. The Commission’s most recent decision concerning core storage;
7. The adequacy of 70 Bcf of core storage inventory;
8. The increase of the current core storage level of 79 Bcf to 90 Bcf;
and the proposal by SCGC’s witness Ms. Catherine Yap that core storage be set at 75 Bcf of inventory, 2007 MMcfd of withdrawal and 350 MMcfd of injection capacities.
Q.
DRA witness Greig states on page 7 of her testimony that “The Utilities’ Proposal to Reduce the Core Storage Reservation is Imprudent.” Do you agree with that statement?
A.
No, I do not.  DRA compares past decisions and past utility proposals to the current SoCalGas/SDG&E proposal to allocate 70 Bcf of storage inventory, 327 MMcfd of injection and 2,225 MMcfd of withdrawal on an embedded cost basis without acknowledging the changed circumstances of today. In the past, SoCalGas/SDG&E had much lower storage inventory available; much lower interstate pipeline receipt capacity; much lower deliverability capacity into the SoCalGas/SDG&E system, and no operating LNG terminal in Baja California connected at the Otay Mesa receipt point. Based on these changed circumstances, the SoCalGas/SDG&E core storage proposals are more than adequate to provide core customers with reliable, low-cost service to its core customers. This proposal is consistent with past Commission storage policy as stated in D.93-92-013.  DRA’s suggestion that the SoCalGas/SDG&E proposal does not adequately protect the core on a cost effective basis lacks merit and is inconsistent with DRA’s past positions related to core storage capacity. 
Q. 
DRA asserts on page 8 that 70 Bcf of core storage inventory ignores Commission policy regarding low cost gas for core customers. Do you agree with DRA’s assertion?
A.  
No, I do not. In R.04-01-025, SoCalGas/SDG&E made the following proposal:
“SoCalGas and SDG&E propose to hold storage inventory, injection and withdrawal capacities to meet the 1-in-35-year Cold Year and Peak Day reliability planning criteria as required by D.90-09-089 in combination with the interstate pipeline capacity flexibility authorized by the Commission in D.04-09-022.  The core storage capacities would be determined by the storage cycle forecasted “excess winter demand” approach whereby SoCalGas and SDG&E would reserve:
· Storage Inventory equal to core customers’ Cold Year winter demand (November through March) in excess of average daily Cold Year demand (April through March).  

· Storage Injection would be based on this inventory level divided by the 214 injection season days (April through October).

· Storage Withdrawal capacity would be based on Peak Day demand (1-in-35-year cold day) minus interstate pipeline capacity holdings, California supply contracts and/or LNG contracts, during the coldest winter months (December through March).
SoCalGas and SDG&E would be allowed to determine the combination of core interstate pipeline capacity holdings, California supplies or LNG contracts, within the Commission approved 100% to 120% of average year daily demand, and storage withdrawal to meet core Peak Day demand.  The storage withdrawal capacity would be determined in the SoCalGas and SDG&E BCAPs and would remain in effect for the BCAP period.  Based on the withdrawal capacities authorized by the Commission in the BCAP decisions, SoCalGas and SDG&E would then hold at least enough interstate pipeline capacity to meet core requirements.  The utilities could hold more than the minimum amount of interstate pipeline capacity needed to meet peak day requirements as long as the 120% of average year maximum interstate pipeline capacity threshold is not exceeded.  (Emphasis added)
This core storage capacity proposal closely adheres to the Commission’s direction provided in D.04‑09‑022 to increase core reliability and to use a “conservative approach” in planning for core reliability.  It is a relatively straightforward approach that assures that the core has enough storage and interstate pipeline capacities to meet core Peak Day and Cold Year demand without diversion of non-core supplies or expensive purchases at the border during extremely cold periods.  It is also consistent with the core storage reliability calculations that were used to derive the current core storage capacities.  
We further propose that the core demand forecast used to set core storage capacity requirements would be increased or decreased based on the most recent BCAP or California Gas Report demand forecast as is currently done with core interstate pipeline capacity requirements.  By adopting this policy, the often‑contentious issue of determining the core storage requirements would be eliminated.  We would continue to consult with TURN, ORA and the Energy Division, as is currently done with the acquisition of new interstate pipeline capacity, to assure that core storage capacity commitments made by SoCalGas and SDG&E meet Commission reliability criteria that benefit core customers.” 
Accordingly, nothing in the current SoCalGas/SDG&E core storage BCAP proposal is inconsistent with the overall core reliability planning criteria previously proposed by SoCalGas/SDG&E in R.04-01-025.  SoCalGas/SDG&E have kept the 70 Bcf of cost-based core storage capacities the same as they have been historically and recommend that any additional requirements be either served by flowing supply using a combination of interstate pipeline capacity and firm border/citygate purchases, as long as the interstate requirements do not exceed 120% of the core’s average temperature year requirements, or to have the combined SoCalGas/SDG&E core purchase additional storage at market rates as was done historically by SDG&E for its core customers. The current SoCalGas/SDG&E BCAP proposal of using more interstate pipeline capacity to meet core cold year winter requirements is well within the 120% threshold authorized by the Commission in D.04-09-022.
Q. 
What level of reliability storage and cost-based storage did SoCalGas/SDG&E recommend for SoCalGas and SDG&E core customers in R.04-01-025?

A. 
For the 2009-2010 BCAP period, SoCalGas/SDG&E recommended 69 Bcf of cost-based core storage inventory for SoCalGas’ core customers and 9 Bcf of market-based storage, for a total of 78 Bcf on a combined portfolio basis.

Q. 
Did DRA support SoCalGas/SDG&E’s R.04-01-025 planning criteria or proposal for 78 Bcf of core storage reservation?

A.  
No, they did not.  The following quoted text is taken from my rebuttal testimony to DRA (then ORA) witness Greig’s testimony in R.04-01‑025: 
“On page 11 of her testimony Ms. Greig states the following:

ORA agrees that issues regarding core storage requirements are best addressed in the next BCAP. The Commission need not make any policy decisions regarding core storage vis-à-vis interstate pipeline capacity in the proceeding. ORA supports SoCalGas’ recommendation that the core storage withdrawal capacity be determined in each BCAP and recommends that storage-related issues be reviewed at that time.”


Q.
Do you agree with DRA’s statement? 



A.
I agree only partially.  SoCalGas/SDG&E’s position is that the Commission should adopt SoCalGas/SDG&E’s recommended policy on the amount of core storage inventory, injection and withdrawal together with interstate pipeline capacity that is needed to meet Cold Year and Peak Day reliability standards as ordered in D.90-09-089.  The actual storage capacity levels to meet Cold Year requirements could be determined in the next BCAP or be based on the California Gas Report (CGR) or other appropriate Commission-approved forecast of Average Year, Cold Year and Peak Day requirements if no BCAP is imminent.  

Q.
Why is it important to resolve the policy on core storage capacity requirements and levels of capacity, in this proceeding?  



A.
Based on my calculations of SDG&E’s and SoCalGas’ core customer Cold Year and Peak Day demands, SDG&E does not have enough core storage inventory, injection or withdrawal capacity to meet Cold Year and Peak Day requirements and SoCalGas’ core does not have enough withdrawal capacity.  Therefore, SoCalGas/SDG&E would be required to buy flowing supplies in the winter at the California border when prices tend to be at a premium.  In the case of SDG&E this issue is especially important, since SDG&E is currently 3 Bcf below the inventory capacity level needed for SDG&E to provide its core customers with physical and gas price protection in the winter months.  SDG&E has asked the Commission to approve a higher level of inventory in its recent Advice Letter filing, AL 1400-G, yet its request for 8 Bcf of core storage inventory was reduced to 6 Bcf in contradiction to the Commission’s core storage capacity requirements ordered in D.90-09-089.  This reduction in storage inventory will cost SDG&E’s core customers more than $1.6 million in additional gas commodity costs this year alone.  The calculation of the potential gas cost increases is shown in Table 1 below.  Therefore, it is important for the Commission to resolve this core storage capacity issue in this proceeding so that SDG&E can acquire adequate core storage inventory and injection for the April through October 2006 storage injection cycle.  

Table 1
            [image: image1.emf]The additional storage volume is assumed to be injected ratably across the summer of 2005.  The withdrawal profile is based on demand and forward pricing.  

Pricing Quotes as of

07/27/2005

Avg Injection Price

$/dth

$6.521

Additional Storage

dth

3000000

Avg W/D Price

$/dth

$8.224

Total Storage Costs

$/dth

$1.166

fuel% cost

%

0.0244

injection fee

$/dth

0.0127

Intrinsic Value of 3BCF

$

$1,610,781

withdrawal fee

$/dth

0.0177 (Savings to Customers)

reservation rate

$/dth

0.9765

CA INTER-ST.

MONTH BORDER PIPELINE

Border DELIVERED Storage Gas COMMOD. DEMAND Variable Reservation

Nymex  Basis Border TO STORAGE Injected/(Wd) RATE CHARGE LIFO Gas Cost Fuel Cost Inj/Wd Costs Costs

$/dth $/dth $/dth   $/dth $/dth $/dth $ $ $ $

April 2005 428,571

$6.679 $0.202 $6.882 $2,949,219 $71,961 $5,443 $244,125

May 2005 428,571

$6.320 $0.300 $6.620 $2,837,113 $69,226 $5,443 $244,125

June 2005 428,571

$5.560 $0.302 $5.862 $2,512,393 $61,302 $5,443 $244,125

July 2005 428,571

$6.056 $0.288 $6.344 $2,718,771 $66,338 $5,443 $244,125

$7.647 -$1.050 $6.597

August 2005 428,571

$6.597 $2,827,286 $68,986 $5,443 $244,125

$7.590 -$0.920 $6.670

September 2005 428,571

$6.670 $2,858,571 $69,749 $5,443 $244,125

$7.644 -$0.973 $6.672

October 2005 428,571

$6.672 $2,859,214 $69,765 $5,443 $244,125

$8.194 -$0.760 $7.434

November 2005 (250,000)

$7.434 -$1,858,500 $4,425 $244,125

$8.698 -$0.685 $8.013

December 2005 (500,000)

$8.013 -$4,006,500 $8,850 $244,125

$9.037 -$0.663 $8.375

January 2006 (1,000,000)

$8.375 -$8,374,500 $17,700 $244,125

$9.037 -$0.660 $8.377

February 2006 (1,000,000)

$8.377 -$8,377,000 $17,700 $244,125

$8.877 -$0.658 $8.220

March 2006 (250,000)

$8.220 -$2,054,875 $4,425 $244,125

-$5,108,808 $477,327 $91,200 $2,929,500


Q.
Do you agree with Ms. Greig’s statement that the BCAP is the appropriate proceeding to settle on core storage inventory, injection and withdrawal in combination with interstate pipeline capacity holdings?  


A. 
Yes, I do with the following proviso. Since SoCalGas/SDG&E have not had a BCAP since 1998, and since no BCAP is scheduled in the near future, an alternate proceeding or forecast should be used to align core storage requirements with current customer gas demand forecasts.  We recommend that the Commission set core storage requirements based on the most recent BCAP, CGR or other appropriate proceeding’s demand forecasts.  The core demand forecasts filed by SoCalGas/SDG&E in this proceeding could be adopted by the Commission for setting the level of core storage capacity requirements.  These core demand forecasts would then be the most recently adopted demand forecast and could therefore be used to determine core storage capacity requirements. Cost allocation and rate design issues could still be determined in the next BCAP.”
Q. 
What conclusion did SoCalGas/SDG&E draw from DRA’s opposition to add 3 Bcf of core storage inventory to SDG&E’s portfolio and the Commission’s decision not to adopt the SoCalGas/SDG&E recommended 1-in-35 Peak Day and Cold Year core planning criteria? 

A. 
SoCalGas/SDG&E concluded that DRA and the Commission preferred that core customers purchase more gas from flowing supply at the border or in the basins instead of relying on storage. 

Q. 
What actions did SoCalGas/SDG&E take based on the conclusion that DRA and the Commission indicated a preference for flowing supply over core storage?
A. 
SoCalGas/SDG&E entered into a settlement with Southern California Edison (SCE) to resolve several issues that were in contention in the Border OII related to core storage and system reliability responsibilities of the core and system operator. 

Q. 
What was SCE’s position regarding core storage capacities for the core and unbundled storage programs. 

A. 
SCE advocated that core storage be limited to 70 Bcf of inventory and that at least 51 Bcf of inventory be made available in the unbundled storage program.

Q. 
Did SoCalGas/SDG&E agree to the SCE storage proposal and why?
A. 
Yes, SoCalGas/SDG&E agreed to the SCE core storage proposal because it met core storage reliability requirements and was consistent with the DRA and Commission preference for the use of flowing supply to meet core winter requirements over storage as indicated by DRA’s testimony in R.04-01-025 and the Commission’s decision in that proceeding to follow DRA’s recommendation.
Q. 
DRA states on page 8 of Ms. Greig’s testimony that SoCalGas/SDG&E are ignoring Commission policy regarding low cost gas for the core. Do you agree with that assertion?

A. 
No, I do not. The value of storage to the core is calculated by DRA as the difference between the cost of spring and summer purchases (April through October) vs. the cost of winter supplies (November through March). It is interesting to note that DRA’s own analysis, shown on page 11 of Ms. Greig’s testimony, indicates that in three out of the six years cited (2002 through 2007) the seasonal benefits of buying in the spring and summer months vs. purchases in the winter are lower than the cost of core storage proposed by SoCalGas/SDG&E in the BCAP.  In the 2003-2004 program year period (April through March) DRA shows a benefit of $.22/MMbtu, in 2004-2005 a $0.59/MMbtu benefit and in 2005-2006 a $0.29/MMbtu benefit while the proposed cost of core storage as shown in my updated Embedded Cost Testimony is $0.66/MMbtu. Also, based on the current California Border futures prices on NYMEX Clearport from April 2009 through March 2012 shows that the summer winter differential is only $0.56/MMbtu in 2009-2010 and $0.61/MMbtu in 2010-2011 and $0.81 in 2011-2012.  Table 2 shows that DRA’s calculations of the price arbitrage value of core storage do not add up in the BCAP period either.
	
	
	
	Table 2
	
	

	
	                  Cost of Core Storage 2009-2012
	

	
	
	
	$/MMbtu
	
	

	 
	 
	 
	 
	Cost of Core
	Total Cost

	Gas Price
	In-Kind Inj.
	O&M Inj.
	CC of Gas
	Storage Res.
	of Core Storage

	$/MMbtu
	2.440%
	$0.0127
	0.166%
	$0.660
	$/MMbtu

	$9.948
	$0.243
	$0.0127
	$0.016
	$0.660
	$0.932


The simple DRA analysis showing the benefit of the price arbitrage value of storage using the summer-winter price differential ignores three additional costs of storage. They are: a 2.44% in-kind fuel cost, 1.27 cents per MMbtu O&M injection cost, and the Carrying Cost of Gas in storage. Using an average spring and summer price of gas for the 2009-2012 BCAP period storage injection seasons of $9.948/MMbtu, based on NYMEX Clearport California Border futures, the total cost of core storage is $0.932/MMBtu. This cost is higher than the summer-winter price differential in all three BCAP years.  Therefore, DRA’s proposal is not cost-effective and not consistent with Commission policy to provide core customers with low-cost gas supplies. To further illustrate this point, Table 3 shows the total cost of core gas supplies with 70 Bcf of inventory (cycling 67), 327 MMcfd of injection and 2,225 MMcfd of withdrawal capacity to be $12.395 billion for the BCAP period. 
Table 3
Total Cost of Core Gas Supplies with 70 Bcf of Inventory
[image: image2.emf]Table 3

Core Peak day Reliability Storge Inventory Requirements

Year 2009

CA Border 

Clearpoint 

$/MMbtu

End of Month 

Core Inventory 

(BCF)

Total Storage 

Peak Day 

Minnimum Core 

and Non-Core 

(BCF)

Core Peak day 

Minnimum 

Storage Inventory 

(BCF)

Purchses (+) and 

Withdrawls (-) Per 

Month (BCF) 

Purchased Cost 

of Storage Gas 

($ Millions)

Carrying 

Cost LIFO 

$/MMbtu @ 

1030 Btu per 

CF

Cost of 70 BCF 

Inventory, 327 

MMcfd Injection 

and 2,225 

MMcfd 

Withdrawal      

@ 

$0.66/MMbtu ($ 

Million)

Storage In-Kind 

Fuel @ 2.44% 

and 1.27 

Cents/MMbtu 

O&M Charge

Total Cost of 

Storage ($ 

Milions)

Cost of Flowing 

Supply         $ 

Millions 

@1,090 MMcfd

Cost of Storage 

& Flowing Supply 

$ Millions

Mar-09 12.56 3 6 3 -15

Apr-09 10.45 10 6 3 7 73.122 0.0023 3.738 1.819 5.559 352.970 358.529

May-09 10.27 20 6 3 10 102.71 0.0015 3.738 2.556 6.296 313.471 319.767

Jun-09 10.34 30 6 3 10 103.39 0.0042 3.738 2.573 6.315 349.355 355.669

Jul-09 10.86 40 6 3 10 108.565 0.0094 3.738 2.695 6.442 355.008 361.450

Aug-09 10.92 50 6 3 10 109.165 0.0211 3.738 2.709 6.468 368.869 375.337

Sep-09 10.93 60 6 3 10 109.335 0.0512 3.738 2.713 6.502 357.525 364.028

Oct-09 10.52 70 6 3 10 105.19 0.1321 3.738 2.615 6.485 355.437 361.922

Nov-09 10.83 67 24 24 -3 0.2778 3.738 4.016 365.912 369.928

Dec-09 11.18 50 24 24 -17 0.3371 3.738 4.075 365.553 369.628

Jan-10 11.40 33 24 24 -17 0.1914 3.738 3.929 385.172 389.101

Feb-10 11.34 18 14 14 -15 0.0440 3.738 3.782 370.949 374.731

Mar-10 11.10 3 6 3 -15 0.0101 3.738 3.748 375.035 378.783

Apr-10 9.72 10 6 3 7 68.0155 0.0029 3.738 1.698 5.438 328.321 333.759

May-10 9.56 20 6 3 10 95.565 0.0015 3.738 2.387 6.127 291.664 297.791

Jun-10 9.64 30 6 3 10 96.365 0.0042 3.738 2.406 6.148 325.617 331.766

Jul-10 9.73 40 6 3 10 97.315 0.0094 3.738 2.429 6.176 318.220 324.396

Aug-10 9.80 50 6 3 10 98.015 0.0211 3.738 2.445 6.204 331.193 337.397

Sep-10 9.83 60 6 3 10 98.265 0.0512 3.738 2.451 6.240 321.327 327.567

Oct-10 9.92 70 6 3 10 99.165 0.1549 3.738 2.472 6.365 335.079 341.444

Nov-10 9.91 67 24 24 -3 0.3190 3.738 4.057 334.910 338.966

Dec-10 10.34 50 24 24 -17 0.3764 3.738 4.114 338.004 342.118

Jan-11 10.59 33 24 24 -17 0.2123 3.738 3.950 357.887 361.837

Feb-11 10.58 18 14 14 -15 0.0440 3.738 3.782 346.015 349.797

Mar-11 10.35 3 6 3 -15 0.0101 3.738 3.748 349.777 353.525

Apr-11 9.37 10 6 3 7 65.618 0.0029 3.738 1.641 5.382 316.747 322.129

May-11 9.31 20 6 3 10 93.14 0.0015 3.738 2.330 6.069 284.263 290.332

Jun-11 9.40 30 6 3 10 93.99 0.0042 3.738 2.350 6.092 317.592 323.684

Jul-11 9.50 40 6 3 10 94.99 0.0094 3.738 2.374 6.121 310.617 316.738

Aug-11 9.57 50 6 3 10 95.74 0.0211 3.738 2.391 6.150 323.505 329.656

Sep-11 9.59 60 6 3 10 95.94 0.0512 3.738 2.396 6.185 313.724 319.909

Oct-11 9.68 70 6 3 10 96.84 0.1534 3.738 2.417 6.309 327.222 333.531

Nov-11 9.87 67 24 24 -3 0.3144 3.738 4.052 333.389 337.441

Dec-11 10.29 50 24 24 -17 0.3707 3.738 4.109 336.532 340.641

Jan-12 10.55 33 24 24 -17 0.2097 3.738 3.948 356.535 360.483

Feb-12 10.55 18 14 14 -15 0.0440 3.738 3.782 344.871 348.652

Mar-12 10.32 3 6 3 -15 0.0101 3.738 3.748 348.595 352.342

 

BCAP Period Totals  

$3.482 $134.563 $49.867 $187.912 $12,206.861 $12,394.774


In contrast, as shown in Table 4, with DRA’s proposal of 90 Bcf of inventory (cycle 87), 420 MMcfd of injection and 2,225 MMcfd of withdrawal, core gas costs will total  $12.629 billion or $234 million more than with the SoCalGas/SDG&E proposal for the BCAP period. In addition, the core would be giving up its share of the 20 Bcf of storage that would not be sold in the TBS storage program at $17.8 million based on Mr. Watson’s estimate that the TBS price per MCF of storage sold would be $1.485 per MCF with a 50/50 shareholder/ratepayer sharing of revenues after cost recovery (See Watson Table 2).
Table 4
Total Cost of Core Gas Supplies with 90 Bcf of Inventory
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CA Border 

Clearpoint 

$/MMbtu

End of Month 

Core Inventory 

(BCF)

Total Storage 

Peak Day 

Minnimum Core 

and Non-Core 

(BCF)

Core Peak day 

Minnimum 

Storage Inventory 

(BCF)

Purchses (+) and 

Withdrawls (-) Per 

Month (BCF) 

Purchased Cost 

of Storage Gas 

($ Millions)

Carrying 

Cost LIFO 

$/MMbtu @ 

1030 Btu per 

CF

Cost of 90 BCF 

Inventory, 420 

MMcfd Injection 

and 2,225 

MMcfd ($ 

Millions)

Storage In-Kind 

Fuel @ 2.44% 

and 1.27 

Cents/MMbtu 

O&M Charge

Total Cost of 

Storage Gas            

($ Milions)

Cost of Flowing 

Supply         $ 

Millions 

@1,090 MMcfd

Cost of Storage 

& Flowing Supply         

($ Millions)

Core Portion of 

20 BCF of 

Inventory sold in 

the TBS Storage 

at 20% of total             

($ Millions)

Mar-09 12.56 3 6 3 -20

Apr-09 10.45 13 6 3 10 102.965 0.0023 4.521 2.561 7.084 382.814 389.897 5.94

May-09 10.27 26 6 3 13 132.053 0.0020 4.521 3.287 7.809 376.400 384.210

Jun-09 10.34 39 6 3 13 132.927 0.0065 4.521 3.307 7.835 378.892 386.727

Jul-09 10.86 51 6 3 13 139.581 0.0179 4.521 3.465 8.004 397.857 405.861

Aug-09 10.92 64 6 3 13 140.352 0.0518 4.521 3.483 8.056 400.056 408.112

Sep-09 10.93 77 6 3 13 140.571 0.1673 4.521 3.489 8.177 400.679 408.856

Oct-09 10.52 90 6 3 13 135.242 0.3739 4.521 3.362 8.257 385.489 393.746

Nov-09 10.83 86 24 24 -4 0.6080 4.521 5.129 356.631 361.759

Dec-09 11.18 64 24 24 -22 0.6893 4.521 5.210 323.445 328.655

Jan-10 11.40 42 24 24 -22 0.4552 4.521 4.976 329.810 334.786

Feb-10 11.34 23 14 14 -19 0.1467 4.521 4.667 334.701 339.368

Mar-10 11.10 3 6 3 -20 0.0214 4.521 4.542 317.959 322.502

Apr-10 9.72 13 6 3 10 95.775 0.0036 4.521 2.390 6.915 356.080 362.994 5.94

May-10 9.56 26 6 3 13 122.867 0.0020 4.521 3.069 7.592 350.216 357.808

Jun-10 9.64 39 6 3 13 123.896 0.0065 4.521 3.094 7.621 353.148 360.769

Jul-10 9.73 51 6 3 13 125.117 0.0179 4.521 3.122 7.661 356.629 364.290

Aug-10 9.80 64 6 3 13 126.017 0.0577 4.521 3.144 7.722 359.195 366.917

Sep-10 9.83 77 6 3 13 126.338 0.1959 4.521 3.151 7.868 360.111 367.979

Oct-10 9.92 90 6 3 13 127.495 0.4092 4.521 3.179 8.109 363.409 371.518

Nov-10 9.91 86 24 24 -4 0.6225 4.521 5.143 326.415 331.558

Dec-10 10.34 64 24 24 -22 0.6963 4.521 5.217 299.069 304.286

Jan-11 10.59 42 24 24 -22 0.1694 4.521 4.690 306.447 311.137

Feb-11 10.58 23 14 14 -19 0.0214 4.521 4.542 312.203 316.746

Mar-11 10.35 3 6 3 -20 0.0036 4.521 4.524 296.545 301.070

Apr-11 9.37 13 6 3 10 92.399 0.0020 4.521 2.310 6.833 343.528 350.361 5.94

May-11 9.31 26 6 3 13 119.749 0.0065 4.521 2.995 7.523 341.329 348.852

Jun-11 9.40 39 6 3 13 120.842 0.0179 4.521 3.021 7.560 344.444 352.004

Jul-11 9.50 51 6 3 13 122.128 0.0574 4.521 3.052 7.630 348.109 355.739

Aug-11 9.57 64 6 3 13 123.092 0.1917 4.521 3.074 7.787 350.857 358.644

Sep-11 9.59 77 6 3 13 123.349 0.3976 4.521 3.081 7.999 351.590 359.589

Oct-11 9.68 90 6 3 13 124.506 0.6036 4.521 3.108 8.232 354.889 363.121

Nov-11 9.87 86 24 24 -4 0.6749 4.521 5.196 324.933 330.128

Dec-11 10.29 64 24 24 -22 0.4689 4.521 4.990 297.767 302.756

Jan-12 10.55 42 24 24 -22 0.2696 4.521 4.790 305.289 310.080

Feb-12 10.55 23 14 14 -19 0.0565 4.521 4.577 311.171 315.748

Mar-12 10.32 3 6 3 -20 0.0129 4.521 4.534 295.543 300.076

 

BCAP Period Totals $7.508 $162.747 $64.745 $235.000 $12,393.648 $12,628.649 $17.820

 

Increase Core Gas Supply Costs with DRA Proposal. $186.787 $233.875 $251.695

Cost/year $62.262 $77.958 $83.898


Therefore, the level of core storage should be based on the reliability aspect of storage.  Based on core peak day reliability requirements the core needs to keep the following gas in storage for peak day protection: 
[image: image4.emf]Table 5

Year 2009

Core 

Peak day 

Minimum 

Storage 

Inventory 

(Bcf)

9-Mar 3

9-Apr 3

9-May 3

9-Jun 3

9-Jul 3

9-Aug 3

9-Sep 3

9-Oct 3

9-Nov 24

9-Dec 24

10-Jan 24

10-Feb 14

10-Mar 3

18 14 -15

3 6 -15

50 24 -17

33 24 -17

70 6 10

67 24 -3

50 6 10

60 6 10

30 6 10

40 6 10

10 6 7

20 6 10

End of Month Core 

Inventory (Bcf)

Total Storage Peak 

Day Minimum Core 

and Non-Core (Bcf)

Purchases (+) and 

Withdrawals (-) Per 

Month (Bcf) 

3 6 -15

 


As can be seen by the data in Table 5, the SoCalGas/SDG&E proposal meets the core peak day inventory requirement levels. There is however the possibility that winter prices can be higher or lower than shown by the futures forward prices and therefore SoCalGas/SDG&E believe it is appropriate to hold 70 Bcf of storage inventory for reliability, price arbitrage and physical hedging purposes. 
Q. 
DRA asserts on page 12 of Ms. Greig’s testimony that a reduced core storage reservation is not consistent with the Commission’s hedging and Omnibus decisions. Do you agree with that assertion?
A. 
No, I do not. Although core storage is a physical hedge against possible winter price spikes, it comes at a cost. As shown in the above analysis, the core would be paying over $83 million per year more to meet its gas supply requirements by purchasing an additional 20 Bcf of inventory. That is a heavy price to pay when financial hedges are available at a lower cost. DRA states that SoCalGas/SDG&E spent $55 million on financial hedges to manage potential winter price spikes yet DRA is willing for the core to incur $83 million per year in additional storage costs with their 90 Bcf of inventory proposal. The SoCalGas/SDG&E proposal is more cost-effective for the core even if core ratepayers pay for all of the $55 million in financial hedging cost. The contention by DRA that SoCalGas/SDG&E are exposing core customers to higher winter gas costs is not substantiated by the data. 
Q. 
DRA states on page 13 of Ms. Greig’s testimony that the SoCalGas/SDG&E proposal “appears to be driven by the motivation to increase shareholder revenues under the unbundled storage program, and not by the objective of ensuring reliable, low-cost gas supplies for the core.”  Do you agree with this assertion?

A. 
No, I do not. First SoCalGas/SDG&E have already demonstrated in the above analysis that the SoCalGas/SDG&E proposal is more cost-effective, meets core reliability requirements and protects core customers from price spikes when combined with a robust winter hedging program. In addition, the SoCalGas TBS program, as outlined by Mr. Watson, aligns shareholder and ratepayer interests and is expected to provide core customers with over $17 million in storage revenue sharing under the 50/50 shareholder ratepayer sharing formula that would be foregone under the DRA proposal.
Q. 
DRA asserts that the SoCalGas/SDG&E proposal to cycle 67 out of 70 Bcf of gas is imprudent. Do you agree with that assertion?
A. 
No, I do not. It is disingenuous for DRA to base their position of the value of storage on the winter summer price differential as shown in Ms. Greig’s Table 2 on page 11 of her testimony, and then argue against SoCalGas/SDG&E’s proposal to cycle up to 67 of 70 Bcf of inventory. The reason for purchasing price arbitrage gas is in order to cycle it. The value is created by buying gas in the spring and summer when prices are usually lower and avoiding paying for higher winter gas prices. Therefore it would be uneconomic to keep gas in inventory as long as the peak day minimum level of storage is maintained. DRA appears not to understand the storage planning process and seems to think that SoCalGas/SDG&E would somehow endanger core peak day reliability by cycling 67 out of 70 Bcf of inventory. Nothing could be further from the truth. For example, as shown in Table 5 above, SoCalGas/SDG&E could enter into March of each year with 18 Bcf of inventory, i.e. the end of February inventory level. This would represent 15 Bcf more than the March peak day minimum. Based on the then prevailing weather conditions and gas prices in March vs. the summer injection season, core storage could be withdrawn to maintain the peak day reliability level of inventory and to see if gas should be kept in inventory rather than be withdrawn if the summer prices are projected to be higher than the current March prices.  If March prices are lower than forecasted summer prices then it is more economic to purchase additional flowing supply in March and reduce buying at more expensive summer prices. If gas prices in March are higher than projected summer prices, then it becomes economic to draw down storage to the peak day minimum level in order to replace the inventory with lower cost summer purchases.   Also, because the core’s purchases are a small portion of overall supply and demand in the Western U.S., SoCalGas’ purchases, or lack thereof, have a minimal effect on prices at the border.
  In any event, SoCalGas/SDG&E would never, ever place customers at risk by not having enough gas in inventory to assure peak day protection nor withdraw gas when forecasted prices make it more economic to hold gas in storage.  Accordingly, DRA’s entire line of argument is flawed and should be rejected by the Commission as baseless and mis-informed. 
Q. 
DRA states on page 15 of Ms. Greig’s testimony that the Commission has recently rejected the utilities’ efforts to reduce core storage to 70 Bcf and quotes D.07-12-019 implying that a reduction in core storage would reduce core reliability and would increase the risk to the core of paying higher gas prices in the winter. Do you agree with DRA’s insinuations?
A. 
No, I do not. Although it is true that the Commission decided to hold core storage inventory at 79 Bcf, the Commission also decided to allow the level of storage to be re-litigated in the instant case. As has been demonstrated by the SoCalGas/SDG&E analysis, it is more cost effective based on current futures prices to reduce core storage inventory to 70 Bcf and to continue a robust financial winter hedging program. As also demonstrated, core peak day reliability is more than adequately protected with the SoCalGas/SDG&E proposal.  Also, the SoCalGas/SDG&E proposal allows for the core to participate in the TBS program (as SDG&E did for many years), in order to purchase price arbitrage storage if the forward curve shows that the summer-winter price differential shows that the physical storage hedge is more cost-effective than financial price hedges.  For DRA to imply that SoCalGas/SDG&E would make proposals that are not beneficial to the core or somehow increase core risk is unsubstantiated by the data and analyses and should be rejected.
Q. 
DRA asserts on page 16 of Ms. Greig’s testimony that SoCalGas/SDG&E’s prior testimony in R.04-01-025 refutes the adequacy of 70 Bcf of storage for the combined core portfolio. Do you agree with that assertion?
A. 
No, I do not. As already rebutted above, SoCalGas/SDG&E have always maintained that a combination of core storage inventory, interstate pipeline capacity and border purchases are needed in order to procure low-cost, reliable gas supplies to the core. As shown above, the SoCalGas/SDG&E proposal is cost-effective and reliable. In R.04-01-025 SoCalGas/SDG&E provided one example of how to provide reliable, low-cost gas supplies to the core and the storage withdrawal capacity needed for peak day protection. There is nothing in the current SoCalGas/SDG&E proposal that is inconsistent with the prior proposal. Both proposals meet Commission requirements for low-cost, reliable gas supplies to meet core 1-in-35 year peak day and peak year requirements. It is disingenuous for DRA to now reference the prior SoCalGas/SDG&E proposal that DRA rejected out of hand in R.04-01-025. If anything, DRA is being inconsistent in now advocating the proposal and analyses presented by SoCalGas/SDG&E in R.04-01-025 that they originally rejected; and, DRA’s testimony on the matter suggests that it is out of touch with the changed gas market conditions and gas system capacities.  As shown in Table 4 above, the summer-winter price differential has been reduced, making price arbitrage storage less attractive for the core. The reason for the summer-winter price differential shrinkage is due to the increased use of gas in electric power generation nationwide during the summer months. In the future, this trend is expected to continue because gas-fired power plants are more efficient and help reduce Greenhouse gases. In addition, system pipeline delivery capacity, as shown in Table 6, is more than adequate with a 54 - 59% reserve margin to assure that peak day and cold year requirements can be met in combination with 70 Bcf of core storage inventory. And finally, with the certification of the Costa Azul LNG receiving terminal in Baja California, up to 1 Bcf/day of re-gasified natural gas may be available to help meet the supply needs of the core in case of storage or pipeline supply disruption due an earthquake, pipeline rupture or washout.
	Table 6
Winter System Reserve Margin

	Month-Year
	Total System Deliveries (MMCFD)
	Firm Capacity (MMCFD)
	Reserve Margin (MMCFD)
	Reserve Margin     (%)

	Jan-03
	2,215
	3,875
	1,660
	75%

	Feb-03
	1,962
	3,875
	1,913
	98%

	Mar-03
	2,541
	3,875
	1,334
	52%

	Nov-03
	2,682
	3,875
	1,193
	44%

	Dec-03
	2,577
	3,875
	1,298
	50%

	Jan-04
	2,118
	3,875
	1,757
	83%

	Feb-04
	2,308
	3,875
	1,567
	68%

	Mar-04
	2,573
	3,875
	1,302
	51%

	Nov-04
	2,828
	3,875
	1,047
	37%

	Dec-04
	2,807
	3,875
	1,068
	38%

	Jan-05
	2,422
	3,875
	1,453
	60%

	Feb-05
	2,321
	3,875
	1,554
	67%

	Mar-05
	2,510
	3,875
	1,365
	54%

	Nov-05
	2,380
	3,875
	1,495
	63%

	Dec-05
	2,290
	3,875
	1,585
	69%

	Jan-06
	2,611
	3,875
	1,264
	48%

	Feb-06
	2,311
	3,875
	1,564
	68%

	Mar-06
	2,511
	3,875
	1,364
	54%

	Nov-06
	2,446
	3,875
	1,429
	58%

	Dec-06
	2,522
	3,875
	1,353
	54%

	Jan-07
	2,251
	3,875
	1,624
	72%

	Feb-07
	2,393
	3,875
	1,482
	62%

	Mar-07
	2,676
	3,875
	1,199
	45%

	Nov-07
	2,722
	3,875
	1,153
	42%

	Dec-07
	2,570
	3,875
	1,305
	51%

	
	
	
	
	

	5-Year Average:
	2,462
	3,875
	1,413
	59%

	2007 Average:
	2,523
	3,875
	1,352
	54%


Q. 
DRA recommends that the core reservation be increased to 90 Bcf. Do you agree with that recommendation?

A. 
No, I do not. As shown above, the DRA-proposed increase of the core reservation is not cost-effective, is not needed for peak day reliability and reduces the core’s share of the TBS revenues above cost recovery under a 50/50 shareholder/customer revenue sharing formula. DRA’s limited analysis does not assess the true cost of the 20 Bcf of additional storage to the core as shown in Tables 4 and 5 above. The fact that DRA continues to hone in on its physical hedge argument shows a lack of understanding of the underlying economics of storage. It is without question that storage is needed for peak day protection. Once the reliability aspect of storage has been met, the remainder is for price arbitrage purposes only. Price arbitrage using financial hedges or physical hedges are equal in economic cost. Just as hedges can expire out of the money, gas purchases in the summer may, in effect, be out of the money if winter prices turn out to be lower than prior summer purchases. This has occurred in the past and is likely to occur more often in the future as gas-fired power generation becomes the electric generation technology of choice as society attempts to reduce Greenhouse gas emissions. Therefore, based on the analysis and data presented by SoCalGas/SDG&E, the DRA proposal should be rejected and the SoCalGas/SDG&E proposal should be adopted.
Q. 
SCGC witness Ms. Yap states in a footnote on page 27 of her testimony,

“… the calculation for SoCalGas core storage inventory requirement based on the updated Gas Infrastructure OIR methodology produces an inventory amount of 66 Bcf, but the an (sic) amount of 3 Bcf has simply been added to the Gas Infrastructure OIR formula to total 69 Bcf.” Do you agree that 3 Bcf was simply added to come up with 69 Bcf of inventory?

A. 
No, I do not. The calculation of 66 Bcf of inventory is correct but in order to cycle 66 Bcf of gas, SoCalGas must reserve 69 Bcf in order to keep 3 Bcf in inventory for peak day protection in March of each year. Therefore, in order to cycle 66 Bcf, SoCalGas must reserve 69 Bcf of core inventory.

Q. 
SCGC recommends that the core hold 75 Bcf of inventory, 350 MMcfd of injection and 2007 MMcfd of withdrawal. Do you agree with SCGC’s recommendation?
A. 
No, I do not. As pointed out above, SCGC has not analyzed the data correctly and therefore their analysis is flawed and should be rejected. The correct analysis is shown in my Demand Forecast testimony (Tables 20 and 29). To meet cold year and peak day demand the calculation has to include the amount of flowing supply, storage inventory, injection and withdrawal to calculate the correct combination of each element. The correct analysis is illustrated in my Demand Forecast testimony by Tables 20 and 29, reproduced below.
Q. 
On page 28 of SCGC’s testimony Ms. Yap implies that the SCG/SDG&E 70 Bcf of core inventory proposal does not meet SDG&E’s core’s reliability requirements. Do you agree with that assertion?
A. 
No, I do not. The 70 Bcf proposal, as the above analysis has demonstrated meets both SoCalGas’ and SDG&E’s core peak day and cold year requirements.

Table 20

Combined SoCalGas & SDG&E 1-in-35Annual Likelihood 

Peak Day Core Demand in MMcfd
	Year
	2009
	2010
	2011
	2 Year Avg. 2009-2010
	3 Year Avg. 2009-2011

	SoCalGas
	3,082
	3,086
	3,089
	3,084
	3,086

	SDG&E
	390
	391
	392
	391
	391

	Combined Demand
	3,472
	3,477
	3,481
	3,475
	3,477

	Avg. Year Firm Interstate Pipeline Flowing Supply
	1,085
	1,090
	1,094
	1,088
	1,090

	Core Storage Withdrawal
	2,225
	2,225
	2,225
	2,225
	2,225

	Other Supply
	162
	162
	162
	162
	162

	  Total Supply
	3,472
	3,477
	3,481
	3,475
	3,477


Table 29

[image: image5.emf]                       Cold Year Storage and Interstate Pipeline Capacity Requirements 2009-2011

SCG (Mth)

SDG&E 

(Mth)

Total SCG & 

SDG&E (Mth)

Total SCG & 

SDG&E (BCF)

2009-2011 Cold Year Demand (Mth)   3,877,747 552,844 4,430,591 430

2009-2011 Avg.  Year Demand (Mth)   3,591,030 499,967 4,090,996 398

Core Avg. Year Interstate Capacity (MMcfd) 955 135 1,090 398

Cold Year Winter Demand (Mth) 2,292,836 322,761 2,615,597 254

Storage Inventory Proposal (BCF) Reservation 70 Cycle 67

Cold Year Winter Flowing Supply Required (MMcfd) 113.8% 1,240 187

Firm Interstate Pipline Supply (MMcfd) 100.0% 1,090 398

Firm Interstate or Border/Citygate Supply (MMcfd) 150 13.8%


Q. 
Does this conclude your testimony?

A. 
Yes.

� 	In the Omnibus decision, the Commission rejected parties’ claims regarding SoCalGas’ possession of market power.  D.07-12-019 at p. 84.  See also, Finding of Fact 42.
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