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PREPARED DIRECT TESTIMONY

OF MEE MEE HOM AND HERBERT S. EMMRICH
I.
QUALIFICATIONS OF MS. HOM
My name is Mee Mee Hom.  I am employed by San Diego Gas & Electric Company (SDG&E) as a Principal Regulatory Economic Advisor.  My business address is 8330 Century Park Court; San Diego, California, 92123.  I provide analytical support on gas rate design and cost allocation.  
I received a Bachelor of Science Degree Business Administration with an emphasis in Accounting and a Master of Science Degree Accounting with an emphasis in Taxation from San Diego State University.  I am a Certified Public Accountant licensed by the State of California.  Prior to being employed by SDG&E, I was employed by Sempra Energy in the Internal Audit department.  
II.
QUALIFICATIONS OF MR. EMMRICH
My qualifications are set forth in my testimony that addresses overall embedded cost policy and the specific embedded cost study for Southern California Gas Company (SoCalGas).  
III.
PURPOSE

The purpose of our testimony is to adopt the Embedded Cost Study (“ECS”) of SDG&E originally prepared by Dr. Michael Schmidt.  The ECS was prepared using the overall principles and approach sponsored in the testimony of Mr. Emmrich.  The ECS allocates the year 2008 authorized gas base margin among SDG&E’s customer classes.  The ECS was prepared without “system integration”; that is, the transmission systems of both SDG&E and SoCalGas are treated as independent transmission systems.  System integration was incorporated in the rate design models.  
Our testimony is organized as follows:

· Section IV describes the SDG&E embedded cost process.

· Section V provides a summary of the proposed allocation of SDG&E’s gas base margin to core customers, non-core customers, and electric generators.  In addition Section V contains a summary of the proposed allocation of SDG&E’s gas base margin – its functionalization, classification and allocation to the various customer classes.

· Section VI explains the functionalization and classification of net plant.

· Section VII explains the functionalization and classification of operation and maintenance (“O&M”) and administrative and general (“A&G”) expenses.  

· Section VIII discusses the various cost allocation methods incorporated in this ECS.  
IV.
SDG&E’S EMBEDDED COST ALLOCATION STUDY
SDG&E has used generally accepted cost allocation methods.  A significant portion of the data required for the SDG&E ECS relied on the Company’s Annual Report to the Public Utilities Commission (“CPUC Annual Report”), which is based on the Federal Energy Regulatory Commission (“FERC”) Uniform System of Accounts.  In addition, SDG&E relied on its own subject matter experts to evaluate the various major activities undertaken to serve its natural gas customers and to compile the detailed information required to form the basis for the functionalization, classification, and allocation of its 2008 base margin.  For certain operations SDG&E conducted special studies to assign costs to customer classes.  For example, SDG&E conducted detailed studies to identify the type and level of activity by customer class for the Customer Accounts and Customer Services & Information FERC account expenses. 
Where detailed historical plant data was not readily available, SDG&E relied upon the combined utility knowledge and operating judgments of its subject matter experts to establish these cost causative characteristics.  SDG&E believes that this approach is entirely appropriate and can reasonably satisfy the operational and cost support required to conduct an embedded cost allocation study.
A.
Specific Study Elements

In this section we will discuss the particular process followed by SDG&E in conducting its embedded cost allocation study filed in this proceeding.  In addition, we address specific parts of the process where appropriate to illustrate the nature of the underlying analyses used by SDG&E to derive the study results. 

1.
Cost Allocation Framework

SDG&E’s gas system consists of approximately 200 miles of gas transmission mains, 8,189 miles of gas distribution mains, and 14,178 miles of distribution service lines.  In addition, SDG&E operates a small, remote liquefied natural gas (“LNG”) facility at Borrego Springs, California.  Approximately 4.2% of the distribution mains are high-pressure operating at pressures ranging from 99 to 400 pounds per square inch gauge (psig).  The remainder is medium-pressure distribution mains operating at a pressure of 60 psig.

SDG&E has detailed accounting records in certain functional categories to facilitate the development of cost functionalization, classification, and allocation factors for use in its cost study that reflect cost causative concepts.  When recorded data was not available, special efforts studies were undertaken.
Finally, over the last 15 years, the Commission has adopted certain principles to allocate demand-related costs to customer classes that provide guidance in certain respects for conducting embedded cost allocation studies.  For example, the Marginal Demand Measures (“MDMs”) used in SDG&E’s LRMC cost study (e.g., cold-year peak day demand) can be used as the basis for the demand allocation factors relied upon in its embedded cost allocation study. 
2.
Cost Functionalization and Classification Processes

The following major functional categories are included in SDG&E’s embedded cost allocation study: Borrego Springs, Transmission, and Distribution.  Within the Distribution function, there are sub-functions of high-pressure and medium-pressure distribution.  For plant-related costs, where the FERC uniform system of accounts cannot provide sufficient guidance, SDG&E generally relies upon its subject matter experts who are responsible for each function to determine the most reasonable basis for classifying costs.  For plant elements that can be characterized as “supporting” in nature (e.g., land, land rights, and structures), these cost elements generally are treated in a similar manner to the “primary” plant elements within each functional category.

Regarding the category of Common Plant, SDG&E’s gas business receives an allocated portion of the Common Plant that supports its combined gas and electric operations.  In many respects, the accounts contained within the Common Plant category are functionally equivalent to the accounts and related costs that SoCalGas (or any stand-alone gas utility) reflects in its General Plant category.  Therefore, it is entirely appropriate for SDG&E to functionalize those costs in a similar manner to SoCalGas’s proposed treatment of its General Plant accounts, which are functionalized on a labor basis. 
For O&M expenses, SDG&E analyzed costs by FERC account, and by sub-account, for purposes of classifying these expense elements.  The analyses were guided in part by the manner in which SDG&E functionalized its associated plant.  Wherever possible, direct assignments to a particular function were made in a manner consistent with SDG&E’s treatment of plant.  Then, based on its review of distribution costs, SDG&E determined that, in some cases, the use of installed footage (for each sub-function) was appropriate to classify the remaining O&M expenses.  Inherent in this approach is the assumption that the unit O&M expense level is the same between sub-functions within a particular function (e.g., between high and medium pressure distribution).  This approach is reasonable considering that certain field personnel are performing similar activities for service lines and distribution mains with the expenses recorded in the same account. 

SDG&E classified as distribution-related and classified as customer-related the Customer Accounts Expense and Non-Energy Efficiency Customer Service & Information Expense categories.  For A&G expenses, SDG&E classified these costs across each of its functional categories using multiple factors that will be discussed in the next section of my testimony.

3.
Functionalization and Classification of A&G Expenses

Generally, it is not possible to directly assign A&G expenses to any one function because of the joint or common nature of these expenses.  The key objective, therefore, is to identify an allocation basis that closely reflects the factor(s) that cause the cost to be incurred by the utility.  
There are generally four generalized methods that the analyst can use to classify A&G expenses.  These methods include:

a.
O&M Expenses (excluding gas commodity costs) – applied to all A&G accounts.  
b.
O&M Labor – applied to all A&G accounts.  
c.
Generalized or compound allocation factors – applied to each A&G account based on the nature of the costs.  
d.
“Efforts” study – detailed special studies that attempt to identify within each A&G account specific cost elements and their associated cost drivers.  
These allocation methods range from the most simplified basis using one broad-based allocation factor to the most complex basis using a detailed analysis of each activity or cost element contained in the particular account.  The challenge for the cost analyst is to choose a method that balances the desire to reasonably capture the cost causative factors of each expense element with the amount and quality of data available.  SDG&E’s embedded cost allocation study reviewed each FERC A&G account to determine its major activities, and associated cost drivers, in an effort to derive a reasonable allocation basis for the expenses included in each account. 
SDG&E reviewed each A&G account and compiled details on the nature of the activities and related costs contained in each account.  This detail enabled SDG&E to derive a functionalization factor for each account based on the predominant cost element(s) in each account.  For SDG&E, there were four A&G accounts that contained over 80 % of the total A&G expenses incurred by the utility in calendar year 2007.  These accounts are: FERC Account No. 920 – A&G Salaries, Account No. 923 – Outside Services Employed, Account No. 926 – Employee Pensions, and Account No. 932 – Maintenance of General Plant.  A focused review of these accounts, in particular, was warranted based on their size and the potential impact on the cost study results.  For FERC Account No. 923, SDG&E reviewed the activities and associated costs more closely in this account due to the magnitude of the total expenses and the wide range of activities contained therein.

SDG&E conducted an analysis of each A&G account to identify the nature of the activities and related costs contained in each account.  Based on this analysis, SDG&E established a classification factor for each A&G account.  SDG&E relies upon three classification factors for A&G expense: Labor, Plant, and Multi.  The “Labor” factor is based on the total functionalized labor costs as derived by SDG&E in its cost allocation study.  The “Plant” factor is based on the recorded net plant in service as functionalized by SDG&E.  The “Multi” factor represents a compound allocation factor based on the simple arithmetic average of the previously derived functional factors for total O&M Expenses, Net Plant in Service, and Labor Expenses.

For those accounts where it was determined that one cost driver predominated (e.g., FERC Account No. 924 – Property Insurance), a generalized factor was used (i.e., the Plant factor).  For certain accounts where the costs spanned many activities and functions within the utility (e.g., FERC Account No. 920 – A&G Salaries), a compound factor was used.  Once again, because of the broad characteristics of Account No. 923, a more detailed evaluation was conducted by activity to establish the bases to properly classify and allocate these costs. 

SDG&E believes that A&G expenses were functionalized, classified and allocated on a reasonable basis in the embedded cost allocation study and that SDG&E’s efforts reflect an appropriate level of detail in capturing the most important cost causative characteristics of these expense elements. 
B.
Cost Allocation Process

The cost allocation process followed by SDG&E consisted of deriving an allocation factor for each of the functional and classified cost categories contained in its embedded cost allocation study.  For each cost element contained in SDG&E’s embedded cost allocation study, the general nature of the costs included and the most relevant cost causative characteristics were identified and used in allocating costs.  

1.
Allocators

The basis for allocating each major cost element is summarized below:

· Distribution – Demand
· High Pressure:  cold year peak day demand by class
· Medium-Pressure:  cold year peak day demand by class

· Backbone Transmission – Demand 
· Cold-year annual throughput by class

· Local Transmission - Demand
· Cold-year coincident peak month demand by class
· Customer – Related Distribution Expenses 
· O&M Mains and Services:  plant in service for mains and services by class
· O&M Measurement & Regulators: plant in service by class. 

· Customer Installations:  special study of dollars spent on customer service orders by class
·  Maintenance of Other Equipment - a portion directly assigned to the NGV class; the remainder based on all other distribution maintenance expenses 

· Supervisory and Engineering:  all other distribution O&M expenses
· Customer Accounts, Service & Information:  based on special studies of the activities within this area by class

· Customer – Related Distribution Capital Costs 
· Services: special study of investment by type and size by class
· Meters and Regulators:  special study of investment by type and size by class
· Meter Installations:  as per meter and regulator investment by class
· Industrial Regulators:  as per meter investment for noncore classes
2.
Reasonable Results

The methods used in its embedded cost allocation process to allocate costs to the classes of service are proper and reflective of the cost causative characteristics of the facilities and associated expenses of SDG&E’s system.

C.
Reasonableness of SDG&E’s Embedded Cost Allocation Study
Overall, the embedded cost allocation study conducted by SDG&E followed generally accepted costing methods used by gas utilities in other parts of the American gas industry.  The methods employed by SDG&E were consistent with the industry standards that analysts rely upon in conducting embedded cost allocation studies for gas utilities and are supported by the general methods typically used by other cost analysts.  Finally, SDG&E’s supporting accounting and operational detail is consistent with gas utilities of a similar size and complexity for conducting an embedded cost allocation study.
V.
SUMMARY OF RESULTS

The results of the SDG&E ECS are summarized in the tables that follow.

A.
Base Margin

The first step in applying the embedded cost methodology is to determine SDG&E’s gas base margin cost components that must be allocated.  Table 1 provides a summary of the components that make up SDG&E’s 2008 gas base margin.  The components are based on recorded year 2007 data including a reconciliation component to the 2008 authorized base margin.

Table 1

Total Base Margin Costs 2007
	Operations & Maintenance 2007
	Thousands of $

	Borrego Springs O&M
	$44

	Transmission O&M
	$10,036

	Distribution O&M
	$42,062

	Customer Accounts
	$26,145

	Customer Services
	$7,052

	Administrative & General
	$69,516

	Payroll Tax
	    $4,224

	Total O&M
	$159,078

	
	

	Capital-Related Costs 2007
	

	Authorized Rate Base
	$390,139

	Authorized ROR @ 8.40%
	$32,772

	Depreciation
	$45,443

	Taxes – State and Fed 
	$10,890

	Property Taxes
	    $10,663

	Total Capital Related Costs
	$99,768

	Minus Miscellaneous Revenues
	($6,778)

	Reconciliation
	($28,062)

	Authorized Base Margin 2008
	$224,005


B.
Functionalization of SDG&E’s Base Margin

Table 2 provides a summary of SDG&E’s proposals for functionalizing its gas base margin into Customer-related Distribution, High Pressure Demand-related Distribution (HPD), Medium Pressure Demand-related Distribution (MPD), Transmission, and Borrego Springs.
Table 2

Base Margin by Function

(Thousands of Dollars)

	Function
	Total

	Distribution
	

	High Pressure
	$2,699

	Medium Pressure
	$57,809

	Customer-related
	$125,822

	Transmission
	$37,758

	Borrego Springs
	         ($82)

	Total
	$224,005


C.
Summary of Cost Allocation

Table 3 presents the embedded cost allocation for each customer class.
Table 3

Base Margin by Customer Class

	Customer Class
	Embedded Cost Allocation
	Class Average Base Margin Rate
(¢/therm)

	
	($ thousands)
	(%)
	

	Residential
	$165,866
	74.1%
	50.9¢

	Core - Nonresidential
	$31,400
	14.0%
	19.8¢

	NGV
	$1,111
	   0.5%
	7.3¢

	
Subtotal Core
	$198,377
	  88.6%
	39.7¢

	Non-core C&I
	$4,136
	   1.8%
	10.2¢

	Electric Generation
	$21,492
	   9.6%
	3.2¢

	
Subtotal Non-core
	   $25,628
	  11.4%
	  3.6¢

	Total System
	$224,005
	
	18.4¢


VI.
FUNCTIONALIZATION AND CLASSIFICATION OF NET PLANT

The first step taken in a cost of service study is the process of functionalization and classification of plant (ratebase) and expenses.  The functions identified in the natural gas distribution business are: transmission, Borrego Springs, MPD, HPD, and customer-related.  The costs of doing business are classified as demand or customer-related.
/  Any costs classified as commodity‑related are not included in base margin but are recovered through a separate commodity charge so are not addressed in this proceeding.  The amount of plant investment, by plant account, can be found in the Company’s 2007 CPUC Annual Report.  However, the FERC accounts show the gross or original installed cost of the plant without depreciation.  Since we are interested in the net or depreciated plant amounts presently in ratebase, each FERC plant account must be adjusted for accumulated depreciation.  
A.
Intangible Plant

Intangible plant assets are included in FERC accounts 301, 302, and 303.  The total net intangible plant for year-end 2007 is $139,000.  Intangible plant includes franchises and consents, and miscellaneous, but only account 303 has a balance at this time.  The assets in these accounts were functionalized directly based on a project analysis performed by the gas engineering department as follows: $63,000 to MPD; $2,000 to HPD; $51,000 to transmission; and $22,000 to customer-related.

B.
Borrego Springs Plant

Borrego Springs plant assets are included in FERC accounts 360 – 363, and totaled $49,000.  These facilities are located in Borrego Springs, California, and were functionalized directly to Borrego Springs.  

C.
Transmission Plant

Transmission plant assets are included in FERC accounts 365 – 369, and totaled $217,380,000 in 2007.  The net result was $112,066,000 after adjustment for accumulated depreciation.  All of the transmission plant assets were functionalized as transmission.

D.
Distribution Plant

Distribution plant assets are included in FERC accounts 374-387, and totaled a gross $876,994,000.  Distribution plant net of accumulated depreciation was $286,158,000.  The distribution plant accounts include both customer-related and demand-related assets.  For example, customer-related assets include assets purchased for part of the billing process.  Demand-related assets were further split among HPD and MPD sub-functions and were built (sized) to meet 1-35/1-10 peak day demand standards.  The 1 outage in 35 years criterion is the design criterion used for service to core customers and the 1/10 criterion is for noncore customers.  The HPD/MPD split was based on the physical length of the HPD and MPD distribution systems expressed in terms of mileage.  The mileage data was supplied by SDG&E’s gas distribution engineering department.

The following mileage data were used in this ECS to functionalize and classify distribution plant as well as corresponding O&M expenses:

· At the end of 2006, SDG&E had a total of 14,178 miles of distribution mains and service lines.  In percentage terms, 58% were distribution mains.

· Of the above total, 8,189 miles consisted of distribution mains – 7,846 MPD miles and 343 HPD miles.

The total distribution plant was functionalized and classified as customer-related distribution of $54,956,000: HPD of $10,933,000: and MPD of $220,269,000 as described below.

Account 374 includes land and land rights.  This account is broken down by sub-accounts.  Sub account 374.1 only includes land for HPD and was therefore functionalized entirely as HPD.  Sub-account 374.2 includes land rights for distribution mains and, consequently, it was split between HPD and MPD based on mileage – 95.8% MPD and 4.2% HPD.

Account 375 includes structures and improvements.  The total was classified as demand‑related distribution, as the account typically includes vaults and support structures on distribution mains.  The total was split between HPD and MPD based on mileage.

Account 376 includes distribution mains.  This amount was functionalized between MPD and HPD based on an analysis of MPD & HPD net plant in service performed by the gas engineering department.

Account 378 consists of measurement and regulator station equipment.  Since these assets are part of distribution mains, the total was split between HPD and MPD based on mileage – 95.8% MPD and 4.2% HPD.

Accounts 380, 381, 382, and 385 include customer service lines, customer meters, customer regulators and installation labor.  Therefore, these assets were classified entirely as customer-related distribution.

Account 387 represents NGV fueling stations for natural gas powered vehicles, as well as recording gauges for the distribution system.  The recording gauges were classified as demand-related distribution and split between HPD and MPD based on mileage.  The NGV stations were classified as customer-related distribution.

E.
General Plant

General plant assets are recorded in FERC accounts 392-398, and totaled $10,691,000 for 2007.  The net amount was $6,801,000.  General plant assets include transportation equipment, tools, shop and garage equipment, laboratory equipment, and communication equipment.  These assets support all company functions and were functionalized based on the other net gas plant factors excluding general plant as follows: $3,761,000 MPD; $187,000 HPD; $1,914,000 transmission; $1,000 Borrego Springs; and $939,000 customer-related.  
F.
Net Common Plant

Net common plant includes assets that are shared between the gas and electric divisions of SDG&E.  These items include structures and improvements, land, office furniture and equipment, computer hardware and other equipment that support all company functions.  Common plant is recorded in FERC Form 1 on pp. 356 and 356.1.  As recorded on p. 356.1, the gas utility was assigned 23.01% of the common costs or $42,220,000.  Since the need for these assets is primarily driven by labor expenses, the common plant assigned to the gas utility was functionalized using the O&M labor functionalization factor shown hereinafter in Table 4, column C with $4,310,000 to MPD; $188,000 to HPD; $5,037,000 to transmission; $33,000 to Borrego Springs; and $32,651,000 to customer-related.

VII.
FUNCTIONALIZATION/CLASSIFICATION OF O&M AND A&G EXPENSES

As with the plant accounts, the functionalization of O&M and A&G expenses was done according to transmission, Borrego Springs, MPD, HPD and customer-related.  The expenses associated with doing business are classified as demand or customer-related.

A.
Borrego Springs O&M Expenses

Borrego Springs‑related O&M expenses are included in FERC accounts 840 to 843.  The recorded Borrego Springs related O&M expenses for 2007 were $44,000.  
B.
Transmission O&M Expenses

Transmission O&M expenses are included in FERC accounts 850 to 867.  Recorded expenses were $10,036,000 for the year 2007 and were functionalized entirely to transmission.

C.
Distribution O&M Expenses

Distribution O&M expenses are shown in FERC accounts 870 to 894.  Recorded expenses in 2007 were $42,062,000.  These expenses were functionalized and classified based on an analysis of the expenses included in each account with $8,315,000 to MPD; $363,000 to HPD; and $33,384,000 to customer-related.

Distribution O&M expenses included both customer-related and demand-related O&M expenses.  Customer-related distribution expenses are those associated with responding to customer service field orders and operating and maintaining customer-related facilities.  Demand-related distribution expenses are for the HPD and MPD distribution functions.  These expenses relate to operating and maintaining the distribution pipeline systems and regulator stations, and are driven by the size of the HPD and MPD systems in terms of mileage.  Thus, expenses booked to certain accounts were classified between customer-related and demand-related based on the ratio of miles of service line to miles of main.

Accounts 870 and 885 include operation supervision and engineering expenses and maintenance supervision and engineering expenses.  These management expenses support all distribution O&M activities, and therefore were functionalized based on the functionalization of O&M expenses in all of the other distribution O&M accounts.

Account 871 includes load dispatching expenses for the distribution system.  Since activities that drive these expenses benefit the entire distribution system, they were functionalized based on the functionalization of all of the other distribution operation accounts.

Account 874 records mains and services expenses.  Activities that drive these expenses apply to both demand-related and customer-related facilities, and were functionalized based on the ratio of miles of service line to miles of main.  This method functionalized 55.3% as MPD, 2.4% HPD, and 42.2% as customer-related distribution.

Accounts 875, 877 and 889 include measurement and regulator station expenses.  These expenses relate to controlling pressure in the distribution system and are all demand-related.  The expenses were functionalized based on mileage of mains:  95.8% MPD and 4.2% HPD.

Accounts 878, 879, 892, and 893 apply to meter and house regulator expenses, customer installations expenses, maintenance of services, and maintenance of meters and house regulators.  Each account is customer-related and classified as such.

Account 880 includes miscellaneous expenses.  These expenses support all distribution activities, and were functionalized based on of all of the other distribution operation accounts.

Account 881 includes rents.  These expenses were classified as demand-related because SDG&E typically takes out easements and land agreements only for mains.  These expenses were split based on mileage, i.e., 4.2% to HPD distribution and 95.8 % to MPD distribution.  These values have been relatively constant for the past several years.

Account 894 includes expenses for maintenance of other equipment; including NGV equipment for vehicle fueling that is located on SDG&E property.  The total of $122,000 less NGV costs was functionalized based on all of the other distribution maintenance accounts.  The NGV portion was classified as customer-related distribution.

D.
Customer Accounts Expenses

Customer Accounts expenses are included in FERC accounts 901 to 905.  Uncollectible expenses in account 904 were removed because these expenses are recovered on a volumetric basis.  Also, any CARE expenses were excluded from base margin.  The remaining Customer Accounts expenses equaled $26,145,000, representing expenses that SDG&E incurs in maintaining customer account information, providing meter reading, customer billing and payment processing services, and conducting credit and collections activities.  All of these expenses were classified as customer-related distribution. 

E.
Non-Energy Efficiency Customer Service and Information

Customer Service and Informational expenses are included in FERC accounts 907 to 910 and amounted to $17,975,000 in 2007.  From these accounts the costs associated with all refundable programs were removed, for a net total of $7,052,000.  These expenses were classified as customer-related distribution.

F.
Administrative and General Expenses

A&G expenses are included in FERC accounts 920 to 932 and came to a total of $69,516,000 in 2007.  A&G expenses include general management salaries and expenses; pensions and benefits; insurance expenses; and outside services expenses, as well as shared service costs.  Due to the broad general nature of these expenses, SDG&E believes broad-based, generalized allocation factors are appropriate for functionalizing and classifying these expenses. 

The classification factors that were used for the A&G accounts are shown in Table 4 and correspond to the O&M, net plant, and labor factors described above and are expressed as percentages.  The last column is a compound multi-factor that is the simple average of the values in the preceding three columns.  
Table 4

A&G Classification Factors

	
	O&M
	Net Plant
	Labor
	Multi-Factor

	Function
	(A)
	(B)
	(C)
	(D)

	Distribution Customer
	78.0%
	19.8%
	77.3%
	58.4%

	HPD
	0.4%
	2.5%
	0.4%
	1.1%

	MPD
	9.7%
	51.0%
	10.2%
	23.7%

	Transmission
	11.8%
	26.6%
	11.9%
	16.8%

	Borrego Springs
	0.1%
	0
	0.1%
	0

	
Total
	100.0%
	100.0%
	100.0%
	100.0%


The results are shown in Table 5.  
Table 5

Functionalization/Classification of A&G/Payroll Tax

(1000’s)

	
	A&G
	Payroll Tax

	MPD
	$8,202
	$431

	HPD
	$367
	$19

	Transmission
	$8,691
	$504

	Borrego Springs
	$53
	$3

	Customer-related
	$52,203
	$3,266


Accounts 920 and 922 include salaries of management personnel and any credits for capitalized O&M expenses.  These management expenses relate to all aspects of the business and are driven by the amount of company labor and plant assets.  These expenses were classified using the multi-factor from Table 4, Column D.

Account 921 includes office supplies and expenses.  These expenses were classified using the labor factor shown in Column C of Table 4.  
Account 923 includes outside services employed, as well as certain costs allocated from Sempra Energy corporate center.  The recorded expenses for administrative services, buildings and real estate, office services, and human resources were assigned a labor classification factor since these costs were driven by labor expenses.  Account 924 includes property insurance.  These expenses were classified using a net plant factor from Column B in Table 4.  Account 925 includes injuries and damages.  These expenses were classified using a labor factor from Column C in Table 4.  Account 926 includes employee pensions and benefits.  These expenses were classified using a labor factor from Column C in Table 4.  Accounts 928 and 930 include regulatory commission expenses and advertising and miscellaneous expenses.  These expenses were classified using a multi-factor shown in Column D of Table 4.  Accounts 931 and 932 include rents and maintenance.  These expenses were classified using the labor factors shown in Column C from Table 4.

VIII.
COST ALLOCATION

Sections III through VI above describe how SDG&E functionalized and classified base margin.  This section describes SDG&E’s methodology for allocating the functionalized cost amounts to the various customer classes.

A.
Transmission – Demand‑Related

Functionalized transmission costs were allocated to customer classes using Cold Year Throughput (“CYTP”) for backbone transmission and Peak Month for local transmission.  In addition, transmission demand was split between “backbone” transmission (57%) and “local” transmission (43%).  See the testimony of Mr. Schwecke for further explanation of the backbone versus local transmission split.  The cost allocation of transmission demand‑related costs is shown in Table 6 along with the distribution demand‑related costs.
B.
Distribution – Demand‑Related

Distribution plant is designed to serve peak day demand.  Therefore, functionalized HPD and MPD demand costs were allocated to customer classes using peak day demand (1-in-35 years cold year for core and 1-in-10 years cold year for noncore).  These allocators are sponsored by Mr. Emmrich in his demand forecast testimony.  
Table 6

Allocation of Transmission and Distribution Demand‑Related Costs
($1000)
	Class
	Transmission

Backbone

Demand Costs
	Transmission

Local

Demand Costs
	Distribution

Demand Costs

MPD
	Distribution

Demand Costs

HPD

	Residential
	$6,263
	$6,435
	$43,952
	$1,829

	NGV
	$258
	$150
	$576
	$25

	GN-3
	$2,842
	$2,137
	$11,813
	$504

	Non-Core C&I
	$685
	$401
	$912
	$60

	Electric Generation
	$11,447
	$7,140
	$556
	$280


C.
Distribution – Customer-Related

Functionalized customer-related distribution costs include capital‑related costs, distribution O&M expense-related costs, customer accounts, services, and informational expense-related costs, and a portion of functionalized overhead items.  These functionalized costs are categorized into capital-related accounts (380-387), distribution O&M accounts (870-894), and customer, services, and information accounts (900-910) for the purposes of allocation.  Separate allocation factors were chosen for the various customer-related cost items as described below.  The results are shown in Table 7.  
Table 7

Allocation of Customer-related Costs
($1000)
	Class
	Distribution

O&M
	Customer Accounts

Service & Information
	Distribution

Capital Related

	Residential
	$45,737
	$44,807
	$16,926

	NGV
	$48
	$2
	$52

	GN-3
	$5,667
	$3,683
	$4,755

	Non-Core C&I
	$250
	$1,463
	$364

	Electric Gen
	$149
	$1,605
	$315


1.
Capital‑Related Costs

Capital-related costs (return, depreciation, and income taxes) associated with FERC accounts 380-387 were allocated based on separate analysis of each account by the departments involved.  The capital-related costs for services, meters and regulators were allocated based on studies of the net book value of these assets by customer class.  For account 387, a percentage of capital costs for CNG stations located on SDG&E property that provide public access was assigned directly to the NGV class, for inclusion in the compression adder as described in Section D.4 below.  The remaining capital-related costs in account 387 were allocated across all customer classes using a customer services O&M allocation factor.  This is appropriate since these stations are primarily used to fuel company vehicles that perform work for the benefit of all customer classes.

2.
Distribution O&M Expense-Related Costs

Distribution O&M expense accounts were allocated based on studies performed by the departments that charge time and materials to the various accounts and for which customer classes the work was done.

3.
Customer Accounts, Service & Informational Expense-Related Costs

Customer Accounts expenses, as well as Customer Service and Informational expenses, assigned embedded costs to customer classes based on a detailed review of the activities performed within each department.

4.
NGV Compression Adder

Company-owned NGV fueling stations provide compressed natural gas to Company vehicles and, at certain locations, to the public.  The bulk of these fueling stations were built to meet Federal regulations on alternative fuel vehicle requirements.  These stations provide fuel for company-owned NGVs that support all functions.  The total cost to operate, maintain, and the rate of return and depreciation costs of, company-owned NGV stations was $311,000 in 2006 as shown in Table 8 below.  The total costs allocated to the NGV class are shown in the NGV Allocators tab of the EC Model.  In addition to all capital-related costs, O&M costs and A&G costs associated with company-owned compressor stations were functionalized using fleet clearing account factors, i.e., the assignment of fleet expenses related to vehicles, garages and fuel.  
	
	Table 8

Detailed Cost Allocation of NGV Class ($1000)

	
	Uncompressed and Compressed Trans Costs
	Total Compressed Co. Use and Public Access
	Public Access Compression Adder

	Return amount
	$33 
	$18 
	($4)

	Depreciation
	$72 
	$156 
	$19 

	Taxes (Income, Ad Valorem & Payroll)
	$11 
	$6 
	($1)

	O&M
	$2 
	$106 
	$72 

	Electricity
	$0 
	$33 
	$14 

	Distribution
	$601 
	$0 
	$0 

	Transmission
	$408 
	$0 
	$0 

	Borrego Springs
	$0 
	$0 
	$0 

	
	
	
	

	Reconciliation
	($14)
	($7)
	($2)

	     Total
	$1,114
	$311
	$97

	Compression adder per therm    $0.82
	
	
	

	Total NGV throughput in CCF
	14,937,401
	177,424
	117,100

	Total NGV throughput in therms
	15,239,149
	180,529
	119,149

	Throughput %
	100.0%
	
	106.897%

	
	
	
	

	Public Access Stations
	
	
	

	O&M
	
	$106 
	$72 

	Electricity
	
	$33 
	$14 


5.
NGV Compressed Gas Adder Cost

The capital-related, O&M, and electricity costs associated with company-owned NGV stations that provide public access totaled $97,000 in 2006.  This total includes $14,000 of capital-related costs and $83,000 of O&M and electricity costs to run the NGV compressors.  The Compression Adder costs were derived by allocating capital-related costs by 25% of Company-owned NGV stations’ Net Book Value compared to other NGV plant.  O&M costs were allocated by the booked Company-owned NGV stations O&M costs of $106,000 and electricity costs of $33,000.  Distribution, transmission, and customer services expenses were allocated based on throughput.  These costs, in addition to those of SoCalGas, were used to develop a compression adder per therm rate that applies to both utilities as shown in the testimony of Mr. Lenart.  
This concludes my prepared direct testimony.  

�/ 	A third classification is commodity, but commodity costs are not included in a BCAP.
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