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PREPARED REBUTTAL TESTIMONY

OF STEVE WATSON
My name is Steve Watson.  My business address is 555 West Fifth Street, Los Angeles, California 90013-1011.  I have previously submitted testimony in this proceeding.
The purpose of my rebuttal testimony is to address comments from Southern California Generation Coalition (SCGC) regarding storage in-kind fuel and comments from Shell Energy North America (Shell) regarding low OFOs.
I.
STORAGE IN-KIND FUEL
 SCGC asserts that core and noncore customers currently pay for storage injection fuel in their transportation rates.  SCGC’s discussion of storage in-kind fuel is incorrect.  Storage fuel used to inject storage for noncore storage customers is already unbundled and paid on a 2.44% in-kind basis.  An estimate of core storage fuel assuming 70 Bcf of cycling is embedded in core transportation rates.  Southern California Gas Company (SoCalGas) is simply proposing, consistent with the Omnibus Decision, to unbundle storage fuel from core customers’ rates and to charge the same in-kind fuel factor to both core and noncore storage customers.  The small amount of injection fuel used for 10% monthly balancing will remain bundled in transportation rates.  This remaining bundled fuel charge will be based on actual cycling for the load balancing function as calculated by total injections minus core and noncore storage injection nominations.  

SoCalGas objects to SCGC’s inferior proposal to use a fixed fuel factor over the BCAP period.  As proposed by SoCalGas, it should be allowed to collect any storage fuel costs regardless of whether that fuel factor is 2.4%, 2.5%, or 2.3%.  In-kind fuel factors are intended to recover actual fuel costs from customers as they use the service; they are not intended to be a profit or loss factor for the operator.  Fuel factors primarily depend on whether storage is injected at even rates throughout the summer or unevenly throughout the summer ‑ high rates of injection entail higher fuel rates.  Fuel factors also increase as storage fields are filled to capacity.  Customers control these factors, not SoCalGas.  Any over or undercollection of storage fuel should simply become part of the next year’s fuel factor calculation ‑ as suggested in footnote 6 of my direct testimony.  Taking my Table 8 in direct testimony as an example, if storage fuel was overcollected by 100 MMcf in the previous year because the storage in-kind fuel factor proved to be slightly high, then 100 MMcf would be subtracted from the 2205 MMcf fuel number in that table before calculating the next year’s fuel factor.  Conversely, if storage fuel was undercollected by 100 MMcf in the previous year because the storage in-kind fuel factor was slightly low, then 100 MMcf would be added to the 2205 MMcf fuel number before calculating the next year’s fuel factor.

SoCalGas does not object to SCGC’s suggestion to initially use a 3-year 2.4% in-kind rate for the first storage year of the BCAP rather than the 2.5% suggested in my testimony based on 2006 data only.  This percentage, however, would be adjusted each storage year based on a rolling 3-year average.  Any difference between actual fuel (actual fuel factor times actual injections) and charged fuel (previous year’s 3-year average fuel factor times actual injections) would be added or subtracted from the rolling 3-year average for fuel before calculating the next storage year’s fuel factor.  
SCGC suggests that compressor fuel used for transmission remained bundled in transportation rates until the next BCAP.  SCGC’s suggested delay should be rejected because it would prevent the incorporation of this concept into the second 3-year open season cycle.  There is no need for such a long delay.  SoCalGas will present its case as to why it is appropriate to unbundle transmission fuel charges along with cost-based backbone transmission rates (as is done on the PG&E system) with the FAR update in 2010.  IP/Watson/CCC support SoCalGas’ proposal regarding transmission fuel unbundling.  
II.
LOW OFO’S
Shell’s proposal to replace the winter balancing rules with low-OFOs should be rejected.  

The Phase 1 BCAP Decision (Settlement Paragraph 11) specifically continued the existing balancing rules, including the winter balancing rules, for the term of the settlement agreement.  Shell’s proposal directly contradicts the settlement approved by the Commission just last December.
This concludes my rebuttal testimony.  
PAGE  
- 2 -

