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PREPARED DIRECT TESTIMONY

OF STEVE WATSON
I.
QUALIFICATIONS

My name is Steve Watson.  I am employed by SoCalGas as the Capacity Products Staff Manager.  My business address is 555 West Fifth Street, Los Angeles, California, 90013-1011.  I received a Bachelor’s degree in History and International Relations from the University of California, Davis, and a Master’s Degree in Public Policy from the University of California, Berkeley.  I have been employed by SoCalGas since 1986.  I have worked in Gas Supply, Customer Services, the Strategic Planning and Transmission Capacity Planning Departments.  I am currently the Capacity Products Staff Manager, responsible for staff support to our Pipeline Product Manager and Storage Product Manager.  Before joining SoCalGas I worked as a natural gas analyst at the Department of Energy.  I have previously testified before this Commission.  

II.
PURPOSE

The purpose of this testimony is to describe new balancing services and recommend in-kind fuel factors for storage.
III.
BALANCING SERVICE
SoCalGas’ current balancing rules work well and SoCalGas therefore is not proposing significant change to those rules.  

SoCalGas’ OFO and winter balancing rules work and therefore we are not proposing significant changes to those rules.  The institution of interruptible injection and withdrawal rights as adopted in the Omnibus Application will make it easier for customers to balance.  On summer OFO days, SoCalGas will no longer totally cut off all “as-available” injection (interruptible injection with a zero price).  Instead it will allow customers to meet the new 110% balancing provision by using firm and interruptible injection rights.  Interruptible injection on any given day will be prorated according to price.  The provision of interruptible injection on summer OFO days will also help to ensure that injection capacity is fully used on those days.

Similarly, under the winter balancing rules, SoCalGas will no longer cut “as-available” withdrawal under the 70 or 90% daily balancing regimes.  Instead, it will allow customers to meet the 70% or 90% of burn requirements (or 5-day 50% requirement) by using firm and interruptible withdrawal rights.
/  The System Operator will determine how much withdrawal can safely be made available without impinging on system reliability and firm withdrawal customers’ rights.  Interruptible withdrawal on these days will be prorated according to price.  One minor change SoCalGas proposes to the winter balancing rules is to waive any penalties for under‑deliveries during the winter if, at the same time, SoCalGas has called a high OFO.  This has occurred during 50%, 5-day balancing periods in early November and late March.  It is unnecessary to penalize a customer for under‑delivery if, at the same time, SoCalGas is penalizing a customer for over‑delivery. 

SoCalGas also recommends triggering high OFOs based on balancing inventory levels in a manner similar to that employed on the PG&E system.  A high OFO would be triggered whenever imbalances exceed 5.2 Bcf (4.2 + 1 Bcf tolerance) during October-November and total system inventory is >90% of capacity.  Imbalance inventory levels over this amount could indirectly confiscate storage customer inventory by denying them the ability to inject their remaining volumes into storage before the winter.   

IV.
IN-KIND FUEL
Consistent with D.06-12-031, we recommend that transmission fuel remain bundled in end-user transportation rates during this BCAP period.
/  SoCalGas will ask for an unbundled in-kind fuel charge that would be assessed all shippers on its backbone transmission system once cost-based, unbundled backbone charges are established—presumably by the next BCAP period.  Based on 2007 data, 2.4 Bcf of gas was used in the transmission compressors.
/  This fuel quantity, which is purchased by Gas Acquisition, should be updated each year based on actual fuel usage from the prior year.  The bundled transmission fuel charge to end-users should also include the costs of electricity used in electric compressors on the transmission system.
/  

Currently, unbundled storage customers are charged a 2.44% in-kind injection fuel factor during April-November to recover compressor fuel.  Core and noncore customers are allocated remaining storage fuel costs in their transportation rates, in part, because they do not nominate to storage accounts.  Under the Omnibus Application, core (including CAT) customers will nominate their storage injections.  Therefore, I recommend that core and unbundled storage injections be assessed a 2.50% in-kind charge throughout the storage year.
/  (See Table 8)  This percentage factor would be slightly adjusted at the beginning of every storage year based on data from the prior storage year.
/  An in-kind fuel approach has the advantage of charging storage customers for the fuel they actually use rather than inevitably flawed forecasts of relative fuel use.  

Table 8

[image: image1.emf]2006 MMcf

2006 Storage Fuel 2,205

2006 Unbundled Storage Injections 40557

2006 Core Injections 33333

Balancing Injections (Gross-Noms) 14173

Total Injections 88063

Percentage 2.50%


The balancing function would initially be assessed fuel charges based on 354 MMcf of fuel (2.5% of 14173) times the core WACOG.  Balancing injections would be determined as total injections minus core injection nominations and unbundled storage customer injection nominations.  In future years, however, the balancing fuel charge would be adjusted with the October 15th Regulatory Accounts updates to collect any over‑ or under‑collections of balancing fuel costs in that year.  The System Operator would be responsible for managing these balancing fuel imbalances.

Electricity costs should also be recovered from the storage in-kind fuel factor described above through the following mechanism:  

Electricity costs ÷ Gas Daily S. Calif. Border price = Equivalent Gas compressor Fuel.

This “equivalent gas compressor fuel volume” should be added to actual gas compressor fuel to develop both the annually-adjusted in-kind storage fuel factor.  SoCalGas’ operator will sell this “equivalent gas” volume in the marketplace in order to pay for the electricity costs of the electric compressors in the storage fields.  
Finally, I recommend that the variable O&M charges for storage (1.27 cent/dth for injection and 1.77 cent/dth for withdrawal) be eliminated.  These costs are contained within the overall O&M and embedded costs of storage provided by Mr. Emmrich in Table 27 of his testimony.  There is no need to recover these costs through a separate variable charge; no other utility functions (e.g., transmission and distribution) have variable O&M charges.  The dividing line established under the past LRMC case for “fixed” versus “variable” O&M is somewhat questionable.  Over the long-run, almost all storage O&M can be avoided if there is no throughput.  On the other hand, in the very short-run, injection fuel is the primary cost that can be avoided when anticipated cycling does not occur.  And in interim periods there are maintenance costs such as described earlier in my Phase 1 testimony that can be avoided through a planned decision not to fully cycle inventory because of the extra maintenance costs caused by such a decision.  (Even those costs are not a constant cent/dth figure, but are much higher at the margin—near full inventory levels—than at the inframarginal level.)  The best price signal that can be sent for customer cycling decisions is the relatively stable (and significant) in-kind injection fuel charge described above.  Therefore, I recommend the elimination of a separate variable charge for this small, hard-to-define, subset of O&M costs.  
This concludes my prepared direct testimony.  
�/ 	The System Operator is unlikely to make interruptible withdrawal available during the 90% balancing regime or whenever it believes customers are already relying too heavily on withdrawal rather than flowing supply to meet their winter burns. Historically, SoCalGas has been able to rely on at least 40% of system sendout being met with flowing supply rather than storage withdrawals.


�/ 	“We believe that in designing a fair and balanced system of FAR, that the fuel charges should continue to be recovered in the rates of end-use customers instead of being paid for by the shippers in the form of in-kind fuel.”, D.06-12-031, p. 93.  


�/ 	This represents 0.25% of total receipts.


�/ 	$81,000 was spent for electricity at the Sylmar compressor in 2006.


�/ 	Alternatively, SoCalGas could charge about a ten percent higher fuel factor just for April-November that would include fuel consumption in the “off-cycle” months in the numerator of the injection season fuel factor.  


�/ 	Total storage fuel used in prior year divided by total injections.  This storage fuel would be slightly increased or decreased by the amount of under or over-recovery of fuel from storage customers in the prior storage year.
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