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CHAPTER 13 1 

PREPARED DIRECT TESTIMONY OF MICHAEL FOSTER 2 

(RATE DESIGN) 3 

I. PURPOSE 4 

The purpose of my testimony is to present the illustrative 2024 natural gas transportation 5 

rates of Southern California Gas Company (SoCalGas) and San Diego Gas & Electric Company 6 

(SDG&E) (collectively, Applicants).  These proposed rates reflect revisions to present rates 7 

based on Applicants’ cost allocation proposals in this proceeding to allocate each utility’s 8 

authorized base margin1 across customer classes, as well as the demand forecast proposals in this 9 

proceeding to determine rates.  Applicants’ various cost allocation proposals, based on updated 10 

cost studies, are described by witnesses Manuel Rincon and Jimmy Yen (Chapter 1), Frank Seres 11 

(Chapter 8a), and Marjorie Schmidt-Pines (Chapters 9b and 10b Applicants’ demand forecast 12 

proposals are consolidated by witness Wei Bin Guo (Chapter 5b).  My testimony also 13 

incorporates the recommendations provided by witness Nathaniel Taylor (Chapter 14a).  Finally, 14 

to be consistent with the CPUC-adopted four-year general rate cycle (GRC), starting with this 15 

cost allocation proceeding, Applicants propose a four-year cost allocation proceeding (CAP) 16 

cycle.   17 

A. Overview of Rate Design 18 

Applicants’ rate design models start with the proposed allocated base margin, and then 19 

incorporate the integration of the local transmission system costs for the two utilities,2 along with 20 

 
1  Base margin is authorized by the California Public Utilities Commission (Commission) in the 

General Rate Case (GRC) or equivalent cost of service proceedings.  
2  This integration reflects the splitting of total local transmission costs between the utilities by their 

respective percentage share of cold-year peak month throughput.  
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the unbundling of the Backbone Transportation Service (BTS) costs.3  Additionally, Applicants’ 1 

rate design models recover in rates all relevant Commission-authorized non-base margin costs 2 

during the cost allocation time horizon.  These non-base margin costs include, but are not limited 3 

to, unaccounted-for gas (UAF),4 company-use fuel, regulatory account balances (over-or-under 4 

collections), and any additional revenue requirements authorized by the Commission in 5 

proceedings outside the GRC. 6 

B. Non-Margin Cost Allocation and Rate Design Proposals 7 

Except as noted below, the methods employed to develop and allocate non-margin costs 8 

are consistent with those adopted in the 2020 Triennial Cost Allocation Proceeding (TCAP) 9 

decision, (D.) 20-02-045.  10 

My testimony incorporates the following rate design and non-margin cost allocation 11 

proposals in this proceeding: 12 

(1) Retain SoCalGas’s current $5 per month residential non-CARE fixed 13 

customer charge in 2024, and then phase-in increases in customer charge 14 

(and commensurate decreases in volumetric rates) from $5 to $10 in 2025, 15 

$10 to $15 in 2026, $15 to $20 in 2027 (the corresponding proposed 16 

residential CARE fixed customer charges are $4, $5, $7.50 and $10 in 17 

2024, 2025, 2026 and 2027 respectively)5; 18 

 
3  BTS costs represent the costs of SoCalGas’s and SDG&E’s backbone transmission service from the 

Southern California border receipt points to SoCalGas’s Citygate.   
4  As described by witness Wei Bin Guo (Chapter 5), UAF gas is the difference between total receipts 

into SoCalGas’s and SDG&E’s respective service territories and total deliveries within SoCalGas’s 
and SDG&E’s respective service territories over a specified period. 

5  Fixed customer charges are often discussed in this testimony as a monthly charge for convenience; in 
practice, fixed customer charges are billed as a per-meter per-day charge, which is derived from the 
monthly proxy.  For example, a $5 per month fixed customer charge is billed as $0.16438 per-meter 
per-day ($5 per month * 12 months / 365 days). 
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(2) Retain SDG&E’s current residential non-CARE minimum bill of $4 per 1 

customer per month in 2024 through 2027 (the corresponding residential 2 

CARE minimum bill would be $3.20 per month);  3 

(3) Update SoCalGas’s and SDG&E’s respective residential submeter credits; 4 

(4) Update SoCalGas’s and SDG&E’s Natural Gas Vehicle (NGV) station 5 

compression costs;   6 

(5) Update SoCalGas’s and SDG&E’s Self Generation Incentive Program 7 

(SGIP) cost allocation across customer classes; and  8 

(6) Propose a method to allocate SoCalGas’s Storage Load Balancing Plus 9 

Function costs, described by witness Frank Seres (Chapter 8), across 10 

customer classes.  11 

(7) Propose a four-year CAP cycle.   12 

C. Illustrative 2024 Rates 13 

The allocated non-margin costs are added to the allocated base margin costs to derive the 14 

allocated transportation revenue requirement by customer class.  The allocated transportation 15 

revenue requirements by customer class become the starting point for the development of rates 16 

for each customer class.  17 

To be consistent with the CPUC-adopted four-year general rate cycle, starting with this 18 

cost allocation proceeding, Applicants propose a four-year CAP cycle.  As such, Applicants have 19 

used four-year average gas demand forecasts (2024 through 2027) for allocating costs across 20 

customer classes, as described in the testimonies of Marjorie Schmidt-Pines for SoCalGas and 21 

SDG&E (Chapters 9b and 10b.  Likewise, for calculating rates proposed in this CAP, Applicants 22 

have used four-year average gas demand forecasts.   23 
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Table 1 and Table 2 below show, respectively, SoCalGas’s and SDG&E’s present class-1 

average transportation rates (as of March 1, 2022), illustrative 2023 rates, and the 2024 2 

illustrative rates proposed in this proceeding.6  The rate changes between the present 2022 and 3 

2024 proposed rates can best be explained as the sum of rate changes between the present and 4 

2023 rates and rate changes between the 2023 and proposed 2024 rates.   5 

Present 2022 rates reflect the cost allocation results and gas demand forecasts adopted in 6 

Applicants’ 2020 TCAP decision.  The 2023 rates represent the Commission-ordered7 updates to 7 

the 2020 TCAP cost allocation studies reflecting more recent historical costs since the 2020 8 

TCAP.8  Applicants will implement the resulting updated rates on January 1, 2023.  Proposed 9 

2024 rates reflect a new set of updated cost studies and gas demand forecasts proposed in this 10 

CAP.  Except for the updated cost studies, the 2023 rates are based on the same demand 11 

forecasts, base margins and regulatory account balances as in present rates.  As discussed by 12 

witnesses Rose-Marie Payan (Chapter 3), Jeff Huang (Chapter 4) and Wei Bin Guo (Chapter 5b), 13 

the Applicants’ gas demand forecast is generally declining for customer classes relative to the 14 

forecasts adopted in the 2020 TCAP.  Applicants’ 2024 proposed rates are derived using the 15 

present base margins and present regulatory account balances.  Witness S. Nasim Ahmed 16 

 
6  2023 and 2024 rates are illustrative because, as of now, Applicants do not know their respective 

approved revenue requirements to be recovered in rates for these years.  While Applicants know the 
2023 base margins to be recovered in rates, they do not know the regulatory account balances at the 
end of 2022 to be amortized in 2023 rates.  For 2024, Applicants do not know either the base margins 
or the regulatory account balances at the end of 2023 to be amortized in 2024 rates.  Consistent with 
past practices, to isolate the impacts of demand forecast and cost allocation proposals, Applicants 
have held the respective base margins and regulatory account balances at the present 2022 levels.  In 
this testimony, when I refer to 2023, 2024 and beyond rates, I mean illustrative rates.   

7  See D.21-07-019, Decision Addressing San Diego Gas & Electric Company and Southern California 
Gas Company Petition for Modification of Decision 20-02-045 at 16 (Ordering Paragraph (OP) 1).  

8  See SoCalGas Advice Letter No. 5907 for its updated cost allocation, available at 
https://tariff.socalgas.com/regulatory/tariffs/tm2/pdf/5907.pdf.  See SDG&E Advice Letter No. 3042-
G for its updated cost allocation, available at  https://tariff.sdge.com/tm2/pdf/3042-G.pdf. 

https://tariff.socalgas.com/regulatory/tariffs/tm2/pdf/5907.pdf
https://tariff.sdge.com/tm2/pdf/3042-G.pdf
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(Chapter 6a) and witness Jason Kupfersmid (Chapter 7) discuss, respectively, the current 1 

regulatory account balances in their testimony.  2 

Table 1 below shows SoCalGas’s present class-average transportation rates (as of March 3 

1, 2022), illustrative 2023 rates, and the 2024 illustrative rates proposed in this CAP. 4 

Table 1 – SoCalGas Natural Gas Transportation Rates (2022-2024)9  5 

 6 

 
9  Transportation rates are for Natural Gas Transportation Service from the Citygate to customer meters.  

All rates include Franchise Fees & Uncollectible charges.  The average Transmission Level Service 
(TLS) rate is shown here.  The unbundled Backbone Transportation Service (BTS) rate is for service 
from California border receipt points to Citygate.  
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 1 

Table 1 (bottom section) shows that, relative to the present 2022 rates, SoCalGas’s core 2 

customers’ rates will generally decrease10 and noncore customers’ rates will generally increase in 3 

2023.11  With higher updated transmission and storage costs but the same revenue requirement to 4 

be recovered in rates, the 2023 rates reflect lower revenue recovered from customer-related and 5 

distribution functions.  Relative to noncore customers, SoCalGas’ core customers pay a 6 

significantly higher share of customer-related and distribution costs but a lower share of 7 

transmission and storage costs.  For core customers, the effects of lower customer-related and 8 

distribution costs more than offset the effects of higher transmission and storage costs.  Hence, 9 

 
10  Except for Gas AC and Gas Engine customers. 
11  Except for noncore commercial and industrial customers with distribution level service.   



 

- 7 - 

the decrease in SoCalGas’s 2023 core rates.  For noncore customers, the increase in transmission 1 

and storage costs more than offset the decrease in customer-related and distribution costs. 2 

Therefore, noncore rates increase in 2023.    3 

Table 1 also shows that, relative to 2023 rates, the proposed 2024 rates are higher for all 4 

customer classes, except for BTS tariff.  These rate increases are primarily due to the lower gas 5 

demand forecasts for customer classes in this CAP relative to the last TCAP.  Proposed local 6 

transmission and storage embedded costs are higher in 2024 compared to 2023.  These higher 7 

embedded costs in 2024 partially mitigate core rate increases and add to noncore rate increases in 8 

2024.  9 

The 2024 rate changes from the present 2022 rates reflect the combined rate changes 10 

from 2022 to 2023 and from 2023 to 2024.  Table 1 shows that the proposals in this proceeding 11 

result in rate increases (relative to 2022 rates) for all of SoCalGas’s customer classes except 12 

residential class.  For SoCalGas’s residential class, the rate reduction in 2023 (relative to 2022) 13 

more than offsets the rate increase in 2024 (relative to 2023).  For SoCalGas’s other core 14 

customer classes, the rate reduction in 2023 is more than offset by the rate increase in 2024.  For 15 

noncore customers, rate increases between 2022 and 2024 is the result of rates increases both in 16 

2023 (relative to 2022) and in 2024 (relative to 2023).    17 

Table 2 below shows SDG&E’s present class-average transportation rates (as of March 1, 18 

2022), illustrative 2023 rates, and the 2024 illustrative rates proposed in this CAP.   19 
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Table 2 – SDG&E Natural Gas Transportation Rates (2022-2024)12 1 

 2 

 3 

 
12  Transportation rates are for Natural Gas Transportation Service from the Citygate to customer meters.  

All rates include Franchise Fees & Uncollectible charges.  The average Transmission Level Service 
(TLS) rate is shown here.   
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Table 2 (bottom section) above shows that, relative to the present 2022 rates, SDG&E’s 1 

core customers’ rates will generally decrease,13 and noncore customers’ rates will increase in 2 

2023.  With higher updated transmission costs but the same revenue requirement to recover in 3 

rates, the 2023 rates reflect lower revenue recovered from customer-related and distribution 4 

functions.  Relative to noncore customers, SDG&E’s core customers pay a significantly higher 5 

share of customer-related and distribution costs but a lower share of transmission costs.  For core 6 

customers, the effects of lower customer-related and distribution costs more than offset the 7 

effects of higher transmission costs.  Hence, the decrease in 2023 SDG&E residential and  rates.  8 

For noncore customers, the increase in transmission costs more than offset the decrease in 9 

customer-related and distribution costs.  Therefore, noncore rates increase in 2023. 10 

Table 2 also shows that, relative to 2023 rates, SDG&E’s proposed 2024 rates are higher 11 

for all customer classes.  These rate increases are primarily due the lower gas demand forecasts 12 

for customer classes in this CAP relative to the last TCAP.     13 

SDG&E’s 2024 rate changes from the present 2022 rates reflect the combined rate 14 

changes from 2022 to 2023 and from 2023 to 2024.  Table 2 shows that the proposals in this 15 

proceeding result in rate increases (relative to 2022 rates) for all of SDG&E’s customer classes.  16 

For SDG&E’s residential and NGV customer classes, the rate reduction in 2023 is more than 17 

offset by the rate increase in 2024.  For noncore customers, rate increases between 2022 and 18 

2024 reflect rates increases both in 2023 (relative to 2022) and 2024 (relative to 2023).   19 

Appendix A and B contain, respectively, complete set of rate tables (showing current and 20 

2024 rates) for SoCalGas and SDG&E incorporating all the proposals in this CAP corresponding 21 

to Tables 1 and 2.   22 

 
13  Except for core commercial and industrial customers.  
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As explained in Frank Seres’ testimony (Chapter 8a), Applicants are proposing in this 1 

proceeding to escalate transmission and storage costs to account for attrition year base margin 2 

increases in those years.  These attrition years are 2025, 2026 and 2027.  Table 3 and Table 4 3 

show the resulting 2025, 2026 and 2027 illustrative class-average transportation rates for 4 

SoCalGas and SDG&E, respectively.  These 2025-2027 proposed class-average rates are derived 5 

using the present base margins and present regulatory account balances.   6 

Table 3 – SoCalGas Natural Gas Transportation Rates (2025-2027)14  7 

 8 

 
14  Transportation rates are for Natural Gas Transportation Service from the Citygate to customer meters.  

All rates include Franchise Fees & Uncollectible charges.  The average Transmission Level Service 
(TLS) rate is shown here.  The unbundled Backbone Transportation Service (BTS) rate is for service 
from California border receipt points to Citygate.  
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Table 3 shows that, holding base margin constant, SoCalGas’s core rates will decrease 1 

slightly, and the noncore rates will increase slightly due to the proposed escalation of 2 

transmission and storage embedded costs to account for attrition year base margin increases in 3 

2025-2027.  With higher updated transmission and storage costs but the same revenue 4 

requirement to be recovered in rates, the 2025, 2026 and 2027 rates (relative to respective prior 5 

year rates) reflect lower revenue recovered from customer-related and distribution functions.  As 6 

stated earlier, relative to noncore customers, SoCalGas’s core customers pay a significantly 7 

higher share of customer-related and distribution costs but a lower share of transmission and 8 

storage costs.  For core customers, the effects of lower customer-related and distribution costs 9 

more than offset the effects of higher transmission and storage costs.  Hence, the decrease in core 10 

rates in these years.  For noncore customers, the increase in transmission and storage costs more 11 

than offset the decrease in customer-related and distribution costs.  Therefore, noncore rates 12 

increase in these years.   13 

Table 4 shows the 2025, 2026 and 2027 illustrative class-average transportation rates for 14 

SDG&E resulting from escalation of transmission and storage costs for attrition year base margin 15 

increases. 16 

  17 
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Table 4 – SDG&E Natural Gas Transportation Rates (2025-2027)15   1 

 2 

Table 4 shows that, holding base margin constant, SDG&E’s core rates will decrease 3 

slightly, and the noncore rates will increase slightly due to the proposed escalation of 4 

transmission embedded costs to account for attrition year base margin increases in 2025-2027.  5 

With higher updated transmission costs but the same revenue requirement to be recovered in 6 

rates, the 2025, 2026 and 2027 rates (relative to respective prior year rates) reflect lower revenue 7 

recovered from customer-related and distribution functions.  As stated earlier, relative to noncore 8 

customers, SDG&E’s core customers pay a significantly higher share of customer-related and 9 

distribution costs but a lower share of transmission and storage costs.  For core customers, the 10 

effects of lower customer-related and distribution costs more than offset the effects of higher 11 

transmission and storage costs.  Hence, the decrease in core rates in these years.  For noncore 12 

 
15  Transportation rates are for Natural Gas Transportation Service from the Citygate to customer meters.  

All rates include Franchise Fees & Uncollectible charges.  The average Transmission Level Service 
(TLS) rate is shown here.   
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customers, the increase in transmission and storage costs more than offset the decrease in 1 

customer-related and distribution costs.  Therefore, noncore rates increase in these years.   2 

II. CORE RATE DESIGN 3 

In this section, Applicants describe their respective individual core rate updates based on 4 

their respective CAP proposals.  For residential customers, the rate updates include SoCalGas’s 5 

proposed phase-in customer charge increases and the corresponding compensating decrease in 6 

volumetric rates.  SDG&E proposes to retain the $4 per month minimum bill for its residential 7 

customers.   8 

A. Residential Rates 9 

Residential rates apply to three categories of residential customers: single-family, multi-10 

family, and small master-metered dwellings.  SoCalGas’s current residential transportation rate 11 

structure consists of a fixed customer charge of about $5 per customer per month for customers 12 

who are not in the California Alternative Rates for Energy (CARE) program;16 and a two-tiered 13 

volumetric rate, baseline and non-baseline, with the baseline rate lower than the non-baseline 14 

rate.  The baseline rate and the non-baseline rates are related to each other through the concept of 15 

the Composite rate, where a Composite rate is defined by adding the gas price and the customer 16 

charge revenues per unit of baseline volume to the baseline rate.  The non-baseline rate is 17 

derived as 115% of the Composite rate less the gas price.    18 

 
16  The Commission adopted the current $5 per month fixed customer charge for non-CARE customers 

in the 1993 BCAP (see D.94-12-052).  In SoCalGas’s tariff, the fixed customer charge is 
implemented as per-meter per-day charge (currently at $0.16438).  Hence, the monthly fixed 
customer charge varies slightly around $5 from month to month depending on the number of days in a 
month.  The current fixed customer charge for CARE customers is around $4 per month, reflecting a 
20% discount.   



 

- 14 - 

For SDG&E, the current residential rate structure consists of a two-tiered volumetric rate, 1 

baseline and non-baseline, with an approximately $4 per customer per month17 minimum bill.18    2 

1. SoCalGas Proposes to Phase-in an Increased Residential Fixed 3 
Customer Charge and Establish a Two-Tier Structure 4 

SoCalGas proposes to implement residential non-CARE fixed customer charge increases 5 

in a phased-in approach over the CAP horizon: retain the $5 customer charge in 2024; increase it 6 

from $5 to $10 in 2025; from $10 to $15 in 2026; and from $15 to $20 in 2027.19     7 

In the 2020 TCAP decision, the Commission did not adopt SoCalGas’s recommendation 8 

to increase its non-CARE fixed customer charge to $10 per month.20  In doing so, however, the 9 

Commission found that SoCalGas’s showing complied with the guidelines adopted in the D.17-10 

09-035.21  In D.17-09-035, the Commission made several key determinations which provided 11 

prescriptive guidance on how electric utilities should calculate and present fixed customer charge 12 

proposals.  Notably, that guidance applies to establishing new fixed customer charges for electric 13 

utilities, while SoCalGas, a gas-only utility, already has a fixed customer charge.  Nonetheless, 14 

in this application, SoCalGas’s fixed customer charge proposal adheres to the same guidelines, 15 

 
17  The Commission adopted the $4 per month minimum bill in the last TCAP (see D.20-20-045) for 

non-CARE customers.  In SDG&E’s tariff, the minimum bill charge is implemented as per-meter per-
day charge (currently at $0.13151).  Hence, the monthly minimum bill varies slightly around $4 from 
month to month depending on the number of days in a month. 

18  For SDG&E, a non-CARE residential customer pays, at a minimum, a $4 per-month gas bill.  If the 
customer’s calculated gas bill based on the volume of gas used, comprising cost of gas, gas 
transportation cost and public purpose program surcharge (PPPS), exceeds $4 per month, then the $4 
minimum bill no longer applies, and the customer pays the calculated bill.  Under minimum bill, a 
customer pays either the $4 or the calculated bill whichever is higher.  For CARE customers, the 
minimum bill is around $3.20 per month. 

19  As with SoCalGas’s current tariffs, this charge would be implemented as per-meter per-day charge. 
20  D.20-02-045 at 100 (Conclusions of Law (COL) 36). 
21  Id. at 94 (Findings of Fact (FOF) 82).  
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while enhancing the proposal to reflect concerns enumerated in the 2020 TCAP decision as well 1 

as advancements in ratemaking policy. 2 

In the 2020 TCAP decision, the Commission gave two primary reasons for not 3 

authorizing SoCalGas to increase its residential fixed customer charge: (i) that the then-4 

upcoming Gas Planning Rulemaking proceeding (R.20-01-007) would be the appropriate 5 

proceeding to address residential fixed customer charges and (ii) the affordability of bill impacts 6 

attributable to Applicants’ fixed customer charge proposal was in question.  I address these 7 

issues below.   8 

In the 2020 TCAP decision, the Commission stated, “The long-term gas reliability 9 

rulemaking, as opposed to this TCAP application, is the appropriate venue to determine overall 10 

policies regarding rate design for recovering gas infrastructure costs, including whether to adopt 11 

fixed monthly charge.”22  While Track 1 of the Gas Planning rulemaking proceeding has 12 

completed recently, the cost allocation and rate design principles are to be addressed in Track 13 

2B.  However, now over 2.5 years from the issuance of the Gas Planning rulemaking proceeding, 14 

Track 2B has not yet begun.  Given the considerable delay in addressing cost allocation and rate 15 

design issues in the Gas Planning rulemaking, and the future uncertainty as to when the 16 

Commission might rule on these issues in the Gas Planning rulemaking, SoCalGas proposes to 17 

address the appropriate level of cost-based residential fixed customer charge in this proceeding.   18 

A second reason articulated by the Commission behind rejecting the Applicants’ 19 

residential fixed customer charge proposal in the last TCAP was that “The Applicants’ request 20 

for a $10 fixed monthly residential customer charge for SDG&E and SoCalGas customers does 21 

 
22  Id. at 95 (FOF 89).  
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not meet the objective of affordability.”23  SoCalGas has modified its residential fixed customer 1 

charge proposal in this proceeding to minimize gas bill increases for its low-income customers, 2 

as represented by CARE customers.  To mitigate the bill impacts for CARE customers, 3 

SoCalGas proposes to establish a separate, lower fixed customer charge for CARE customers.  4 

Currently, CARE customers receive a 20% bill discount on gas charges, including a 20% 5 

discount on customer charges, volumetric transportation charges, and gas costs.  In the last 6 

TCAP, Applicants did not propose to increase the CARE discount from the 20% level to mitigate 7 

bill increases for CARE customers with low gas usage.  In this proceeding, SoCalGas proposes 8 

to establish a separate, lower CARE fixed customer charge which, when taking into account the 9 

20% CARE discount, will be effectively 50% below the non-CARE fixed customer charge.  10 

SoCalGas will maintain the currently effective 20% CARE discount on volumetric transportation 11 

charges and gas costs.  While the 20% discount afforded to CARE customers will continue to be 12 

collected through Public Purpose Program Surcharge (PPPS) rates pursuant to other Commission 13 

decisions, the lower CARE fixed customer charge will be recovered through residential 14 

transportation rate design.  That is to say, the baseline and non-baseline transportation rates will 15 

be set to fully recover SoCalGas’s authorized revenue requirement allocated to the residential 16 

class based on the two-tier fixed customer charge structure.  Table 5 below summarizes 17 

SoCalGas’s residential fixed customer charge proposals. 18 

 
23  Id. at 94 (FOF 83).  
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Table 5: Current and Proposed Residential Fixed Customer 1 
Charge and Volumetric Rates 2 

  
Non-CARE 

Fixed customer 
charge  $/month 

CARE Fixed 
customer 

charge  $/month 

Effective 
CARE 
Fixed 

customer 
charge 

After 20% 
CARE 

Discount 
$/month  

Baseline 
Rate $/th  

Non-
Baseline 
Rate $/th  

Baseline 
Rate After 

20% 
CARE 

Discount 
$/th  

Non-
Baseline 

Rate After 
20% 

CARE 
Discount 

$/th  

2024  $5  $5  $4  $0.79239 $1.21834 $0.63391 $0.97467 

2025  $10  $6.25  $5  $0.59656 $1.21745 $0.47724 $0.97396 

2026  $15  $9.375  $7.50  $0.37238 $1.21357 $0.29791 $0.97085 

2027  $20  $12.50  $10  $0.15295 $1.20895 $0.12236 $0.96716 

There is an additional impetus for the Commission to grant SoCalGas its proposed two-3 

tier residential fixed customer charge structure.  In June 2022, Assembly Bill (AB) 205 was 4 

passed into law.  AB 205 addresses various residential rate reforms for California electric 5 

utilities.  AB205 would: (i) require the CPUC to authorize a fixed customer charge for default 6 

residential rates no later than July 1, 2024; (ii) eliminate the $10 and $5 fixed customer charge 7 

caps; (iii) require the fixed customer charge to be established on at least a three income-8 

graduated basis, ensuring low-income customers pay a smaller fixed customer charge; and (iv) 9 

allow the CARE discount to exceed 35%.  These electric rate reform initiatives are conceptually 10 

transferable to gas utilities.  The lower fixed customer charges for CARE customers relative to 11 

non-CARE customers, as proposed in my testimony, is essentially a two-tier income-graduated 12 

fixed customer charge, consistent with the policy direction of AB 205.   13 

In prior cost allocation proceedings, parties have expressed concern that increases in 14 

residential fixed customer charges would dampen the conservation price signal.  Parties warned 15 

that, if volumetric rates are reduced, then customers would be less incented to reduce their use of 16 



 

- 18 - 

natural gas.  Further, reduced volumetric rates could provide less of an incentive to invest in 1 

more Energy Efficient appliances.  2 

As discussed previously, SoCalGas’s baseline and non-baseline rates are calculated using 3 

the Composite tier differential, where non-baseline rates are set at 115% of the Composite rate 4 

less gas price.  Commission policy credits all fixed customer charge revenue to baseline rates in 5 

this equation – that is to say, as fixed customer charges increase, baseline rates decrease and non-6 

baseline rates stay relatively the same.  Table 5 above depicts this result.  As SoCalGas proposes 7 

to increase the residential fixed customer charge in 2025, 2026, and 2027, the baseline rate 8 

declines with each change.  On the contrary, the non-baseline rate is generally unchanged in each 9 

scenario.  As a result, customers using more natural gas than their baseline allowances will see 10 

no change in the marginal price of gas as a result of a higher fixed customer charge, maintain the 11 

conservation price signal.24 12 

Meeting California’s decarbonization goal is likely to lead to significant reduction in 13 

natural gas demand in the future, particularly for residential customers.  To mitigate rates and bill 14 

impacts during this transition, it is imperative that the Commission address residential rate design 15 

issues, particularly the appropriate level of residential fixed charge.  In the past, in considering 16 

whether to introduce/increase a residential fixed customer charge, the Commission had focused 17 

on immediate bill impacts.  Transitions in the gas industry with forthcoming significant 18 

residential gas load and customer departure to electrification require that the Commission 19 

address the negative rates and bill impacts in the distant future of not introducing the appropriate 20 

level of fixed charge now.   21 

 
24  To the extent these customers’ net bills decrease for the same usage level, as a result of increased 

residential fixed customer charges, it would be because the baseline rate component of their bill 
would be decreasing.  
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To highlight the importance of setting the appropriate level of residential fixed charge 1 

now to mitigate the bill impacts for remaining low-income customers in the distant future (say, in 2 

2035), SoCalGas conducted a hypothetical analysis assuming a partial electrification scenario.  3 

In this scenario, SoCalGas assumed that by 2035, SoCalGas would lose 50% of residential gas 4 

load and 10% of residential customers to electrification.  It may be reasonable to assume that 5 

major gas appliances, such as, space and water heating would be replaced with electric versions; 6 

however, the majority of current gas customers could retain gas service for lifestyle appliances, 7 

such as, gas ranges and fireplaces.  SoCalGas assumed that low-income CARE customers are 8 

less likely to replace gas appliances with electric appliances due to budget constraints, making 9 

CARE customers relatively high gas usage customers in 2035.  SoCalGas also assumed that 10 

SoCalGas’s residential customers’ share of revenue requirement would remain at the current 11 

2022 level.  Under these assumptions, SoCalGas estimated the impacts of a $4 and a $16 per 12 

month CARE fixed customer charge (representing a 20% CARE discount under the current 13 

residential rate design method) on an average-usage residential CARE customer’s bill now 14 

(current usage and customer counts) and in 2035 (50% gas load and 10% customer count 15 

reduction) as shown in Chart 1 below.   16 
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Chart 1: Partial Electrification Scenario: CARE Bill Impacts Now And 2035  1

2

Chart 1 shows that for an average-usage CARE customer, the introduction of higher fixed 3

customer charge of $16 per month (and lower volumetric rates) would increase the average 4

monthly gas bill from $33.79 to $34.26 and decrease the January gas bill from $70.46 to $57.81.  5

In the distant future, due to declining load and customer counts, the monthly gas bill would be 6

higher under both the $4 and the $16 per month residential CARE fixed customer charges.  7

However, Chart 1 shows that in the distant future average monthly bill would be lower under the 8

$16 per month fixed customer charge ($41.77 per month versus $50.53 per month under the $4 9

fixed customer charge).  In the distant future, the bill would be even lower under the $16 per 10

month fixed customer charge in January ($68.38 per month versus $100.94 per month under the 11

$4 fixed customer charge).  In the distant future, with higher cost-based fixed customer charge, 12

low usage customers including presumably non-CARE customers with lifestyle gas appliances 13 
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with minimal gas usage, would pay their share of fixed costs, eliminating the cross subsidy from 1 

relatively high usage customers in the distant future including average-usage CARE customers.  2 

Average-Usage CARE customers, therefore, would benefit from cost-based higher customer 3 

charge.   4 

2. SDG&E Proposes to Retain Its Current Residential Minimum Bill  5 

In this proceeding, SDG&E proposes to retain the current $4 per month residential 6 

minimum bill even though SDG&E continues to believe that cost-based residential fixed 7 

customer charge, rather than minimum bill, reflects superior rate design principle.  Considering 8 

AB 205 discussed above, SDG&E will focus on the implementation of a residential fixed 9 

customer charge on its electric customers before implementing a residential fixed customer 10 

charge on its gas customers in a future proceeding.   11 

3. Alternative Methods to Calculate Marginal Customer Connection 12 
Cost 13 

In Ordering Paragraph 8 of D.20-02-045 states, “San Diego Gas & Electric Company and 14 

Southern California Gas Company shall continue to provide customer cost allocation results in 15 

future Triennial Cost Allocation Proceeding applications using the Long Run Marginal Cost 16 

Method and the four approaches, as previously directed in Decision 17-09-035.”25  The four 17 

approaches referenced above for calculating the capital component (gas service line, regulator 18 

and meter) of marginal customer-related costs are the (i) Rental method, (ii) new Customer Only 19 

(NCO) method; (iii) Adjusted Rental method 1 (ARM1) and (iv) Adjusted Rental method 2 20 

(ARM2).  In the last TCAP decision, the Commission adopted the Rental method for allocating 21 

the capital component of customer-related costs.  22 

 
25  D.20-02-045 at 104 (OP 8).  
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The Rental method calculates the capital component of marginal customer-related cost as 1 

the incremental cost of hooking up an additional customer.  The NCO method calculates the 2 

same component as the total hookup costs for new customers divided by the total customers, 3 

both existing and new.  The ARM1 and ARM2 are the two alternative methods that the 4 

Commission’s Energy Division proposed in PG&E’s GRC Phase 2 (A.16-06-013) by making 5 

certain adjustments to the Rental method.26  Applicants discussed extensively these four 6 

approaches, identifying the shortcomings of the NCO and ARM1 and ARM2 methods in the last 7 

TCAP.  Appendix C contains excerpts from the last TCAP Chaudhury testimony (Chapter 12) 8 

containing the discussion of the four approaches for calculating the capital component of 9 

customer-related costs, which I adopt again as my testimony here.27    10 

Applicants have applied the Commission direction to calculate and present marginal 11 

customer-related costs that could be recovered in residential customer fixed charge under these 12 

four approaches.  Table 6 (for SoCalGas) and Table 7 (for SDG&E) show the estimated costs 13 

derived under the four methods.28   14 

Table 6: SoCalGas’s Residential Minimum Connection Cost Per Month29 

  
Rental 
Method NCO Method 

Adjusted Rental 
Method 1 

Adjusted 
Rental Method 

2 
 $22.69 $19.68 $13.73 $20.68 

 

 
26  D.17-09-035 at 34-39, contains a discussion of these methods.  Also, see the Energy Division Staff 

Proposal on Adjusted Rental Method for Marginal Customer Cost in PG&E GRC Phase 2 (A.16-06-
013) Second Fixed Cost Workshop (November 2, 2016). 

27  See Chaudhury Testimony (Chapter 12) at 11-17 in the 2020 TCAP. 
28  The NCO method includes replacement costs of service lines, regulators and meters for 1.5% of 

existing service lines (both SoCalGas and SDG&E), 3.0% of SoCalGas’s meters and regulators, and 
2.4% of SDG&E’s meters and regulators. 

29  Source:  witness Schmidt-Pines’ (Chapter 9b) workpapers. 
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Table 7: SDG&E’s Residential Minimum Connection Cost Per Month30 

  
Rental 
Method NCO Method 

Adjusted Rental 
Method 1 

Adjusted Rental 
Method 2 

 $17.76 $24.01 $6.99 $14.72 

As shown in Table 6, even the minimum estimates of the range of estimated customer-1 

related costs would support about $14 per month fixed customer charges for SoCalGas.  This 2 

Table shows that the Rental method would support a fixed residential customer charge as high as 3 

approximately $23 for SoCalGas.  As discussed earlier, SDG&E is not proposing a residential 4 

fixed customer charge in this CAP.  SDG&E’s residential minimum connection cost provided in 5 

Table 7 is for compliance with D.20-02-045 and not for seeking a residential fixed customer 6 

charge for SDG&E’s gas customers.     7 

4. Residential Bill Impacts of SoCalGas’s Proposals 8 

Table 8 below shows the 2024 through 2027 residential bills for non-CARE and CARE 9 

customers consistent with SoCalGas’s proposals in this proceeding.  Unlike prior cost allocation 10 

proceedings, SoCalGas is seeking Commission’s approval for increasing residential customer 11 

charge and escalating embedded transmission and storage costs over the CAP horizon.  As such, 12 

SoCalGas is showing residential bill impacts for all the years spanning this CAP.  13 

Table 8 – SoCalGas Average Residential Bills 14 

  Average Average Monthly Bills 
SCG Residential Bill (Zone 1) Therms/Month 2022 2024 2025 2026 2027 
  non-CARE Monthly Average 36 $56.08  $55.60  $55.59  $54.91  $54.35  
  CARE Monthly Average 27 $32.15  $31.79  $32.18  $32.06  $32.03  

 
30  Source:  witness Foster’s (Chapter 10b) workpapers. 
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Table 8 shows that for both SoCalGas CARE and non-Care customers average monthly 1 

bill will decrease slightly between 2022 and 2024, primarily due to a decrease in residential 2 

transportation rates in 2024 as shown in Table 1.  Small bill changes in subsequent years (2025, 3 

2026 and 2027) reflect the combined effects of escalating embedded transmission and storage 4 

costs and increases of the two-tier residential fixed customer charges over the CAP horizon.   5 

5. Bill Impacts of SoCalGas’s Proposed Residential Customer Charge 6 

As discussed earlier, SoCalGas proposes to phase-in residential customer charge 7 

increases over this CAP horizon: retain the $5 customer charge in 2024; increase it from $5 to 8 

$10 in 2025; from $10 to $15 in 2026 and from $15 to $20 in 2027.  To evaluate the bill impacts 9 

of its fixed customer charge proposal, SoCalGas has focused on the gas bill of its CARE 10 

customers.  Based on 2021 gas usage data for CARE customers, SoCalGas estimated monthly 11 

bills for CARE customers under four alternative gas usage scenarios: average, median, 10th 12 

percentile and 90th percentile usage.31  SoCalGas chose the 10th percentile usage scenario to 13 

represent low usage customers and the 90th percentile usage scenario to represent high usage 14 

customers.  For each usage scenario, there are three bill impacts lines (relative to $4 per month 15 

CARE residential fixed customer charge in 2024) each representing proposed effective 16 

residential CARE fixed customer charge for 2025 (blue line representing $5 per month), 2026 17 

(red line representing $7.5 per month) and 2027 (red line representing $10.0 per month).  Chart 2 18 

below shows these monthly bill impacts for CARE customers.  19 

 
31  10th percentile usage means that 10% of the CARE customers’ gas usage is at or below the 10th 

percentile usage level.  90th percentile usage means that 90% of the CARE customers’ gas usage is at 
or below the 90th percentile usage level (10% of the CARE customers gas usage is above the 90th 
percentile usage level).  As of December 2021, SoCalGas had 1,785,962 CARE customers.   
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Chart 2: Illustrative SoCalGas Annual Bill Impacts 1 

2 

Chart 2 shows bill impact for each month, as well as average monthly bill impact for SoCalGas’ 3 

CARE customers for the scenarios I described above.  The bill impacts capture the difference in 4 

bills between SoCalGas’s proposed residential CARE fixed customer charges in 2025, 2026 and 5

2027 versus the status quo $4 per month fixed customer charge.  A positive monthly bill impact 6

value reflects that the monthly bill will increase under the proposed fixed customer charge 7
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relative to the status quo $4 per month CARE residential fixed customer charge.  Similarly, a 1 

negative monthly bill impact value reflects that the monthly bill will decrease under the proposed 2 

fixed customer charge relative to the status quo $4 per month fixed customer charge.  3 

In response to the 2020 TCAP decision’s finding regarding low-income customer 4 

affordability, as discussed earlier, in this proceeding, SoCalGas proposes to establish a separate, 5 

lower CARE fixed customer charge that, when taking into account the 20% CARE discount, will 6 

be effectively 50% below the non-CARE fixed customer charge.  For low gas usage (10th 7 

percentile) CARE customers, Chart 2 shows that the 2025 monthly bills under the proposed $5 8 

per month CARE fixed customer charge ($10 for non-CARE customers) is expected to remain 9 

virtually the same as under the status quo $4 per month CARE fixed customer charge ($5 for 10 

non-CARE customers) due to the introduction of the two-tier fixed customer charge.  The 2026 11 

average monthly bill under $7.5 per month CARE fixed customer charge ($15 for non-CARE 12 

customers) is expected to increase by $1.61 per month.  The 2027 average monthly bill under 13 

$10 per month CARE fixed customer charge ($20 for non-CARE customers) is expected to 14 

increase by $3.12 per month.  15 

For all median, mean and 90th percentile usage CARE customers, the bills are expected to 16 

be lower with higher CARE fixed customer charges of $5, $7.5 and $10, for 2025, 2026 and 17 

2027, respectively, with the bill reduction being significant in winter months when the bills are 18 

high.  It is important to note that these low-income customers with average or high gas usage 19 

would benefit from the Applicants’ proposed two-tiered monthly customer charges.     20 

6. Residential Bill Impacts of SDG&E’s CAP Proposals 21 

Table 9 below shows the 2024 through 2027 residential bills for non-CARE and CARE 22 

customers consistent with SDG&E’s proposals in this proceeding.  Unlike prior cost allocation 23 
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proceedings, SDG&E is seeking Commission’s approval for escalating embedded transmission 1 

costs over the CAP horizon.  As such, SDG&E is showing residential bill impacts for all the 2 

years spanning this CAP.  3 

Table 9 – SDG&E Average Residential Bills 4 

` Average Average Monthly Bills 
SDG&E Residential Therms/Month 2022 2024 2025 2026 2027 
  non-CARE Monthly Average 24 $47.23  $52.61  $52.60  $52.57  $52.53  
  CARE Monthly Average 20 $30.02  $33.53  $33.53  $33.50  $33.48  

Table 9 shows that for both SDG&E CARE and non-CARE customers average monthly 5 

bill will increase between 2022 and 2024, primarily due to the significant increase in residential 6 

transportation rates in 2024 as shown in Table 2.  SDG&E’s residential bills remain essentially 7 

the same in the subsequent years 2025, 2026 and 2027.  8 

7. Implementation of SoCalGas’s Phased-in Two-Tier Residential Fixed 9 
Customer Charge Proposal  10 

As shown in Table 5 above, SoCalGas proposes, beginning in 2025, to increase the 11 

residential fixed customer charge and to establish a two-tier structure, which will necessarily 12 

require billing modifications.  In SoCalGas’s General Rate Case proceeding (A.22-05-015), 13 

SoCalGas has proposed to replace its legacy Customer Information System (CIS) with a new, 14 

modern billing platform.  If SoCalGas’s CIS proposal is adopted in the GRC, SoCalGas will be 15 

required to establish a “freeze” period, whereby changes to the legacy CIS can no longer be 16 

made.  At this time, that freeze period is anticipated to begin around January 2025.  SoCalGas 17 

currently estimates the two-tier residential fixed customer charge proposal in this proceeding can 18 

be implemented in approximately six months.  Accordingly, so long as a decision is issued in this 19 

proceeding before April 1, 2024, SoCalGas anticipates being able to complete the necessary 20 

billing upgrades before the CIS freeze.  If the decision is issued after April 1, 2024, SoCalGas 21 

will need to adjust the implementation phase-in to account for any identified freeze period, and 22 
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will likely incorporate the change in the new CIS solution, anticipated for 2026.  Alternatively, if 1 

the Commission adopts modifications to the residential rate design that differ from those 2 

presented in my testimony, SoCalGas will need to analyze the impacts of the adopted solution to 3 

determine the appropriate implementation schedule.  Either way, to be sure, SoCalGas will not 4 

implement an increased residential fixed customer charge without the corresponding ability to 5 

implement the two-tier structure. 6 

B. Submeter Credit  7 

Submeter credits apply to utility customers with a master meter who provide gas service 8 

to residential sub-units (e.g., multi-family dwelling units and mobile home parks).  D.04-04-043 9 

established a method for calculating submeter credits.  In that decision, certain categories of 10 

costs were defined as “Utility Avoided Costs”--the costs that utilities avoid for which a master 11 

meter customer is reimbursed through the submeter credit provided by the utility.32  In this 12 

proceeding, the Applicants’ proposed submeter credits are based on updated studies in 13 

compliance with the methodology set forth in D.04-04-043, and as was used most recently to 14 

update the submeter credits in the 2020 TCAP approved by D.20-02-045.  Currently, SoCalGas’s 15 

submeter credit is set at $0.28800 /meter/day and SoCalGas proposes to set it at 16 

$0.33370/meter/day for 2024.  With residential customer charge increasing in 2025, 2026 and 17 

2027, the submeter credits in these years will be $0.16866, $0.0 and $0.0, respectively.33 18 

 
32  To the extent these costs do not exceed the average costs that a utility would have incurred in 

providing direct service to sub-unit customers.   
33  Per the method for calculating submeter credit, SoCalGas’s proposed increases in customer charge 

has the effect of lowering submeter credits in 2025, 2026 and 2027. 
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SDG&E’s submeter credits are currently set at $0.58060/meter/day for multi-family (GS) 1 

customers and $0.60099/meter/day for mobile home (GT) customers.  SDG&E proposes to set 2 

them at $0.82192/meter/day and $0.84855/meter/day, respectively, for this CAP term. 3 

C. Core C&I Rates 4 

SoCalGas and SDG&E each have a single tariff serving its core commercial and 5 

industrial (C&I) customers, Schedule G-10 for SoCalGas and Schedule GN-3 for SDG&E.  6 

Presently, SoCalGas’s G-10 rate design consists of a $15 customer charge and three tiers of 7 

declining block volumetric rates.  SDG&E’s GN-3 rate design consists of a $10 customer charge 8 

and three tiers of declining block volumetric rates. 9 

In D.20-02-045, the Commission retained the current rate structure for the different tiers 10 

within SoCalGas’s G-10 rate design and SDG&E’s GN-3 rate design.  Neither SoCalGas nor 11 

SDG&E proposes any changes to the current methodology. 12 

D. Natural Gas Vehicle (NGV) Compression Rate Adder 13 

A compression surcharge or compression rate adder is intended to cover the cost of 14 

providing compressed natural gas (CNG) to motor vehicles fueling at public access CNG vehicle 15 

refueling stations owned and operated by Applicants.  The compression rate adder is charged to 16 

customers on a volumetric basis.  This adder is incremental to the uncompressed commodity 17 

charge and transportation charge.  The compression rate adder reflects the capital and operating 18 

costs of compressing the natural gas and providing public access to CNG fuel for NGV owners.  19 

Additional state fuel tax, federal excise tax, and utility user taxes, which can vary by location, are 20 

also charged to customers.  Currently, there is a Sempra California Utilities-wide34 compression 21 

 
34  Sempra California Utilities-wide rate refers to the calculation of a single rate between SoCalGas and 

SDG&E for a customer class, before applying utility-specific adders, such as Franchise Fees and 
Uncollectibles.   
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rate adder across both SoCalGas and SDG&E.  Therefore, the compression rate adders for 1 

SoCalGas and SDG&E are nearly identical, with only a small difference due to differences in the 2 

Franchise Fees and Uncollectibles between the utilities.  3 

In this CAP, Applicants have updated the NGV compression rate adders to reflect current 4 

costs.  These costs are composed of a capital-related revenue requirement for public-access 5 

refueling equipment and a fully-loaded O&M-related revenue requirement.  The Sempra 6 

California Utilities-wide NGV compression rate adder is derived by dividing the combined 7 

SoCalGas and SDG&E compression cost revenue requirements by the combined demand 8 

forecast for compressed NGV volumes.35  The resulting NGV compression rate adders proposed 9 

for this TCAP term are $0.91453 per therm and $0.92010 per therm for SoCalGas and SDG&E, 10 

respectively. 11 

III. NONCORE RATE DESIGN 12 

A. Noncore Distribution Rates 13 

Applicants’ current distribution-level services for noncore C&I and electric generation 14 

(EG) customers are provided under Schedule GT-NC for SoCalGas and Schedules GTNC and 15 

EG for SDG&E.  The current noncore C&I rate design consists of a customer charge of $350 per 16 

month for both the utilities, four tiers of declining block volumetric rates for SoCalGas and a 17 

single tier volumetric rate for SDG&E.  For EG customers, there are Sempra California Utilities-18 

wide rates; small EG customers pay a $50 customer charge and a volumetric rate, and large EG 19 

customers pay a lower volumetric rate.  Neither SoCalGas nor SDG&E proposes any changes to 20 

the current methodology. 21 

 
35  The compressed NGV volumes are presented by witness Rose-Marie Payan (Chapter 3).  
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B. Transmission Level Service Rates 1 

Applicants’ current Sempra California Utilities-wide rates for transmission-level service 2 

customers are provided under Schedule GT-TLS for SoCalGas and Schedule TLS for SDG&E.  3 

The current rate design consists of a class-average volumetric rate option and a reservation rate 4 

option for customers served from the transmission system.  Neither SoCalGas nor SDG&E 5 

proposes any changes to the current methodology. 6 

IV. OTHER PROPOSALS 7 

A. Updated Allocation of Self Generation Incentive Program (SGIP) Funds 8 
Based on Program Participation  9 

The last TCAP decision, in Ordering Paragraph 9, ordered Applicants to allocate SGIP 10 

costs using a hybrid method by allocating half of the SGIP costs to the host customer classes and 11 

the other half to the receiving customer classes.  Tables 10 and 11 below show the current SGIP 12 

cost allocation percentages and the proposed updated SGIP cost allocation percentages based on 13 

the recent three years’ program participation across customer classes for SoCalGas and SDG&E, 14 

respectively.   15 
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Table 10: SoCalGas SGIP Cost Allocation 
SoCalGas SGIP Cost Allocation 

Class Recent 3 Year Total Incentives Paid 
Proposed % 
Allocation 

Current % 
Allocation 

Residential  $                                            9,973,556  37.1% 8.3% 
Core C&I  $                                          11,530,507  42.9% 34.0% 
NonCore EG  $                                            4,557,683  16.9% 40.0% 
NonCore C&I  $                                               838,662 3.1% 17.7% 
Other Core $0  0.0% 0.0% 
Total $26,900,409  100.0% 100.0% 

 

Table 11: SDG&E SGIP Cost Allocation 

SDG&E Customer Class 
Recent 3 Year Total 

Incentives Paid Proposed % Allocation 
Current % 
Allocation 

Residential  $                                  13,464,818  62% 12% 
Core C&I  $                                    7,525,459  35% 68% 
NonCore EG  $                                       563,386  3% 20% 
Grand Total  $                                  21,553,664  100% 100% 
        

B. New Regulatory Accounts  1 

1. Balancing Plus Services Memorandum Account (BPSMA) 2 

As discussed in Chapter 6 (Ahmed), SoCalGas is proposing to establish the Balancing 3 

Plus Services Memorandum Account (BPSMA).  The purpose of the BPSMA is to record 4 

incremental revenues charged to customers for the Balancing Plus Service.  SoCalGas proposes 5 

to allocate the BPSMA balance across customer classes based on each class’s share of average 6 

year throughput (i.e., equal cents per therm), the same method currently used for allocating 7 

storage load balancing costs.  8 

2. San Joaquin Valley Disadvantaged Communities Balancing Account 9 
(SJVDACBA) 10 

Pursuant to Decision 18-12-015, SoCalGas submitted Advice Letter (AL) 5414 to 11 

establish the San Joaquin Valley Disadvantaged Communities Balancing Account (SJVDACBA) 12 
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to record costs associated with the SJVDAC’s pilot projects.  The SJVDACBA has two 1 

subaccounts: (i) To-The-Meter (TTM) subaccount to record the revenue requirement associated 2 

with all TTM costs for recovery in transportation rates; and (ii) Beyond-The-Meter (BTM) 3 

subaccount to record BTM non-leveraged costs for recovery in Public Purpose Program (PPP) 4 

surcharge rates.  SoCalGas submitted AL 5414-A replacing AL 5414 in its entirety to propose to 5 

use the equal percent of authorized margin (EPAM)36 methodology to amortize the 6 

SJVDACBA.  California Public Advocates’ Office protested the use of EPAM and suggested the 7 

use of equal cents per therm (ECPT)37 method.  Resolution E-5055 addressed the protest but 8 

decided that the issue of whether EPAM or ECPT method is the appropriate cost allocation 9 

method for recovering SJVDAC pilot costs should be addressed in SoCalGas’ next cost 10 

allocation proceeding.  In this proceeding, SoCalGas is proposing to use the ECPT method to 11 

amortize the balance in SJVDACBA.   12 

This concludes my prepared direct testimony.  13 

 
36  Under EPAM method, each customer class pays its share of authorized margin.  
37  Under ECPT method, each customer class pays its share of average-year gas usage.   
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V. QUALIFICATIONS 1 

My name is Michael Foster. My business address is 555 West Fifth Street, Los Angeles, 2 

California, 90013-1011.   3 

I am employed by SoCalGas as the Rate Design and Demand Forecasting Manager 4 

within the CPUC/Federal Energy Regulatory Commission (FERC) Gas Regulatory Affairs 5 

Department, which supports gas regulatory activities of both SoCalGas and SDG&E. I have been 6 

employed with the Companies since December 2001. I have held my current position managing 7 

the rates and demand forecasting groups since February 2023. Previously, I held various 8 

positions of increasing responsibility, most recently as a Principal Economic Advisor for the gas 9 

Rate Design function for both SoCalGas and SDG&E, from December 2016 through February 10 

2023.   11 

I received a Bachelor of Arts degree in Economics from the University of California, 12 

Santa Barbara in 1995 and a Master of Business Administration degree from the Darden School 13 

of Business at the University of Virginia in 2000.  14 

I have previously testified before the Commission.  15 
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C-1 

In D.17-09-035, the Commission defines marginal customer cost as the cost of providing 

service to an additional customer.38  The Commission also identifies that “[n]ew connections 

costs are composed of costs associated with the investment required to provide access to a new 

customer . . .”39  Algebraically, this can be expressed in basic marginal cost definition as follows:  

𝑀𝑀𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎 𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑎𝑎 𝑐𝑐𝑎𝑎𝑐𝑐𝑎𝑎𝑐𝑐𝑎𝑎𝑎𝑎 𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐 =
∆ 𝑎𝑎𝑎𝑎 𝑐𝑐𝑐𝑐𝑐𝑐𝑎𝑎𝑎𝑎 𝑐𝑐𝑎𝑎𝑐𝑐𝑎𝑎𝑐𝑐𝑎𝑎𝑎𝑎 𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐

∆ 𝑎𝑎𝑎𝑎 𝑐𝑐𝑎𝑎𝑐𝑐 𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑐𝑐𝑎𝑎𝑐𝑐𝑎𝑎𝑎𝑎𝑎𝑎 𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑎𝑎
 

Marginal cost is defined for small additional units, in this case gas service to an 

additional customer.  This is precisely how the Rental method calculates marginal customer 

capital cost.  Trying to express the NCO method algebraically shows that it is inconsistent with 

the basic definition of marginal cost: 

𝑁𝑁𝑁𝑁𝑁𝑁 𝑐𝑐𝑐𝑐𝑐𝑐ℎ𝑐𝑐𝑎𝑎 𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑎𝑎 𝑐𝑐𝑎𝑎𝑐𝑐𝑎𝑎𝑐𝑐𝑎𝑎𝑎𝑎 𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐 =
∆ 𝑎𝑎𝑎𝑎 𝑐𝑐𝑐𝑐𝑐𝑐𝑎𝑎𝑎𝑎 𝑐𝑐𝑎𝑎𝑐𝑐𝑎𝑎𝑐𝑐𝑎𝑎𝑎𝑎 𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐 𝑓𝑓𝑐𝑐𝑎𝑎 𝑎𝑎𝑎𝑎𝑎𝑎 𝑎𝑎𝑐𝑐𝑛𝑛 𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑎𝑎𝑐𝑐

𝑎𝑎𝑎𝑎𝑎𝑎 𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑎𝑎𝑐𝑐 (𝑐𝑐𝑒𝑒𝑎𝑎𝑐𝑐𝑐𝑐𝑎𝑎𝑎𝑎𝑎𝑎 𝑎𝑎𝑎𝑎𝑎𝑎 𝑎𝑎𝑐𝑐𝑛𝑛)
 

As the above equation shows, the denominator captures all customers, not a change in the 

number of customers, let alone change in one additional customer.  NCO is an average cost 

method, not a marginal cost method. If the Commission is seeking to determine a true marginal 

customer cost, it must reject the NCO method, as it does not calculate the cost of providing 

service to an additional customer.   

 
38  See D.17-09-035 at 18, n.29.  See also D.92-12-058 at 11 and 38.  
39  D.17-09-035 at 55 (FOF 9).  
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a. Adjusted Rental Methods  

In A.16-06-013, the Commission’s Energy Division proposed two alternative methods by 

adjusting marginal capital-related customer cost derived by the Rental method: Adjusted Rental 

Method 1 (ARM1) and Adjusted Rental Method 2 (ARM2).40   

As a conceptual matter, underlying the proposed Adjusted Rental methods, and the notion 

that they would produce legitimate marginal capital cost, renowned Economist Alfred Kahn was 

quoted as a supporting source.  The quote states in part, “ . . . marginal cost is the cost of 

producing one more unit; it can equally be envisaged as the cost that will be saved by producing 

one less unit.”41  This quote was applied in the context of marginal customer related cost as “ . . . 

marginal cost is the cost of connecting one more customer; it can equally be envisaged as the 

cost that would be saved by connecting one fewer customer.”42  This application of Dr. Kahn’s 

quote leads to the belief that neither the Rental nor the NCO method satisfied the basic symmetry 

property of marginal cost in that “[t]he cost of a new hookup (embodied in both methods) is not 

the same as the cost saved due to a permanent loss of an existing customer hookup.”43   

The rationale appears to be that since the cost of a new hookup is not the same as the cost 

saved due to a permanent loss of an existing customer, and the fact that both Rental and NCO 

methods rely on new hookup costs only, these methods are not appropriately calculating capital-

related marginal customer costs.  Accordingly, in such situations one must somehow include 

 
40  The ARM1 and ARM2 methods are being addressed here because I am providing an illustrative 

analysis guided by the directives articulated by the Commission in D.17-09-035 for electric utilities 
should they propose a fixed customer charge.  I am not suggesting that Energy Division is a party to 
this TCAP or that ARM1 and ARM2 methods are being proposed in this proceeding. 

41  See Energy Division Staff Proposal on Adjusted Rental Method for Marginal Customer Cost in 
PG&E GRC Phase 2 (A.16-06-013) Second Fixed Cost Workshop (November 2, 2016), Appendix B 
at 2, available at: https://docs.cpuc.ca.gov/PublishedDocs/Efile/G000/M170/K336/170336343.PDF.  

42  Id.  
43  Id. at 6.  

https://docs.cpuc.ca.gov/PublishedDocs/Efile/G000/M170/K336/170336343.PDF
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both the cost of new hookup and the cost saved due to a permanent loss of an existing customer 

to derive appropriate capital-related customer cost. 

In fact, Dr. Kahn does not discuss any such symmetry property of marginal cost.  To 

provide the proper context of Dr. Kahn’s discussion of marginal cost, I provide from Dr. Kahn’s 

book the expanded quote: 

 . . . marginal cost is the cost of producing one more unit; it can equally be envisaged 

as the cost that would be saved by producing one less unit.  Looked at the first way, 

it may termed incremental cost—the added cost of (a small amount of) incremental 

output.  Observed the second way, it is synonymous with avoidable cost—the cost 

that would be saved by (slightly) reducing output.  (Although these three terms are 

often used synonymously, marginal cost, strictly speaking, refers to the additional 

cost of supplying a single, infinitesimally small additional unit, while “incremental” 

and “avoidable” are sometimes used to refer to the average additional cost of a finite 

and possibly a large change in production or sales.)  Why does the economist argue 

that, ideally, every buyer ought to pay a price equal to the cost of supplying one 

incremental unit?44   

Clearly, Dr. Kahn does not state or imply that the cost of producing one more unit must 

equal the cost that would be saved by producing one less unit.  The last sentence in the quote is 

consistent the with definition of capital-related customer cost as the capital cost of one additional 

hookup.  The cost of providing access to an additional customer will be different than the cost 

saved due to removing access to an existing customer.   

 
44  Kahn, Alfred E., The Economics of Regulation, Principles and Institutions, The MIT Press, 

Cambridge, Massachusetts and London, England, 1988, at 65-66.  
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Mathematically, I attempt to show why ARM1 and ARM2 would not produce a true 

marginal cost result.   

i. ARM1 

ARM1 is mathematically depicted as follows:  

𝐴𝐴𝐴𝐴𝑀𝑀1 𝑀𝑀𝑁𝑁𝐴𝐴𝑁𝑁 = 𝑎𝑎1 ∗ 𝐴𝐴𝑐𝑐𝑎𝑎𝑐𝑐𝑎𝑎𝑎𝑎 𝑀𝑀𝑁𝑁𝐴𝐴𝑁𝑁                                (1) 

Where,45 

𝑎𝑎1 =
𝑇𝑇𝑇𝑇𝑀𝑀 𝑎𝑎𝑎𝑎𝑐𝑐𝑐𝑐 𝑏𝑏𝑎𝑎𝑐𝑐𝑐𝑐 𝑣𝑣𝑎𝑎𝑎𝑎𝑐𝑐𝑐𝑐

𝑇𝑇𝑇𝑇𝑀𝑀 𝑎𝑎𝑐𝑐𝑐𝑐𝑎𝑎𝑎𝑎𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑎𝑎𝑐𝑐 𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐 𝑎𝑎𝑐𝑐𝑛𝑛 𝑣𝑣𝑎𝑎𝑎𝑎𝑐𝑐𝑐𝑐
   

The ARM1 method adjusts the Rental capital-related marginal customer cost downward 

by an adjustment factor (r1) which the ratio of system-wide TSM rate base value to all TSM 

(existing and new) valued at the Rental method capital-related marginal customer cost.  Energy 

Division proposed this adjustment factor to be at the system level; however, at least 

conceptually, it is more appropriate to develop this adjustment factor using residential TSMs 

only since our focus here is on residential TSM marginal cost.  For the analysis below, I assume 

that the adjustment factor is based on residential TSMs only, not system-wide TSMs.  The Rental 

MCAC in the equation (1) above can be rewritten as:  

𝐴𝐴𝑐𝑐𝑎𝑎𝑐𝑐𝑎𝑎𝑎𝑎 𝑀𝑀𝑁𝑁𝐴𝐴𝑁𝑁 = 𝑇𝑇𝑇𝑇𝑀𝑀 𝑎𝑎𝑐𝑐𝑐𝑐𝑎𝑎𝑎𝑎𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑎𝑎𝑐𝑐 𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐 𝑎𝑎𝑐𝑐𝑛𝑛 𝑣𝑣𝑎𝑎𝑎𝑎𝑐𝑐𝑐𝑐 ∗ (
𝐴𝐴𝑅𝑅𝑁𝑁𝑁𝑁

𝐴𝐴𝑎𝑎𝑎𝑎 𝑎𝑎𝑐𝑐𝑐𝑐𝑎𝑎𝑎𝑎𝑐𝑐𝑎𝑎𝑐𝑐𝑎𝑎𝑎𝑎𝑎𝑎 𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑎𝑎𝑐𝑐
)        (2) 

Plugging in this expression for Rental MCAC into ARM1 in equation (1) above result in:  

 
45  MCAC is the capital-related component of marginal customer access cost, r1 is a system value and 

not customer-class specific, TSM is final line transformer, service drop and meter, replacement cost 
new value is the rental calculation (before RECC is applied) summed over all the Utilities’ customers, 
and RECC is real economic carrying cost.  Note: O&M are added after MCAC is calculated for both 
ARM1 MCAC and ARM2 MCAC. 
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𝐴𝐴𝐴𝐴𝑀𝑀1 𝑀𝑀𝑁𝑁𝐴𝐴𝑁𝑁 = �
𝑇𝑇𝑇𝑇𝑀𝑀 𝑎𝑎𝑎𝑎𝑐𝑐𝑐𝑐 𝑏𝑏𝑎𝑎𝑐𝑐𝑐𝑐 𝑣𝑣𝑎𝑎𝑎𝑎𝑐𝑐𝑐𝑐

𝑇𝑇𝑇𝑇𝑀𝑀 𝑎𝑎𝑐𝑐𝑐𝑐𝑎𝑎𝑎𝑎𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑎𝑎𝑐𝑐 𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐 𝑎𝑎𝑐𝑐𝑛𝑛 𝑣𝑣𝑎𝑎𝑎𝑎𝑐𝑐𝑐𝑐
� ∗ 𝑇𝑇𝑇𝑇𝑀𝑀 𝑎𝑎𝑐𝑐𝑐𝑐𝑎𝑎𝑎𝑎𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑎𝑎𝑐𝑐 𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐 𝑎𝑎𝑐𝑐𝑛𝑛 𝑣𝑣𝑎𝑎𝑎𝑎𝑐𝑐𝑐𝑐

∗ (
𝐴𝐴𝑅𝑅𝑁𝑁𝑁𝑁

𝐴𝐴𝑎𝑎𝑎𝑎 𝑎𝑎𝑐𝑐𝑐𝑐𝑎𝑎𝑎𝑎𝑐𝑐𝑎𝑎𝑐𝑐𝑎𝑎𝑎𝑎𝑎𝑎 𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑎𝑎𝑐𝑐
)                                                                          (3) 

Cancelling the TSM replacement cost new value in the numerator and the denominator in 

equation (3) leads to:  

𝐴𝐴𝐴𝐴𝑀𝑀1 𝑀𝑀𝑁𝑁𝐴𝐴𝑁𝑁 = 𝑇𝑇𝑇𝑇𝑀𝑀 𝑎𝑎𝑎𝑎𝑐𝑐𝑐𝑐𝑏𝑏𝑎𝑎𝑐𝑐𝑐𝑐 𝑣𝑣𝑎𝑎𝑎𝑎𝑐𝑐𝑐𝑐 ∗
𝐴𝐴𝑅𝑅𝑁𝑁𝑁𝑁

𝐴𝐴𝑎𝑎𝑎𝑎 𝑎𝑎𝑐𝑐𝑐𝑐𝑎𝑎𝑎𝑎𝑐𝑐𝑎𝑎𝑐𝑐𝑎𝑎𝑎𝑎𝑎𝑎 𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑎𝑎𝑐𝑐
               (4) 

ARM1 is supposed to reflect an adjustment to new connection cost under the Rental 

method with the adjustment being “correction” to the Rental method for violating the “basic 

symmetry property” of marginal cost.  However, equation (4) shows that ARM1 new connection 

cost does not depend on new connection cost at all; rather, it depends on the rate base value of 

residential TSMs attributable to all past customer hookups.  ARM1, therefore, is a backward-

looking embedded cost method, not a forward-looking marginal cost method.  In D.17-09-035, 

the Commission made it clear that new connection costs are forward-looking.46   

ii. ARM2 

ARM2 is mathematically depicted as follows:  

𝐴𝐴𝐴𝐴𝑀𝑀2 𝑀𝑀𝑁𝑁𝐴𝐴𝑁𝑁 = 𝑎𝑎2 ∗ 𝐴𝐴𝑐𝑐𝑎𝑎𝑐𝑐𝑎𝑎𝑎𝑎 𝑀𝑀𝑁𝑁𝐴𝐴𝑁𝑁                                (5) 

where, 

𝑎𝑎2 = 𝑇𝑇𝑇𝑇𝑇𝑇 𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟 𝑟𝑟𝑐𝑐𝑐𝑐𝑟𝑟 𝑟𝑟𝑟𝑟𝑛𝑛 𝑣𝑣𝑟𝑟𝑟𝑟𝑣𝑣𝑟𝑟 𝑟𝑟𝑟𝑟𝑐𝑐𝑐𝑐 𝑑𝑑𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑑𝑑𝑟𝑟𝑟𝑟𝑑𝑑𝑐𝑐𝑟𝑟
𝑇𝑇𝑇𝑇𝑇𝑇 𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟 𝑟𝑟𝑐𝑐𝑐𝑐𝑟𝑟 𝑟𝑟𝑟𝑟𝑛𝑛 𝑣𝑣𝑟𝑟𝑟𝑟𝑣𝑣𝑟𝑟

  ,  

The ARM2 method adjusts the Rental capital-related marginal customer cost downward 

by an adjustment factor (r2) which the ratio of TSM replacement cost new value less 

 
46  See D.17-09-035 at 17, Table 1.  
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depreciation to TSM replacement cost new value.  Again, this adjustment factor is proposed to 

be at the system level.  As with ARM1, it is more appropriate to develop this adjustment factor 

using residential TSMs only since our focus here is on residential TSM marginal cost.  Using 

similar steps described for ARM1 above, the ARM2 can be rewritten, assuming the r2 

adjustment factor should be based on residential TSMs, not system-wide TSMs, as follows:   

𝐴𝐴𝐴𝐴𝑀𝑀2 𝑀𝑀𝑁𝑁𝐴𝐴𝑁𝑁 = 𝑇𝑇𝑇𝑇𝑀𝑀 𝑎𝑎𝑐𝑐𝑐𝑐𝑎𝑎𝑎𝑎𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑎𝑎𝑐𝑐 𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐 𝑎𝑎𝑐𝑐𝑛𝑛 𝑎𝑎𝑐𝑐𝑐𝑐𝑐𝑐 𝑎𝑎𝑐𝑐𝑐𝑐𝑎𝑎𝑐𝑐𝑐𝑐𝑎𝑎𝑎𝑎𝑐𝑐𝑎𝑎𝑐𝑐𝑎𝑎

∗
𝐴𝐴𝑅𝑅𝑁𝑁𝑁𝑁

𝐴𝐴𝑎𝑎𝑎𝑎 𝑎𝑎𝑐𝑐𝑐𝑐𝑎𝑎𝑎𝑎𝑐𝑐𝑎𝑎𝑐𝑐𝑎𝑎𝑎𝑎𝑎𝑎 𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑎𝑎𝑐𝑐
                                         (6) 

While ARM2 still requires the calculation of Rental capital-related marginal customer 

cost, lowering this marginal cost by an adjustment representing depreciation costs attributable to 

all past customer hookups violates the concept that new connection cost should be forward-

looking.   

As discussed above, the proposed adjustment to Rental method-based new connection 

cost to retain the so-called basic symmetry property of marginal cost is unsupported.  

Additionally, as demonstrated above, ARM1 simply depends on backward-looking rate base 

value, and, hence, an embedded cost method.  By adjusting Rental method-based new connection 

cost using backward-looking depreciation, ARM2 does not portray a forward-looking concept of 

marginal cost.  Therefore, if the Commission is seeking a true marginal cost, the Adjusted Rental 

methods would not produce this result.   
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