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PREPARED DIRECT TESTIMONY 

OF DEBRA L. REED 

ON BEHALF OF SOCALGAS 

I. Introduction 

Southern California Gas Company (SoCalGas) is committed to providing our 

customers with safe, reliable natural gas service, and planning for their long-term natural 

gas service needs. These overarching goals require us to plan, build and maintain our 

transmission, distribution, and storage facilities to provide high levels of service to all 

customers. This Application presents our forecast of the resources we will need during 

Test Year 2008 (TY08) to meet the challenges of responding to changing conditions in 

the commodity markets, environmental and safety regulation, and the increasing diversity 

of our growing customer base. 

SoCalGas' natural gas business remains complex with changing market 

conditions including a domestic natural gas production decline, proposals to site new 

LNG terminals that would deliver supplies into our system (with associated 

interconnection and infrastructure issues), and volatile natural gas prices. While 

SoCalGas provides procurement service only to core customers, our goal is to provide all 

of our customers with access to diverse sources of natural gas supply so they have 

options for commodity purchases. Therefore, we seek to maintain and reinforce the 

facilities necessary to keep up with customer growth and ensure our customers have 

access to reliable delivery from an increasing number of supply sources. 

SoCalGas' TY08 revenue requirement request also recognizes the price increases 

our customers are facing -- for everything from increased gasoline prices to increased 

housing costs- -- and attempts to moderate requested rate increases. We have increased 

our focus in areas where we believe we can deliver the greatest value to customers. This 

focus is reflected in the requested increases in our proposed Test Year incremental O&M 

expenses dedicated to customer service, reliability, system growth, and technology. 

Nonetheless, we are facing substantial increases in our cost of doing business due 

to many of the same issues affecting our customers -- issues like gasoline cost increases, 

rent increases, contractor labor cost increases and substantial increases in costs for 
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materials, such as pipe (driven by escalating steel and resin costs). In addition, we are 

incurring upward pressures in our costs due to the condition and age of our infrastructure; 

pipeline relocations and locate and mark activities necessitated by the infrastructure 

replacement activities of others; accelerated customer growth; substantially increased 

regulatory requirements; wage increases; and hiring, training and benefit costs that are 

necessary to maintain a skilled workforce. 

It is with this background that I present SoCalGas' TY08 GRC Application and 

revenue requirement forecast. Through our testimony, SoCalGas witnesses will identify 

the critical drivers that are causing our costs to rise above what current rates can 

adequately recover. I will review the major components of our Application that will 

provide SoCalGas with the revenues necessary to meet these challenges. Finally, I 

address the policy basis supporting our recommended post-test-year (PTY) ratemaking 

framework and performance-based incentive mechanisms. 

11. Responsibilities and Challenpes 

Many of the same issues that were presented in our Test Year 2004 Cost of 

Service application continue to be challenges today. SoCalGas continues to serve a 

greater number of customers. In 2008, SoCalGas expects to serve about 201,000 more 

customers than in 2005. This four percent increase in customers will not only require 

new distribution pipe, service pipe, and meters to the new customers, but in many cases it 

will require upgrades to older existing infrastructure or installation of substantial new 

pipeline networks to serve development in outlying areas. Furthermore, the costs to 

upgrade or replace infrastructure have grown as the Southern California area becomes 

more densely populated, traffic (and driving times) increase, and regulations limit work 

schedules and drive up installation costs. 

Also, as is discussed in the testimony of Mr. Rendler, many components of 

SoCalGas' infrastructure are near the end of their useful lives, and must either be 

replaced or require increasing maintenance. The need to replace, upgrade, and expand 

infrastructure is a familiar theme in today's California economy. The Governor 

identified very similar challenges with respect to our schools, hospitals, highways and 
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mass transit. Pacific Gas & Electric Company (PG&E), Southern California Edison 

Company (SCE), and San Diego Gas & Electric Company (SDGBrE) all are experiencing 

similar issues as assets put in place 40-60 years ago are nearing the end of their useful 

lives. In addition, Mr. Rendler testifies, as State and local governments replace their 

infrastructure assets, it creates added costs for SoCalGas to provide locate and mark 

services and to relocate pipelines to make way for infrastructure installations by others. 

We also face external challenges driven by new regulatory requirements designed 

to ensure our customers have reliable, reasonably-priced, and environmentally-sound 

energy supplies, such as the Pipeline Integrity rule imposed by the Department of 

Transportation (DOT) through its Pipeline and Hazardous Materials Safety 

Administration (PHMSA). The DOT Pipeline Integrity rules and resulting cost increases 

are discussed by Mr. Rivera. 

The costs of goods and services that we must acquire to provide utility services 

have also been growing. Some are common to the natural gas industry, such as the large 

increase in steel prices and more recently in oil-based products. Others are greater due to 

our operations being in California, such as the significant increase in the price of 

insurance, including medical insurance for our employees, as addressed by Ms. Rowland 

in her testimony. Likewise, the large rise in the cost of housing over the last five years in 

Southern California has made the cost of living in California significantly higher 

compared to most other parts of the United States. This fact has made it more difficult to 

attract and retain employees, whose skills are easily transferable to gas utilities outside 

Southern California. SoCalGas has experienced recent price increases from its 

construction contractors, likely attributable in part to these same phenomena. 

Lastly, the increasingly diverse customer population coupled with higher energy 

commodity costs has led SoCalGas to propose increased spending to better communicate 

with customers regarding volatile natural gas prices, payment options, available programs 

and services, and special needs programs, such as the medical baseline. Additionally, 

with the retirement of many of our experienced employees, we must recruit new 

employees and provide them with necessary training -- not only to replace the skills and 

experience we will be losing, but also to expand their skill set to be able to address 
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complex regulations, use increasingly complex technology and be able to effectively 

manage the diverse mix of customer needs. 

111. Maintaining a High Level of Service, Safety, and Reliabilitv at a Reasonable 
Cost - 

A. Performance Indicators 

SoCalGas is committed to providing its customers with quality service, and its 

employees with a safe work environment. As presented in the direct testimonies of 

Mr. Petersilia and Mr. Boland, its overall performance results in years 2001-2005 

demonstrate that SoCalGas has been successful in providing levels of overall 

performance that meet or exceed Commission standards. SoCalGas believes that this 

success is partially attributable to the mix of financial rewards and penalties SoCalGas 

has been provided to improve its performance. For this reason, SoCalGas proposes the 

continuation of performance incentives. As discussed in Mr. Boland's direct testimony, 

SoCalGas' 2005 safety performance was in the penalty range as established in D.05-03- 

023. In response to this, SoCalGas immediately began to look closely at what was 

causing the increase in injuries. SoCalGas leadership began in-depth dialogue with 

employees to gain a better insight on the issues and began to focus on creating a stronger 

safety culture, which we expect will improve our safety performance. The fact that 

SoCalGas was in the penalty range in 2005, demonstrates we must continue to strive to 

achieve improvements in employee safety. Mr. Boland's testimony provides more detail 

on this and the other matters discussed in this section. 

B. Rate Impacts 

With the high natural gas prices experienced over the past few years, the gas 

delivery cost is less than 40 percent of the total customer bill. The gas delivery costs 

being reviewed in this case are expected to increase transportation rates from 2006 levels. 

Based on current commodity prices, typical residential bills (customers using 50 therms 

per month) are expected to increase by 3.9 percent compared to current bills. Due to the 

moderate climate in southern California, gas consumption is relatively low on a per 

customer basis. Therefore, customer bills will remain low compared to other utilities in 
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the nation. The projected rate increases and residential bill impacts are discussed in more 

detail in the testimony of Ms. Smith. 

IV. Approval of SoCalGas' Test Year 2008 Request Will Provide SoCalGas With 
Sufficient Revenues to Meet Current Challenges 

A. Overview of challenges 

Several key drivers will have a significant affect on our costs. These drivers 

include: (1) higher rates of replacement and expansion of physical assets for the next few 

years to ensure safety and reliability of our pipeline system; (2) customer growth that is 

characterized by changing demographics and diversity; (3) public policy changes and 

mandates; (4) increased training costs as new employees replace experienced workers 

and new technologies are deployed; (5) SoCalGas' more complex role in meeting the 

needs of an increasingly diverse customer population; and, (6) external cost increases 

outside SoCalGas' control, such as increases in the cost of materials and supplies used to 

produce and deliver services and increases in medical costs. 

The sections that follow provide a high level overview of those areas where the 

above factors create the largest need for an increased revenue requirement. 

B. Infrastructure Requirements 

As is discussed in the testimony of Mr. Rendler, the growth of our system reflects 

general economic and demographic cycles. Since growth has been uneven, reflecting 

these cycles, investment in some periods exceeds others. The period between 1950 and 

1970 was boom period, with the population of the Southern California Gas service area 

almost doubling from 5.8 million to 1 1.4 million people, greatly exceeding the decades 

before. In that era of rapid population and economic growth, we installed the 

infrastructure required to meet the increasing demand for natural gas. As a result, 

SoCalGas has a large pipeline and related infrastructure inventory that spans nearly 100 

years. SoCalGas must replace or upgrade infrastructure when condition and expected 

reliability warrants. The chart below based on information in the testimony of Mr. 

Rendler, Mr. Rivera, and Mr. Taylor shows the amount of pipe of various vintages. 
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The condition of these pipeline facilities has led to an increase in capital spending 

related to replacement of distribution facilities (including meters and regulators) and 

increased O&M expense related to maintenance of main and service facilities that is 

discussed in the testimony of Mr. Rendler and Mr. Petersilia. Mr. Rendler also discusses 

why, because of the infrastructure replacement activities of others (including state and 

local governments facing similar aging infrastructure issues), O&M expenses related to 

locate and mark activities are expected to increase and distribution capital spending for 

pipeline relocations is expected to increase significantly over 2005 levels. 

C. Customer Growth 

SoCalGas currently has about 94,000 miles of mains and services to serve its 5.4 

million customers. In the five-year period from 2001 to 2005, SoCalGas has added on 

average about 64,500 new customers per year. Each additional customer increases the 

amount of SoCalGas' distribution infrastructure (e.g., pipeline mains, services, regulator 

stations, and meter set assemblies) that must be installed. Mr. Rendler's testimony 

discusses why this is a major driver of capital spending. 
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Customer growth also leads to a similar increase in O&M costs as more pipeline 

mains, services, regulator stations, and meter set assemblies must be maintained. This 

work includes leak surveys, leak repairs, maintenance on mains and services, application 

of corrosion control measures, valve maintenance, regulator station maintenance, 

monitoring of meter accuracy, checking for odorant, and marking the location of buried 

pipes to avoid damage caused from digging by others. In addition, there is a variety of 

supporting work that is necessary to complete the field work. Details on the increase in 

distribution O&M costs that result from customer growth are addressed in Mr. Rendler's 

testimony. 

The addition of new customers will also increase the demand for services 

provided by the utility. As detailed in the testimony of Mr. Petersilia, SoCalGas 

anticipates increasing expenses for customer requests for field service. The entire range 

of services will be impacted, including establishing service for customers moving into 

new facilities; inspecting, cleaning, repairing and/or adjusting customer-owned 

appliances; investigating and stopping gas leaks on customer premises; and investigating 

and resolving high bill inquiries. Mr. Petersilia also details the associated cost increases 

in the Call Center to handle inquiries and scheduling of appointments. Lastly, he outlines 

the added costs for billing, including meter reading, producing and mailing customer 

bills, processing payments, and credit and collections activities. 

D. Regulatory and Environmental Requirements 

The construction, operation and maintenance of SoCalGas' pipeline system 

requires interaction and compliance with numerous Federal, State and local agencies. 

These agencies continue to impose new and often more stringent operating conditions. 

For example, State agencies are promoting adoption of rules that will impact the 

requirements for locating and marking of pipeline facilities, and Federal requirements 

will require more frequent observation and evaluation of field workforce skills. The cost 

of complying with these requirements is discussed in Mr. Rendler's testimony. 

In December 2002, the Pipeline Safety Improvement Act of 2002 was signed into 

law. As a result of this law, the Department of Transportation through its Pipeline and 
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Hazardous Materials Safety Administration (PHMSA) has and is continuing to issue new 

regulations that govern gas pipeline safety. The transmission pipeline integrity rule 

became effective January 2004, and requires gas utilities to take actions to address 

integrity concerns before pipeline incidents occur. To comply with these new 

requirements, SoCalGas has initiated an integrity management plan. The capital and 

O&M costs related to this program are significant, with the O&M costs expected to 

increase significantly over 2005 spending levels. 

In addition, PHMSA is in the process of initiating a rule making that would apply 

pipeline integrity principles to SoCalGas' 94,000 miles of mains and services by the test 

year. Projected capital and O&M costs for compliance with a gas distribution pipeline 

safety program have been forecast. The SoCalGas pipeline integrity program and its 

associated forecast in costs are fully described in the testimony of Mr. Rivera. 

As described in the testimony of Mr. Krumvieda and other witnesses, including 

Mr. Rendler, SoCalGas must comply with numerous environmental statutes, regulations, 

and ordinances governing its facilities and operations. Changing environmental 

regulations add to the complexity of operations and (both directly and indirectly) increase 

costs. For example, new water quality requirements have been imposed over the last few 

years that require SoCalGas to increase storm water program oversight and management. 

Changes in municipal storm water and grading ordinances will increase utility 

inspections, monitoring, and reporting requirements. In addition, The Regional Water 

Quality Control Board will require SoCalGas to survey, monitor and self-regulate access 

roads for streambed crossings and potential storm water erosion and sedimentation issues. 

SoCalGas also faces increased complexity of natural resource mitigation measures on 

smaller, daily maintenance projects and increased inclusion of our facilities in federal 

Endangered Species Critical Habitat areas. 

SoCalGas must also comply with a number of regulations affecting the 

acquisition and operation of its fleet vehicles. Regulations will require SoCalGas to 

reduce diesel particulate matter and nitrogen oxide emissions on pre-2007 vehicles. As 

discussed in Mr. Rendler's testimony, SoCalGas must undertake daily compliance 

monitoring, recordkeeping and reporting, implementation of compliance programs and 

provide training resulting from new or modified compliance requirements. In short, 
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