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CHAPTER 12

PREPARED TESTIMONY OF MICHAEL FOSTER

(Rate Design)
I PURPOSE

The purpose of my testimony 1s to present the illustrative 2027-2029 natural gas
transportation rates of Southern Califorma Gas Company (SoCalGas) and San Diego Gas &
Electric Company (SDG&E) (collectively, Applicants). These proposed rates reflect revisions to
present rates based on Applicants’ cost allocation proposals in this proceeding to allocate each
utility’s authorized base margin' across customer classes, as well as the demand forecast
proposals 1 this proceeding to determine rates. Applicants’ various cost allocation proposals,
based on updated cost studies, are described by witness M. Michelle Dandnidge (Chapter 1,
Storage), Frank Seres and Marjorie Schnudt-Pines (Chapter 8, Embedded Costs) and Marjone
Schnudt-Pines (Chapter 9, Long Run Marginal Costs). Applicants’ demand forecast proposals
are consolidated by witness E. Martinez (Chapter 5). Finally, Applicants propose a three-year
cost allocation proceeding (CAP) cycle.

A Overview of Rate Design

Applicants’ rate design methodology starts with the proposed allocated base margin and
then incorporates the integration of the local transmission system costs for the two utilities, 2

along with the unbundling of the Backbone Transportation Service (BTS) costs.* Additionally,

! 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.

3 BTS costs represent the costs of SoCalGas’s and SDG&E s backbone transmission service from the
Southem Califormia border receipt points to SoCalGas’s Citygate.
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Applicants’ rate design methodology recovers in rates all relevant Commuission-authorized non-
base margin costs during the cost allocation time honizon. These non-base margin costs include,
but are not limited to, unaccounted-for gas (UAF),* company-use fuel, regulatory account
balances (over-or-under collections), and any additional revenue requirements authorized by the
Commission in proceedings outside the GRC.

Cost causation principles are described in the testimony of Frank Seres and Marjorie
Schnudt-Pines (Chapter 8) as follows, “Allocating cost based on identifying which customers or
customer groups are responsible for specific utility costs. Establishing a clear, causal link
between customer usage patterns and the resulting utility expenses ensuring equitable rate-setting
practices.”

B. Non-Margin Cost Allocation and Rate Design Proposals

Except as noted below, the methods employed to develop and allocate non-margin costs
are consistent with those adopted in the 2024 Cost Allocation Proceeding (CAP) decision, (D.)
24-07-009. Ths teshimony incorporates the following rate design and non-margin cost allocation
proposals 1n this proceedng:

(1) Retain SoCalGas’s current $5 per month residential non-CARE fixed
customer charge n 2027, and then phase-in increases in customer charge (and
commensurate decreases in volumetric rates) from $5 to $12 1 2028, and

from $12 to $20 in 2029 (the corresponding proposed effective residential

4 As described by witness Eduardo Martinez (Chapter 5), UAF gas 1s the difference between total
receipts into SoCalGas’s and SDG&E s respective service territonies and total deliveries within
SoCalGas’s and SDG&E's respective service territories over a specified peniod.
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CARE fixed customer charges are consideration of the CARE discount are $4,
$6 and $10 in 2027, 2028, and 2029 respectively);®

(2) Retain SDG&E’s current residential non-CARE minimum bill of $4 per
customer per month 1 2027 through 2029 (the corresponding residential
CARE minimum bill would be $3.20 per month);

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

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

(5) Eliminate the Gas Air Conditioning tanff and rate; and

(6) Propose a three-year CAP cycle.

C. Illustrative 2027-2029 Rates

The allocated non-margin costs are added to the allocated base margin costs to derive the
allocated transportation revenue requirement by customer class. The allocated transportation
revenue requirements by customer class become the starting point for the development of rates
for each customer class.

Applicants propose a three-year CAP cycle. As such, Applicants have used three-year
average gas demand forecasts (2027 through 2029) for allocating costs across customer classes,
as described 1n the testmony of Marjorie Schnudt-Pines and Frank Seres (Chapter 8). Likewise,
for calculating rates proposed in this CAP, Applicants have used three-year average gas demand

forecasts.

Fixed customer charges are often discussed 1n this testimony as a monthly charge for convenience; in
practice, fixed customer charges are billed as a per-meter per-day charge, which 1s denived from the
monthly proxy. For example_ a $5 per month fixed customer charge 1s billed as $0.16438 per-meter
per-day ($5 per month * 12 months / 365 days).
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Table MF-1 and Table MF-2 below show, respectively, SoCalGas’s and SDG&E’s
normalized class average transportation rates as of September 1, 2025° and illustrative 2027,
2028 and 2029 class average rates proposed i this proceeding ?

Present and normalized September 2025 rates reflect the cost allocation results and gas
demand forecasts adopted in Applicants’ 2024 CAP decision. Applicants will implement the
resulting updated rates on January 1, 2027. Proposed 2027 rates reflect a new set of updated cost
studies and gas demand forecasts proposed i this CAP. Except for the updated cost studies, the
2027-2029 rates are based on the base margins and regulatory account balances as i present
rates. As discussed by witnesses Eduardo Martinez (Chapter 3), Robert Fiola (Chapter 4) and
Eduardo Martinez (Chapter 5), the Applicants’ gas demand forecast 1s generally dechmng for
customer classes relative to the forecasts adopted in the 2024 CAP. Applicants® 2027-2029

proposed rates are derived using the present base margins and present regulatory account

For purposes of 1solating rate and bill impacts presented in this chapter to the impacts generated
directly by the CAP proposals, present September 1, 2025 tanffed rates have been normalized by
making the following 5 adjustments: 1) the border cost of gas is updated and consistent across all
scenarios presented, 2) the Backbone Transportation Balancing Account (BTBA) balance has been set
to zero, and 1s consistent across all scenarios presented, 3) residential submeter credits are
recalculated based on inputs as of September 1, 2025 as opposed to the actual settled September 1,
2025 value, and will be updated in each scenario presented based on proposals, the 4) CARE discount
1s recalculated usmg September 1, 2025 class average rates, and will be updated in each scenano
presented based on proposals, and 5) SoCalGas Exchange Revenues & Interutility Transactions
revenue updated to authonized 2025 amount. See Appendix A for the impacts of this normalization
process.

72027, 2028 and 2029 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
2027 base margins to be recovered 1n rates, they do not know the regulatory account balances at the
end of 2026 to be amortized in 2027 rates. For 2028, Applicants do not know either the base margins
or the regulatory account balances at the end of 2027 to be amortized 1n 2028 rates. Consistent with
past practices, to 1solate the impacts of demand forecast and cost allocation proposals, Applicants
have held the respective base margins and regulatory account balances at the present 2025 levels. In
this testitmony, references to 2027, 2028 and 2029 rates, refer to illustrative rates.
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balances. Witness Payal Gadam (Chapter 6) and witness Jon Bautista (Chapter 7) discuss,
respectively, the current regulatory account balances in their testimony.

Table MF-1 below shows SoCalGas’s normalized September 1, 2025 class-average
transportation rates, and the 2027-2029 illustrative class average rates proposed in this CAP.

Table MF-1: SoCalGas Illustrative Natural Gas Transportation Rates
(2025 vs 2027-2029)"
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Table MF-1 also shows that, relative to 2025 rates, the proposed 2027-2029 rates are higher
for Residential, Core C&L and Wholesale and lower for NGV, Noncore C&L, EG and the

®  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
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BTS tariff. These rate changes are primarily due to the gas demand forecasts and
embedded cost study allocations for customer classes in this CAP relative to the last CAP.

Table MF-2 below shows SDG&E’s normalized September 1, 2025 class-average
transportation rates, and the 2027-2029 illustrative class average rates proposed in this CAP.

Table MF-2: SDG&E Illustrative Natural Gas Transportation Rates
(2025 vs 2027-2029)°
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Table MF-2 also shows that, relative to 2025 rates, SDG&E’s proposed 2027-2029 rates
are higher for all customer classes, except for the NGV and EG classes. These rate changes are
primarily due the gas demand forecasts and embedded cost studies allocations for customer

classes i this CAP relative to the last CAP.

(TLS) rate 1s shown here. The unbundled Backbone Transportation Service (BTS) rate 1s for service
from Califormia border receipt points to Citygate.

?  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 1s shown here.
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Per D 24-07-009, applicants shall present “a benchmark cost allocation utilizing Long
Range Marginal Cost (LRMC) studies for the customer-related and distribution functions. The
benchmark cost allocation may leverage underlying LRMC data presented in thus [2024] cost
allocation proceeding, updated to account for changes m line extension allowance policy,
loaders, and demand projections, and scaled to representative dollars in the corresponding test
year.” The class average transportation rate impacts of this LRMC study are presented in
Appendix B. The detailed study 1s available upon request, as part of the workpapers of Marjorie
Schmidt Pines.

II. CORE RATE DESIGN

In this section, Applicants describe core rate updates based on the respective CAP
proposals. For residential customers, the rate updates include SoCalGas’s and SDG&E's
proposed phase-m customer charge increases and the corresponding compensating decrease in
volumetric rates.

A Residential Rates

Residential rates apply to three categories of residential customers: single-fanuly, multi-
fanuly, and small master-metered dwellings. SoCalGas’s current residential transportation rate
structure consists of a fixed customer charge of about $5 per customer per month for customers
who are not in the Califorma Alternative Rates for Energy (CARE) program;'® and a two-tiered
volumetric rate, baseline and non-baseline, with the baseline rate lower than the non-baseline

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

" 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 tanff, the fixed customer charge 1s 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
effective fixed customer charge for CARE customers 1s around $4 per month, after reflecting a 20%
discount.
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the Composite rate, where a Composite rate 1s defined by adding the gas price and the customer
charge revenues per unit of baseline volume to the baseline rate. The non-baseline rate 1s
derived as 115% of the Composite rate less the gas price.

B. SoCalGas’s Residential Fixed Charge

1. Deficiency in Residential Fixed Customer Charge

SoCalGas’s fixed customer charge was last updated in 1994 (D.94-12-052) and has not
been modified since. D 94-12-052 noted that the fixed customer charge was mtended to pay for
the fixed cost of serving a residential customer, and the Commussion approved an increase i that
decision so that SoCalGas’s residential customer charge would better reflect the fixed costs of
serving a customer. At the time, the existing charge of $4.05 per month recovered less than 25%
of the cost to serve a residential customer. Even with the proposed increase to $5.00 per month,
the charge would still recover less than 40% of the fixed cost. The Comnussion recogmzed that
the customer charge was significantly below actual customer-related costs, resulting in a rate
structure where low-usage customers were subsidized by hugher-usage customers. In the
decision, the Commussion reaffirmed concems first raised i 1986 (D.86-12-009), noting that the
existing customer charges appeared low relative to actual costs. The 1994 decision cited the
earlier finding that “(t)he customer charge now in place appear to be low 1n companison to
costs. .. An imposition or raising of customer charges might be appropriate in the near future 1!
The Commission did not oppose SoCalGas’s proposal to increase the monthly residential

customer charge to $5.00, stating “[the Division of Ratepayer Advocates] recognizes that

' D 86-12-009 at 54.
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recovermg through the customer charge at least a portion of the fixed costs incurred by each
residential customer is economically efficient and equitable "

In this regard, 1t 1s important to recognize that fixed costs are incurred in serving
residential customers even when they consume no gas. Among other things, each customer must
have a meter installed and maintamed, and the utility must operate a customer contact center to
provide support even if no gas 1s consumed.

When the fixed customer charge 1s deficient and does not completely cover the fixed
costs associated with servicing that customer, a subsidy 1s created where the customers with the
highest and least affordable bills are subsidizing the fixed costs for the customers with the lowest
and most affordable bills. All residential customers whose total bills are under the fixed cost of
service are receiving an intraclass subsidy for their fixed cost of service.

The Califorma Public Utihities Commussion (CPUC) recently approved a billing structure
that mntroduces a flat rate to recover infrastructure costs while reducing electricity prices.
According to the Energy Division Fact Sheet (May 9, 2024), “The CPUC's decision moves these
existing fixed costs into a “flat rate’ line item on bills. This change shrinks the price for a umt of
electricity for all customers, making 1t more affordable to electrify homes and vehicles,
regardless of income or where someone lives.” Though the focus was on electric utilities, the
principles apply directly to SoCalGas—especially as gas infrastructure costs are largely fixed.
Electrification policies may reduce some gas usage, but infrastructure costs remain, and fixed

charges ensure cost recovery and rate stability for gas customers.

2 D94-12-052 at 37.
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2. Fixed Cost of Residential Service

Per the embedded cost allocation study results presented by witnesses Frank Seres and
Marjorie Schmdt-Pines (Chapter 8), embedded customer related costs for SoCalGas were
$1,725.1 million 1n 2025, and of that, $1 486.5 million, or about 86.2%, 1s allocated to the
residential class. Customer Related embedded costs include distribution operations and
maintenance (O&M) expenses — such as meters, service lines and regulators— as well as
customer account expenses like billing and meter reading. It also includes customer service
(O&M) expenses, adnunistrative and general (A&G) costs including payroll taxes and pensions
& benefits, along with taxes and depreciation. For the purposes of cost allocation, the
Commussion has long recogmzed that Customer Related costs vary by meter count and not by
therms. In the 1984% LRMC decision, the Commussion identified the number of meters as the
appropriate marginal demand measure for customer related costs, a precedent that has remained
n place ever since.

Other costs could have reasonably been considered for recovery through a fixed customer
charge such as costs related to energy efficiency and low-income assistance programs, thus, the
resulting fixed cost per meter per month shown below should be considered a minimum monthly
fixed cost of service. Considering the residential active meter forecast provided in the testimony
of Eduardo Martmez (Chapter 3), SoCalGas’s minimum fixed residential cost 1s $21.19 per

meter per month. See Table MF-3 below for details.

¥ D 84-06-032.
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Table MF-3: SoCalGas Residential Customer Related Costs per Meter -

Minimum Fixed Costs
2024 Residential Embedded Customer Costs $ 1486457 344
2027-2029 Forecast Active Meters 5.844 466
Customer Costs / Meter / Year $254. 34
Customer Costs / Meter / Month $21.19

In 1994, the Commussion confirmed that the $5 fixed charge only covered about 40% of
the marginal customer costs, and reiterated the 1986 decision that stated “The customer charges
now 1n place appear to be low 1n comparison to costs... An imposition or raismg of customer
charges might be appropriate in the near future "™ In 1994 the Commission adopted a fixed cost
of service in 1994 was approximately $12.83 per meter per month for SoCalGas.* Applymng a
blended escalation index using various customer related capital and O&M indexes provided by
S&P Global that are appropriate for Customer related costs, the $12 83 monthly meter cost
recognized in 1994 grows to $41.69 in 2029 (see Appendix C).

In 2015 the Amernican Gas Association’s (AGA) published a study (See Appendix D)
which compiled monthly customer charges and fixed costs across 197 rate junisdictions
nationwide. In 2025, AGA updated this study to reflect current costs and trends. Using data
from both studies and applying the blended escalation mdex described above (based on
customer-related capital and O&M mdices from S&P Global) we estimate the implied level of
fixed customer costs across regions m 2028 and 2029 by escalating the 2024 imphied fixed cost

of service.

¥ D 86-12-009 at 54.
I D.94-12-052 ($154 per year).
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Table MF-4: Residential Fixed Costs per Meter as reported by AGA

East East , West West MNational

Em%“ns Pacific | North  South :"ﬂ';‘_’ﬂ'; Mountain Noth  South | Excluding

g Central Central Central Central Pacific
implied 2024
Fixed Costof | 47.06 | 3675 3654 5703 2857 4173 2720 | 4022
Service'®
Eggg'me’” 0 | 5049 | 3943 3920 6119 3065 4477 2918 | 4315
Eggg'me’” 0 | 5145 | 4048 3005 6235 3124 4562 2074 | 4397

The 1994 Commussion decision recognized that the fixed customer charge should be

mcreased “in the near future” to better align actual fixed cost to serve residential customers with

the fixed charge collected from customers. The same logic should hold true today as 1t has been

over 30 years since the last time the Commussion increased the fixed customer charge, and the

Commussion has not yet approved any increases to the residential fixed customer charge despite

the fixed cost of service increasing markedly since 1994 Indeed, the current fixed charge still

does not even cover 1994 level fixed cost of service recogmzed by that Commussion.

3. Residential Subsidies for the Most Affordable Bills

Based on the SoCalGas CAP 2027 CAP rates shown above in Table MF-1, residential

non-CARE customers who have an annual average monthly consumption of about 7.9 therms per

month or less receive fixed cost subsidies when the fixed customer charge 1s $5 per meter per

month. Residential CARE customers who have an annual average monthly consumption of

about 10.7 therms per month or less recerved fixed cost subsidies when the effective fixed

customer charge 1s $4. In both cases, customers with the highest and least affordable gas bills

18 The implied 2024 Fixed Cost of Service is calculated based on the Customer Fixed Charge for 2024
and the portion of monthly fixed costs recovered through the customer charge, as reported in AGA's

2025 and 2015 studies See (Appendix D).
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are subsidizing the fixed cost of service for those customers with the lowest and most affordable
balls.

The Commission recognized this subsidy in D .94-12-052, stating “Furthermore, at the
current customer charge, whach 1s far below actual customer-related costs, low volume users are
subsidized by high volume users.”

In denying SoCalGas’s 2024 fixed customer charge proposal, the Comnussion stated,
“we find that the Fixed Charge Settlement 15 not consistent with Public Utilities Code Section
451, which requires the Commussion to ensure that all charges demanded or recerved by any
public utility are just and reasonable.” Applicants believe 1t 1s neither justified nor reasonable to
continue to require those residential customers with the mghest and least affordable balls to
subsidize the fixed cost of service for those customers with the lowest and most affordable bulls.
Rather, PUC section 451 requures the adoption of a fixed customer charge that most closely
aligns with the fixed cost of service to ensure just and reasonable charges to all residential
customers.

An approximation of this existing fixed cost of service subsidy!” 1s illustrated in Chart

MF-1 below for non-CARE customers, and Chart MF-2 for CARE customers.

" The graphics shown in Charts MF-1 and MF-2 underrepresent the value of the fixed cost subsidy but
serves as a good approximation. These graphs show the total bill as a companson of the mimmum
fixed cost of service, and the subsidy 1s approximated to the be the difference of the two. Actual
subsidy 1s larger as these total bills include the vanable portion associated with their therm usage.
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Chart MF-1: Residential non-CARE Customers Fixed Charge Subsidy at
Various Monthly Therm Levels
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Chart MF-2: Residential CARE Customers Fixed Charge Subsidy at
Various Monthly Therm Levels
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Cost causation principles discussed above in section I A and m the testimony of Marjorie
Schnudt-Pimes (Chapter 8) dictate that mitigating this subsidy 1s just and reasonable. Setting the
monthly residential fixed customer closer to the actual fixed cost of service 1s the most

immediate and equitable way to mitigate the intraclass fixed cost subsidies.
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4. Fixed Customer Charge Proposal

SoCalGas proposes to mcrease their residential fixed customer charge beginming 1n 2028.
While the benefits of an increased fixed customer charge could be realized sooner if
implemented in 2027, planned billing systems upgrades make a 2027 implementation infeasible.
SoCalGas proposes to implement residential non-CARE fixed customer charge increases in a
phased-in approach over the CAP horizon: retain the current $5 customer charge 1n 2027,
increase it from $5 to $12 in 2028; and from $12 to $20 in 2029.

For residential CARE customers SoCalGas proposes a separate, lower CARE fixed
customer charge, which, when considering the 20% CARE discount, will be effectively 50%

below the non-CARE fixed customer charge in 2028 and 2029. Thus proposal 1s summanzed m

Table MF-5.
Table MF-5: Summary of Fixed Customer Charge Proposal
SCG Current 2027 2028 2029
Non-CARE $5.00 $5.00 $12.00 $20.00
CARE" $4.00 $4.00 $6.00 $10.00

By proposing a separate lower CARE fixed customer fixed charge, SoCalGas will
maintain the currently effective 20% CARE discount on volumetric transportation charges and
gas costs. While the 20% discount afforded to CARE customers will continue to be collected
through Public Purpose Program Surcharge (PPPS) rates pursuant to other Commuission
decisions, the lower CARE fixed customer charge will be recovered through residential
transportation rate design  That 1s to say, the baseline and non-baseline transportation rates will
be set to fully recover SoCalGas’s authorized revenue requrement allocated to the residential

class based on the two-tier fixed customer charge structure.

¥ The enhanced CARE Fixed Charge before 20% discount would $7.50 in 2028 and $12.50 in 2029
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An merease m the fixed customer charge for SoCalGas 1s neither a structural change to

SoCalGas’s residential rate design, nor an increase to residential class average rate. SoCalGas

currently has a fixed customer charge for recovery of fixed cost of service and increasing 1t to

approprnately reflect actual fixed cost of service does not constitute a structural change to the

residential rate. Further, any revenue requirement that 1s allocated for recovery in the fixed

charge, 1s then removed from recovery in the volumetric rates. Therefore, the residential class

average rate remains constant regardless of the size of the residential fixed charge. Accordingly,

1t 15 not approprnate to classify this proposal as a rate increase without also classifying it as a rate

decrease to residential volumetric rates as well. This is 1llustrated 1n tables MF-6 and MF-7

below. Year 2027 represents the current frxed customer charge as SoCalGas does not propose to

change the residential fixed customer charge until 2028.

Table MF-6: SoCalGas non-CARE Residential Rate Impacts of Fixed Charge Proposal

2027 2028 2029
non-CARE $5 fixed Charge $12 fixed Charge $20 fixed Charge

Rate Rate Change vs 2027 Rate Change vs 2027
Baseline Rate 1.31275 1.00848 030427  -23% | 0.63245 068030  -52%
Non-Baseline Rate 1.86559 1.86646 +0.00087  +0% | 1.86754 +0.00196  +0%
PPPS Rate 0.15520 0.15083 -0.00437 -3% | 0.14792  _0.00728 -5%

Table MF-7: SoCalGas CARE Residential Rate Impacts of Fixed Charge Proposal

2027 2028 2029
CARE $4 fixed Charge $6 fixed Charge $10 fixed Charge

Rate Rate Change vs 2027 Rate Change vs 2027
Baseline Rate 1.05020 0.80678 -0.24342  -23% | 0.50596  -0.54424 -52%
Non-Baseline Rate 1.49247 1.49317 +0.00070  +0% | 1.49404  +0.00156 +0%
PPPS Rate 0.09302 0.09302 0.00000 0% | 0.09302  0.00000 0%

As shown 1n the table, 1llustrative residential baseline rates in 2029 are reduced by over

50% 1n conjunction with SoCalGas’s fixed customer charge proposal. SoCalGas’s baseline and

non-baseline rates are calculated using the composite tier differential where the non-baseline rate
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1s set 115% of the baseline rate less the price of gas. Commuission policy credits all fixed
customer charge revenue to baseline rates in this equation — that 1s to say, as fixed customer
charges increase, baseline rates decrease while non-baseline rates remain matenally unchanged.
Therefore, customers using more natural gas than their baseline allowances will see no change in
the marginal price of gas because of a lugher fixed customer charge, mamntaming the
conservation price signal_

Non-CARE public purpose program surcharge (PPPS) rate will decrease approximately
5% by implementing SoCalGas’s fixed customer charge proposal. The CARE discount, which 1s
a revenue requirement that represents the recovery of CARE subsidies from non-CARE
customers, 1s collected in the PPPS rate and 1s a function of the residential class average
transportation rate. As stated above, the overall residential class average rate will remain
unchanged. However, since the enhanced CARE discount for the CARE fixed customer charge
will be collected in transportation rates, the class average residential rate realized by CARE
residential customers will be slightly lower than the overall residential class average rate.
Applymg this lower CARE specific class average rate to the CARE discount will lower the
amount of revenue needed for the CARE discount and therefore reduce PPPS rates for all non-
CARE customers, including non-residential non-CARE customers who pay PPPS charges '’

Increasing SoCalGas’s fixed customer charge to $20 per month nmch more closely aligns
with actual mimmum fixed cost of service described 1n section ILD.b above. In addition to

helping mitigate intraclass subsidies as described in section I1 D ¢ above, aligning the monthly

¥ Since CARE customers do not pay any of the CARE discount, residential CARE PPPS rates will not
be impact by SoCalGas’s fixed customer charge proposal.
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residential fixed charge more closely with actual monthly fixed cost of service, several other

ratepayer benefits are realized as identified in the section following subsections (5-8).

5. Applicants Fixed Customer Charge Proposal will have an immediate
and positive impact on residential Affordability

In denying applicants Residential Fixed Customer charge proposal in the 2020 TCAP
application, the Commission stated “we find that Applicants’ request for a $10 fixed monthly
residential customer charge for SDG&E and SoCalGas customers does not meet the objectives of
affordability and hence, does not demonstrate that the rate increases are reasonable ™ Here,
Applicants’ current fixed customer charge proposal enhances affordability across a wide
spectrum of metrics.

In recent years, the Commuission has heightened its focus on and sensitivity of residential
affordability. In the D.22-08-023 (Affordability Decision), the Commuission ordered major
Califorma utilities to present various residential affordability metrics to allow the Commussion to
gain a more thorough understanding of the impact of utility spending on residential bill
affordability. These metrics led to detailed analysis of affordability by Climate Zone and Public
Use Microdata Area (PUMA). Further, in the most recent SoCalGas and SDG&E General Rate
Case Decision (D.24-12-074), affordability concerns took a much more prominent role in
gmding the Commission’s review of utility spending proposals. In the most recent decision, the
Commussion explicitly considered the impact of rate mncreases on customers and chose to
amortize under-collected revenues over 18 months to enhance affordability. * Additionally, the

decision references a Settlement Agreement for Customer Services, which includes a

2 D.20-02-045 at 71.
% Id at 970 (Finding of Fact (FOF) 68.
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commutment by SoCalGas to conduct a research effort focused on small business customers,
specifically addressing affordability payment options and customer savings. Further
demonstrating the Comnussion’s emphasis on affordability across customer classes

While mcreased scrutiny on spending 1s one way to consider residential affordability,
implementing SoCalGas’s fixed customer charge proposal in this application will immediately
and positively impact residential natural gas bill affordability. This vital rate design tool can no

longer be overlooked as a key element in managing residential natural gas bill affordability.

a. Affordability Metrics Improve with Reduced Volumetric Rates
Associated with an Increased Residential Fixed Customer
Charge
Going forward and pursuant to D.22-08-023, SoCalGas 1s required to subnut
Affordability Metrics in any mitial filing in a proceeding with a revenue increase estimated to
exceed one percent of currently authorized revenues systemwide for a single fuel This
requirement 1s not applicable to this application as the company 1s seeking no increase in
revenues. However, in Tables MF-8 and MF-9 below SoCalGas shows that all the Affordability
Metrics required in D.22-08-023 will improve due to volumetric rate reductions associated with
increasing SoCalGas’s residential fixed customer charge from $5 per month for non-CARE
customers and $4 per month for CARE customers to $20 per month for non-CARE customers
and $10 per month for CARE customers:
a) Essential usage bills by climate zone;
b) Average usage bills by climate zone;

c) Affordability Ratio 50 (AR50) by climate zone;

2 D.24-12-074. Appendix C at 3.
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d) Affordability Ratio 20 (AR20) by climate zone;
e) Hours required to work at minimum wage to pay monthly gas bill; and
f) For climate zones with Areas of Affordability Concern (AAC) as defined in the most

recent 2022 Annual Affordability Report, AR20 by climate zones subdivided by Public
Use Microdata Area (PUMA).

Thus testimony also presents additional analyses of (1) including the Califorma Alternate
Rates for Energy (CARE) discounts for low-income households; and (2) energy burden (EB) to
1solate the impact of the gas revenue requirements. SoCalGas recommended the inclusion of
these metrics in the Affordability Order Instituting Rulemaking (OIR) (R.18-07-006) and
although the Commission declined to adopt them as official affordability metrics, SoCalGas still
believes these are important supplemental metrics that complement the affordability metrics
adopted in D.22-08-023 and provide a rounded view of potential impacts to its customers. All
CARE related and EB related affordability metrics improve by lowening residential volumetric
rates in coordination with increasing SoCalGas’s residential fixed customer charge from $5 per
month for non-CARE customers and $4 per month for CARE customers to $20 per month for
non-CARE customers and $10 per month for CARE customers. See Tables MF-8 and MF-9

below for a summary of affordability metrics =

B See Appendix E for a summary of the areas of affordability concern (AACs).
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Table MF-8: SoCalGas Residential Non-CARE Affordability Metrics

Essential Use Bill Average Use Bill Hours (@ Min Wage
Fixed Charge §5 $20 Change £5 $20 Change $5 $20 Change
Climate Zone-1 | $56.33 $54.02 | -$2.30 $8531 | $83.02 -$228 3.16 3.03 -0.13
Climate Zone-2 | $6126 | $3720 | -8397 $86.85 | $8283 $4.02 3 322 022
Climate Zone-3 | $84.54 | $72.73 | -$11.82 | $10990 | $98.77 | -$11.13 475 4.08 -0.66
EB50 AR ARS0 AACs
FixedCharge | §5 | $20 [P | g5 | o0 |CRme| g5 | 30 | CBmE| g5 | g2 C]g‘:“
Climate Zone-1 004% | 0.90% | -4.1% | 10.83% | 1059% | -22% | 0.08% | 094% | 4.1% 18 17 -1
Climate Zone-2 1.15%% | 1.08% | -65% | 4.48% |[419% | -635% |121% [113% |-63% | N/A-NoAAC
Climate Zone-3 132% | 1.14% | -14.0% | 550% | 4.73% | -14.0% | 137% | 1.17% | -14.0% | N/A -No AAC

Table MF-9: SoCalGas Residential CARE Affordability Metrics

Essential Use Bill Average Use Bill Hours @ Min Wage

Fixed Charge 54 £10 Change %4 $10 Change 54 $10 Change
Climate Zone-1 $44 20 £42 60 -£1.70 £4723 £40.87 -$6.36 249 239 -0.10
Climate Zone-2 | $48.16 $45.15 -£3.0 £63.10 £54.25 -$8.85 270 254 0.17
Climate Zone-3 $66.44 $57.21 -£023 | $100.74 | %8555 | 81520 373 321 -0.52

EB0 AR ARS0D AACs

FixedCharge | $4 | $10 | M| g4 | s10 [P g4 | g0 | CPmE| g4 | 10 C]g‘:“
Climate Zone-1 600% | 6.76% | -2.1% | 939% | 9.18% | -23% | 0.77% | 0.74% | -3.8% 14 13 -1
Climate Zone-2 205% | 2.77% | -63% | 332% | 330% | -63% | 0953% | 0.8%% | -63% N/A -No AACs
Climate Zone-3 380% | 327% | -139% | 432% | 3.72% | -13%% [ 1.07% | 0.92% [ -13.9% N/A -No AACs

b. Bill Impacts and Affordability at Varying Usage Levels

As previously stated, a change to the fixed customer charge has no impact on the

residential class average rate. Therefore, while most residential customers will realize bill

decreases by reducmg the volumetric rate in association with an increased fixed customer charge,

other residential customers will realize bill increases. Based on 5-year recorded actual gas usage
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data for residential customers, SoCalGas calculated monthly bills for residential customers
across 10 gas usage scenarios, representing 10 deciles of usage beginmng at 10%.*

CARE customers at all decile usage levels will realize bill decreases due to the decreased
volumetric rates related to SoCalGas fixed customer charge proposal, except for customers at the
lowest two deciles of usage. Customers at the lowest decile of usage already have very low bills
and are expected to see very modest bill increases of about $3 per month over the 2-year
implementation period from 2028 to 2029. Customers at the 2™ decile of usage will have
approximately no impact on their bill. See Chart MF-3 for details.

Chart MF-3: SoCalGas CARE Residential Bill Impacts at
Various Percentile Levels®®

Old Bill
SCG CARE Bill Impacts from $10 fixed charge $186
Qld Bill Bill Increases MNew Bill Bill Decreases Old Bill 43
399 Mew Bill

-58 $178

Old Bill
574 New Bill
Old Bill 48 $91
Old Bill 359 —
Old Bill $40 8 New Bill
Old Bill —_—
Old Bill $34' % $7 . NewBil
New Bill New Bill :?‘23 54 — NewBill $51
$22 , " NewBill 42
=% MNoChange 426 $30
Old Bill

$14 _
1stdecile 2nd decile J3rddecile dthdecile 5Sthdecile 6Gthdecile T7thdecile 8thdecile Sthdecile 10thdecile

SoCalGas estimates that between 80-82%° of CARE customers would see bill decreases

from SoCalGas’s fixed customer charge proposal. The estimated 18-20% percent of CARE

For the 10th decile, SoCalGas is presenting at the 99 percentile instead of the 100 to elimmate
outliers that skew the results.

% Therms used in bill calculations for each decile are based on an analysis of monthly usage data from
2020 through 2024.

% Calculated based on the average usage across all months, year by year, from 2020 through 2024.
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customers who will realize modest bill increases currently have the most affordable natural gas
bills of all SoCalGas residential customers, and they will continue to have the most affordable
natural gas bills of all SoCalGas residential customers after the CARE volumetric rate 1s reduced
as part of SoCalGas fixed customer charge proposal. See Chart MF-4 below for a more granular
summary of bill impacts for this residential customer segment.

Chart MF-4: Bill Impacts of Residential CARE Customers

Who Will Have Bill Increases
$21.62
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Current Bill Bill impact s Minimum Fixed Cost of Service s Mew Bill & Hours at Min Wage to Pay New Bill

The estimated 18-20% percent of CARE customers who will realize modest bill increases
are the customer segment with the most heavily subsidized fixed cost of service despite having
the most affordable natural gas bills of all residential customers. And their fixed cost of service
will continue to be subsidized after the fixed charge is increased to $10. After the CARE
residential fixed charge 1s mcreased to $10, total average monthly bills for these customers will
only require between 0.6 and 1.3 hours of labor at minimum wage (HM) per month.

SoCalGas estimates that about 51% of non-CARE residential customers will experience

bill decreases upon implementation of SoCalGas’s fixed customer charge proposal. Customers
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at and below the 4% decile will see modest bill increases, as shown in Chart MF-5 below. As
discussed above, this shift 1s expected as the fixed charge subsidy for low usage customers with
the most affordable bills, paid by high usage customers with the least affordable bills, 1s justly
and reasonably mitigated.

Chart MF-5: SoCalGas non-CARE Residential Bill Impacts at each Decile level”
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d. American Gas Association (AGA) Recognizes the Affordability
Benefits of a fixed charge that aligns with the fixed cost of
service.

In 1ts whitepaper released on June 5, 2025, the AGA states “In recent years, on average,
gas bills have shifted towards a larger fixed component cha[r]ge that benefits both customers and
ufilities. While some worry this could lead to lugher bills, the data show the opposite: as the
fixed charge component of gas bills has increased, gas bills have remained the same 1n inflation-

adjusted terms, which contrasts with nising electric bills.”

¥ For the 10th decile, SoCalGas is presenting at the 99™ percentile instead of the 100® to eliminate
outliers that skew the results.
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AGA goes on to state “Since 2014, 100-therms adjusted residential natural gas bills have
decreased from $143 to $136 per month, or -0.4% per year. The inflation-adjusted fixed
customer charge for residential customers has, on average, increased from $18.66 to $18.85 since
2014, or 0.1% per year. The relative stability of fixed customer charges over this period 1s

principally due to inflation and maintaimng the natural gas system "%

6. Economic efficiencies are realized by setting variable price at
marginal cost of service

The econonmuc principles behind decisions on rate structures require looking at all
customers. SoCalGas’s proposal takes mto account the whole customer base and the benefits
from relying less heavily on per-therm charges for cost recovery by increasing the current fixed
charge 1n a gradual manner. This gradual revision to the fixed charges 1s a sensible step towards
meeting the goals of efficiency and equuty, acknowledged by the Commission in various
proceedings as key ratemaking goals, and by extensive academic literature that discusses
methods to improve rate designs. A discussion of key ratemaking goals was provided by James
Bonbright in his “Principles of Public Utility Rates™ which have been widely accepted in the
energy mdustry as the gold standard for ratemaking

Part of Bonbright’s ten principles in setting rates 1s adequate revenue requirement, fair
apportionment of costs among customers, and economic efficiency * Optimal economic
efficiency requires prices that reflect as much as possible the marginal costs of providing electric

or gas service to each class of consumers.

See Appendix D for details.

James C. Bonbright, Principles of Public Utility Rates (1st ed. 1961), available at:
hittps:/fwww. nline_or, owledge-center/principles-of-public-utility-rates/.

3 James C. Bonbright, et al.. Principles of Public Utility Rates 383 (2nd ed.1988), available at:
hitps://justandreasonable com/knowledge-base/bonbright-principles/
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More recent research conducted by the Stanford Woods Institute for the Environment
highlights the growing economic mefficiencies i Califorma’s natural gas rate structure,
particularly as fixed infrastructure costs are mcreasingly recovered through volumetric per-therm
charges rather than fixed monthly fees. This approach, the study argues, leads to distorted price
signals, disproportionately impacts low-usage and low-mncome customers, and undermines the
principles of marginal cost pricing—especially as overall gas consumption declines due to
building electrification policies !

An economically efficient outcome cannot be aclueved with existing SoCalGas
residential rates because their very low fixed charge forces the per-therm charges to be
artificially ugh and much higher than marginal per-therm costs. It 1s important for charges to
reflect as close as possible the true cost impact of changes 1n usage for two main reasons. First,
if price 1s above the marginal per-therm cost, customers will be likely to reduce the amount of
natural gas consumption but without any efficiency gamn or capacity cost savings. The
Company s mnfrastructure currently has and expects to continue to have sufficient capacity in gas
delivery system to accommodate demand. Second, SoCalGas must recover its fixed costs, and
when sales decrease, the same share of the revenue requirement needs to be recovered from a
lower amount of sales (therms). This leads to imcreased rates for all customers.

The Commission has endorsed mn past decisions related to ratemaking the need to revisit

rates so that they better promote economically efficient decisions by ufility electricity customers

31 Alison Ong, ef al., The Costs of Building Decarbonization Policy Proposals for California Natural
Gas Ratepayers: Identifying Cost-effective Paths to a Zero Carbon Building Fleet. Stanford Woods
Institute for the Environment (2021), available at:
https://woodsinstitute stanford edu/svstem/files/publications/Building Decarbonization Policy CA

Matural Gas Ratepavers Whitepaper pdf
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by lowering volumetric charges to reflect marginal cost price signals ¥ The Commuission has
approved electric vehicle (EV) and other electrification rates that include a higher monthly fixed
charge and lower volumetric charges compared to standard rates. Lowenng volumetric charges
towards marginal cost levels was also approved during the NEM 3 0 proceeding when the
Commussion introduced reforms to rates and export compensation for customers with renewable
distributed generation. Califorma 1s also currently in the process of implementing a reform to
mmprove efficient decisions on electrification which calls for an increase in the fixed charge, and
such reform 1s in principle equally relevant to the design of natural gas distribution rates. This
argumentation recognizes the benefits of bringing the volumetric charges lower to reflect the
current excess capacify and low marginal cost of delivery.

In its recent whitepaper, the AGA confirms these efficiencies, stating “Fixed customer
charges provide predictable cost recovery for essential gas infrastructure without inflating
customer bills and thereby encouraging more energy efficiency and decarbonization measures ™

7. Benefits of seasonal bill smoothing

In addition to the affordability benefits described above, implementing a lower residential
volumetric rate in conjunction with higher fixed charges will lower seasonal bill volatility for
residential customers. When a larger portion of the residential bill 1s based on a volumetric rate,
bills are more sensitive to seasonal fluctuations m volume throughout the year. Generally, and
on average, residential customers use significantly more natural gas volume in winter months

relative to summer months. Average residential non-CARE volumes fluctuate between 19

3 InD.15-07-001, D.17-01-006, and D.17-08-030, the Commuission refers to the “Ten principles of rate
design”, including several principles on efficiency, and in particular, the principle that rate design
should be based on marginal cost. D.15-07-001 at 28; D.17-01-006 at 37; D.17-08-030 at 30-31.

3 See AGA whitepaper, Appendix D.
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therms per month mn summer months to 65 therms per month in the peak winter month. Average
residential CARE volumes fluctuate between 15 therms per month in summer months to 45
therms per month mn the peak winter month. As a result, residential bills fluctuate dramatically
throughout the year. See Tables MF-10 and MF-11 below.

Table MF-10: SoCalGas non-CARE Residential Monthly Residential Bill and
Volatility Improvement

Average Bill &
Bill w/ 85 Bill w/$20 Volatility
Volume fixed Charge Fixed Charge Improvement
Average 36 85.31 83.02 -2.28
Standard Deviation 16 34.84 26.37 -8.47
Range 46 99.47 74.47 -25.00
Peak Winter Bill (Jan) 65 146.37 127.20 -19.17
January 65 146.37 127.20 -19.17
February 58 131.06 113 .85 -17.20
March 52 12546 122.05 -3.41
Apnl 42 98.71 95.54 -3.17
May 30 7595 8221 6.26
June 26 66.18 71.96 5.78
Tuly 22 5489 61.20 6.30
August 19 47.19 53.50 6.32
September 19 46.90 5273 5.82
October 22 55.88 62.18 6.30
November 31 70.89 67.78 -3.11
December 49 104.19 86.07 -18.12

ME-28



(=

Table MF-11: SoCalGas CARE Residential Monthly Residential Bill
and Volatility Improvement

Bill w/ $5 Average Bill &
fixed Bill w/$20 Volatility
Volume Charge Fixed Charge Improvement

Average 26 47.23 40.87 -6.36
Standard Deviation 11 16.63 10.94 -5.68
Range 30 46.91 30.65 -16.26
Peak Winter Bill

(Jan/Mar) 45/37 75.63 58.42 -17.22
January 45 75.63 5742 -18.21
February 40 67.89 51.59 -16.30
March 37 66.98 5842 -8.56
Aprl 30 52.79 44 56 -8.23
May 22 43.46 4252 -0.95
June 19 3788 36.74 -1.15
Tuly 17 3232 3137 -0.95
August 15 2872 2777 -0.96
September 15 29.50 2835 -1.15
October 17 32.56 3161 -0.95
November 23 40.04 3369 -6.35
December 34 59.03 46.46 -12.56

With the current $5 fixed charpe, residential non-CARE bills have a range of $99 47 over
the year, with a $34.84 standard deviation, and a $146.37 peak winter bill. By lowerning the
volumetric rate through implementation of a $20 fixed charge, the range, standard deviation and
peak winter bill decline to $74.47, $26.37, and $127.20 respectively.

With the current $4 fixed charge, residential CARE bills have a range of $46 91 over the
year, with a $16.63 standard dewviation, and a $75.63 peak winter bill. By lowenng the
volumetric rate through implementation of a $10 fixed charge, the range, standard deviation and
peak winter bill decline to $30.65, $10.94, and $58.42 respectively.

In both cases bill volatility 1s measurably improved, by creating bill relief in the winter

season when customers face their least affordable bills and most need bill relief.
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8. Long term bill impact benefits

Meeting Califormia’s decarbonmization goal 1s likely to lead to reduction in natural gas
demand in the future, particularly for residential customers. To nutigate rates and bill impacts, 1t
1s imperative that the Commussion address residential rate design 1ssues, particularly the
approprnate level of residential fixed charge.

To highlight the importance of setting the appropriate level of residential fixed charge
now to mitigate the bill impacts for low-income customers in an uncertain future, SoCalGas
conducted a hypothetical analysis (keeping revenue requirement static) assuming 50% of
residential gas load and 10% of residential customers were reduced. While the extent and pace
of core gas consumption decline due to energy efficiency along with gas apphance replacements
1s uncertain®, it 1s hikely that significant customer count reduction will not occur, as customers
retamn gas service for other appliances. The directional analysis presented here 1s therefore
intended to illustrate that transitioning to the enhanced fixed charge as proposed in this
application now, which will create short-term benefits as described earlier in my testimony, 1s a
no regrets solution given additional longer-term benefits should such a scenario matenialize.
Because low-income CARE customers are less likely to replace gas appliances with electric
apphiances due to budget constraints, CARE customers are more likely to remain as relatively
high usage customers for a longer period of time.

Under these assumptions, SoCalGas estimated the impacts of a $4 and a $10 per month

CARE fixed customer charge (representing a 20% CARE discount under the propose residential

¥ Statewide zero emission appliance standards regulations promulgated by the California Air Resources
Board have been delayed at least through 2025. Smmilarly, i June 2025, South Coast Air Quality
Management District declined to adopt proposed amendments that would implement zero emission
apphance standards for residential space and water heating.
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rate design method) on an average-usage residential CARE customer’s bill (current usage and
customer counts) and 50% gas load and 10% customer count reduction as shown in Chart MF-6
below.

Chart MF-6: Hypothetical Load Reduction Scenario — Mitigation of SoCalGas CARE
Customer Impacts using a Higher Residential Fixed Charge

$33

$41 4]

%4 Fixed Charge, Current  $10 Fixed Charge, Current 54 Fixed Charge, Meter  $10 Fixed Charge, Meter

Usage Usage (10%) & Load (50%) (10%) & Load (50%)
Decline Decline
Bill Increase W Average Bill Average Bill w $10 Fixed Charge

Bill increases related to loss of meters and volumes for a typical CARE customer would
be significantly mitigated by reducing volumetric rates with SoCalGas Fixed Customer Charge
proposal. In this example, the related bill increases would drop from $33 to $23 per month on
average for the typical CARE customer.

9. Timeliness

Notwithstanding the discussion of the longer-term benefits of SoCalGas’s fixed customer
charge proposal, the fixed charge should be mcreased now as most of the benefits described
above will be realized immediately upon implementation of reduced volumetric rates in
coordination with an mcreased fixed customer charge. In the previous CAP the Commission

stated “Additionally, the proposed changes to SoCalGas’s residential rate design n this
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application are not in the public interest because their implementation would be premature and
any changes should be considered on an industry-wide basis in the long-term gas planmng
rulemaking, R 20-01-007. We find msufficient facts in the record to support that a fundamental
change to the structure of residential gas rates 1s needed prior to a deternunation of the 1ssue in
R_20-01-007. It 1s important for the Commussion to consider such important changes 1n a
wholistic manner rather.”

However, at the Comnussion’s July 11, 2024 business meeting, Comnussioner Karen
Douglas, who was at the time the assigned Commnussioner for R 20-01-007, raised concerns about
the 2024 CAP decision, noting that 1t rejected the fixed fees settlement on the grounds that the
seftlement was considered premature, and, thus, that the decision would have any fixed charge
changes be addressed more broadly in the long-term gas planning rulemaking. Commuissioner
Douglas explamned that the CAP decision language made her pause because, inter alia, since the
long-term gas planning rulemaking commenced 1n January 2020, the rulemaking had yet to
include any specific scope related to fixed charge, which was mentioned in comments by the
Applicants and Cal Advocates in the fixed charpe seftlement. Further, Commissioner Douglas
expressed a perspective that the existence of the gas planming rmulemaking should not preclude the
Commussion from addressing 1ssues in real time as such 1ssues are brought m other appropriate
and timely forums *

Indeed, the 1ssue of fixed customer charges has been repeatedly addressed without
resolution across several CPUC proceedings, including: The 2020 Trienmal Cost Allocation

Proceeding (TCAP) under Decision D.20-02-045 with unresolved 1ssues deferred to successor

3 AdminMonitor, CPUC Voting Meeting — Public Agenda 3548 (July 11, 2024) at 2:05:35-2:13:19
(fixed charge discussion), available at:
https://'www.adminmonitor.com/ca/cpuc/voting_meeting/20240711/.

ME-32



10

11

12

13

14

15

16

17

18

19

20

21

22

proceedings, the 2024 Cost Allocation Proceeding (CAP) under Decision D .24-12-074 which
continued to exanune cost allocation and rate design but did not reach a final determination on
fixed charges and the ongoing Gas Planning Order Instituting Rulemaking (OIR) under R_24-09-
012, where the ALY's Ruling Seeking Comments Regarding Interim Actions (1ssued November
13, 2024) and the Assigned Commussioner’s Scoping Memo (1ssued January 31, 2025, and
amended April 21, 2025) both acknowledged the need to revisit frxed customer charges i future
General Rate Cases. This highlights the complexity and importance of the topic.

10. Other Regulatory Precedent

In the CPUC"s Gas Planning Rulemaking proceeding (R .24-09-012), both the Assigned
Commussioner’s Scoping Memo and the Admimistrative Law Judge’s (ALJ) ruling outline the
next steps for addressing fixed customer charges, with a particular focus on rate design
reform and future General Rate Case (GRC) requirements. This 1ssue was specifically raised in
the ALJ’s Ruling Seeking Comments Regarding Intennm Actions, 1ssued on November 13, 2024,
which asked stakeholders whether the Commussion should require gas utilities to present rate
options both with and without fixed customer charges in their next GRCs. It also posed the
question of how large such fixed charges should be, if mecluded *®

There 15 an additional impetus for the Commission to grant SoCalGas 1ts proposed two-
tier residential fixed customer charge structure. In June 2022, Assembly Bill (AB) 205 was
passed into law. AB 205 addresses various residential rate reforms for Califorma electric
utilities. AB205 would: (1) require the CPUC to authorize a fixed customer charge for default
residential rates no later than July 1, 2024; (11) eliminate the $10 and $5 fixed customer charge

caps; (u1) require the fixed customer charge to be established on at least a three income-

3 R 24-09-012.
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graduated basis, ensuning low-mcome customers pay a smaller fixed customer charge; and (1v)
allow the CARE discount to exceed 35%. These electric rate reform mmtiatives are conceptually
transferable to gas ufilities. The lower fixed customer charges for CARE customers relative to
non-CARE customers, as proposed in my testimony, 1s essentially a two-tier income-graduated
fixed customer charge, consistent with the policy direction of AB 205.

The Commission implemented AB205 with the 1ssuance of D.24-05-028, adopted May
15, 2024, approving a new framework for Income Graduated Fixed Charges (IGFC) applicable
to the State’s investor-owned electric utilities. This decision established policy foundation and
gwmding principles for implementing tiered fixed charges based on customer income levels. In
the decision TURN's position that now 1s the appropniate time to implement a fixed charge
structure that benefits low-mcome customers. TURN emphasized “A fixed charge must lower
the monthly bill, averaged over the course of a calendar year, for a low-income ratepayer with
average electricity usage levels m each baseline ternitory.™ This perspective helped shape the
Commussion’s approach to income-graduated fixed charges, reinforcing the need for
affordability and equity in rate design, and SoCalGas’s fixed charge proposal meets this
standard.

11. Other jurisdictions

Califorma residential fixed charge rates are far below the level of fixed charges for many
other utilities in the counfry. For example, the SoCalGas proposed mncrease to reach a $20.00
residential fixed customer charge in 2029 for non-CARE customers still falls belind the national

average excluding the Pacific Region. See Table MF-12.

MF-34



10

11

12

13

14

15

Table MF-12: Monthly Residential Fixed Charge as reported by AGA

East East - " Sout West West Mational
Census Region | Pacific Morth South ﬂﬂ; Mountain England  Afiantic Morth South Exciuding
Central Central Central Central Pacific

AGA Reported
Customer Fixed | 753 | 23.52 17.54 18.39 12.00 1406 14.69 2295 2312 20.06
Charge in 2024

Sosalated to 808 | 2523 1882 2080 1287 1508 1576 2462 24.80 | 2152
Eggg'a‘e’” to 823 | 2571 1918 2120 1312 1537 1606 2509 2528 | 21.93

Table MF-12 estimates 2028 and 2029 fixed charge by region based on data presented in
the American Gas Association’s 20257 study and adjusted using the blended cost escalation
index described mn Appendix C to approximate 2028 and 2029 values. The national average
shown in Table MF-12 1s the AGA reported national average for all regions, adjusted to exclude
the Pacific Region. This adjustment 1s made so that the Pacific Region, and SoCalGas, can be
compared to the average of all other regions. SoCalGas’s current $5 residential fixed customer
charge 1s less than 25% of the average of all other regions in 2024

C. SDG&E’s Residential Minimum Bill

In this proceeding, SDG&E proposes to retain the current $4 per month residential
mimmum bill even though SDG&E continues to believe that cost-based residential fixed
customer charge, rather than minimum bill, reflects superior rate design principle. SDG&E 1s in
the process of implementing a new fixed customer charge for its electric customers and will
continue its focus on successfully finalizing that implementation before proposing a fixed charge

for residential gas customers.

3 See Appendix D.
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D. Residential Submeter Credit

Submeter credits apply to utility customers with a master meter who provide gas service
to residential sub-units (e g , multi-fammly dwelling units and mobile home parks). D.04-04-043
established a method for calculating submeter credits. In that decision, certain categories of
costs were defined as “Utility Avoided Costs”--the costs that utilities avoid for which a master
meter customer is reimbursed through the submeter credit provided by the utility ** In this
proceeding, the Applicants’ proposed submeter credits are based on updated studies in
compliance with the methodology set forth in D.04-04-043, and as was used most recently to
update the submeter credits in the 2024 CAP approved by D.24-07-009. Currently, SoCalGas’s
non-CARE submeter credit 1s set at $0.27945/meter/day and SoCalGas proposes to set 1t at
$0.14516/meter/day for 2027. With residential customer charge increasing m 2028 and 2029, the
submeter credits in these years will be $0.00000 and $0.00000, respectively.*

SDG&E’s submeter credifs are currently set at $0.57534/meter/day for both multi-fanuly
(GS) and mobile home (GT) customers. For 2027 - 2029 SDG&E proposes to set them at
$0.51583/meter/day for GS customers and $0.53418/meter/day for GT customers.

E. Core C&I Rates

SoCalGas and SDG&E each have a single taniff serving 1ts core commercial and
industrial (C&I) customers, Schedule G-10 for SoCalGas and Schedule GN-3 for SDG&E.

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

3% 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.

¥ Per the method for calculating submeter credit, SoCalGas’s proposed increases in customer charge
has the effect of lowenng submeter credits in 2028 and 2029. Where this calculation results in a
negative submeter credit (effectively a submeter charge). SoCalGas proposes to set the submeter
credit to $0.00000 per day.
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declining block volumetric rates. SDG&E’s GN-3 rate design consists of a $10 customer charge
and three tiers of declining block volumetric rates.

In D.24-07-009, the Commission retamned the current rate structure for the different tiers
within SoCalGas’s G-10 rate design and SDG&E’s GN-3 rate design. Neither SoCalGas nor
SDG&E propose any changes to the current methodology.

F. Natural Gas Vehicle (NGV) Compression Rate Adder

A compression surcharge or compression rate adder 1s intended to cover the cost of
providing compressed natural gas (CNG) to motor vehicles fueling at public access CNG vehicle
refueling stations owned and operated by Applicants. The compression rate adder 1s charged to
customers on a volumetric basis. This adder 1s incremental to the uncompressed commodity
charge and transportation charge. The compression rate adder reflects the capital and operating
costs of compressing the natural gas and providing public access to CNG fuel for NGV owners.
Additional state fuel tax, federal excise tax, and utility user taxes, which can vary by location, are
also charged to customers. Currently, there 1s a Sempra Califorma Utilities-wide* compression
rate adder across both SoCalGas and SDG&E. Therefore, the compression rate adders for
SoCalGas and SDG&E are nearly 1dentical, with only a small difference due to differences in the
Franclise Fees and Uncollectibles between the utilities.

In thus CAP, Applicants have updated the NGV compression rate adders to reflect current
costs. These costs are composed of a capital-related revenue requirement for public-access
refueling equipment and a fully-loaded O&M-related revenue requirement. The Sempra

Califorma Utilities-wide NGV compression rate adder 1s denived by dividing the combined

4 Sempra Califormia Utilities-wide rate refers to the calculation of a single rate between SoCalGas and
SDGE&E for a customer class, before applymg utility-specific adders, such as Franchise Fees and
Uncollectibles.
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SoCalGas and SDG&E compression cost revenue requirements by the combined demand
forecast for compressed NGV volumes. * The resulting NGV compression rate adders proposed
for this TCAP term are $0.43681 per therm and $0.44013 per therm for SoCalGas and SDG&E,
respectively.

Per D 24-07-009 SoCalGas and SDG&E are required to “make available a study
presenting a tiered core rate option as well as a noncore rate option for NGV customers.
SoCalGas 15 not requuired to present this study as one of their proposals.™ This study 1s available
to interested parties upon request.

G. Gas Air Conditioning Rates

SoCalGas proposes to eliminate Schedule G-AC, the core air condifioning service for
commercial and industrial, including G-AC, G-ACC and GT-AC Rates. There are currently
three meters being billed under these rates. SoCalGas proposes to move these meters to the
applicable rate under Schedule G-10 (GN-10. GN-10C, GT-10 respectively).

Where G-AC billed meters exist on the same prenuses as an existing G-10 billed meter, 1t
might be possible to combine the meters volume for billing purposes.

II1. NONCORE RATE DESIGN
A, Noncore Distribution Rates

Applicants’ current distribution-level services for noncore C&I and electric generation
(EG) customers are provided under Schedule GT-NC for SoCalGas and Schedules GTNC and
EG for SDG&E. The current noncore C&I rate design consists of a customer charge of $350 per
month for both the utilities, four tiers of dechining block volumetric rates for SoCalGas and a

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

' The compressed NGV volumes are presented by witness Eduardo Martinez (Chapter 3).
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wide rates; small EG customers pay a $50 customer charge and a volumetric rate, and large EG
customers pay a lower volumetric rate. Neither SoCalGas nor SDG&E propose any changes to
the current methodology.

B. Transmission Level Service Rates

Applicants’ current Sempra Califorma Utihties-wide rates for transmussion-level service
customers are provided under Schedule GT-TLS for SoCalGas and Schedule TLS for SDG&E.
The current rate design consists of a class-average volumetric rate option and a reservation rate
option for customers served from the transmission system. Neirther SoCalGas nor SDG&E
propose any changes to the current methodology.

This concludes my prepared direct testimony.
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IV. QUALIFICATIONS

My name 1s Michael W. Foster. My business address 1s 555 West Fifth Street, Los
Angeles, Califorma, 90013-1011. I am employed by SoCalGas as the Rate Design and Demand
Forecasting Manager within the CPUC/Federal Energy Regulatory Commussion (FERC) Gas
Regulatory Affairs Department, which supports gas regulatory activities of both SoCalGas and
SDG&E. Ihave been employed with the Companies since December 2001.

I have held my current position managing the rates and demand forecasting groups since
February 2023. Previously, I held various positions of increasing responsibility, most recently as
a Principal Economic Advisor for the gas Rate Design function for both SoCalGas and SDG&E,
from December 2016 through February 2023. I recerved a Bachelor of Arts degree in Economics
from the University of Califormia, Santa Barbara in 1995. I recerved a Master of Business
Admimistration degree from the Darden School of Business at the Umiversity of Virgimia,
Charlottesville m 2000.

I have previously testified before the Commussion.
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For purposes of isolating rate and bill impacts presented in this chapter to the impacts
generated directly by the CAP proposals, present September 1, 2025 tariffed rates have

Appendix A: Normalization of September 1, 2025 Published Rates

been normalized by making the following 5 adjustments: 1) the border cost of gas is

updated and consistent across all scenarios presented, 2) the Backbone Transportation

Balancing Account (BTBA) balance has been set to zero, and is consistent across all
scenarios presented, 3) residential submeter credits are recalculated based on inputs as of
September 1, 2025 as opposed to the actual settled September 1, 2025 value, and will be

updated in each scenario presented based on proposals, the 4) CARE discount is
recalculated using September 1, 2025 class average rates, and will be updated in each

scenario presented based on proposals, and 5) SoCalGas Exchange Revenues & Interutility
Transactions revenue updated to authorized 2025 amount.
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Appendix B: LRMC results vs. September Normalized
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Appendix C: Escalation of 1994 CPUC adopted SCG fixed cost of service

Capital Related Costs, Annual

O&M Related Costs, Annual

Growth Rates Growth Rates
Monthly
[Weighted |Customer
Meter House |Average Gas lAverage |Average  |Fixed
Steel Flastic Installatio |Regulator (Installatio |Annual Monkabor  JAnnual JAnnual Charge

Senices  |Senices  |Meters ns 5 ns Growth Lalor O&M Growth Growth Escalated
104% 102% 99% 108% 102% 108% 104% 104% 103% 103% 104%| 5 12.83
103% 104% 101% 104% 100% 104% 103% 103% 103% 10:3% 103%| F 13.20
102% 102% 101% 100% 100% 100% 101% 103% 102% 103% 102%| 5 13.44
102% 102% 102% 102% 100% 102% 102% 104% 102% 103% 103%| 5 13.79
102% 102% 100% 101% 101% 101% 101% 104% 102% 10:3% 102%| 5 14.08
102% 102% 97% 102% 100% 102% 101% 103% 102% 102% 102%| 5 14.33
102% 102% 106% 104% 100% 104% 103% 103% 104% 103% 103%| 5 14.79
102% 102% 104% 101% 102% 101% 102% 104% 103% 103% 103%| § 1518
103% 103% 96% 102% 102% 102% 101% 102% 102% 102% 102%| 5 1542
103% 102% 96% 105% 100% 104% 102% 103% 103% 10:3% 102%| 5 15.80
109% 103% 95% 124% 102% 123% 109% 103% 104% 104% 106%| § 16.78
111% 105% 101% 125% 105% 123% 112% 104% 105% 104% 108%| 5 18.08
104% 104% 106% 104% 106% 104% 105% 103% 104% 10:3% 104%| § 18.79
100% 104% 115% 95% 106% 96% 103% 102% 103% 103% 103%| § 19.30
108% 105% 110% 117% 104% 117% 110% 103% 105% 104% 107%| 5 20,67
102% 105% 102% 97% 102% 7% 101% 102% 100% 101% 101%| § 2084
103% 103% 99% 105% 103% 105% 103% 102% 103% 102% 103%| 5 21.38
107% 103% 101% 113% 103% 112% 107% 103% 104% 103% 105%| § 22.40
106% 103% 105% 110% 102% 110% 106% 103% 102% 102% 104%| § 23.30
100%: 102% 108% 98% 102% 99% 101% 102% 102% 102% 102%| 5 23.69
102% 103% 121% 100% 103% 100% 105% 102% 102% 102% 103%| 5 24.41
100% 102% 108% 965% 103% 7% 101% 104% 100% 102% 102%| 5 24.78
101% 103% 107% 98% 102% 99% 102% 104% 101% 102% 102%| 5 2526
104% 102% 112% 107% 103% 106% 106% 103% 102% 102% 104%| § 2624
104% 102% 108% 107% 108% 107% 106% 101% 103% 102% 104%| 5 2727
103% 103% 106% 103% 105% 103% 104% 100%: 102% 101% 102%| 5 27.92
104% 102% 94% 108% 99% 108% 102% 104% 100% 102% 102%| 5 28.54
112% 106% 100% 121% 103% 120% 110% 104% 107 % 106% 108%| 5 30.76
112% 105% 113% 120% 118% 115% 114% 106% 111% 108% 111%| § 34.16
111% 104% 108% 120% 114% 115% 113% 105% 103% 104% 108%| § 36.87
102% 104% 108% 100% 114% 100% 105% 102% 102% 102% 103%| § 38.13
105% 106% 59% 104% 107% 104% 098% 102% 103% 103% 100%| § 3826
101% 104% 112% 98% 102% 98% 103% 103% 102% 103% 103%| 5 3928
101% 102% 110% 99% 101% 100% 102% 103% 102% 10:3% 102%| 5 4020
101% 101% 104% 100% 100% 101% 101% 103% 102% 102% 102%| § 40.91
101% 100%: 104% 102% 99% 102% 101% 103% 102% 102% 102%| 5 41.69

MF-C-1




Appendix D: AGA studies

2015 AGA Study

G

ea_2015-03_custome
rcharge2015.pdf

2025 AGA Study

BlAffordable-Natural-Gas-Supported-by-Fixed-Rate-Design.pdf
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Appendix E - Areas of Affordability Concern at $4 /35 fixed Charge vs $10/520 fixed Charge

14 AACs - CARE with $4 fixed Charge

Climate | # of Housing

PUMA # County / City Zome Uit 2027

Los Angeles County (North)—LA
City [Mortheast/North

03721 50G 1 60,113 100.0%
Hollywood & Valley Village)
PUMA
Los Angeles Coumnty
Morthwest)-LA MNorth
03722 I Gy 50G 1 66,340 16.94%

Central /Van Nuys & North !
Sherman Oaks) PUMA

Los Angeles County (North)—LA
03722 | City (North Central/Mission S0G 1 42,981 10.4%
Hills & Pancrama City) PUMA
Los Angeles County (Central)—
03727 LA City [Central/Pacific S0G 1 83,669 12.6%
Palisades) PUMA

Los Angeles Coumnty
03728 [Southwest}-Santa Monica 5061 51,158 11.1%
City PLIMA
Los Angeles County [West
Central)—LA City [West
Central /Westwood & West Los
Angeles) PUMA

03723 506G 1 103,556 43.3%

Los Angeles County [Centrall—
03731 West Hollywood & Beverly SCG 1 65,583 215%
Hills Cities PUMA
Los Angeles County [Centrall—
03732 LA City [East SCG 1 92,097 80.6%
Central /Hollywood) PUMA
Los Angeles County [Centrall—
03733 | LA Gty (Central/Koreatown) SCG 1 51,641 100.0%
PUMA

Los Angeles County (Central}—
03738 B Monte & South El Monte 5061 32 364 18.1%
Cities PUMA

Los Angeles County (Central)—
03744 LA City (East Central {Central 50G 1 65,418 100.0%
City & Boyle Heights) PUMA
Los Angeles County—LA City

03746 (Central/Univ. of Southem SCG 1 36,301 100.0%
California & Exposition Park) "
PUMA

Los Angeles County {South
03750 Central}-LA City (South S0G 1 57,867 10.3%
Central f'Westmont) PUMA
Los Angeles County {South
03751 Central}-LA City (South S0G 1 41,676 100.0%
Central/Watts) PUMA
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13 AACs - CARE with $10 fixed Charge

PUMA &

County [ City

# of Housing
Units

2027

03721

Los Angeles County (North)-LA
City (Northeast/North
Hollywood & Valley Village)
PLUIMA

5061

60,113

100.0%

03722

Los Angeles Coumnty
[Morthwest)—LA City (Morth
Central/Van Nuys & North

Sherman Oaks) PUMA

5061

66,340

03723

Los Angeles County (North)-LA
City (North Central/Mission
Hills & Pancrama City) PUMA

5061

42981

03727

Los Angeles County (Central}—
LA City [Cemtral/Pacific
Palisades) PUMA

5061

83,569

12.2%

03728

Los Angeles Coumnty
[Southwest)—Santa Monica
City PLIMA

5061

51,153

03723

Los Angeles County (Waest
Central}—LA City [West
Central/Westwood & West Los
Angeles) PUMA

5061

102,596

03731

Los Angeles County (Central}—
‘West Hollywood & Beverly
Hills Cities PUMA

5061

65,583

03732

Los Angeles County (Central}—
LA City (East
Central/Hollywood) PUMA

5061

92,097

03733

Los Angeles County (Central}—
LA City (Central/Koreatown)
PLUIMA

5061

51,641

100.0%

03738

Los Angeles County (Central}—
El Monte & South El Monte
Cities PUMA

5061

32364

17.9%

03744

Los Angeles County (Central}—
LA City [East Central/Central

City & Boyle Heights) PUMA

5061

65,413

100.0%

03746

Los Angeles Couwnty—LA City
[Central/Univ. of Southemn
California & Exposition Park)
PUMA

5061

35301

100.0%

03751

Los Angeles County (South
Central)—LA City (South
Central /Watts) PUMA

5061

41,576

100.0%
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18 AACs — non-CARE with $5 fixed Charge

County / City

climate
Zone

# of Housing
Uniits

03721

Los Angeles County (North)-La

5061

60,113

Cenitral fvan Muys & Morth
Sherman Oaks) PURA

5061

66,340

03723

Les Angeles County (Morth LA
City (Morth Central Mission
Hills & Panorama City) PURMA

5061

42081

13.2%

03727

Los Angeles County (Centrall—
La City |central /Pacific
Palisades) PUMA

5061

83,660

16.0%

03728

Los Angeles County
[Southwest]—Santa Monica
City PUMA

5061

51,158

14.0%

Los Angeles County [West
Central}-La City (West
central fwestwood & West Los

Angeles) PUMA

5061

Los Angeles County [West
Central}-LA City
[central/Hancock Park & Mid-
Wilshire) PUMA

5061

85,206

119%

03731

Los Angeles County [Central}—
‘West Hollywood & Beverly
Hills Cities PUNA

5061

65,583

03732

Los Angeles County [Central}—
LA City [East
Cenitral /Hollywood) PUMA

5061

02,097

03733

Los Angeles County [Central}—
La city {Central,/Koreatown)
PLIKA

5061

51,641

Los Angeles County—LA City
|East Central/Silver Lake, Echo
Park £ Westlake) PUMA

5061

12 4%

Los Angeles County [Central}—
El Monte & South El Monte
Cities PURMA

5061

32354

Los Angeles County [Central}—
|Huntington Park City, Florence-
Graham & walnut Park PURMA

5061

25,990

12.1%

Los Angeles County (Centrall—
LA City (East Central/Central
city & Boyle Heights) PUMA

5061

65,418

Los Angeles County—LA City
|central MUniv. of Southemn
california & Exposition Park)
PUIMA

5061

35,301

Los Angeles County |South
Central}-LA City [South
Central fWestmont) PUMA

5061

57,857

13.1%

03751

Los Angeles County |South
Central}-LA City [South
Ccentral/Watts) PUMA

5061

41676

05912

Orange County [Morthwest)}—
Westminster, Stanton &
Garden Grove [West) Cities
PLIKA

5061

46374

10.2%
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17 AACs — non-CARE with $5 fixed Charge

PUMA &

County / City

Climate
Zone

# of Housing
Units

2027

03721

Los Angeles County (Morth)}—LA
City (Northeast/North
Hollywood & Valley Village)
PLUMA

50G1

60,113

03722

Los Angeles County
{Morthwest)—LA City (North
Central/Van Nuys & North

Sherman Oaks) PUMA

50G1

66,340

19.8%

03723

Los Angeles County (Morth)}—LA
City (Morth Central/Mission
Hills & Panorama City) PUMA

50G1

42,981

12.7%

03727

Los Angeles County (Central)—
LA City (Central /Pacific
Palisades) PUMA

50G1

83,569

15.4%

03728

Los Angeles County
(Southwest)—Santa Monica
City PUMA

50G1

51,158

135%

03729

Los Angeles County (West
Central}-LA City (West
Central /Westwood & West Los
Angeles) PUMA

50G1

103,596

528%

03730

Los Angeles County (West
Central)}-LA City
(Central/Hancock Park & Mid-
Wilshire) PUMA

50G1

85,295

11.4%

03731

Los Angeles County (Central)—
‘West Hollywood & Beverly
Hills Cities PUMA

50G1

65,583

26.2%

03732

Los Angeles County (Central)—
LA City (East
Central/Hollywood) PUMA

50G1

92,097

97.2%

03733

Los Angeles County (Central)—
LA City (Central/Koreatown)
PUMA

50G1

51,541

03734

Los Angeles County—LA City
(East Central/Silver Lake, Echo
Park & Westlake) PUMA

50G1

84,563

11.9%

03738

Los Angeles County (Central)—
El Monte & South El Monte
Cities PUMA

50G1

32,364

19.3%

03742

Los Angeles County (Central)—
Huntington Park City, Florence-
Graham & Walnut Park PUMA

50G1

25,990

11.6%

03744

Los Angeles County (Central}—
LA City (East Central/Central
City & Boyle Heights) PUMA

50G1

65,418

03746

Los Angeles County—LA City
{Central/Univ. of Southern
California & Exposition Park)
FUMA

50G1

35,301

03750

Los Angeles County (South
Central)—LA City (South
Central/Westmont) PUMA

50G1

57,867

12.6%

03751

Los Angeles County (South
Central)—LA City (South
Central/Watts) PUMA

50G1

41,576
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