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I. Summary

In this decision, we consider the application of Southern California Gas Company (SoCalGas) for authority to sell cushion gas in its Aliso Canyon and La Goleta natural gas storage fields. 

We conclude that Pub. Util. Code § 851 applies to the proposed activities which would reclassify 14 billion cubic feet (Bcf) of cushion gas in these storage fields as working gas available for sale.  SoCalGas is authorized to perform the activities described in its application, except that the sale of the reclassified cushion gas shall not take place until further order of this Commission.  We also conclude that the proposed activities are exempt from the California Environmental Quality Act (CEQA).

II. Background

SoCalGas filed its application with the Commission on April 9, 2001.  Notice of the application was published in the Commission’s Daily Calendar of April 10, 2001.  Five responses and two protests to the application were filed.  SoCalGas filed a reply to the protests and responses on May 21, 2001.  

On May 4, 2001, an assigned Commissioner’s ruling was issued.  Among other things, the ruling sought comment on whether the proposed project is exempt from CEQA, and to address whether electricity generators and qualifying facilities should be given a priority to bid on the reclassified cushion gas.

In an Administrative Law Judge’s (ALJ) ruling dated May 17, 2001, interested parties were notified that a prehearing conference (PHC) would be held on May 30, 2001.  The ruling also notified parties that the PHC would discuss the processing of the application, and whether the application could be divided into two phases.  

The PHC was held on May 30, 2001.  Among the issues discussed was whether an initial decision could be issued which would address the issues concerning Pub. Util. Code § 851, CEQA, the authorization necessary to begin the well drilling and related modifications, and the authorization for recovery of the project costs from the sale of the reclassified cushion gas.  This would be followed by a decision no later than the end of September 2001 to address the issue of whether any restrictions should be placed on to whom the gas could be sold, or on the increased gas storage capacity resulting from the well work.  The PHC also discussed the need for a second phase of the proceeding which would address the ratemaking aspects of the sale of the reclassified cushion gas, and how those benefits would be allocated to shareholders and ratepayers.  None of the parties who appeared at the PHC objected to this two-phase process.  The scoping memo was issued on June 5, 2001. 

On June 15, 2001, the Environmental Branch of the Commission’s Energy Division filed with the Docket Office a report entitled the “Energy Division Staff Report On A.01-04-007 CEQA Issues.”  The Environmental Branch, and the Division of Oil and Gas and Geothermal Resources of the California Department of Conservation, visited the La Goleta and Aliso Canyon sites on May 18, 2001. 

III. Positions Of The Parties

A. SoCalGas

SoCalGas plans to make design changes at two of its underground natural gas storage fields, Aliso Canyon in Los Angeles County, and La Goleta in Santa Barbara County.  The maximum total field inventory at Aliso Canyon is 161.5 Bcf, which consists of 70 Bcf of working gas space and 91.5 Bcf of cushion gas.  Of the cushion gas, 78.1 Bcf is considered recoverable.  The maximum total field inventory at La Goleta is 54.5 Bcf, which consists of 13.5 Bcf of working gas space and 41 Bcf of cushion gas.  The La Goleta cushion gas is made up of 32.6 Bcf of recoverable cushion gas and 8.4 Bcf of unrecoverable cushion gas.

According to SoCalGas, at the time these storage fields were constructed, the cost of natural gas was relatively low, so the fields were designed with relatively high amounts of cushion gas.  Through a combination of drilling new wells and reworking several existing wells, the redesign of these storage fields will allow SoCalGas to provide the same level of current deliverability with less cushion gas at both storage fields.  SoCalGas contends that the project will provide the means to realize substantial value from the 14 Bcf of cushion gas that will no longer be needed, and which will be sold on the open market. 

The current deliverability at Aliso Canyon at zero Bcf of working gas inventory is 1041 million cubic feet per day (MMcf/d).  The field deliverability with 7 Bcf less of cushion gas is estimated by SoCalGas to be 834 MMcf/d.  However, SoCalGas contends that the reoptimization of Aliso Canyon at 7 Bcf below zero working gas inventory will increase deliverability back to 1041 MMcf/d, thereby providing the same level of service.  Although SoCalGas is still analyzing the most economically beneficial method of drilling new wells and rework of existing wells, SoCalGas estimates that the project for Aliso Canyon can be done at a cost of approximately $12 million.

The current deliverability at La Goleta at zero Bcf of working gas inventory is 250 MMcf/d.  The field deliverability with 7 Bcf less of cushion gas is estimated to be 79 MMcf/d with existing wells and current operations.  By reworking 4 or 5 existing wells and making some operational changes, SoCalGas estimates that it can maintain the same 250 MMcf/d withdrawal rate from zero to minus 7 Bcf working inventory.  SoCalGas estimates that this work can be done for approximately $3 million.
  

Since the purpose of the cushion gas is to provide minimum reservoir pressure, less cushion gas will be needed to provide the current levels of deliverability at both fields.  Thus, the project will make available for withdrawal and sale 7 Bcf of cushion gas at each of the two fields for a total of 14 Bcf.  

After approval of the application, SoCalGas proposes to sell the 14 Bcf of gas to the highest bidders.  This gas inventory could be withdrawn at any time over the November 2001 to March 2002 period, subject to SoCalGas’ existing winter balancing rules.  The successful purchasers could also purchase firm withdrawal rights from SoCalGas’ unbundled storage program.  

SoCalGas contends that the removal of the 7 Bcf of cushion gas from each of the fields will allow it to offer more working gas inventory space for customers, and will improve the operational flexibility of the storage field.  The gas storage inventory capacity at each field will be increased by 7 Bcf after the excess cushion gas has been sold and withdrawn.  This will allow SoCalGas to sell up to 44 Bcf of unbundled storage to the marketplace, rather than the 30 Bcf that was established in the 2000 Biennial Cost Allocation Proceeding (BCAP).  This extra storage capacity will provide customers with additional flexibility to hedge against high-cost and potentially unreliable winter supplies.  

The lower reservoir pressure will also improve the performance of the existing compressors since they will be able to inject gas at a higher rate.  For the last five years, the average volume injected at Aliso Canyon was 51 Bcf per year.  It would take 116 days to inject this gas into storage if the compressors were running at maximum output.  After the 7 Bcf of cushion gas is removed from Aliso Canyon, the same volume of 51 Bcf per year can be injected in 108 days.  Similarly, for La Goleta, during the last five years, the average volume injected at La Goleta was 9 Bcf per year.  This normally takes 62 days to inject this gas into storage.  After the redesign, SoCalGas asserts that the same volume can be injected into La Goleta in 57 days.  

SoCalGas also asserts that the project will reduce injection and operating costs.  SoCalGas estimates that for Aliso Canyon, it will save about 78,000 Mcf of fuel in a typical injection year.  At an assumed cost of $5/Mcf of gas, this would amount to a savings of about $390,000 per year.  SoCalGas also estimates a reduction of 22,700 lbs. of NOx emissions for a typical injection year as a result of burning less fuel for injection.  Since Aliso Canyon is part of the South Coast Air Quality Management District’s RECLAIM program, the annual savings in RECLAIM trading credits would amount to approximately $300,000.  These trading credits would be made available to other users of these trading credits.

For La Goleta, SoCalGas estimates that the redesign will result in annual injection fuel cost savings of $40,000.  SoCalGas also estimates that reduced fuel consumption will lead to the reduction of 1000 lbs. of NOx emissions per year.

SoCalGas states that it will apply to the Division of Oil, Gas and Geothermal Resources (DOGGR or Division) of the California Department of Conservation for the permits necessary to drill and to rework the wells.  SoCalGas plans to submit detailed plans to the DOGGR, which will include specific drill depths, surface and bottomhole locations, casing programs, blowout prevention plans, and other relevant information.  SoCalGas states that DOGGR has granted permits for thousands of well drilling and rework projects that are virtually identical to this project.  SoCalGas plans to use the same type of drilling equipment and techniques employed by oil and gas producers.  

SoCalGas states that the only potential negative environmental issue that has been identified is ground subsidence caused by reducing the reservoir pressure when the cushion gas is removed.  SoCalGas asserts that the magnitude of change in reservoir pressure for this project is much less than in depletion of a normal producing oil or gas reservoir.  

According to SoCalGas, DOGGR has the responsibility under the Public Resources Code to oversee the drilling and operation of oil and gas wells and reservoirs.  No other permit requirements are foreseen.  SoCalGas requests that the Commission utilize DOGGR’s expertise to determine if a review under the California Environmental Quality Act (CEQA) is needed for this project.   SoCalGas also proposes that DOGGR be designated as the lead agency for the CEQA review, and that the Commission be designated as a responsible agency.  

SoCalGas contends that the project is exempt from CEQA for several reasons.  First, no Commission approval of the sale of the cushion gas is required under Pub. Util. Code § 851, and no discretionary Commission approval is required under any provision of law before SoCalGas can make the improvements.  The only substantive Commission authorization which SoCalGas seeks is related to the ratemaking treatment of the project.  

Second, SoCalGas contends that even if approval under § 851 is required, the project is exempt from CEQA review under the Class 1, 4 and 11 categorical exemptions, and statutorily exempt under Public Resources Code Section 21080(b)(2), as interpreted by § 15269(c) of Title 14 of the California Code of Regulations (CEQA Guidelines).  The Class 1 categorical exemption includes the operation or minor alteration of existing public utility facilities, involving negligible or no expansion of use beyond that previously existing. (CEQA Guidelines, § 15301(b).)  SoCalGas asserts that DOGGR has recognized that this exemption applies to conversions of existing wells, such as the work that is contemplated for some of the wells in this project. 

The Class 4 categorical exemption includes minor alterations to land.  SoCalGas asserts that DOGGR has interpreted this exemption to include drilling operations that result only in minor alterations with negligible effects to the existing condition of the land, water, air, and/or vegetation. (CEQA Guidelines, § 1684.2.)  SoCalGas contends that the drilling of the new wells will be conducted in existing cleared areas, and that no grading or vegetation removal will be required.  Also, none of the drilling will be located in an area, or performed in a manner, that could affect a stream or other water body.  SoCalGas states that DOGGR  has relied on this exemption in the past to exempt new wells drilled in existing oil and gas fields by SoCalGas or other persons.

The Class 11 categorical exemption applies to the construction of minor structures accessory to existing commercial, industrial, or institutional facilities.  (CEQA Guidelines, § 15311.)  SoCalGas contends that this exemption applies because the proposed wells are accessory to an on-going gas storage facility.  

Under Public Resources Code Section 21080(b)(2), as interpreted by § 15269(c) of the CEQA Guidelines, an “emergency” is defined as a “sudden, unexpected occurrence, involving a clear and imminent danger, demanding immediate action to prevent or mitigate loss of, or damage to life, health, property, or essential public services.”  SoCalGas contends that California faces a need for additional electrical power supplies, and that much of the electric generation capacity in California is fueled with natural gas.  During the winter of 2001-2002, natural gas service could be curtailed to meet electric generation needs.  Unless more natural gas is made available, California will experience more sudden and unexpected blackouts.  SoCalGas cites Governor Davis’ proclamation of January 17, 2001 declaring a state of emergency with respect to the imminent threat of a widespread and prolonged electricity outage.  SoCalGas asserts that the proposed project is intended to help prevent electricity blackouts from occurring. 

Due to SoCalGas’ belief that the categorical exemptions or statutory exemption applies, SoCalGas has not tendered a Proponent’s Environmental Assessment with its application.  

SoCalGas believes that the benefit to customers of making this gas available for the 2001-2002 winter season, in addition to the ongoing benefits, is substantial.  At the time SoCalGas filed this application, there were low gas storage inventories, and projections that summer electrical generation demand would likely combine to produce low gas storage levels going into the 2001-2002 winter.  The redesign of the two storage fields will make another 14 Bcf of storage available to serve SoCalGas’ customers, and protect them from the possibility of  curtailment.  The 14 Bcf of gas, or about 90 MMcfd (14,000 MMcf divided by 151 winter days) is the equivalent of about a 2.5% increase in existing system capacity.  

In addition, high California border prices for gas make this project financially attractive.  According to SoCalGas, the futures markets are indicating that natural gas prices will average $10/Mcf during the 2001-2002 winter.  The book value of the cushion gas is 31 cents/mcf.  The market value of SoCalGas’ proposal, net of taxes and necessary investments, will be about $64 million.
  According to SoCalGas, the market value of the gas in question exceeds the cost of extraction by an 8 to 1 factor.  SoCalGas states that prompt action is necessary to achieve the financial benefits because over the long term, California border prices are expected to decline from current levels.     

With regard to the project’s schedule, SoCalGas believes that it is most advantageous if the gas resulting from this project can be made available for the winter of 2001-2002.  In order to make the cushion gas available by that time, the well work must be started by August 15, 2001.  Since 30 days will be needed after the Commission approves the project to commence the drilling operations, SoCalGas states that a Commission decision is needed by July 15, 2001.  If approval of the application is delayed past this date, SoCalGas contends that this will reduce the amount of net gain, as well as the net present value of any net gain. 

SoCalGas proposes that the Commission address the application in two phases so that the project can be timely implemented to realize the capacity and financial benefits.  In the first phase, SoCalGas recommends that the Commission issue a decision on an expedited basis concluding that Commission approval under Pub. Util. Code § 851, or any other provision of law, is not required for the sale of the cushion gas under the circumstances described in the application.  SoCalGas contends that § 851 only applies to the sale of assets that are necessary or useful for the provision of utility assets.  Since the 14 Bcf of cushion gas would no longer be necessary or useful, Commission authorization under § 851 is not required.
  In the alternative, if the Commission interprets § 851 or another provision of the law to require Commission approval before SoCalGas is permitted to sell the cushion gas, SoCalGas requests that the Commission grant such authorization as being in the public interest.   

In the first phase, SoCalGas also requests that the Commission authorize SoCalGas to retain the sale proceeds in the sum of: (1) the book cost of that gas; and (2) the cost of the additional facilities that SoCalGas will install to make the sale of the cushion gas possible.  SoCalGas contends that it is only reasonable that it be allowed to retain the cost of the additional facilities because of the substantial investment involved, and the resulting benefits to SoCalGas’ customers.  If this treatment is authorized, SoCalGas would remove the book cost of the gas sold from rate base upon receipt of the sale proceeds, and it would not book the cost of the additional facilities to rate base.  This type of treatment would not result in an increase in SoCalGas’ rates to its customers.  SoCalGas further states that it “is not seeking Commission assurance that it will be able to recover in rates any remainder of these costs if the sale proceeds do not exceed their sum….”  

In the second phase, SoCalGas proposes that the Commission address the ratemaking treatment of the net gain on sale and related taxes, the reduction in future operating costs, the allocation of benefits among customer classes, and any other ratemaking issues that may arise out of the project and sale of the cushion gas.  SoCalGas believes that it would be reasonable for it to share in a portion of the $64.3 million in net gain.  SoCalGas proposes and agrees to account for the net gain on sale from the time of receipt of the sale proceeds in an interest-bearing tracking account, and that the amount in this account be subject to disposition by the Commission in the second phase.  

B. Office of Ratepayer Advocates

The Office of Ratepayer Advocates (ORA) filed a protest to the application.  ORA opposes SoCalGas’ request for a finding that Commission approval under Pub. Util. Code § 851 is not required to reclassify and sell the cushion gas that resides in the two storage fields.  ORA contends that the cushion gas is property that is necessary and useful in the performance of SoCalGas’ duties, and falls within the requirements of § 851.  

ORA supports SoCalGas’ proposal to reclassify and sell the cushion gas on the condition that 70% or 9.8 Bcf of the 14 Bcf of reclassified gas be allocated to core customers at book cost.  ORA recommends that the remaining 4.2 Bcf be sold in a competitive sealed bidding procedure, and that the net proceeds be allocated between SoCalGas and noncore customers.  ORA contends that the proceeds from the sale of the remaining gas would cover the book value of the gas and the cost of the additional facilities.  ORA contends that the 70% allocation is analogous to the historical cost allocation to core customers of the revenue requirement associated with storage facilities.

ORA is opposed to giving electricity generators or qualifying facilities a priority to bid on the reclassified cushion gas unless the gas is used to generate electricity that will be sold to California ratepayers at reasonable prices.  ORA contends that the cushion gas should serve as an additional source of flowing supply to the SoCalGas system to help alleviate potential gas curtailments, enhance system integrity this summer and winter, increase storage inventory on the system, and to moderate gas prices at the California border.

C. The Utility Reform Network

The Utility Reform Network (TURN) filed a protest to the application as well.  TURN supports the spending of approximately $14 million for the well drilling and improvements necessary to increase the inventory level of the two storage facilities, and to reclassify and sell the resulting 14 Bcf in working gas.  However, TURN prefers that the reclassified cushion gas be sold, at book value plus the costs associated with the capital improvements, to SoCalGas' Gas Acquisition Department for use by core customers.  TURN contends that such a sale will provide assurance that core customers will have sufficient gas in the event of a cold winter.  

TURN recommends that merchant generators should not be given a priority to purchase the cushion gas unless they pass through the savings in lower electric prices, preferably under a contract with the California Department of Water Resources.  Qualifying facilities should not be given a priority since their payments for electricity would not be reduced.  

Another option that TURN favors is to give Pacific Gas and Electric Company’s (PG&E) Core Procurement Department a priority to the reclassified cushion gas at a reasonable price.  TURN states that PG&E will face similar problems in obtaining baseload or term commitments for natural gas in the coming winter season as it did during this past winter.  TURN states that PG&E’s core customers experienced huge price increases this past winter due to PG&E having to purchase daily border supplies.  TURN contends that the low-cost cushion gas should be sold to PG&E rather than selling it at high border prices to marketers.  TURN asserts that those marketers may be the same companies that refused to sell gas to PG&E, and reaped substantial benefits from the high border gas prices.  

A third option that TURN suggests is to give the Gas Acquisition Department of SoCalGas a priority for at least a portion of the gas.  TURN contends that this will minimize the cost-shifting from San Diego Gas & Electric Company’s (SDG&E) core customers to SoCalGas’ core customers that would result from the portfolio consolidation proposal submitted by SoCalGas and SDG&E in Application 01-01-021.

TURN does not agree with SoCalGas that the Commission must decide the auction methodology before implementing a project which has low costs and provides immediate and vital benefits.  TURN states that the Commission should order SoCalGas to start all necessary activities as soon as it resolves any CEQA issues, and provide a memorandum account to record the associated costs.  The issue of the gas sale needs to be resolved in sufficient time to ensure that the gas can be withdrawn starting in November.  TURN recommends that the Commission order SoCalGas to sell the gas to its Gas Acquisition Department at a price necessary to recover the book costs and incremental capital and operating expenses, or alternatively, that the Commission allow another round of pleadings to address the sale of gas.

TURN agrees that the cost allocation and ratemaking issues be deferred to a second phase.  However, TURN objects to SoCalGas’ proposal that the additional storage inventory of 14 Bcf be allocated to the unbundled storage program.  TURN recommends that the allocation of the storage capacity be addressed in a second phase of this proceeding.

D. California Industrial Group and California Manufacturers & Technology Association

The response of the California Industrial Group (CIG) and California Manufacturers & Technology Association (CMTA) states that the Commission should consider whether there are more appropriate uses for the reclassified gas that maximizes the benefit to the system rather than maximizing SoCalGas’ revenue.  That is, the Commission should examine whether there are other system uses for the gas, including whether there are adequate storage inventories for the winter season that would maximize system efficiency and help minimize the possibility of curtailments and stringent balancing requirements.  

CIG and CMTA oppose any priority being given to electricity generators and qualifying facilities to purchase the reclassified cushion gas.  CIG and CMTA contend that such a preference would be blatantly discriminatory, and would be unwise from a policy perspective because the Commission could become involved in examining the benefits of competing gas uses against ever-shifting economic and technical circumstances.  

E. Duke Energy North America, LLC and Duke Energy Trading and Marketing, L.L.C.

Duke Energy North America, LLC (DENA) and Duke Energy Trading and Marketing, L.L.C. (DETM) support SoCalGas’ application.  DENA and DETM state that the release of up to 14 Bcf of cushion gas will increase the capacity of the SoCalGas system to deliver gas by about 90 MMcfd, which should reduce the possibility of natural gas curtailments next winter.  DENA, which operates the South Bay generating plant in San Diego, was subject to natural gas curtailments this past winter.  

DENA and DETM state that it would be prudent for the Commission to take steps to ensure that electricity generators and qualifying facilities have sufficient gas supplies at all times at reasonable prices to continue operating their plants during the current electricity crisis.  One of the ways to accomplish this is to give a priority to the electricity generators and qualifying facilities to bid on enough of the reclassified cushion gas to ensure that they can keep their generators operating without interruption. 

F. Division of Oil, Gas, and Geothermal Resources

DOGGR responded in a letter dated May 10, 2001.
  DOGGR states that before a new well can be drilled, or before the physical condition of a well can be changed, the well operator must receive written approval from the State Oil and Gas Supervisor (Supervisor).  For new wells and the altering of existing wells, approval depends primarily on the following: protection of all subsurface hydrocarbons and fresh waters; protection of the surface environment; use of adequate blowout prevention equipment; and the use of approved drilling and cementing techniques.  

As of May 10, 2001, DOGGR had not received any notice of intent to drill or a notice to perform well operation for either the Aliso Canyon or La Goleta storage fields.  However, DOGGR reviewed SoCalGas’ application, which outlined the well work which SoCalGas plans to do.  DOGGR understands that the proposed wells are to be drilled on existing pads.  Based on such information, if a notice of intent to drill or perform well operations is filed with DOGGR for these proposed operations, it would consider the new wells as minor alterations to land, which are categorically exempt from CEQA.  The rework of existing wells in the Aliso Canyon and La Goleta fields would also be exempt from CEQA because these are existing facilities.  

G. Southern California Edison Company

Southern California Edison Company (SCE) supports the release of additional gas capacity so long as SoCalGas’ proposal does not negatively impact the use of available storage.  SCE believes that the Commission should evaluate any unintended impacts on the availability of storage for the 2001-2002 winter season, and that the Commission should consider what, if any, conditions may be necessary on SoCalGas’ storage operations to meet peak day demands.  

SCE agrees with SoCalGas that the additional capacity could be highly beneficial to gas and electric consumers in the coming winter.  In addition, the additional capacity may reduce the chance of curtailment to noncore customers, which might have a positive effect on the supply of electricity.  

SCE recommends that the Commission consider whether safeguards should be placed on the competitive auction that is proposed by SoCalGas.  One such safeguard is for the Commission to consider whether there should be a limit on the amount of gas that any one entity could obtain through the auction.  

With respect to whether electric generators and qualifying facilities should be given a priority over other bidders for the sale of the reclassified cushion gas, SCE believes that the Commission needs to carefully consider the long term implications of authorizing preferences of one class of customer over another.  SCE is of the opinion that ratemaking practices that involve preferences or subsidies do not protect the long term interests of ratepayers.  

Instead of imposing preferences to ensure reliable electric power, SCE contends that the Commission should adopt policies that facilitate forward electric energy contracting.  SCE states that forward electricity contracts would place the burden of securing firm gas supplies on the power supplier, and would eliminate the need for the Commission to impose preferences.  

If the Commission decides to establish a priority for the gas, SCE recommends that it be done through the California Department of Water Resources (DWR).  The Commission could then request that DWR purchase and administer a quantity of storage gas to be used by DWR to facilitate the generation of electricity during periods that the gas supply may be interrupted.  DWR could then direct the gas to the least cost electric generator at the time.   

H. Southern California Generation Coalition

The Southern California Generation Coalition (SCGC) filed a response in support of the applicant.  SCGC states that the project would produce a temporary increase in SoCalGas’ capacity to deliver gas to its customers by approximately 90 MMcf per day without burdening the interstate pipelines or SoCalGas’s backbone intrastate pipelines.  This increase in system capacity, together with the withdrawal and sale of cushion gas from SoCalGas’ Montebello storage facility (Application A.00‑04-031), should be enough so that SoCalGas’ customers will avoid curtailments during winter 2001-2002.  In addition, after the 14 Bcf of reclassified cushion gas is withdrawn from Aliso Canyon and La Goleta, this would increase the working inventory storage capacity by 14 Bcf.  This additional storage capacity will offset the loss of inventory capacity at Montebello.  

SCGC prefers to have all ratemaking issues decided at the outset.  However, in order to expedite the processing of the application, SCGC supports SoCalGas’ proposal to leave all ratemaking issues, other than the recovery of the cost of the project and the removal of cushion gas costs from ratebase, to a second phase of this proceeding.  SCGC suggests that these ratemaking issues may be handled in SoCalGas’ upcoming BCAP.  

SCGC supports SoCalGas’ request that the Commission give favorable consideration to SoCalGas’ request for an exemption from the CEQA requirements.  

With respect to whether electricity generators and qualifying facilities should be given a priority to bid on the reclassified cushion gas, SCGC has not had an opportunity to fully consider all of the implications of such a proposal.  SCGC points out that one possible effect is that this could reduce the pool of bidders, which could reduce the net gain on sale.    

IV. Discussion

A. Phasing Of The Application

At the PHC, one of the issues discussed was whether the proceeding should be phased to timely permit SoCalGas to get started on the well work so that the sale of the reclassified cushion gas can take place before November 2001.  This was also one of the issues addressed in SoCalGas’ reply.  The reply states that no party opposes the basic premise of the proposed project, i.e., that it is in the public interest to drill the additional wells and rework the existing wells at both storage fields, and to reclassify 7 Bcf of cushion gas in each field to working gas. 

Parties that attended the prehearing conference did not oppose processing SoCalGas’ application using a two-phased approach.  The assigned ALJ stated that the first phase would address the following issues: the applicability of Pub. Util. Code § 851; whether CEQA applies to the proposed activities and whether any statutory or categorical exemptions apply; whether SoCalGas should be authorized to proceed with the proposed drilling and related work and to reclassify the cushion gas; and whether SoCalGas should be authorized to recover the project costs from the sale of the gas.  No one identified the need for evidentiary hearings on these issues.  

The other phase one issue would address the mechanics of the sale of the reclassified cushion gas.  This would include resolving the various proposals as to who the reclassified cushion gas should be sold to.  Since this issue has the potential to delay any initial authorization that SoCalGas needs in order to make the reclassified gas available by November 2001, none of the parties attending the PHC objected to deferring this issue until additional comments on the various proposals could be solicited, with possible evidentiary hearings.  A decision on this issue would be targeted for issuance by the Commission in August or September 2001.

The remaining ratemaking issues would be addressed in the second phase, to take place during the end of 2001 or early 2002.

Since no one objected to the procedure that was described at the PHC, we intend to follow that schedule, as set forth in the scoping memo.  Thus, today’s decision addresses all phase one issues except that addressing to whom the reclassified cushion gas should be sold.

B. Public Utilities Code Section 851

The first issue to resolve in this phase of the proceeding is whether Pub. Util. Code § 851 applies to the application.  The resolution of this issue is important for two reasons.  First, if the activities proposed by SoCalGas do not require any discretionary approval by the Commission, then the Commission does not need to comply with CEQA. (Public Resources Code Section 21080(a); CEQA Guidelines, § 15040(a); Miller v. City of Hermosa Beach (1993) 13 Cal.App.4th 1118, 1131.)  Second, if this section applies to the proposed activities, then Commission approval is needed before SoCalGas can proceed.   

Section 15357 of the CEQA Guidelines defines a “discretionary project” to mean “a project which requires the exercise of judgment or deliberation when the public agency or body decides to approve or disapprove a particular activity, as distinguished from situations where the public agency or body merely has to determine whether there has been conformity with applicable statutes, ordinances, or regulations.”   Although SoCalGas requests that the Commission conclude that approval of the application is not required under Pub. Util. Code § 851, SoCalGas has requested in the alternative that if such authorization is needed, that it is in the public interest for the Commission to grant such authorization.  

Pub. Util. Code § 851 provides in pertinent part:

“No public utility … shall sell … or otherwise dispose of or encumber the whole or any part of its … line, plant, system, or other property necessary or useful in the performance of its duties to the public … without first having secured from the commission an order authorizing it so to do.  Every such sale … made other than in accordance with the order of the commission authorizing it is void.”

* * *

“Nothing in this section shall prevent the sale … by any public utility of property which is not necessary or useful in the performance of its duties to the public, and any disposition of property by a public utility shall be conclusively presumed to be of property which is not useful or necessary in the performance of its duties to the public, as to any purchaser … dealing with such property in good faith for value….”

The Commission’s exercise of its authority under Pub. Util. Code § 851 is viewed as discretionary. (D.01-02-044, p. 5; D.97‑07‑019, p. 4.)  There is nothing in § 851 which suggests that the Commission’s action is ministerial in nature. (See CEQA Guidelines, § 15369.) 

The next issue to address is whether Pub. Util. Code § 851 applies to the proposed activities.  SoCalGas asserts that it does not apply because the capacities of the two fields, after the withdrawal of 14 Bcf of the reclassified cushion gas, will not be reduced in any dimension from their current capacities.  Thus, according to SoCalGas, the 14 Bcf of cushion gas will no longer be necessary or useful in the provisioning of utility service, and § 851 does not apply.

ORA contends that Pub. Util. Code § 851 applies to SoCalGas’ application because the cushion gas that is in the two fields is property that is necessary and useful.  If the property is necessary or useful in the utility’s performance of its duties to the public, then the utility must seek an order from the Commission before the property can be sold or encumbered. (Crum v. Mt. Shasta Power Corporation (1934) 220 Cal. 295, 310; D.80272 [73 CPUC 664, 665].)   

SoCalGas traces the history of the two storage facilities in its application.  According to SoCalGas, La Goleta went into utility service in approximately 1943, and Aliso Canyon went into utility service in 1972.  SoCalGas states that these “two fields are currently in utility service, and have been in service continuously since first placed in service.” (Application, p. 3.)  

The Commission has placed cushion gas that is used in normal gas storage operations into rate base and has allowed SoCalGas to earn a rate of return on the cushion gas. (See D.90-01-016 [35 CPUC2d 80, at pp. 95-97, 141]; D.84‑12-069 [16 CPUC2d 926, at pp. 941, 949, 975]; D.82-12-054 [10 CPUC2d 82, at pp. 124-127, 143-144]; D.92497 [4 CPUC2d 725, at pp. 728, 791-792, 808-809]; D.80430 [74 CPUC 30, at p. 56].)  This cushion gas has been used to provide the customers of SoCalGas with the intended benefit of using these fields for gas storage operations.

No one has suggested that the cushion gas in La Goleta and Aliso Canyon is not currently being used by SoCalGas as part of its utility operations.  Although SoCalGas argues that the 14 Bcf of cushion gas will no longer be necessary or useful after the well work is done, that cushion is now being used in SoCalGas’ gas storage operations.  Therefore, we conclude that the cushion gas at these two storage fields is used and useful, and as such, SoCalGas must receive approval from the Commission under Pub. Util. Code § 851 before the proposed activities can proceed.  

The next issue in our § 851 analysis is to determine whether the proposed activities of drilling and modifying the wells, so that 14 Bcf of cushion gas can be freed up and reclassified and sold as working gas, are in the public interest.

SoCalGas estimates that it will cost approximately $16 million to drill the new wells and to rework the existing wells at the two storage facilities.  The 14 Bcf of cushion gas that will no longer be needed has a book value of 31 cents/Mcf, or $4.4 million.  Due to high California border gas prices, and projected gas prices for the upcoming winter, SoCalGas estimates that the reclassified cushion gas can be sold for about $140 million.  After taxes and the cost of the project, the net gain is estimated to be about $64 million.  

In addition to the projected monetary benefit, the 14 Bcf of gas will be made available to the market in Southern California.  This will temporarily increase SoCalGas’ capacity to deliver gas to its customers by about 90 MMcf per day without having to utilize the interstate pipelines.  This represents the equivalent of about a 2.5% increase in existing system capacity.  Several of the parties believe that no curtailments will occur on SoCalGas’ system during the winter because of this increase in capacity.  After the work is completed, and the 14 Bcf of gas is sold and withdrawn, additional gas storage will also be made available.    

SoCalGas also plans to undertake this work during the current electricity crisis that confronts us.  The 14 Bcf of reclassified cushion gas will make more gas available during a time of high gas border prices, and the winter demand for more gas supplies.  This additional gas will also help to alleviate the demand for natural gas to feed the electrical generation units.   

None of the protests or responses to the application oppose the concept of drilling new wells and reworking the existing wells so that the 14 Bcf of cushion gas can be made available.  Even the protests of ORA and TURN agree that SoCalGas should be permitted to do the necessary well work and reclassify and sell the gas.  The concerns of ORA and TURN focus on to whom the gas should be sold, who should receive the benefits of the gain from the sale of the reclassified cushion gas, and who should be allocated the additional storage inventory.   

We find that the proposed activities, as described in SoCalGas’ application, have monetary and operational benefits that will benefit the public if the Commission authorizes SoCalGas to proceed.  Accordingly, we conclude that authorizing SoCalGas to perform the well drilling and to rework the wells so as to free up 14 Bcf in cushion gas that will no longer be needed, and to reclassify this cushion gas as working gas, is in the public interest.  Subject to our discussion below regarding CEQA and the sale of the reclassified cushion gas, SoCalGas is authorized to carry out all of the phase one activities.  

C. California Environmental Quality Act 

As discussed above, since Pub. Util. Code § 851 applies to this application, the next issue to address is whether a CEQA review applies, or whether the proposed activities are exempt from a CEQA review because of a statutory or categorical exemption. (CEQA Guidelines, § 15061.)   

We first note that this Commission is the lead agency for CEQA purposes.  Under Rule 17.1 of the Commission’s Rules of Practice and Procedure, the Commission is the lead agency for gas storage facilities.

SoCalGas stated in its application that the proposed well work is categorically or statutorily exempt from CEQA.  The assigned Commissioner’s ruling of May 4, 2001 treated this statement as a motion by SoCalGas for the Commission to determine whether the proposed activities involve a project that is subject to or exempt from CEQA.  Interested parties were provided with an opportunity to comment on whether the application is subject to or exempt from CEQA.  As SoCalGas pointed out in its reply, no one who filed a protest or response to the application opposed SoCalGas’ position that the project is categorically exempt from CEQA. 

SoCalGas asserts that the proposed activities are exempt from CEQA review because three categorical exemptions and one statutory exemption apply.  The comments which DOGGR filed state: 

“As we understand the project, the proposed wells are to be drilled in the existing Aliso Canyon field on existing pads.  Based on such information, if a notice of intent to drill or perform well operations is filed with the Division for these proposed operations, the Division would consider the new wells as a minor alterations to land under Title 14, Chapter 4, Section 1684.2 of the California Code of Regulations and therefore categorically exempt from CEQA.  The rework of the existing wells in the Aliso Canyon and La Goleta fields would also be exempt from CEQA under Section 1684.1, because these are existing facilities.”

Two members of the Environmental Review Team of the Commission’s Energy Division made a site visit to both gas storage facilities on May 18, 2001.  Representatives from DOGGR and SoCalGas were also present.  The Energy Division filed a report with the Docket Office on June 15, 2001.  The report describes the proposed project, the sites where the work is to take place, and the Energy Division’s determination of whether the proposed activities are exempt from CEQA.  The Energy Division has determined that the Class 1 categorical exemption under § 15301 of the CEQA Guidelines applies, as well as § 15061(b)(3).

Section 15301 of the CEQA Guidelines describes the Class 1 categorical exemption as follows:

“Class 1 consists of the operation, repair, maintenance, permitting, leasing, licensing, or minor alteration of existing public or private structures, facilities, mechanical equipment, or topographical features, involving negligible or no expansion of use beyond that existing at the time of the lead agency’s determination.  The types of ‘existing facilities’ itemized below are not intended to be all-inclusive of the types of projects which might fall within Class 1.  The key consideration is whether the project involves negligible or no expansion of an existing use.”

Section 15301 describes an example of a Class 1 categorical exemption as: “Existing facilities of both investor and publicly-owned utilities used to provide electric power, natural gas, sewerage, or other public utility services.” 

The proposed well drilling and rework are consistent with the existing and surrounding land use as a gas storage facility.  All of the proposed activities will take place on previously disturbed and isolated areas.  In addition, the ongoing operation will remain the same, except that the gas storage capacity will be increased.  The noise associated with the proposed activities is not expected to be significant.  We agree with the Energy Division’s determination that the proposed activities will involve only a negligible expansion of use, and that the proposed activities meet the Class 1 categorical exemption.   

The Energy Division also believes that the proposed activities are exempt from CEQA under § 15601(b)(3) of the CEQA Guidelines.  Section 15601(b)(3) provides that a project is exempt from CEQA if it can be seen with certainty that there is no possibility that the activity in question may have a significant effect on the environment. (See Pub. Resources Code Section 21084(a).)  Since all of the proposed activities are consistent with the existing and surrounding land use, the ongoing operations will remain the same.  Also, the drill sites and existing wells are all on previously disturbed areas, so the drilling and rework will not have a significant effect upon the environment.  (CEQA Guidelines, § 15061(b)(3); Davidon Homes v. City of San Jose (1997) 54 Cal.App.4th 106, 112-1113, 116-117.)  Accordingly, we agree with the Energy Division that the activities proposed by SoCalGas will not have a significant effect upon the environment, and therefore are not subject to CEQA.  

Since the assigned Commissioner’s ruling of May 4, 2001 treated SoCalGas’ statements about the categorical and statutory exemptions as a motion, we will grant the motion that the proposed activities to be undertaken by SoCalGas are exempt from CEQA.  The granting of the motion is based upon the Energy Division’s site visit and determination, our analysis of the possible impacts, and the fact that no one has opposed the motion. 

The assigned Commissioner’s ruling also directed SoCalGas to deposit the sum of $10,000 with the Commission, in three installments, to pay for any expenses incurred by the Commission staff to determine whether the proposed project is exempt from CEQA, or, should it be needed, for the cost of preparing a negative declaration or an environmental impact report.  Since we have concluded that the proposed activities are exempt from CEQA, there will be no need for the Commission staff to prepare a negative declaration or an environmental impact report.  Therefore, SoCalGas need not deposit the remainder of the deposit with the Commission.  The Commission’s Fiscal Office is directed to return the unused portion of the monies that SoCalGas has deposited with the Commission after all of the Energy Division expenses that have been incurred have been paid.

D. Phase 1 Authorization

Since the activities proposed by SoCalGas in its application are exempt from CEQA, and because we have authorized SoCalGas to do the well drilling and associated work and to reclassify the cushion gas that will no longer be needed after the well work is completed, this section describes the specific work that SoCalGas is authorized to do.  

Although we authorize SoCalGas under Pub. Util. Code § 851 to start the work necessary to reclassify the cushion gas that will no longer be needed, SoCalGas shall not be permitted to sell the 14 Bcf of reclassified cushion gas until further order of the Commission.  

As suggested by TURN, we will invite additional comment from the parties as to whom the reclassified cushion gas should be sold.  The various protests and responses to SoCalGas’ application, and the assigned Commissioner’s ruling, have suggested several ways in which the reclassified cushion gas could be sold.  In addition, the comments may address the advantages or disadvantages of the various proposals before us.

Since all of the parties appear to agree that the sale of the reclassified cushion gas should take place before the upcoming winter season, the Commission will endeavor to issue a decision on the sale of the reclassified cushion gas no later than September 28, 2001.  Depending on the proposals, evidentiary hearings may be needed.  Therefore, opening comments shall be filed and served on or before July 6, 2001.  Reply comments shall be filed and served on or before July 20, 2001.  The comments or reply comments should indicate whether there is a need for evidentiary hearings, identify the disputed material facts that require an evidentiary hearing, and state what evidence would be offered at a hearing.  If hearings are necessary, we anticipate that these will take place sometime during the last two weeks in July so that a timely decision can be issued.  

Several parties who attended the PHC suggested that the issue of the sale of the reclassified cushion gas might be able to be resolved by way of a settlement.  Any party interested in doing so should keep the above schedule in mind, as well as the various proposals for directing that the gas be used for certain purposes.

We authorize SoCalGas to do the following:

1. SoCalGas is authorized to carry out all of the well drilling and well rework activity, and all other associated activities at its Aliso Canyon and La Goleta storage fields, as described in its application, that will permit SoCalGas to free up approximately 14 Bcf of cushion gas from these fields.

2. SoCalGas is authorized to reclassify as working gas available for sale, the 7 Bcf of cushion gas at Aliso Canyon, and the 7 Bcf of cushion gas at La Goleta, that will no longer be needed after the well drilling and associated work has been completed.  

3. Pursuant to Pub. Util. Code § 851, we authorize SoCalGas to sell the 14 Bcf of reclassified cushion gas.  However, SoCalGas shall not sell the 14 Bcf of reclassified cushion gas until the Commission directs SoCalGas to do so on the terms and conditions specified in a future Commission decision.

4. SoCalGas is authorized to recover the costs associated with the well drilling and rework of the wells, and its capitalized overheads, the total of which is estimated at approximately $16 million, from the sale proceeds of the reclassified cushion gas.  

5. SoCalGas is authorized to recover the book cost of the 14 Bcf of reclassified cushion gas, which is approximately $4.4 million, from the sale proceeds of the reclassified cushion gas. 

6. SoCalGas is authorized to establish a memorandum account to track the costs associated with the well work at Aliso Canyon and La Goleta storage fields.

7. SoCalGas shall file and serve a monthly report in this docket regarding the status of its drilling work and associated activities, and a summary of the costs incurred. 

E. Waiver Of Rules 35 and 36

At page 18 of its application, SoCalGas requests that the Commission waive the requirements in Rules 35 and 36 of the Commission’s Rules of Practice and Procedure that the application be signed by all of the parties to the proposed transaction, that the agreed to purchase price be stated, and that the proposed sale contract be filed.  Since SoCalGas proposes to sell the reclassified cushion gas in a sealed bid process, and because the Commission has not yet determined what, if any, conditions should be imposed on the sale of the gas, we will waive those requirements.

F. Phase 2 Issues

In accordance with the procedural schedule that was discussed at the PHC, there will be a second phase of this proceeding to address all of the remaining ratemaking issues.  Therefore, all other ratemaking issues, including the allocation of the anticipated net gain on sale of the reclassified cushion gas, the anticipated reduction in prospective operating costs, and the allocation of benefits among customer classes, will be deferred to a second phase of this proceeding.

Since this second phase will follow the sale of the reclassified cushion gas, it is anticipated that this second phase will not start up until the last quarter of 2001 or the first quarter of 2002. We also note that it may be convenient and in everyone’s interest to address these ratemaking issues in SoCalGas’ next BCAP proceeding, as suggested by the SCGC in its response to the application.  Parties may comment on whether this second phase should be addressed in the BCAP, or whether it should be addressed separately from the BCAP.  Comments on whether the second phase ratemaking issues should be addressed in SoCalGas’ next BCAP may be included in the comments that are being filed to address the sale of the reclassified cushion gas.  A future ruling or decision will issue informing parties as to how the second phase of this proceeding will be addressed.

V. Comments on Draft Decision

The draft decision of the Administrative Law Judge (ALJ) in this matter was mailed to the parties on June 15, 2001, in accordance with Section 311(g)(3) of the Public Utilities Code.

At the PHC, the ALJ discussed whether the time for commenting on the draft decision should be shortened so that a decision regarding the well drilling could be issued in a timely manner. (PHC, R.T. p. 19.)  None of the parties who attended the PHC objected to the two-phased approach, or to shortening the time for filing comments on the draft decision.  

Rule 77.7(f)(9) provides for reduction or waiver of the 30-day period for public review and comment when public necessity requires such reduction.  We must balance whether the public necessity of adopting an order outweighs the public interest in having the full 30-day period for review and comment.  We are convinced that this decision falls under Rule 77.7(f)(9), and for that reason, we establish a shortened period for comments on the draft decision.  As discussed herein, the decision must be issued expeditiously so that well drilling can begin soon.

The proposal is intended to increase the supplies of flowing gas and to help avert electricity blackouts.  Parties may file comments on the Draft Decision with the Docket Office no later than June 25, 2001.  Anyone filing comments shall serve the parties to the service list by electronic mail, or if no electronic address is available, by overnight mail.  No reply comments will be permitted. 

Findings of Fact

1. None of the parties who appeared at the PHC objected to the two-phase processing of the application.

2. On June 15, 2001, the report regarding the Environmental Branch’s site visit to the two storage fields was filed.

3. The first phase addresses the following issues: the applicability of Pub. Util. Code § 851; whether CEQA applies to the proposed activities and whether any statutory or categorical exemptions apply; whether SoCalGas should be authorized to proceed with the drilling and related work and to reclassify the cushion gas; and whether SoCalGas should be authorized to recover the project costs from the sale of the gas.

4. No one attending the PHC voiced the need for evidentiary hearings on the first phase issues described in the preceding finding of fact.

5. None of the parties objected to deferring the remaining phase one issue until additional comments on the various proposals could be solicited. 

6. A discretionary project is defined in § 15357 of the CEQA Guidelines. 

7. SoCalGas’ application acknowledges that the Aliso Canyon and La Goleta storage fields are currently in utility service, and have been in service continuously since they were first placed in service.  

8. The Commission has placed the cushion gas that is used in normal gas storage operations into rate base, and has allowed SoCalGas to earn a rate of return on the cushion gas. 

9. None of the protests or responses to the application oppose the concept of drilling new wells and reworking the existing wells so that the 14 Bcf of cushion gas can be made available.

10. The proposed activities, as described in SoCalGas’ application, have monetary and operational benefits that will benefit the public if the Commission authorizes SoCalGas to proceed.

11. The assigned Commissioner’s ruling of May 4, 2001 treated SoCalGas’ statement regarding categorical and statutory exemptions as a motion for the Commission to determine whether the proposed activities involve a project that is subject to or exempt from CEQA.

12. No one who filed a protest or response to the application opposed SoCalGas’ position that the project is categorically exempt from CEQA.

13. The Energy Division’s site visit report has determined that the Class 1 categorical exemption applies, as well as § 15061(b)(3) of the CEQA Guidelines.

14. A Class 1 categorical exemption is described in § 15301 of the CEQA Guidelines.

15. The proposed well drilling and rework of the existing wells are consistent with the existing and surrounding land use as a gas storage facility, all of the proposed activities will take place on previously disturbed and isolated areas, and the ongoing operation will remain the same with additional storage capacity.  

Conclusions of Law

1. If the activities proposed by SoCalGas do not require any discretionary approval by the Commission, then the Commission does not need to comply with CEQA.  

2. The Commission’s exercise of its authority under Pub. Util. Code § 851 is viewed as a discretionary decision under CEQA.

3. If the property is necessary or useful in the utility’s performance of its duties to the public, then the utility must seek an order from the Commission before the property can be sold or encumbered.  

4. Since the cushion gas is now being used in SoCalGas’ gas storage operations, the cushion gas at these two storage fields is used and useful, and SoCalGas must receive approval under Pub. Util. Code § 851 before its proposed activities can proceed.  

5. Authorizing SoCalGas to perform the well drilling and to rework the wells so as to free up 14 Bcf in cushion gas, and to reclassify the cushion gas as working gas, is in the public interest.  

6. This Commission is the lead agency for CEQA purposes.

7. The proposed activities will only involve a negligible expansion of use, and therefore meet the Class 1 categorical exemption to CEQA.  

8. The proposed activities will not have a significant effect upon the environment, and therefore the exemption provided for in § 15061(b)(3) applies.  

9. The proposed activities are exempt from CEQA.  

10. Since a negative declaration or an environmental impact report is not needed, SoCalGas does not need to tender the remainder of the $10,000 deposit with the Fiscal Office as ordered in the assigned Commissioner’s ruling, and the Fiscal Office should be directed to return the unused portion of the monies to SoCalGas after the expenses incurred by the Energy Division have been paid.  

11. SoCalGas should be prohibited from selling the 14 Bcf of reclassified cushion gas until further order of the Commission. 

12. SoCalGas’ request to waive certain provisions of Rules 35 and 36 should be granted.  

13. All of the remaining ratemaking issues should be deferred to a second phase of this proceeding as directed in a future ruling or decision.

14. It is reasonable to reduce the review and comment period pursuant to Rule 77.7(f)(9) so that well drilling can begin expeditiously to increase the supplies of flowing gas and to help avert electricity outages. 

INTERIM ORDER

IT IS ORDERED that:

1. The Southern California Gas Company (SoCalGas) is authorized to do all of the following: 

a. Carry out all of the well drilling and well rework activity, and all other associated activities at its Aliso Canyon and La Goleta storage fields, as described in its application, that will permit SoCalGas to free up approximately 14 Bcf of cushion gas from these fields.

b. Reclassify as working gas available for sale, the 7 Bcf of cushion gas at Aliso Canyon, and the 7 Bcf of cushion gas at La Goleta, that will no longer be needed after the well drilling and associated work has been completed.  

c. Sell, pursuant to Pub. Util. Code § 851, the 14 Bcf of reclassified cushion gas, however, SoCalGas is prohibited from selling the reclassified cushion gas until the Commission directs SoCalGas to do so on the terms and conditions specified in a future Commission decision.

d. Recover the costs associated with the cost of the well drilling and rework of the wells, and its capitalized overheads, the total of which is estimated at approximately $16 million, from the sale proceeds of the reclassified cushion gas.  

e. Recover the book cost of the 14 Bcf of reclassified cushion gas, which is approximately $4.4 million, from the sale proceeds of the reclassified cushion gas. 

f. Establish a memorandum account to track the costs associated with the well work at Aliso Canyon and La Goleta storage fields.

g. File and serve a monthly report in this docket regarding the status of its drilling work and associated activities, and a summary of the costs incurred. 

(1) The first report shall be filed on August 1, 2001, and shall continue to be filed on the first of every month thereafter until all of the well drilling and associated activities, and reclassification of the cushion gas has been completed.  

2. Interested parties may file comments on whether any restrictions should be imposed on SoCalGas with respect to the sale of the 14 Bcf of reclassified cushion gas, and to comment on the advantages or disadvantages of the various proposals to restrict the sale of the reclassified cushion gas. 

a. Opening comments shall be filed and served on or before July 6, 2001.  Reply comments shall be filed and served on or before July 20, 2001.  

b. Parties should state in their opening or reply comments whether evidentiary hearings are needed.

c. Parties may also include in their opening comments whether the second phase of this proceeding should be handled in SoCalGas’ upcoming Biennial Cost Allocation Proceeding.

3. The Commission’s Fiscal Office is directed to return the unused portion of the monies that SoCalGas placed on deposit for Commission expenses related to the application’s compliance with the California Environmental Quality Act.

4. SoCalGas’ request for waiver of Rules 35 and 36 is hereby granted.

This order is effective today.

Dated ____________, at San Francisco, California.

� Parties responding to, or protesting, SoCalGas’ application were permitted to include these comments in their response or protest to the application.  


� With capitalized overheads, SoCalGas estimates the total cost of redesigning both fields to be about $16 million.


� SoCalGas estimates that the net gain, prior to sharing will amount to $64.3 million.  This is based on a market value of the gas of $140 million, minus the book value of $4.4 million, minus an assumed 40.75% in taxes of $55.3 million, and minus capital investment of $16 million.  Due to the inherent uncertainty in estimating the market price of gas, SoCalGas states that is should not be held at risk for achieving the net gain of $64.3 million.  However, SoCalGas is willing to accept the risk that the sale proceeds from the 14 Bcf would not be sufficient to offset the capital investment in the project.  


� SoCalGas states that although it does not believe that § 851 applies, it is filing the application out of an abundance of caution because it is seeking authorization to recover the project investment out of the sale proceeds, and because of the large investment and sale proceeds that are involved. 


� DOGGR was allowed to late-file its response to the application on May 17, 2001.
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