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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Application of Southern California Gas Company for Authority Pursuant to Public Utilities Code Section 851 to Sell Cushion Gas in its Aliso Canyon and La Goleta Storage Fields.  (U 904 G)


Application 01-04-007

(Filed April 9, 2001)

ADMINISTRATIVE LAW JUDGE’S RULING REGARDING

THE HOLDING OF A PREHEARING CONFERENCE

I.
Summary

A prehearing conference will be held on May 30, 2001 at 10:00 a.m. to discuss whether the application can be processed in the time frame suggested by the applicant, whether evidentiary hearings are needed, and the schedule for this proceeding. 

II.
Background and Responses

The application of Southern California Gas Company (SoCalGas) for authority to sell its cushion gas at its Aliso Canyon and La Goleta natural gas storage fields was filed on April 9, 2001.  An Assigned Commissioner’s Ruling (ACR) was issued on May 4, 2001, which, among other things, solicited comment on whether electricity generators and qualifying facilities should be given a priority over others to bid on the reclassified cushion gas.  

Five pleadings in response to SoCalGas’ application were received.  A protest was filed by the Office of Ratepayer Advocates (ORA).  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, however, supports SoCalGas’ proposal to reclassify and sell the cushion gas on the condition that 70% or 9.8 billion cubic feet (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 the net proceeds 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 serve to moderate gas prices at the California border.

The Utility Reform Network (TURN) also filed a protest to the application.  TURN supports the spending of approximately $14 million for well drilling and improvements to increase the inventory level of the two storage facilities, and to reclassify and sell the resulting 14 Bcf in working gas.  However, TURN favors 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, who may be the same companies that have refused to sell gas to PG&E and reaped substantial benefits from the high border prices.  

A third option that TURN suggests is to give SoCalGas’ Gas Acquisition Department a priority for at least a portion of the gas in order to 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 issues related to the California Environmental Quality Act (CEQA), 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.

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.  

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 this could be accomplished, is to give the electricity generators and qualifying facilities a priority in the bidding for at least enough of the reclassified cushion gas to ensure that they can keep their generators operating without interruption. 

The Division of Oil, Gas, and Geothermal Resources of the California Department of Conservation (Division) responded in a letter dated May 10, 2001.
  The Division states that before a new well can be drilled, or the physical condition of a well is 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, the Division 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, the Division reviewed SoCalGas’ application, which outlined the well work which SoCalGas plans to do.  Based on the application, the Division 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 the Division for these proposed operations, the Division 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.  

III.
Issues To Be Addressed At The Prehearing Conference

A prehearing conference should be held to discuss the processing of the application.  SoCalGas and some of the other responding parties request that this application be divided into two phases, and that the first phase be processed as quickly as possible by the Commission so that the 14 Bcf of reclassified cushion gas can be made available before the start of the 2001-2002 winter season.  However, the proposals of ORA and TURN as to what should be done with the reclassified cushion gas, and the allocation of the additional storage capacity may prevent this from happening.  Thought should be given to whether all of the issues pertaining to the sale of the cushion gas can be deferred to a second phase in order to begin the well modifications that are necessary to reclassify the cushion gas.    

In addition, SoCalGas has not yet submitted to the Division a notice of intent to drill or a notice to perform well operation for either the Aliso Canyon or La Goleta storage fields.  It appears that the Commission should not authorize SoCalGas from proceeding until the Division has had an opportunity to fully review any applicable notices of intent to drill or a notice to perform well operation submitted to the Division by SoCalGas.  The Commission is not in a position to determine whether the proposed drilling and well work is categorically exempt from CEQA until the Division has had an opportunity to make such a determination.  (See California Code of Regulations, Title 20, Rule 17.1.)  

Participants at the prehearing conference should be prepared to address how these issues may affect the processing of SoCalGas’ application on the schedule proposed by SoCalGas, and what can be done to resolve these issues in order to process the application in a timely fashion.

Therefore, IT IS RULED that a prehearing conference will be held on May 30, 2001 at 10:00 a.m. in the Commission’s hearing room located at 505 Van Ness Avenue, San Francisco, to discuss the issues described above, whether evidentiary hearings are needed, and the schedule for the processing of this application.

Dated May 17, 2001, at San Francisco, California.



/s/  JOHN S. WONG



John S. Wong

Administrative Law Judge

CERTIFICATE OF SERVICE

I certify that I have by mail this day served a true copy of the original attached Administrative Law Judge’s Ruling Regarding The Holding Of A Prehearing Conference on all parties of record in this proceeding or their attorneys of record.

Dated May 17, 2001, at San Francisco, California.

/s/  KRIS KELLER

Kris Keller 

NOTICE

Parties should notify the Process Office, Public Utilities Commission, 505 Van Ness Avenue, Room 2000, San Francisco, CA  94102, of any change of address to insure that they continue to receive documents. You must indicate the proceeding number on the service list on which your name appears.

* * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * * *

The Commission’s policy is to schedule hearings (meetings, workshops, etc.) in locations that are accessible to people with disabilities. To verify that a particular location is accessible, call: Calendar Clerk (415) 703-1203.

If specialized accommodations for the disabled are needed, e.g., sign language interpreters, those making the arrangements must call the Public Advisor at (415) 703‑2074, TTY 1-866-836-7825 or (415) 703-5282 at least three working days in advance of the event.

�  All code section references are to the Public Utilities Code. 


�  The undersigned granted the Division’s request that it be allowed to late-file a response to the application.
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