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BEFORE THE PUBLIC UTILITIZS COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Investigation

on the Commission's own motion

into the production, storaze, con- Case No. 713
sexvation, reserves, transportationm, Filed June 6, 1961
transmission and sale of natural gas

in Califormia.

{Appearances are listed in Appendix A.)
QEILIO

Puxnosz of Investization

»

The Commission instituted the above-entitled investigation

L] - - 4-"‘-‘-.' ]
into the productiom, storage, comsexvation, ¥Tserves, transportation,
transmission and sale of matural zas in California for the following

purposes:
2. To determine the relevant facts concerning the

above-caumerated subjects involving natural gas
in Califormia.

To determine whether the regulation of said sub~
jeets, to the extent not presently regulated,
would tend to make more effective the regulation
and supervision by this Commission of gas corpora-
tions and any other public utilities selling,
transporting, transmitting or consuming natural
zas.

To coonerate with and assist any committee of
the Legislature investigating any of said subjects.

To inquixe into thie ccomomic and other relation-
ships between natural gas and other fuels.

To make findings and recommendations based upon

the record produced by said investigation, and

to render such orders and decisions as to the
Commission may appeaxr appropriate.

All gas corporations wexre made respondents and required

to assist the Commission inm the investigation. All public officers




and agencics, civic bDodies and associations, cleetric distributing
agencies and pexrsons interested im the subject matter of the investi-
gation were invited and uxged to participate.

The participation and nelpful assistance rendered in this
investigation by all partizs is acknowledged with appreciation.

Public llearing

Public hearings were held, after due notiece, at San
Francisco and at Los Angeles before Commissiomer Mitchell and

Zxaminer Dunlop on 17 days duxring the neriod beginning December &,

1961 and ending August 9, 1962. Commissioners Grover, Fox, McKeaze

and Holoboff wexe in attendance during one or more days of hearing.

The xecoxd is extemsive. It includes some 2,700 pages of
transeript and 60 exhibits. Testimony was prescated by 41 witnesses
and statewments of position were offered by 40 parties.

The investigation was conducted in three phases. The
first phase dealt with the subject of production. The second phase
inquixed iato the ecomomic and other relationships vetween natural
zas and other Zuels. The thixzc phase of the investigzation sought
zelevant facts relating to natural gas in California on four sub-
jects: (A) Availability and Requirements, (B) Storage, (C) Trans-
poxtation and Transmission, and (D) Regulation.

Production

latural gas production in California represented 10 percent
of the total production in the United States in 1947 and 4 percent

in 1960. The trend in nef natuxal gas production in California,
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Texas and in the ertire United States is shiown in Zxhibits 6 and 41

and is summarized in the tabulation following:

Net Natural Gas Production
(Billions of Cubic Feet)
Year Calictornia Texas Jnited States

1947 584 2,504 5,530
1950 566 2,330 6,593
1955 2 4,922 19,115
1960 520 5,503 13,090
1961 569 % s

* Data was not available when
Exhibits & and 41 were prepared.

In CaliZornia natuxal gas is produced £rom two types of
wells, namely: gas wells and oil wells. Gas wells are Lurther
segregated between dry gas wells and gas condensate wells. Dxy gas
wells, which predominate in nortaern California, produce natural zZas
only with insignificant amounts of liquid condensate. Gas conden~
sate wells produce a gas £from waich a significant amount of licquid
products may be extracted. Nost oll wells produce both erude oil
and gas. Thls type of well predominates inm southern California.
Tue gas from odll wells is termed “casinghead gas' and normally
yields liquid products and xesidue zas when processed.

Current 2as reserve and deliverability information is not
nade public by producers iz California. However, in interstate gas
nipeline certificate and rate proceedings before the Tederal Power
Commission, gas reserve and deliveraeility data in comsiderable
detail are required in support of the‘projects and rate requests.
Limited estimated Califormia zas zeserve information is available
to the genmeral public through the Division of Qi1 and Gas in its
“Summary of Operations’ reports, through the U. S. Bureau of Mines
in its ‘Minerals Yearbook" and through the Anerican Gas Associa-~

tion -~ Amexrican Petroleum Imstitute publications. The trend of
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cstimated natural gas reserves revealed by these several souzces of

information is contained in Exhibits & and 41 and is summazized

Estimated Natural Gas Desexrves at Znd of Year
(Billions of Cubic Feet)
Texas vnitea States

€0,026 165,927
102, 1404 135, 2593
103, 7207 223, 1897
119, 48° 04,759

7"

£
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Data was not available when Exhibits &
and &1 were prenared.

Subject to revision in report of fol-
Lowinz vear.

I£ reasonably reliable current estimates of known Cali-
fornia gas resexrves, deliverability therecof and availability feox
use wene revealed, better judgments could be made with respect to
the need fZor importing into Califormia additional quantities of out-
of-state gas, the reasonableness of the nrice paid for Califoraia

produced gas, and thc justification f£or comstructing additional

facilities by gas distributing utilities.

he trend in well drilling activity and in the mumber of

producing wells is Tevealed in Exhibit § and is summarized velow:

Mumber of ells Drilled NMumber of Producinz Wells
United United
Year California Texas States California Texas States

1947 2,053 9 ,20L 33,093 24,076 112,429 422,192
1950 1, 029 585 43 27° 25, 143 130 50¢ 541 208
1955 2 465 19 "22l 55, 7632 44,248 170 390% 609, 157
1260 1, > 709 lS,Sul 46 75L a7 387 211, 239 %
1961 <% 3 Je

% Data was not available when Zxhibit § was prepared.

Economic and otiner Relationships
Retween Natural Gas and other ruels

Natural gas is now and should continue to be Zor many

yeaxrs to come a major source of fuel supnly for California. Natural




3as 1s also used in Califormia as 2o raw material im the production
of petrochnemicals and caxbon black and Zor reprassuring and
recyeling of oil £ieclds.

Domestic and commexrcial sexvice customers of Zas corpora-~

tions use natural gas as 2 fuel primarily Lor cooking, water heating,

and space heating. Electricity actively competes for the cooking

and water neating loads but, on a cost basis, is not currently com-
petitive for the space heating load.

The £irm industrial customer uses gas as a fuel for fur~
naces, ovens, Xilns and other like cquipzent. Competing fuels
include electricity and the lighter grades of fuel oil.

The interzuptibdle customers use gas in a multitude of ways,
ineluding space heating and the production of steam. Intexruptibdle
gas customers are required to have & standby fuel supply available
Zoxr gas used other tham as a raw material since gas service may be
interrupted in case of short supply or lack of pipeline capacity.

Undexr current economic conditions, expansion of hydro-
electric gemeration in California to assist in meeting future enerzy
requirenents is limited. However, interstate aigh voltage alter-
nating or direct curwrent clectric transxmission is a possible future
major supplement to Californiz energy requirements.

Residual Lfuel oil is a substantial contender Zor a share
of Califormia’s total energy needs but is subject to air pollution
vestrictions and to availability variation by federal import restric-
tions on crude oil. It appears that desulpaurization of residual
fuel oil, in oxdexr to meet air pollutiom control requirements,
currently would place such fuel outside commetitive price limits

within the restricted areas.




The siznificant arez in which liquid fuels coupete with
natural zas in Califoxnia is in heavy industcy and power geaeration.
As receuntly as 19249, residual fuel oil supnlied somewhat over hzlf
of the fuel for heavy industry and power zZemeration in California.
Zowever, by 1961, almost thxree~quarters of this market was satisfied
with natural gas. The oil industry attributes this decline in oil's
share of the marxlet to the Zreat increase in availlavility of natural
gas, the comparatively low price for interruptible natural gas
sexrvice, and air pollution control restrictions on the use of fuel
oil. It is the position of the Vestezn Oil and Gas Association that
the availability of ample supplies of Zuel oil can temper any rise
in gas prices, but that Zactors suchx as air nollution control
restrictions and comparatively low prices for intexruptible natural
gas may prevent fuel oil from exercising the regulating forece of
competition,

Coal at the present time is not generally used in Cali-
Zormia. The nearxest coal reserves of commercilal quantitiecs are
found in Utgh, Arizona, New Mexico and Colorado. Coal impoxrted

from these states may be competitive in California witi othexr ZLuels

under certain conditions. However, coal fuel presents aix pollu-

tion problems similar to fuel oil. Minecmouth electric gemeration
with high voltage transmission may be one way of getting arowed
air pollution problems in the use of coal.

Liquid petroleun gases {(butanec and propane) of demestic
origin arc generally not competitive with natural gas because of
their higher initial price at the refinery. Liquefiesd methane,
however, from Alaska oxr from Central and South America delivered by
refrigerated tankers to California may be competitive in the Suture.

Muclear enezxgy as a fuel in steau-electric generating

piants, possibly could be competitive with natural gas and fuel oil




in the range of & to 5 cents per therm by The late 1960's. Several
nuclear poweraed clectric gemeration plants nave been built in the
United States. PacifZic Gas and Zlectric Company has participated

in several of these plants, including the Vallecitos experimental
plant. PRacific Gas and Zlectric Company has the Humboldt Bay nuclear
plant about ready Lor service, and has been authorized by this
Commission to construct a 325,000-kilowatt nuclear plant at Bodega
Bay.

Southein California Edison Compeny is participating in
several experimental nuclear plants in the United States and has
negotiated the substance of a contract with an equipment manufac-
turer and axciaitect-enginecring fixrm Zor the construction of 2
575,000-kilowatt closed cycle, pressurized water nuclear power
plant in Southern California. The Department of Vater and Power of

he City of Los Angeles also hwes announced ite intention to
construct a large nuclear nower plaat on its systen.

Waen nucleaxr Lfuel becomes competitive, it is not expected
to replace the use of natural gas iz existing steam-clectric genexa~
tion nlaants. DRather, it appears that nuclear-fueled plants will be
bullt as new clectric generation capacity is required if economi-~
cally attractive at the time the additior must e made.

Availability and Deduiroments

Natural gas total annual sales by California gas dis-
tributing utilitics Zor the period 1952 to 1961 increased from
S51.4 to 1,149.4 billions of cubic feet. In this period annual
firm sales increased £rou 235.0 to 537.0 billioms of cubic feet, an

increase of 60 percent while ammual interruptibdle sales increased

from 215.C to $812.4 billions of cubic Zeet, an incrcase of 184 per-

cent. Thus, since 1S52 interruptible sales have increcased at more

than three times the rate of inerecase of Zizm sales, and in 1961




exceeded firm sales by 75.4 billions of cubic feet. Amnual volumes
0% gas used for clectric generation in Califormia increased from
76.2 billions of cubic feet in 1952 to an estimated 350.5 billioms
of cubic feet in 1961, an increase of 357 percent.

A repoxt om tie availability and requirements for gas in
Californic through the ycar 1971 was presented as Exhibit 42 by 2
committee of the matural ges utilities. The xeport showed & decline
in Californic supply, with an incresse in out-of-state supply, oo
increase in annuel firm requirements of 228.7 billions of cubie

feet from 1951 to 1971 and zn inercase in canusl interruptible

potential of 409.8 billions of cubic Zeet during the same period.

A sumary of annvel and peck dey supply and requirements fLollows:

Annual Supply and Requirements
(Bxhaoit 44)

Actuzl Estimated
1961 LY0D L9 /0 LY/l
Iten T (Billions of Cubic rect)

Annual Gas Supply
California Source 390.9 393.5 287.4 270.0
Out of State 922.3 1372.5 1841.0 195C.5

Undexground Storagze Withdrawal  32.0 52.0 55.5 50.6
Other .9

Total Supply 136Z.7 1ols.0 ZLl&83.9 12200.L

Annual Gos Requirements
Firm 584.0 705.2 252.0 2382.7
Underground Storage Injection 30.8 51..% 55.4 58.5
Interxuprible Potential,
Adjustcd Basis 747.2 $28.8 1117.% 1157.0
Potential Requirements,
Adjusted Basis 1362.0 1686.9 2025.3 2099.2




Peak Day Sum»ly and Demand
(XN TRV,

Winter Scason
Actual Lstimated
Ttem 1961=-562 065=506 L -
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o
(Billions o% Cubic reet)

Peak Day Gas Supply
Californiz
Out of 3tate
Underground Storage Withdrawal
Qther
Total Supply
Operating Tolerance
Net Gas Supnly

1.4 1.04
4.7 £.27
1.5C L.50
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Peak Day Demand
Firm 4,45 ; 7.26
Underground Storage Injection .01 -
Interrcuptibie Potential 2.29 5. 2] 2.93
Total Demand G.75 1.0
Cuxrtailment 1.27 4,04
Total Sendout &.838 /.15

(Red Figure)

The Califoxmia Gas Producers Association took exception
to the projection of gas supply avallable from Califormia sources

contained in Exhibdit 42, claiming that such supply should at least
b2 eld constamt at the present volumes over the eatire neziod
tiazough 1971. Zowever, no definite reserve or deliveradility
studies were preseated to support suca a clain. Inadequate mmow-
Lledge of estimates of California gas xeserves and deliverability
restrict judgments on the Luture gvailavility of Califoxnia source
gas.

The out-of~state estimated supply contained in Exnibit 42
assumes the availability and certification Zrom time to time of
substantial additionzl quantities of gas not now ideantified as to
source. Under tue assumptions of gas requixement, storage and
curtailment contained in Exhibit 42, cxisting supplies are showm Dy
this exhibit to be adequate to meet peals day firm requirements in
northern Californiz up to and including the heating season 1967-58

and in southern California at least Lor the lheating seasoa 1262-63.
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Stozaze

The gas utilities are under obligation to secure sufficileat
gas to meet their firm customer requirements. These firm require-
ments vary from warm to cold scasons of the year, from weekdays to
wees ends, from days of average to extreme cold temperature and
Srom hour to hour during the day. Californiza gas utilities use a
varicty ¢£ methods to egquate load and meet the variations in firm
customer requirements for zas. Among these methods are the use of
undexground stoxage, vexiation in gas supply, pipeline nack and
draft, gas nolders, and off-pealz deliveries to interruptible
customers. The method or combination of metieds used to meet the
Lirm customer requirements for gas that produce the least cost to
the firm customer depend upon a number of interrelated economic
Zactors, and for any particular case would have to be ascertained
by detailed studies of alternatives.

Pacific Gas and Electric Company, at the present time,
nas two wmderground storage fields, the Pleasant Creelk Field located
not faxr Lrom the towm of Winters, and the McDonald Island Field
located to the west of the City of Stockton. These two storage
fields have a worling storage capacity of 33% billions of cubic
feet, a maximum withdrawal rate with present wells of 212 mililions
of cubic feet per day and an ultimate planned maximmm withdrawal
rate with additional wells of 420 millions of cubic feet per day.
In addition to these two storage ficlds Pacific Gas and Electric
Company has what it calls a delivery and retuim arrangement with the
Coalinga Nosc Field undex which Pacific Gas and Electric Company may
obtain up to 35 millions of cubic feet per day.

Accoxrding to Pacific Gas and Electric Company there are a

numbex of dry gas £ields that appear to be adaptable to undergzround
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storage operations located within 5C miles of the Milpitas terminal
of its Topock linc and the Antioch terminal of its Albexrta-
Califormia line. However, based on Pacific Gas and Ziectiic Com~
pany's estimates of zas supply and market forecasts foxr firm and
interruptible gas customers, Pacific Gzs and Electric Company
asserts that it will not requixe additiomel stoxrege fields until
sometime after 1971.

The Pacific Lighting System operates four principal
storage projects: Goletz, Playa del Rey, Montebello and East
Waitticr. These four projects heve o combined working stoxage
capacity of 23.3 billions of cubic feet and 2 daily withdrawal
capacilty of 1.245 billions of cubic feet. In addition to the above~
mentioned four projects Pacific Lighting System hes utilized on
comparatively short-term contractuel arrangements two other storage
facilities, one at Castalc near Newkall and the other at La Purisima,
near Santa Maria.

According to Pacific Lighting System thcre are some nine
reservoirs of varying sizes within the Los Angeles basin which may
eventually be available for storage operations. In the coastal
area and the Sam Joaquin Valley Pacific Lighting estimates there
are about 30 resexvolrs which might be available for storage
purposes.

Pacific Lighting System is currently negotiating for
underground storage projects, having recently acquired the Turnbell
Canyon Ficld.

Except for Pacific Gas and Zlectric Company and Pacific
Lighting System, no other gas distributing utility in California
operates underground storage fields.

The Commission staZf urged the pooling ¢f gas supplics

between zas utilities and 2 study of the feasibility of pooling or
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joint utility operation of large capacity wmderground storage
facilities as possible mezns of holding to a2 minimm the demand-
meeting facilities provided by cach utility. With respect o intexr-
change oxr pooling of gas supplies, the record reveals that in
response to & letter from the Commissicn dated February 26, 1962
(Exhibit 43), the Pacific Lighting System and Pacific Gas and
Electric Company have Zormed 2 committec to explore feasitle supply
interchange or pooling arrangements. With respect to pooling of
storage faciliities, tihe gas utilities pointed to the wide separa-
tion between tne load centers of Sam Francisco and Los Angeles as
beinz a controlling f£actor in their claim that the pooling of
underground storage fZacilities is impracticable.

Transportation and Transmission

The Commission staff offered data in Exhibit 40 oo the
economics of gas pipeline tramsmission. No producer, gas
distributing utility or other parties offered evidence on the sub~
iect of tramsportation and transmission of natural gas although
opportunity to do so was zccorded at the hearings.

Ricufield 0il Corporation, in a statement oL position,
contended that the natural gas public utilitics in California
should e required to operate their pipelines as common carriers of
zas for Califormia gas producers. According to Richfield, at the
present time there are no common carriers of gas in California, but
Richfield claimed it had gas for which it needed common carxrier
sexvice. However, thexre was no revelation of the quantity of gas
now needing transportation.

A landownexr located in western Suttexr County expressed
the view that if the Commission would require the existing gas

pipelines to act as coumon carriexs of gas foxr Califormia producers,
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such producers would be ablie to dispose of their gas and the gas
utilities would make a profit by chargzing a fee for transporting
the gas. The recoxrd revealed, however, that there was no substan-
tial amount of Californmia produced gas made nommarketable because of
a lack of pipelines.

The Pacific Lizhating group of companies claimed that they
had not dedicated any of their pipelines to public uses as common
carricers and do not hold themselves out to perform transportation
sexvice. It was theilr position that In thc absence of a dedication
on their paxt, they could not be compelled against their will, to
act as common carriers. Pacific Lighting group maintained that
they perform gas exchange for some gas producers by substitution of
volumes, that gas exchange is curtailable and that gas exchange was
incident to the purchase of gas from California producers and was
part of the consideration under the purchase contracts.

Basic Issue on Rezulation

The basic issue related to regulation raised in this
investigation is whether or not the regulation of producers of
natural gas in California with respect to rates, sexvice, financing,
certification, or any of such items to the extent not now regulated,
would tend to make moxe effective the regulation and supervision by
thils Commission of gas corporations and any other public utility

selling, transporting, transmitting, or comsuming natural gas.

Backeoround Information to be

Considered in Viewiaz Issue on Resxulation of
Calizormia Produced Natural Gas

Customers of Califormia natural gas distributing utilities
in 1952 paid $269,914,0C0 and used 551 billions of cubic feet of
gas aad In 1961 paid $723,570,000 and uwsed 1,142 billioms of cubic
feet of gas. The average price paid to the Califorxnila gas




C.7122 W3 .

distributing utilities by customers varied zsmong customer classes

as indicated in the tobulation following:

Average Price per 1000 Cu.rt.(Mef)
Paid by Qustomers of Califormia
Gas Distrivuting Utilities
Customer Class YA - LY6L ~Increase

Generzal Service 65.21¢4 92.322¢ 27.11¢
Gas Engine 27.52 53.4C 25.32
Tirm Industrial 40.42 6C.30 2C.28
Interzuptible Industrial 23.94 L1.46 12.52
Sales to Municipalities 33.38 6£7.08 13.70
Inter-department 26.27 37.50 11.23

The lawrgest single item of cost that California public
utility natural gas corporations imcur is the cost of gas. The
total cost of zas increased fxom $110,362,0C0 in 152 to $393,516,00C
in 196L. The 1952 amoumt reoprescnted &1 percent of all gas utility
costs including taxes and return, walle thc 1961 figure represented
about 55 pexcent of all costs.

Priox to 1947 all matural gas used in California was
locally produeced. 3By 19C6L about thxree-fourtis of all gas purchased
by California public utility natural gas corporations for resale to
Zas customers came Lrom out-of-state sources and one-quarter came
from local produccrs. The pricc paidé for out-of-state gas is subd-
jeet to regulatiom by the Federal Power Commission at the Califormia
border and at the wellhead in the United States wiile Coliformia
produccd gas sold to Califormia distributors has ot been directly
regulated at the welihead by any govermmental agency.

The price paid California producexs by zas distributing
utilities is about double the average United States producer nrice
for ges sold in interstate commerce in assured volumes with assured

rates of da2livery. A comparison of the gas prices received by the




w @

nroducers in Califormia with those received by producers im Texas
and in the United States for the yeaxrs 1255 and 1950 follows:

Average Ammual Price
Received by Gas Producers
Pexr Toousand Cubic Feet
Sales o LY5 L9060

Gas Utility Noxthera Califormia 26.5¢ 2°.34
Gas Utility Southern Califormiz 18.2 27.8
El Paso Natural Gas Compamy, .
rermian Rasin, Texas .0 13.2
Interstate Pipeline Companies,
Texas 9.2 13.6
Interstate Pipelince Companies,
United States 10.6 15.6
Only a little over onc half of the natural gas produced
in Califormia is sold to the gas distributing public utilities; the
balance is retainad by the producers for their ovm use, except Loz
some amounts being 5018 by the producexs directly to the City of
Long Beach, Southern Californmia Zdison Company and a Lfow incustrizl
customers. With minor cxceptions, Pacific Gas and Electric Company
purchases the gas s50id by producers in morthern Califormia and the
Tacific Lighting System purchases the gas sold by producers in
southern California.
The number of Californiz producers sclling gas to Coli-
fornia pudblic utility gas distributors increased fxom 47 in 1947
to 114 din 1960. These 11¢ producers in 1946C sold 267.6 billioms of
cubic feet of gas to the gas utilities for $77,569,165. Fifteen of
these Califormia producers sold 80 percent of the gas puxchased by
the gas utilities in that year.
The wellhead price of California produced gas in northern
California between 1947 and 1961 xose Lfrom an average of 14.1 to
30.2 cents per Mef. In this same pexriod the wellhead price of

locally produced gas in southern Califormia rose from 11l.5 to 2°.23

cents per Mef. According to the Pacific Lighting group of companies,
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some 23 percent of the Califoxmia produced gas which they proposed
to purchase in 1962 would come unler their so-called Long-term
contracts 2t a price in 1962 of 24.47 ceats per Vel based om a
so=-called border price formula.1

Up to mid 1860 El RPaso Natural Gas Compaay was thae sole
supplier of out of state nmatural gas to Califormiaz. In August 1560

Transwestern Pipeline Company began supplying out-of~-state gas to

Pacific Lighting Gas Supply Company and late in 196L Pacific Gas
~

and Zlectric Company began receiving Canadian gas from Pacific Gas
Transmission Company.

The area wellnead policy statement ceiling prices fox
initial sexvice stated by the Federal Power Commission (FPC) as of
October 31, 1961 varied Zrom 16 cents per Mef in The Permian Basin
area of Texas to a meximum of 26.3 cents per Mef in the State of
Viest Virginia. If the FPC Permian Basin 2wea ceiling nrice of
18 cents per Mef had been applicable to nurchases made by the
Californiz ges distributing companics from Califormiz producers in
1961, the cost of zas would have been decreased by about $42,000,000
in that year. IZ, on the other nond, the 26.0 cents per ML FPC
price of West Virginia had been applicable, the decrease would have
been zbout $2,000,000. Based on 1961 nurchases, a one cent per Mel
change in the price of gas to Califormia distributing utilities
amounts to 83,040,000 for California produced gas and $5,815,000
for the volumes of gas received from out-of-state sources.

Toe cost of producing gas in Califormiz has not been

revealed by gas producexrs and has not been a factor comnsidered by

2y wecision No. ©0I/V0, dated May l4, LYoZ, tae Commission 4cnica
a zequest of Pacific Lighting Gas Supply Company to increase
rates, based in paxt, on applicant's claimed border-price cost
of Cailiformia produced gas.
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either Pacific Gas and Electric Company or the Pacific Lighating
System ia negotiating gzas purchase contracts with California pro-
ducers. The factors whjch Pacific Gas and Zlectric Company consicders
essential in determining price for Califormia nroducer gas include:

1. Location of the ficld in relation to existing commany
lines and the capacity of such lines.

deating value of the gas and whether controlled mixzing
with other supplies ma2y be necessary to maintain 2
uniform composite heatiag value.

The relation between the estimated recoverzbvle
reserves and the sustained deliverability of the
wells.

Type of gas as vetween gas produced with oil and
dry zas.

The annual load factor of the purchase obligation.

The wellhead pressure and whether compression is
anticipated in oxder to deliver gas into Pacific
Gas and Electric Company's lines.

Production problems, such as wet wells, wiich
may malke it desirable that the zas be produced
at rates and load factors differing from those
which vest £it the zequirements of Pacific Gas
and Electric Company.

Tae length of the purchase contract term and the
length of the nrice review period.

Contract provisions providing fox arbitration ox

clective contract termination in the cvent the

parties are unable to agree on remegotiated prices.

The Pacific Lighting group have tied the price they nay
fox Czlifornia produced gas to a formula dased on an average border
price they pay for imported gas.

Commisscion Staff Position om Rezvlation

Counsel Zor the Commission staff urged that the Commission
give consideration to directing its staff to dzaft proposed legzisla-
tion giving to the Commission jurisdiction to rcgulate for the public

benefit all sales of Califormia produced natural gas for resale and

sales Lor industrial usc except those sales of natural gas to be
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used Zor the production or gathering of hydrocarbon substances aad
that the Commission take all necessary steps o urge that suen
nroposed legislation ve enacted into law.

in engineering witness for the Commlssion stafl
rocomended that direct regulation of producer's sales of natural
gas To zas corporations be undertakea. Ze suggested that all pro-
ducers selling gas to gas corporations file sale contracts as rate
schedules with the State of Californmia; that the initial £iling be
at a wate level no higher than the contract rate levels actually in
effect during 120L; that no increase in arez rates be made effee-
tive except upon a ¢cost showing on an area basis by producers and
a2 finding by the State that such increase is justified; and that
resezve and deliverability studies, and quality and lexibvility of
suppliecs accompany the cost data. The staff witness suggested
Surther that an individual producer cost~basis metnod be used, in
Licu of axrea pricing, if the areca-pricing method were to be declaxed
unconstitutional.

Position of other Parties on Califorzia
Producer Wellhead Price Regulation

Producer wellhead price regulation was opposcd by Western
OLL and Gas Association, Oil Producers Agency of California,
California Gas Producexrs Association, Great Basins Petroleum Company,
Oceidental Petrolcum Company, Zelridge Oil Company, McCullocnr OLL
Corporation, Universal Consolidated 0il Coumpany, Atlantic QOil Com-
pany, California Manufacturers Association, Ricafield Oil Company,
San Joaquin Valley 0il Producers Association, Reserve 0il and Gas
Company, the Doard of Supervisors of Contra Costa County, Pauley
Petroleun, Inc., and a landowmer of Sutter County.

Wellhead price regulation was considered umdesirable and

unnecessary by the Pacific Ligating group of companies, San Diego




Gas and Electric Company, Soutiwest Gas Corporation, Southern
Californiz Edisorn Company and Califormiz Farm BDuresu Federatioa.
Pacific Gas and Zlectric Company urged that the nrotection of the
public interest does not require regulation of California producers
so loag as the Zorces which have tended to stabilize California
wellhead prices in recent years comtinue to operate in & reasonably
satisfactory mannex.

A mumber of parties, including the City of Long Beach,
the City and County of San Francisco, the Board of Supervisors of
San Jozaquin County, the Boaxrd of Superxrvisors of Colusa County, the
Boaxd of Supexvisors of Glenn County, the Laundry and Linen Supply
Boaxd of Trade of San Francisco, Laundry Institute of Southern
Califormiz and the City of Palo Alto, toolk no position either in
support of ox opposed to regulation of California wellhead prices.
The City of Los Angeles expressed the view that if dixeet producer-
constmer sales zrow, then regulation of welllhsad prices may be
required.

The xepresentative of the City of San Diego advocated

egislation regulating Californic producer wellhead prices and
cuggested that fair and reasonable wellhead prices may be set by
use of a composite of irndividual cost of service of the 15 leading
producers in Califomrmiz on an area basis with allowance, 1f proved,
Zor area diffecrences.
Findings
The Commission £inds that:

». Natural gas ic a major source of Zuel supply in Califormiaz

and will continue for many years to come to have a very significant

impact upon the economy of this State.
2. Natural gas is a wasting asset and its wise and prudent

use is essential in the public interest.
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3. The cost of natural gas is tie major item ¢f£ expense of
the natural gas distributing utilities in Californmia.

L. Taree-fourthas of the gas consumed im California is
imported zas subject to price regzulation by the Federal Power
Commission at the California border and also at the wellhead, 1iZ
produced in the United States.

5. One-fouwrth of the gas consumed in California is produced
in Califormia, the wellhead price fox which has 2ot heretofore been
divectly regulated by this Commission or by any other governmental
azency.

6. 1If Califoxniz produced gas were s50lé for resale in inter-
state commerce, such gas woulid be subject to wellhead price regula-
tion by the Federal Power Commission.

7. The cost of producing gas in CaliZornia has not deen
zevealed by the gas producers and has not deen a Zactor comsidered
by the natural gas distridbuting utilities in negotiating gas pux-~
chase contracts with California producers.

£. Sirncec the commencement of gas imports into California in

947, the average price paid to California gas producers Dy all gas
Lstributing wtilities in this State incxzased from 12.9 cents pex
thousand cublc feet to 29.8 cents in 1961, an increase of 121 per-
cent. During this same period the average price paid at the

Califoxrnia border for imported gas rose Lrom 15.2 cents per thousand

- 2 L
cubic feet to 24.2 cents,” an inczease of 125 percent.

9. The current price paid to Califormia natural gas producers

by California gas distributing utilitics is about doudle the price

b portioa ol this pricc nas bDeen lowered Dy action o tac redexal
Powexr Commission (FPC), with other nortions subject to possible
reduetion and refund upon £inal action by the FPC in certain
gggding rate procecdings of El Paso Natural Gas Company befoxe the
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paid on the average to natural gas nroducers in the rest of the
United States for gas sold in interstarte commerce in assured
volumes with assured rates of delivery.

XC. A chenge of one cent per thousand cuvic feet in the nrice
paid by Californiz gas distributing usilities for 1961 deliveries
of natural gas would have affected amounts paid to Califormia
producers by $2,040,000 and amounts paid to out-of-state suppliers
by $8,315,00C, a total of $11,355,000 in that year.

11l. 7The price naid gas producers in northern California ic,
for all practical purposes, determined by the Pacific Gas and
Electric Company. The nrice paid gas producers in southewrn Califor-
nila by the Pacific Lighting group of companies Ls based on an averase
border-price formula.

12. WNatural gas reserve and deliverzvility data are required
by the Federal Power Commission in interstate proceedings.

13. Producers in Califoraia are not reguired by law to make
public their cuxrent estimates of mown natuxal gas Teserves and
deliverability.

14, Reasonably reliable current estimates of known Califormia
natural zas reserves, deliverability thexreof and availability for
use are essential elements in evaluating: (a) the reasonableness
of the price of California-produced natwrzl gas; (b) the justifica-
tion for comstructing storage, gothering, compressing and distriﬁu-
tion Zacilitics by gas utilities; and (¢) the need from time to time
fox importing into Califormia additional quantities of out-of-state
naturzl gas supplies.

5. About SC percent of the zas produced north of a line
Tunning through Santa Clara and Momo Countics and 35 percent of the
gas produced south of said line was sold in 1850 to the gas

distributing utilitics; the remainder was used by the producers,

~21-




except foxr some amounts s50ld direetly by the nroducers to the City
of Long Beach, Southern Califormia Zdison Company and a few indus-
trial customers.

15. In 1980 some 114 gas producers in CaliZowxmia delivered
approximately 267.6 billions of cubic ZLeet of natural gas to
Caiiforniza gas corporations, which in turn either directly or
indirectly, mediately ox immediately, delivered such commodity to
or for the public or some portion Tthereof. TFifteen of such
Califormia producers delivered 3C percent of such nmatural gas.

17. The Supreme Court of this State has held that, absent
proof of dedication to the public use or the enactment by the
Legislature of zmpropriate legislation, a producer of natural zas
in Califormiz may not be dircctly xregulated by this Commission.

13. The dixeet regulation of sales of California-produced
natural gas for resale and of sales fLor industrizl use, except
those sales of natural 2as to be used for the production or gathoer-
inz of hydrocarbon substances, will ma%e more effective the regula-
tion and supervision by this Commission oL gas corporations and
any other public utility selling, tramsporting, transmitting or
consuming natural gas.

19. The Commission's present rate-mzlking powers over gas dis-

rivuting utilities do not supply the total solution to the provlems

facing thic Commission in its attampt to protect the public Lfrom
unjust and unreasonable costs of Cailifornia-produced matural 3zas.

necommendation

The Califormia Public Utilitics Commission wespectfully
recommends that the Legislatuxre consider the extent, if any, to
wilch the existing statutes should be amended in the furtherance
of the public interest to permit thds Commission to more cffectively

regulate directly California producer sales of metural gas for

22
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resale and to wegulate directly sales for industrial use except
those sales of naturel gas to be used for the production or gather-

ing of hydrocarbon substances.

IT IS CRDERED that:
1. The Secretary is directed to cause O be served a copy
of this opinion and oxder upom cach respondent aad to cause to be
mailgd a copy to cach gppearance of recoxd, othcr than respondents,
and to the Goverzor and cach member of the California Legislature.
2. Investigation under Case MNo. 7132 is discontinued.
The effective date of this order shall be twenty days
after the date hereof.
Dated at Ban Prancisco , California, this _ /¢ Zz,
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APPENDIX A
Page 1 of 2

LIST OF APPEARANCES

RESPONDENTS

Harry P. letton, Jr., Milfoxrd Springer, and John Ormasa,
foxr Southern (Califorxrmia Gas Company; Milford Sprimger,
Harry Lemape and Reginald Vauzhan, for Southern Counties
-as Company of Califorpia; (. C. Sattinger, Milfoxd
Sepringer and J. R. Elliott, foxr Pacific Lighting &as
Supply Company; F. t. searls and John C. Morrissey by
John C. Morrissey for Pacific Gas and Zlectric Company;
Chickexirg & Gregory by Sherman Chickering and Richard B.
Morris, for Sapm Diego Gas & tilectric Compary; William

M. Lauo for Sovthwest Gas Corporation;

PROTZSTANT
Bruce McKpight, for Sav Joaquip County;

INTERESTED PARTIES
Graham, James & Rolph by Boris M. Lakusta and Leo J.
Vander Lans, for El Paso Natural Gas company; Airred H.
Dziscoll and Oliver C. Jessen, for Department of water
& Powexr of the City of Los Angeles; Roger Armeberz,
Arthur Karma, Robert W. Russell and Mapuel Kroman, fox
tne City of Los Apgeles; Rollin E. Woodoury, H. W. Sturgis,
Jr., and William E. Marx, for Southern Ca2lifornia IdisoD
Company; Heory A. Dietz, by Fredric G. Dupn, for County
of San Diego; Alan M, Firestopbe, Edwid L. Miller, Jr.
and Robert S. Teaze, Zor the City of Sanm Diego; 5tanle
M. Lanham, Zox the office of City Attormey of Sap Diego;
K. L. Parker for City of Glendale; Harold Wilsey, Jr.,
fox County of Colusa; Earl Davies, fox Lehama (ouncy;
Zarl A. Radford, for SRell 0il Company; Alap Short and
Jerry B. Whitrey for Occidental Petroleum COorporation;
MiTes W. Newby, Jr. and Paul F. Schlicher, for Texaco,
Inc.; 5. atwood McKechan for himself and some landowners
in mewly discovered gas fields in western Suttexr County;
denyy E. Jordan, for Bureau of Franchises and Public
Utilities, City of Long Beach; Gerald Desmond by Edward
T. Bennett, for City of Lopg Beach; Stark Fox, for Oil
Producers agency of Califorpia; John A. Lilyzres, for
Socony Mobil 0il Company, Inec.; ihelen, Marrin, Johoson
& Bridges by Chester H. Brandop, and R. Clyde Hargzrove,
for Californ{d Cas lrapsmissiob Company; Haxold Golc,
Reuben Lozner and Clyde F. Carroll, foxr Department of
Defense and Other Executive Agencies of United States
of America; O'Melveny & Myers by Laures M. Wright, for
Rivexside Cement Company, Division of American Cement
Corporation; Brobeck, Phleger and Harrison, by George
D. Rives and Goxrdon E. Davis, and William W. Eyers, for
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LPIENDIX A
Page 2 0o£2

LIST OF APPEARANCES

INTERESTED PARTIES~--Contd.

California Manufacturers Association; Jack 0., Sandexrs
and Eldrize W. Sinclaixr, for E. Zinder & Associates, Inc.;
Everett 5. Layman, £or Sesunon Qil Company; Ball, Hunt &
Hart, oy Clark Hezgeness, for Richfield 0il Coxporation;
Donald H. Ford for Overtom, Lyman & Prince, for
southwestern Portland Cement Company; Domald J. Carmen
and Richard Edsall by Richard Edszall for California
Electric Power Company; William L. Knecht and Ralph
dubbard, for California Farm Bureau recezation; Lurner
MeBaine, for Westerm 0il & Gas Association; Charles A.
Zuoieta, for Uoion Pacific Railroad Company; Killcbren
Huboard oy Russell L. Van Patten, for Glenn County;
Jack W. Quey, for Sumset Loternational Petroleum Coxrpo-
ration; W. Bruce Wylie, for Landowner~Producer, self
and otners; 1roy Hiliman, for himself; Ermest K.
Sachreitexr, for nimcelf and Mxs. P. B. Arnmold; Paul
Chesini, Zox Chesivi Brothexs; Fred Tarke, for Fred
Taxke & Sors; David $. Miller, For Bimself; Richaxd H.
Sanbora, for H. L. Szznborm & Soms; Harold F. Greenm, Zor
San Jodquin Valley Qil Producers Association; weliborm,
Baxrett & Rodi, by Cwen F. Coodmen, for E. L. Doheny and
Patxick A. Doheny; Edward F. Buckner and Stanfoxd Herlich,
for San Bexnardino County; Dior R. Holm, Orville I.
Wright, and Robert R. Laughead, for City and County of
San rFrancisco; Ralph W. T%uesiood, Jr., for Belridge
0il Co.; Wilsey Ham & Blair by Harolc Heidrick, for
Wilsey Ham & Blair; C. G. Williams, for (oiversal
Consolidated 0il Company; Robert 5. Rose, f£or McCulloch
Oil Corporation of Califormia; Matthew J. Dooley, for
Laundry & Linen Supply Boaxd of Trade OFf oen Francisco;
Robext E. Michalski, for City of Palo Alto; R. E. Frey,
fTor wWwiiliam E. Warnme, Department of Water Resources;
L. E. Scott, for Pauley Petroleum; Gerald Jones, £or
District Public Works Office, 12th Naval Distziet;
Miles W. Newby, Jr. and A. C. DeCrane, f£or Texaco
Corporation, Imc.; Fritz F. Heimann, for Gemeral
Electric Company, ATomI¢ Power Lquipment Department;
G._Don Sullivan, for Nationmal Coal Association; Earl J.
Lvans, ox Utad-Wyoming Coal Operators Ascociation;
T.M.C. Martin, for the University of Califormia;
Henry F. L[ippitt IY, for Califormia Gas Producers
ASsocLation; Raymond L. Johnson, for State Lands
Division and Jerome J. McGrath of McGrath and McGrath,

for Natiomal CToal Association and Fuels Research
Coune¢il, Inme.

COMMISSION STAFF
Frasklin G. Camobell and Melvin E. Mezek.
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BEFORE TEE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In the Matter of the Investigation

on cthe Commission's own motion

into the production, storxage, com- Case No. 7132
servation, reserves hransnortation, Filed June 6, 1961
transmission and sale of natural gas

in Califoimia.

BENNETT, William M., Commissioner, concurring in part.

I have previously concurred with the majority herein as
to the factual portion of the instant opinion. I have taken excep-
tion to the failurxe of the majority to make a specific recommenda-
tion to the Legislature which to me is czlled for £rom a reading of
the opinion. The factual portion of the opinion is quite persuasive
oL the need for regulation of the sale of natural gas in Califormia.
In addition to urging specific legislatiom at this time, I also take
the position that the Commission, pending future legislation, has

available to it the means of attempting to control the sale of

natuxal gas to gas distributing utilitics by invoking Section 2156{c
of the Public Utilities Act. The bases upon which I reach these
conclusions are set forth herein.

Natural gas is part of the cconomic fabric of Califormia.
It is indispensable and in view of the population and industrial
growth which is inevitable, it will become more so. The growth
pattern of the past is a sure key to the growth pattern of the

future. It takes little imagination to comcecive of the even greater

importance of natural gas to the Califormia economy by noting that

California has already excecded New York State as the most populous

state in the Nation and by 1980 California will have an estimated
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ponulation of thirty million.l This dincwrcase in population, the
Lack of other energy fuels, the proscription of fuel oil by air
pollution controls--all of these things make natural gas unique and
make it the sole energy fuel for most Califormians.

Consurers in California are wed almost indissolubly to a
gas appliance of some kind., Individual consumer investment in Zas
appliances prohibits resort to an alternmative fuel assuming onc
were available. 32eyond the binding investment tie to appliances
the consumer, by the very nature of the residence in whicha he lives,
is committed to natural gas. The same is true generally speaking
as to commercial and industrial users. In short, the consumer is
a captive custorer.

It is disturding to read in the factual portion of the
instant opinion the disparity between prices paid to Califormia
gas producers and those paid to gas producers of the Southwest.
Federal regulation has imposed ceilings upon wellhead prices in the
Southwest and absent State regulation of California producers,
California prices are, in most cases, double that of Southwest
prices. The disparity between these prices Is even more striking
when it is realized that California producers have established foxr
themselves the unique so-called "border price formula' which pro-
vides that California producers shall be paid for California well-
head gas the same average price at waich Southwest produced gas is
delivered at the California border. The California bordexr price
represents the Southwest wellhead price to which is added the cost
of transmission through long overland pipelines. This latter
transmission expense is, of course, not associated with California

produced gas but despite this fact California producers, gemerally

L Repoxt o1 the Governmor's Commission on Metropolitan Area rProolems,
State of Califormiz, 1960.
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spealking, obtain the higher price. The consumers of California

and the zas distributing utilitics which scrve them enjoy the
dubious distinction of paying “about double the average United
States producer price f£or zas sold in interstate commexrce in issucd
volumes with assured rates of delivery.' (Majority opinion nage 14.)

This suggests that Californians are paying excessive
rices for California produced natural zas, unless by great coinci-
dence a border price is a fair return--and no more--to a California
nroducer. As the opinion points out, if an area ceiling price had
existed in Califormiz tﬁcn in 1961 the cost of gas would have been
decreased by about $42,000,000 in that year. Necdless to add, tihis
$42,000,000 was paid for by Califormia ratepayers.

Presently California wellhecad nrices are sct in the open
market and are as nigh as the traffic will bear. 3ased upon past
experience it is likely that Califoxrmia gas prices will inczease.
The significance of such increases may be measurcd by the fact that
"a one cent per Mef change in the price of gas to California dis-
tributing utilitics amounts to $3,040,000 for California produced
zas. ..." (Sec Majority ominion page 15.) All of these things
call for public ecomomic intervention. The Legislature should
enact measures designed to regulate the sale of natural gas both to
California gas distributing utilities and to industrizl consumers.
Such regulation should be on a public utility typc ¢ost basis as
was recommended by the Commission staff. In short, I adopt the
position of the Commission staff as it is set Lforth beginning on
nage 17 of the opinion.

California officially has long taken the position that
veguiation of independent producers engaged in interstate commerce

is in the public Interest. Sound reasoms exist for such a positionm.
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(See, The Case for the Consumer of Natural Gas by the Honorable

Paul H. Douglas, United States Scmator from Illinois, The Geoxrge-

Sown Law Jourmal, Vol. 44, WNo. &, Junc 1956, at page 566.) Most of

the reasons set forth therein are pextinent as to thc necessity for

regulation in California. The United States Supreme Court in

Paillins Petroleum Co. vs. Wiseonsin, 247 U.S. 672, in upholding
Zederal regulation of indemendent producers pointed out, on page 6§85,
that nroducers! prices, "the rates chaxged may have a direct and
substantial effect on the price paid by the ultimate consumers.
Protection of the consumer against exploitation at the hands of
natural-gas companies was the primary aim of the Natural Gas Act.”

In the interim and pending such legislative action as nmay
follow, it is highly important that the effort be made to protect
California gas consumers from devices such as the border price
formula which is axbitrary, which lacks standards predicated upon
2 cost basis and which results in payments to producers which I
suspect represent mozre than a fair and reasonable return upon their
inveﬁtments. It is my opinion that tais Commission is bound to
commence proceedings under Section 216(c)2 of the public Utilities
Act In an attempt to brimg California producers within its regula~
tion. Secction 216{¢) is quite plain in its reading and it is

equally plain as to its meaning-~-at least to me.

» » 3 b/
The Supreme Court in the Richficld case” has suggested

that the Commission mignt utilize Seetiom 215{c).

2 Sec, ZLG(cy. Wnen any person or Corporaltion PRYLOoTmS any serv-
wee or delivers any commodity to any person, private corporation,
municipality or other political subdivision of the State, which
in turn either directiy or indirectly, mediately or immediately,
performs such service or delivers such commodity to or for the
public ox some portion thereof, such person or corporation is a
public utility subject to the jurisdiction, control, and regula~
tion of the commission and the provisions of this part. (Part
formex Sec. 2{ee).)"

Richficld Q0il Corp. v.. Public Utility Commission, 54 Cal.2d &418.

by
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In the Richfield case at page 439, as to a particular
sale, the Court said had the Commission “‘found that Richfizld iad
dedicated its zas reserves for pesking purnoses to the extent it
had supplied such service In the mast, we are not prepaxed to say

that 1ts finding would te unsupported. We leave that question omen,

fox the Commlssion did not limit its assertion of jurisdiction to
Richfield's peaking services.” (Emphasis added.)

Since it may take some substantial period of time before
legislation comes to pass and since there 1s the clear suggestion
in the Richfield case that this Commission may presently have powex
and therefore a duty over producers, it is ny opinion that we have
an obligation to invoke Section 216(c).

Accoxdingly then, and in conclusion, I urge upon the
Leglslature the enactment of statutes designed to regulate
California producers upon a public utility cost type method; and
secondly, pending the advent of such legislation, T would urge the
Commission to apply Sectiom 215(¢) to a producer or producers sell-
ing natural gas for resale to a California gas distxibuting utility.

We have an obligation to protect comsumers to the full extent of our

jurisdiction under present law.

Dated at | San Francisco » California, this 19th

day of March ., 1963.

1 Lé %/

WILLIAM M. BENNETT
Commissionex




