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o PIN ! 0 N ----_ ... -
On Novemoer 18, 1977, Sou~hern California Gas Company 

(SoCal), pursu~~t ~o Section 851 of the Puo1ic Utilities Code 
(Code) anc Sec~ions 35 ~hrough 37 of the Co~~ission's Rules of 
Pract.ice a."'ld Proced.ure, fil,ed Application No. 57695 with the 
Co~~ission requesting conditional authority to withdraw a portion 
of it.s existing natural gas transmission pipeline system fro:n 
ut.ility service and to lease these facilities to the Bl~he-Moreno 
Company (Bly:he-Moreno), a nonutility affiliate of SoCa1. B1yt.he
Moreno is a wholly owned subsidiary of SoCal's parent, Pacific 
Lighting Corporat.ion (PLC). A portion of the pipeline sys~em 
utilized by SoCal in providing service to its customers is jointly 
o~ed by i~s affiliate, Pacific Light.ing Service Compa.~y (PLS). 

SoCal purchases all of its supplies of natural. gas from 
PLS and from El Paso Nat.ural Gas Company eEl Paso). PLS purchases . e natural gas from California producers, Pacific Interstate Trans
mission Company (Paclnterstat.e) and Transwestern Pipeline Company 
(Transwestern). El Paso and Transwestern are nonaffiliated inter
stat.e pipeline co:npa..~ies. Paclnterstate is an affiliated interstate 
pipeline company. These companies deliver natural gas at the 
California border from Texas and other southwestern states. El 
Paso and Tra..~swestern also deliver gas to customers in states other 
than California. 

A prehearing conference was held in this proceeding 'on 
December 15, 1977. Hearings were held in Los .A.~geles on January 4, 
1975, for receipt of applicant'S evidence and on January 18,'1978, 
for presentation of sta.ff testimony. On Janua.ry 18, 1978,the 
hearing record elosed and. the matter stood submitted' subje.,et to 
receipt of opening briefs on or before February 1, 1975, and closing 
briefs on or before February 15, 1978. 
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By the present applic3t~on, SoCal has requested permission 
and approval to withdraw from pu~lic utility service and subse~uently 
to lease to Blythe-Moreno .the following: 

1. Approxima~eJy 19.0 miles of ;0" 
O.D. x -;44" pipeline with appurten
~~ces commencing at valve No~ 3A (31 
miles from the Colorado River) to the 
Desert Center Compressor Station; 

2. Approximately 31.5 miles of .30" 
O.D. x e344", .375", and .312" pipe
line with appurtenances commencing 
at the Desert Center Compressor 
Station to the Cactus City Compressor 
Station; and 

3. Approximat.ely 69.9 miles of 30'· 
0.0. x .312", .281", .500"~ and .375" 
pipeline with app~rtenances, co~~enc
ing at the Cactus City Compressor 
Station to San Timoteo between 
Bann.ing, California, and Moreno, 
California. 

In total, SoCal·s proposal involves 120.4. miles of .30" O.D. 
t.ransmission line. SoCal·s request for withdrawal 'is conditioned 
u'Oon the Federal Energy Regulatory Commis,sion (FERC) approval of . . 
the El ?aso aoando~~ent aeelication in Docket No. C?75-362 and sub-
sequent acceptance of tha~· authorization by El Paso.~ 

On !-1:ay 17, 1976, Blythe-Moreno and. Standard. Oil of Ohio 
(SOHlO) executed a preliminarY agreement respecting the lease of 
t.he facili t.ies for 'Which SoCal seeks withdrawal authori zation 
herein and their subsequent conversion to crude oil service in 
co~~ect.ion with SOHlO's proposed West ~oast ~dcontinentLiquid 
Hydrocarbon Project (Crude Oil Project). The Crude Oil Project 
cO,ntemplates the use of both new and existing fac~li ties to transport 

On November 10, 1977, the FZRC issued Opinion No. 4, ~pproving 
the request-ed abando~~ent. On December 9, 1977, E1 Paso filed an 
application for rehearing of Opinion NO.4. On January 9, 1970, t.he 
FERC granted rehearing for purposes of further consideration. On 
May 26, 1978, the FSRC issued Opinion No. 4A denying rehearing but. 
modifying in part the prior opinion and order gr;anting abandonment. 
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up to 500,000 barrels per day (Epd) of Alaskan crude oil, al1eJ;edly 
surplus to West Coast needs, to be offloaded at the Port or Long 
Beach, California. SoCal's racilities will comprise approxima~ely 
120 miles of a tot a: system extending from the Port of Long Beach 
to te~inal facilities ncar ~~dland, Texas.~ At that pOint, the, 
C:"'Ude Oil Project will intersect existing liquid hydrocarbon trans
mission pipelines extending to refining centers located on the Gulf 
Coast and in t.he midwestern and eastern United St.ates. Under the 
interic agreement between Blyt.he-Moreno, and SOHIO, the project 
was divided into Phases I a...~d II. Phase I envis,ions a sys,tem ' 
capable of transporting 500,000 Epd and is the subject ot this 
proceeding. Phase II, ir pursued, would consis:t or an expa.."lsion or 
the Phase I facilities to a system having a total capacity of 
1,000,000 Epd and would be the subject of a separate proceeding 
before this CommisSion.lI 

Y El Paso's facilities, the subject of the aba.~donment proceeding 
in Docket No. CP75-;62, constitute approximately 670 miles of 
the total system. To complete the pipeline link from Long 
Beach to ~~dland ~ll require construction by SORIO of approxi
mately 270 miles of new line in addition to construction of 
terminal facilities in Long Beach Harbor. 

11 ~~y phase II proceedings would also, require a separate Environmental 
Impact Report under the California Environmental Quality Act 
(CEQA). A~ this point i~ must be stressed that abandonment of 
SoCal's Phase I facilities does not in any way constitute an 
estoppel against protesting the proposec. abandorunent of any 
addi~ional facilities at a later time. 
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A. The 31 vthe-!wroreno!SOHIO Int.erim Agreement. 
'After approximately t.wo years of direct negotiations 

with SOHIO, an interim agreement was reached by Blythe-Moren~' on 
Y~y 17, 1976, t.o par~icipate in the Crude Oil Project.. 

1'0110"10.'5 : 

The key provisions of the interim agreement are as 

(l) Bl~he-~oreno shall ac~uire t.he, 
aoandoned Phase I facilities from 
SoCal and lease them to SORIO; 

(2) SOHIO will lease the Phase I 
facilities froe Blythe-Moreno at a 
rental rate of $2,500,000 per year 
beginning wit.h t.he project com
mencement date ~~d increasing to 
$3,750,000 per year wit.hin eighteen 
(lS) months and continuing t.hereaft.er 
for eighteen and one-half (18.;) 
yea:-s; 

(3) SOHIO shall 'bear the expense of 
constructing and acquiring all new 
facilities and right.s-of-way required 
to convert and complete the proposed 
pipeline system, in addition t.o one
half of all cost.s in excess of 
$200,000 incurred in securing additions 
or modifications to existing rights
of-way required for liquid hydro
carbon transport.ation; 

(~) Prior to the Phase I project. com
mencement date, SOHIO may elect not 
t.o lease the Phase I facilities, 
subject t.o payment of $7,;00,000 to 
Blythe-Moreno; 

(5) SOHIO shall have the option to renew 
the Phase I lease for one or two 
addi t.ional twent.y (ZO) yea:- terms at 
a maxim~~ annual rent.al of $900,000; 

~ Blythe-Moreno includes any other PLC assignee. 
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(6) SOHIO shall have the option to 
lease Phase II facilities, presently 
utilized in SoCal's trans~ssion 
system, if SoCal's Phase II facilities 
are no lonzer required for natural 
gas service; and 

(7) SOHIO shall pay all expenses, includ
ing expenses of maintaining and operat
ing the leased facilities in liquid . 
hydrocarbon transport service as well 
as all ad valorem taxes or other 
Similar taxes related to the leased 
facilities. 

.. 

SoCal contends that the te~s of the above-referenced 
agreement were the result of arms'length bargaining over a sub
sta.."ltial period and that the lease rentals. are based upon So Cal 's 
opinion of the value of a less than optimum-sized used natural gas 
line versus the cost of a new oil line. SoCal presented testimony 
indicating tha~ SOHIO's initial offer comprehended payment of 
$900,000 per year for the Phase I 'line. SoCal's counter offer sough't 
lease payments of $7,400,000, the estimated lease value for a 
new 42-inch line.iI . 

Further testimony indicated that if the rental cost per 
mile for the 30-inch El Paso line, the subject of a previOUS SOBIo
El Paso agreement, were utilized in establishing the rental price 
for the SoCal line, the annual lease payments would total $)-,0;0,000. 
SOBIO initially felt that the rental for the SoCal line should be 
proportionately less tha.."l for 'the El Paso line Since the unavail
ability of 'the El Paso line due 'to its commitmen't to the Crude Oil 
Project drastically reduced the usefulness of SoCa1's line in 
delivering El Paso gas supplies to California consumers.' So Cal 
coun'tered by stating tha't their line was worth more per mile than 

SOBIO contemplated construction of a l..2-inch oil transmission 
line in the event it failed to lease the 30-1nch line which is 
'the subject of this proceeding. 
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El Paso's since SOHlO's lease with El Paso would have less value 
in the absence of SoCal's commitcent of their ~ipeline to the Crude 
Oil Project. Against the backdrop of these negotiations, SoCal 
maintains that annual rental payments of $;,750,000 represent the 
maximum amount SoCal could possibly extract in leasing the subject 
line. 

The Commission staff did not take issue with the te~~ 
~~d conditions of the interi~ ~greement between B1~he~~oreno and 

SOHIO. 
B. The Blvthe-Moreno/SoC~l Agreement 

?ursu~~t to an agreement with Blythe-Moreno dated 
November 17, 1977, SoCal agreed to apply for required authorization 
froe this Commission for discontinu~ce from natural gas service of 
the pi?eli~e facilities which are the subject of this proceeding, 
condi tioned upon £1 Paso t s aba..~donment of its Phase I facilities. 
~rther, by the same agreement, B1~he-Moreno and SoCal evide~ced 
their intent to enter into a definitive lease agreement which 
includes, ~~ong other things, the following Significant provisions: 

(1) For an initial te~ of twenty (20) 
years with the option to renew for 
second and third terms, SoCal shall 
lease the Phase 'I facilities to 
Blythe-Moreno for conversion to and 
use for liquid hydrocarbon transport 
in Phase I of the Crude Oil Project; 

(2) Blythe-Moreno shall lease the Phase 
I facilities from SOCal at a rental 
ra'Ce of $2,500,000 per year begin
ning with the project commencement 
date and increasing to $3,750,000 
per year within eighteen (1$) months 
a..~d continuing thereafter for eighteen 
and one-half (1$.5) years; 

(3) SoCal shall bear the cost of withdrawal, 
as well as the cost of modifying 
existing facili ties a.~d constru~ting 
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additional facilities to maintain 
present gas. service provided by the 
Phase I line; 

(4) Blythe-Moreno shall bear all cos~s 
of converting the Phase I facilities 
and all expenses of maint.aining 
and o?erating the leased facilities 
in lio .. uid hydrocarbon transport· 
service as· well as all ad valore~ 
taxes or other Similar taxes related 
to the leased facilities, except 
that the costS of liability insurance 
and conform~~ce of the existing 
~ight-or-way to. oil transmission 
service sha·ll be cieducted by Blyt.he
Moreno from its ren~a1 payments to 
SoCal;. and 

(5) Unless SoCal recei 'fes all necessary 
:egulatory approvals for discon
tinuance from gas service of the 
Phase I facilities and unless such 
authorizations are acce~table to 
SoCal anci do not contain conditions 
having mat.erially adverse. financial 
conseq,uences to SoCal or to PLC, the 
obligations under this agr~ement do 
not t..;'I.ke effect. 

.'. 

The Commission staff did not contest. the terms ~~d condi
tions of the agreement between Blythe-Moreno and SoCal. 
C.. Withcrawal Issues 

1. SoCa1's System Ca'Oacitv . 

SoCal sponsored evidence maint.aining that if El Paso's 
corresponding facilities are abandoned, SoCal can safely withdraw 
t.he subject facilities· from service and continue to provide reliable 
t.r~~sportation for the natural gas it receives for ultimat.e dis
tribut.ion to its cust.o:ners.. SoCal's witness test.ified 'that wit.h 

/ 

t.he line wit.hdrawn from natural gas service, SoCal a..'"'l.d. Pa;cific Cas and 
Electric Company (?G&E) can continue to receive all the gas which 
their east-of-California out-or-state suppliers have the ability t¢ 
ce~iver to SOCal. 
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The Co~~ission staff did not dispute this contention. 
Further, the staff testified that in the event that El Paso with
draws from service the natural gas tr~~smission facilities which 
are the subject of Docket No. CP75-362',Y SoCal has adequately 
demonstrated that, under all reasonable supply scenarios" its present. 
a..~d future gas supplies will not require the' use or SoCal's present 
transmission capacity. If' El Paso does abandon its proposed seg
~ent of connecting pipeline, the Co~~iszion st~ff agreed with appli
ca."lt that wit.hdrawal of the subject i'acilities· will not materially 
affect SoCal's aoility to render an adequate level of gas utility 
service. 

The staff's evidence shows that, given c:onversion of El 
Paso's gas pipeline to oil service, the maxim~ amount of gas that 
the El Paso syste~ c~~ deliver to California is approximately 
~92 million cu'oic feet per day (MI~cfd). With conversion' of the 
SoCal pipeline to oil transmission service, the ability of SoCal 
a.~d PG&E t.o recei "/'e gas from El Paso at the California border is 
a?proxima~ely ~7S7 ~k£d. Even ass~~ng that the optimistic develop
ment of gas supplies. and t.he removal of in·terstate cur'tail:lent regu
lations' allowed £1 Paso to fully utilize it.s remaining syste:n 
for deliveries to California, there would still exist sufficient 

,I 

c~pacity on ~he SoCal and PC&~ systems to deliver all the available 
gas t.o California consumers~ 

The st~ff's evidence indicates that withdrawal of' SoCal '5 

tra."1smission system ......-ill not materially affect capacity during 
winter peak flow conditions. During s~~er months peak-day· capacity 

SoCal has contin~ally reiterated that. its request for abandon
::lent is contingent. upon acceptance by El Paso o·r the federal 
abandonment. aut.hority. 
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on the system will be reduced by l03.~ W~cfd. However, the capac~ty 
of the El Paso system to d.eliver gas to the C.:4ifornia-Arizona 
border af'ter aband.onment will be reduced by approximat.ely/19S MMcfd 
at Blythe and. approx~ma'tely 100 !~~cfd at Topock, a total 'decrease 
in capaci'ty of 298 Mrt.cfd. This represents a nearly tliree-t,o-one 
decrease in SoCal's !iyst.el'll .. 

" 

The s.taff concluded that. if El Paso abandons its segment. 
of natural gas pipeline, retention of the SoCal line in serviee 
wi:h i'Cs excess capacity would be of little value to California 
gas consumers a.."'l.d thus its wi thc.rawal would. be warranted. ~ 

2. Economics of Withdrawal vr 
SoCal's proposed accounting for the ~~thdrawa1 ~~d. ~ 

tra.."'l.sfer of the pipeline consists of crediting the original cost 
of the pipeli~e, $9,410,772, to the plant. accounts a."'ld charging 
the depreciation reserle for the same amount.1I These entries 
are previded by the Uniform System of Accounts, for natural gas.· 
companies in the case of retirements. Since SoCal has presently 
c:oedited only S5,:370,07$ to the depreciation rese:.ve, "the net 
effect of the retirement entry is to leave. a permanent $4,040,694 
(less further accruals up to· the actual retirement. date) in SoCal's 
rate base .. 

The Co~mission staff computed that the revenue requirement 
over the initial 20-year lease term on the $4?040,69~ perm~"'l.ent 
rat.e base would equal $11,677,606. Staff then compared this figure 
to the a:lount that SoCalcould earn over that period under existing 
conditions if the subject facilit.ies are not retired. from service. 
':!:'he reyenues under such circumst.ances would total $12,820,074 .. 
Based upon this comparison, statf concluded that SoCal's proposed 
accounting treatment is acceptable. 

21 SoCal uses straight-line remaining lite depreCiation for its 
utility properties. 
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SoCal further stated that the cost of removing its 
facili -cy and. converting, it from gas to oil transmission service 
would. be approxizna'Cely $1,700,000; 'Chis expense will be corne 
by SOHIO. The costs of wi -chd.rawa1, estimated at $100,000 for 
separa'Cing the wi-chdra'Nn line from 'Che remainder of the system and 
purging it of gas, would be charged to SoCal "S depreciation reserve .. 
The expenditure by SoCal of $700,000 to $$00,000 to ins-cal1 addi
-cional service taps and other facilities necessary to maintain 
gas service to its customers would be ~dded to' SoCa1' s rate base .. 
'!'he Commission staff took no issue wi th this t.reatment ... 

With respect to the lease fees received by SoCal from 
3ly'Che-Moreno, SoCal proposed 'Co apply t.he net~lease paymen'Cs 
received from Bly'Che-Moreno as an addition -co its depreciation 
reserve, thereby reducin.'!: its rate base. The net lease payme~ts 
will equal SORIO's annual rental to Blythe-Moreno, reduced by the . . 
following expenses: (1) an:'lual 11ab11 i ty insurance cos,t:5 o£ 
$2,800; (2) amortization at an interest rat.e equal to So,Cal·s 
au'Chorized ra'Ce of return of expenditures by Blythe-Moreno to 
con£o~ gas pipeline rights-of-way to oil. transmission service; and 
(3) federal and state income taxes computed at the statutory rate.Y 
The Co~~ission staff accep~~d SoCal's computation of the net lease 
pay:en'Cs but took strong, excep'Cion 'Co SoCal's proposal to credit . . 

1 

/ 

the net lease payments received from Blythe-Moreno to its de?reciation 
reserve. 

The CommiSSion staff presented its independent analysis 
of the economic iopacts occasioned by wi thdra"flal under several I 
different scenarios. The staff initially determined that with- I 
drawal would result'in additional costs to ratepaye::-s of approximately 
$11,162,000 over 20 years. These additional costs ineurred by 'Che 

Sta'Ce income 'Cax rate of 9 percent plus federal incoce tax rate 
of i.S percent equals. a net tax rate of 52'.68 percent. 
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r3~epayer consis~ of the following items': (1) return on the additional 
plant inves~ment required to maintain service to eXis,ting customers; 
(2) t.he de?reciation and ad valorem tax eXl'enses related to these 
additions; and 0) increased compressor fuel costs necces$itat~ed 
by withdrawal 'totaling approximately $S, 921.,000. These figures / 
are not disputed. 

The staff then presented testimony which a."lalyzed four 
different methods of dealing with withdrawal. The purpose of the 
ex..."libit was to demonstrate the comparative benefits to SoCal's 
rate~ayers based on different methods of handling the plant with
drawal and treating the lease payments over the initial 20-year term. 
For "e",ac-h or the .four alternative methods, the stat'! computed: ' (1) -"th~ 
~~~ ~ee~ction in revenue requirements over the 20-year lease term; 
(2) the pre~ent value of the reduced revenue requirement diseounte~ 
at SoCal's currently authorized rate of return of a.s percent; and 
0) the net reduction in revenue requirements during the fir$·t four 
years of the lease. 

Case I presents an analysis of t:he net reduction in revenue 
requirements over the ,20-year lease term based upon SoCal's pro
posal. Case II is similar to the Case I analYSiS, except that the 
accounting for the leased plant reduces SoCal's rate base by the 
net"dep:-eciated cost of t.he p!ant (approximately 54 million) as $oon 
as the line is removed from natural gas service. Further, the 
Case II alternative also pe:"::lits Bly:he-Moreno, in determining the . , 

net lease payment credited to SoCal's d.epreciation reserve, to 
deduct a rate of return on the $1. million investment (at SoCal's 
authorized. rat.e of ret.urn) as well as related depreciation expenses. 
Case I!I v~ries from Case I through use of lower effect.ive tax 
rates rather than statutory income tax raees proposed bY,SoCal. 
Case IV is based upon a direct flow-through of the pretax-lease 
~ayments, reduced. by certain minor expenses, to SoCal's annual 
revenue requirement rather than to its depreCiation reserve. The 
results of the staff analysis are tabulated below. 

-12-
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I-j ~ 3 
/0/1':;/7 f, 

It-em - Case I Case II Case III C~s~ IV 

Ne~ Reduction in Revenue 
Re~uire~cnt over 20 Ye~rs $45,321 
?resont Value of Net 
Reduction over 20 Years 
a~ $ .. e ?ercent. 15,.462 

Net. Reduct-ion in Revenue 
Reouirement over First 
Four Years 1,966 

(In Thousands of Dollars) 

$48,671 $70,484 $65,094 

17,725 25,178 30,390 

3,724 4,693 1;,110 

The ztaff recom.'7lencied adoption of the Cc'lse IV treatment 
since the total b~nefit$ to SoCa1's ratepayers, the present value 
of these benefits, and the short-term benefits to current rate
p.3yers are greater than th~ corresponding benefits obt8:ined by 
ri.doption of oi ther Case I or Case II.. 'Nhile the Case III analysis 

sho'..:$ .1 higher net reduction in revenue requirement than Case, IV, 
staff caut.ioncd that Case III is "o[-1sed u.pon a s?eculo:tive assumption, 

~ i.e., the effective income tax of SoCal's parent corporation, PLe. 
Although the effective income tax rate h~s been zignifican~ly lower 
than the incremental income tax over the last four years, there is 
no guDrantec that thiz zit.uation ~ll con~inue in the future. Staff 
thu!: concluded that Case IV trC:ltment is preferable from the r.lte
payer's perspective. 

SoC~l avers that the staff ~~~lysis contains several'critical 
infirmities and further States that the Case IV proposal would have 
m~~cri~lly 3dvcrsc financial consequences for SoCal by imposing an 
unjust and unreason.';I.ole cost. on SoCD1's shareholders of $1,142,468.21 

The difference over 20 years between the amount of revenue / 
received by SoCal if the facilities were withdrawn according 
to the Case IV met-hod. ($11,677,606) a.nd th~ amount of, revenue 
So Cal would rccci vc if the f'acili ties remai.ned in service under 
existing conditions (S12,820,07J.). (See p. 10 of this decision.) 
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SoCal furt.her argues that the staff's Case IV analysis 
fails t.o t.ake int.o considerat.ion t.he effect. of SoCal's and the staff's 
proposals upon the ratepayers after the 20-year period of the lease. 
SoCal cont.ends t.hat it.s customers would continue to benefit. after 
the lease expired and into perpetuit.y since proposed rate base reduc
tions would become perm~~ent. ($9,522,308).10/ In addition, under 
Case IV, it is claimed that. the ratepayers could incur additional 
eX?enses ($1,22S,1$3) for which they would receive no offsetting 
benefit after the 20-year lease expires.1!! SoCal posits that the 
following revenue requirement figures are mathematically correct. 

!'te~ -Present Value of Net. Reduction 
in Revenue Requirement over 20 
Years at S.S Percent 
Present. Value Beyond 20 Years 

Tot.al 

Case I Case IV 
(In Tnousands of Dollars) 

$1;,4.62 
9,522 

2.4,9$.4 

$30,390 
(1,228) 
29,'162 , " 

(Red Figure) 

The st.aff considers these modifications beyond the initial 
20-year t.erm to be tot.ally speculative. 

Under SoCal's proposal, ratepayers will benefit b~ reduction in 
rat.e base equal to the aggregate net rental payments; theoretically, 
this adjustment will become a permanent reduction in SoCal's· rate 
base. 
Additional expenses would consist of the present value of the 
return allowed SoCal in perpetuity on the $.4 million permanent 
rate base. ' 
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SoCal claims that justification to remove the line from 
service exists if it is dete~~ned that present and future nstural 
gas supplies to California will not require retention of SoCal's 
present t:-~"'lS::lission capacity. Accordingly, it'is both unnecessar"j 
and inappropriate to deter:nine further whether SoCal ratepayers 
·r'lill receive sufficient economic benefits so' as. to justify abandonment. 

It. is SoCal's contention that SoCal's shareholders, not 
the utility'S customers, invested the equ-ity and bear the investment 
risks associated W'ith the line. It is also· SoCal's pOSition that 
its ratepayers have received everything for which they have paid, 
including the entitlement to and benefit of gas service provided 
by the line. It is argued that Case IV ignores the fact that 
SoCal's original $9 million investment has appreciated in val~e to 
a minimu.~ worth of approximately $20 million according t9 s·taff 
testimony and would totally deprive the investors of the direct 
benefits of appreciation. SoCal f~nally states that no basis has 
been established for the acquisition by SoCal's customers of a:n.y 

ownership or other proprietary interest in SoCal's property, 'as 
they contend Case IV presu!'ltes.. They conc~ude that Case IV is con
fiscatory and violative of the due process ~~d just compensation 
provisions of both the California and United States Constitutions 

, . 
a.lei that acceptance by SoCal of authority to withdraw on the basis , . 

of staff's proposal-appears to be contrary to the legal obligations 
of SoCal's management to its shareholders. 

, 

The staff counters SoCal's allegation of confiscation 
under Case IV by maintaining that SoCal can properly deter.mine the 
impact on its shareholders'by comparing the net arter-t~ cash 
flows res.ulting from. maintenance of the line in service to the net. 
:l.fter-t.ax cash flow occasioned by withdrawal purs.ua.."lt to the s·taff 
recom.~eneiation and not by 3, .. 1 "apple v. orange" comparison between 
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revenue re~uirements occasioned oy ~he above-me~tioned scenarios. 
Staff claims that if tnis correct comparison is maae, SoCal investors/. 
will £in~·themselves in the s~e basic positio~ after withdrawal 
as before, i.e., there· will be no measurable difference in return 
t.o the in'festor. FUrther, st.a.£! contends- that in analyzing the 
impact. of withdra ..... al upon So Cal 's investors, it must be remembe:-ed. 
that in the course of its normal ratemaking policies the Commission 
may well inc:"ease SoCal's depreciation rate to reflect the early 
ret.irernent and removal of a major component of SoCal's plant-in
se~ice. This ratemaking adjustment would be utilized to ameliorate 
any "de minimiS" accounting problems occasioned by withdrawal and 
would result in availability of increased depreciation and a corre
sponding increase in net. after-tax cash flow for SoCal. 

The staff's position is that its recommenciation will not 
result in any mat.erially adverse financ;al consequences to SoCal e or- it.s investors.. Staf! concludes that under its prop·osal the 
ratepayer, who has borne the cost. of .financing and building the 
pipeline and • .... ho runs the risks of withdrawal, i.e., pot.ential 
capacity shortages, increased compressor f~el 
receive the d.irect benefits of -....ithdrawal .. 

Regaraless of the particular method 

costs, et.c., should 

which the CommiSSion 
ul t.icat.ely orders for t.reatment. of ~thdrawal, both staff and 

• SoCal concu:" that rate reductions resulting'from the post-withdrawal 

/ 

/ 

I· 
/' 

,/ 
./ 

lease arrangements should be credited to all users, including lifeline, 
on a unifortlcents-per-therm basis. The parties also agree that. 
SoCal's rates should be mod~fied on a semiannual basis, concurrent 
\ldth SoCal's ?urchased.Gas Adjustment (PGA) filinz to reflect the 
appropriate rate reduc·tion. 
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D. The CEQA Process 
On April 29, 1976, the Sohio Transportation Company of . 

California (SOHIO TC) filed Application No. 561.,.1.,.5 with this Commission 
requesting authority to issue 10,000 shares of $1.00 par value 
capital stock for working capital. In Decision No. 86125, an interim 
order dated July 19,1976, t.he Commission authorized SOHIO to to 
issue not more than 10,000 shares of its Sl.OO par value capital 
(co~~on) stock to SORIO and authorized SORIO to acquire and control 
SORIO TC. The shares were issued to allow SORIO TC a small amount 
of initial working capital in conjunction with its proposal to 
construct pipelines and related facilities for t.he transportation 
of liquid hydroca.rbons in California and to operate and maintain 
the pipeline and related facilities as a public utility "pipeline 
corooration" a,...."d as 'Oart or the larger Cr1.lde Oil Project. . . '. 

In Decision No. 8612; the Commission noted that the 
4It facilities which SORIO TC proposed t.o construct might have a. signi

:fica.."lt. effect. on the environment in California. By CommiSSion 
Resolution No. A-1.,.53 0 , dated lI.arch 30, 1976, t.he Commission 
aut.horized t.he Execut.ive Director to execute an agreement with:t.he 
Po~ of Long Beach (Port.) for the joint preparation or an Envi~onmental 
Impact Repo~ (EIR) for the Crude Oil Project. The agreement, 
da.ted March 30, 1976, included a set of procedures to· be followed 
in preparing ~he EIR. The agreement was approved by the Director of 
the Governor's Office of Planning and Research. 

The Draft EIR (DEIR) for the Crude Oil Project was completed . 
on October 2" 1976. Three public hearings were held on the DEIR 
(November 30, 1976, December 6, 1976, and December 11.,., 1976). 
Responses to over 6;0 written co~ents, as well as the oral comments 
made at the public hearings, were incorporated into the Final ElR 
(FEI?) • 

-17-



A.57695 Alt.-CTD-fc/dz * 

On May 2, 1977, the Long Beach Board of Harbor Commissioners 
certified the FZIR as cooplying .,..ri th CEQA an~, the Cuidelines for 
!:nple:nentation of CEQA. In Decision No,. 87432, dated June 7, 1977, 
the Cocunission took similar action and issued a final ord.er in 
Application No. 56445, cereifying the FEIR for the Crude' Oil Project,. 

By Application No. 57563, filed August 31, 1977, the 
Cit.y of Los Angeles (LA) 'requested modification of DeciSion No. 
e7432 alleging that the FEIR should not be certified in light of 

I 

inadequacies in the DEIR. Among other things, LA cont.ended that. 
the DEIR failed to evaluate the enVironmental impacts associat.ed 
with the potential Phase II development of the'Crude Oil Project. 

Subsequent to the certification of the FEIR and prior to 
Co~~ission action on LA's application, SOHIOmade some substantial 
changes in its proposed project. Becai.:.se of t.hese changes, the . 
Co~~ssion ~~d t.he Pore, by contract dated October 4, 1977, agreed 
to the joint preparation of a Supplement to the EIR. The Draft, 
Supplement (DS) to the EIR was completed on Novembe~ 15, 1977. A 
puolic hearing on the DS was held in Los Angeles on November 29, 
1977. The deadline for filing written comments on the DS was 
December 6, 1977. Subsequently, a Final Supplement (?S) to the EIR 
was then prepared~ After review of the DS, LA considered withdrawal 
o! its application if it could be determined t.hat the FS would be a 
part of the legally required EIR and that the Port. and the Commission 
would be bound by the information contained therein, particular17 
with respect to mitigation measures outlined. in the FElit .:md the FS. 

On January 10, 1978, 'the Com.~ission issued another ./ 
oreer in Application No. 561.;.1.;.; and a response to LA '5 Application 
No. 57563; Decision No. S8311 contained t.his Commission's certifica
tion that the FEIR for the originally proposed Crude Oil Project, 
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as well as ~he FS, which is considered part or tpe FE!R tor the 
revised Crude Oil Projec~, has been completed .in compliance wi~h 
CEQA a.."ld -:.he Cuidelines for Implementation of' C~QA.12/ The ' 
Co~~ission,rejected LA's proposal to prepare a detailed envir~n
mental analysis concerning the possible abandonment of ,another 
SoCal line,for use in Phase II of the Crude Oil Project. The 
Co~mission stated, in part, that Phase II transportation of addi-

, 

t.ional volumes is a di£reren-c possible future project.. Proper 
review, including detailed environmental analYSiS, will be performed 

, 

by the Commis~ion when and if a. Phase II proposal is presented. 
LA's Application No. 57563 was denied, and LA did not petition for 
rehearing o!.Decision No. $e3l1. 

!n its present application SoCal points out tha.t as a 

result of an earlier application filed by SOHIO TC, pursuant,to 
Sec~ion SlS of the Code, the CommisSion, in conjunc~ion with the 
?ort, commenced preparation of an EIR for the Crude Oil Project, 
of 'Nhich SoCal's proposed withdrawal is ~~ integral part. 

In its application SoCal also states its opinion that 
t~~e resul t.s of the FEIR can and should serve as 'the staff ErR for 
-:h,,'se proceedings.. The statf concurred and filed. a motion, dated. 
Dec,,'~'oer 9, 1977, requesting the CO:mlission, pursuan'C t.o Rule $7 
o! t;:e Commission r s Rules of Practice and Proced.ure,. to waive 
~le ~,7 ~l (f) and (g) of said rules in order 'Chat the FEIR for the 
Crude ;Ji1 ?rojec'C, t.ogether with the FS, can serve as the staff 

. ' 

E!R for this procee~ing. ~e st.arf argues in its motion that the 
waiver o! Rule l7.1(.f) and (g) was authorized by the Director of 
the Cover:\or's Office of Planning and Research to secure ,fast, speedy, 
and inexpensive determination of the environmental issues presented 
in the original and in the revised Crude Oil Project. The Commission . 

W The Port certified the FS on December 19, 1977. 
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staff subQi~ that the EIR for the Cruae Oil Project, together ·~th 
the FS thereto~ will contain all necessary environmental information 
regaraing So Cal , s proposed application so that, the Commission can 
utilize 'the EIR for resolution of SoCal's applieat.ion;, finally, it 
is contended that all in'Ceres-ced parties have had su.f!icien'to 
opportuni ty to comment on the EIR .. , 

On Decembe~ 27, ~977, LA filed a pleading oppo~ing the 
staff cotion to utilize the FEIR for the Crude Oil Project as the 
staff EIR in the in,stan'C proceeding. This filing seeks to reli ti- , 
gate issues raised in Ap~lication No .. 56~5, e.g., the need for a 
detailed. environmental analysis of Phase II of the Crude Oil Project. 
Additionally, the pleading raised the issue of the loss of gas 
available to SoCal and its cons~~ers because additional compression 

I 

or fuel will be required. on SoCal's system d.ue 'too the! withdrawal. 
The testimony of' the staff and SoCal shows that with

drawal would increase compressor fuel requirements by approximately 
0.75 MMcfd. Given the future supply estimates of El Paso and 
Tra.""lswestern, So Cal 's out.-of-s'tate supplie!S, if this applica.t.ion 
were denied or if SoC'aJ. elects not to ~thdraw, the gas available 
for sale would be increased by less than one-twentieth of a percent 
of SoCal's out-of-state supplies. 

LA did not seek to develop the record or ~o present evi
dence in t.hc ?roeeeding which is the subject of 'this d.ecision.. LA 
filed no opening brief in this matter, yet LA did submit a closing 
'brief raising environmental concerns not addressed in any of the' 
other filed briefs. 

In its closing brief, LA requests the Commission to approve 
vd~b.drawal of the SoCal pipeline only if impacts from the loss of 

! 
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na~u~al gas due to increased use of com~ressor fuel is mitigated 
as required by CEQA. LA contends that such mitigation could be 
achieved by imposition of a n~~ber of possible alternative condi
tions including requirements that: (1) SoCal's remaining compressor 
pumps be fueled by fuel oil!1l rather than by natural gas; (2) SoCal 
~~d SOHIO supply addition~ notural gas to the South Coast Air 
Basin ~o offset the natural gas loss due to the increased use of 
cocpressor fuel; and (J) a policy be adopted whereby the highes~ /'" 
priority for any new gas supplies made available to California v' 

'.-Jill be to use thlJ g:lZ ~o offset the loss of natural gas in the 
South Coast Air Basin due to increased use of compressor fuel, which 
would be a...~ additional increment equivalent to compressor fuel losses, 
beyond that a~ount which they would otherwise receive as their ~ 

"fair share" of any new gas supplies. There 1.s no e~tidence of 
record in t.his proceeding dealing with the' above-mentioned /' e al~ernatives. 
Discussion 

The Commission concurs with SoCal that sufficient justifi
cation exists to ~emove the subject facilities from service if it 
is deter:nined that present and future natural gas supplies to 
California will not require retention of SoCal's present transmission 
capacity. 

The evidence regarding this threShold issue: is both 
conclusive and undispu~ed. The record clearly indica~es that given 
conversion of El Paso's gas pipeline 'to oil service, the maximum 
amOU:lt of gas tha~ the El Paso system can deliver to California is 

111 And if possible, SOHIO install oil-fueled pumping equipment 
ins~ead of the plal'lned electric pump stations. This possioili ty 
was evaluated in the Project EIR. 
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approxima::ely 2,592 MMcfd. The evidence shows fur'Cher 'Cha'C SoCal ane. 
PG&E, in the event of 'Nithdrawal, can receive approximately 2,7$7 ~cfe./ 
from El Paso at the California border. Even considering that the 
most optimistic scenario for development of gas supplies and removal 
of interstate curtailment regulations allowed El Paso to fully,. 
utilize che remaining systems, SoCal and PC&E could deliver all 
the available gas to California cons~~ers and still maintain 
approximately 200 JViMci'd of excess transmission capacity. 

Since retention of the SoCal line in service with its 
excess capacity '.-Iould be of little value to California gas consumers 
in the event El Paso aba.."ldons its seg:nent of natural gas pipeline, 
the Co~~ission concludes, under such circumstances, that withdrawal 
is warranted. 

'·hd ' w:,..., rawa. 
However, determination that justification exists for 

is out one component in any COmmission determination 
to authorize withdrawal from utility service and subsequent tr~~s
fer and lease of public utility property pursuant to Section 851 
of the Code. It is this Commission's duty, when public utility 
property is to be withdrawn and transferred, to aSsure that the . , 

transfer will not be adverse to the public interest.. (Decision 
No. 68272, A~~. of Dyke Water Co. (1964) 63 Cal. P.U.C. 6~1.) 

In addition to merely documenting the existence of excess 
transmission capacity in the SoCal system, this Commission must 
also analyze economic and environmental factors to dete~ine in 
wha~ ma~"ler withdrawal shall be implemented so as to be consistent 
With the public interest~ TIle now address ourselves 'too that task. 

Upon review of the record evidence, it is the Commission's 
conclusion that neither the proposal of SoCal, the so-called Case 
I method, nor staff's alternative, the Case IV method, accurately 
reflect the eqUities or protect the legitimate interests ,of both 
shareholder and rate?ayer alike. 

-22-

/ 

,/ 

/ 

/ 



A.57695 Al~.-CTD-fc/dz * * 

SoCal's proposal fails t.o provide sufficient. present. 
benefits t.o its ratepayers. Under SoCal's plan, the average net 
benefi~s t.o SoCal's cust.o~ers would not. reach ti;l.e level o~ t.he aft.er
t.ax cash flow to Blythe-Moreno until sometime in the seventh year. 
Thereafter, customer benefits would exceed the cash flow each year. 
The st.aff's exhibit graphically illust.rates that under SoCal's 
Case I proposal, the early benefi ~s of withdrawal accrue to 
SoCal and it.s shareholders. Case I result.s i~ early availability 

/ 

of cash flow to SoCal far in excess of revenue reductions flowed 
through to its customers. It is the Commission's belief" that 
withdrawal should be so structured as to flow increased initial 
oenefi~s t.hrough to SoCal's present customers, the ratepayers who 
have borne ~he cost of financing and building the' pipeline and who 
run the risks of withdrawal, i.e., potential capacity Shortages, 
increased cocnpressor fuel costs, etc. 

/ 

The staff~s proposal, Case IV, is equally flawed in its 
failure t.o pro~ect the ,equity interests of SoCal and its parent, 

/ 

PtC. The record shows that. under case IV, SoCal's revenue require
::ent.s over the 20-year period of the lease would total $ll,677,606. 
If the line were not retired from service and the SoCal rate of 
re~urn remained cons~ant a~ its present $.$ percent level, SoCal's 
revenue require:nent would. equ.ca.l S12,S20,074 over 20 yea.rs.. The 
difference bet.ween ~hese two figures, Sl,142,64$, represents a cost 
'oo:"ne by 'the ratepayers and not, as SoCal maint.:lins, by i t.s investors. 
The impact on SoCal's shareholders can properly be determined by 

comparing the ne~ after-tax cash flow r~sulting from maintenance 
of the line in service to the net after-tax cash flow occasioned 
by wit.hdrawal pursuant to the staff reconvnend.ltion. If. the correct 
comparison is mad.e, staff's proposal will result ina reduction of 
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approximately $307,000 over 20 years in net after-tax cash flow to 
SoCal. Albeit the amount is minimal, it i~ clear that staff's 
Case IV will result in some adverse financial consequences for 
So Cal or pte; accordingly, the staff proposal must oe rejected. 

The Co~~ission is fully cognizant that the contemplated 
withdra-.cl a.."d lease arrangement is of an extraordinary type, one 
that neither investor nor shareholder could originally have antici
pate~. A combination of external circumstances and events, i.e., 
a West Coast oil glut,. no market outlet. for SOHIO's crude, and a 
lack of oil transmission capacity to the l'Iiidwest has. caused. the 
uneX?ected and unquantifiec appreciation of SoCal's original 
$9.4 million pipeline investment. Having rejected both SoCal's and 
the staff's proposals, it is thiS Commission's obligation to deter
mine ·to whom and in what ma~~er the appreciat~on in value should 
be allocated. 

To assist the Commission in resolution of this diffi.cult 
issue, we turn to the principles outlined in the case of Democratic 
Ce:'lt. COr."' ... "n. or D.C. v. Washington Metro:oolita. .. 'l Area Transit Comm'n. 
(Mt.ATC), I.S5 F 2d 786 (D .. C .. Cir. 1973, cert .. denied 415 U .5. 935 
(1974)). Therein, th~ court stated: 

UThe allocation between investors and consumers 
of capital gains on in-service utility assets .•• 
rests essentially on equitable co~siderations. 
The allocati ve process ••• necess.i tates a de1i
ca:e balancing or- the investors and. consumers 
in light of governing equitable principles." 
('.vMATC, su-cra, 485 F 2d at $21 .. ) 
In ~"ldertaking this delicate balancing of consid.erations, 

we recognize, as the court state~ that there is. no impediment, con
stitutional or othe~~se, t~ recognition of a ~atemaking principle 
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enabling ratepayers ~o benefit from appreci.ations in value of 
'1' ,', h'l' . W~''''h ..... ut~ ~ty propert~es accru~ng w l e In serVlce. ~~r~ er, l~ lS 

~~derstood that the amount of eventual inves~or recovery may per
~issibly be li~ited to the amount of the original outlay; this is 
but another way of saying that the investors do not possess a vested 

"right in value-appreciations accruing to in-service utility assets.W 
Initially y the Commission must id'entify the prinCiples 

which will guide the allocation as between investor and consumer. 
The relevant prinCiples can be stated simply: 

(1) The right to capital gains on utili~y 
assets is tied to the risk of c.lpit.al 
losses; 

(2) He who bears the financial burden of 
particular utility activity should ' 
also reap the benefit resulting there
fro~; and 

(3) Consumers become entitled to appreciation 
in value of operating utility assets when 
they have discharged the burden of 
preserving the financial integrity of the 
stake which investors have in such assets. 

Application of t.hese principles compels us to the conclusion that 
the ~?preciation in value of the subject utility assets should be 
flowed directly through to the con$~~er. 

High risks justify larger returns while low risks morp. 
nearly guarantee the investment and thus may warrant smaller returns. 
The ~atter situation is most accurately demonstrated in the area 
of u~ility equity investment. Investors are foreclosed from any 
claim to a."l asset.' s appreciated value when they have been i'!'lsulated ~ 
against the risk of loss of their investment. On the other hand, / 

14/ '.'/MATC, su:ora y 485 F 2d at eoo. 
15/ :';'MA'f'tC , .. .. , su'Ora, 485 F 2d at 801.... 
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signi£ic~~t risks associated with u~ility assets are typically 
imposed upon ratepayers.. lViClIly utility assets are susceptible to 
loss or damage from acts of nature and man, and,risks of such 
casual ties are genera.lly passed on to the consum'~r. As a rule, the 
loss from premature retirement of' assets because of obsolescence 
also rests with the ratepayer. Further, in the instant proceedings, 
the additional risks occasioned by withdrawal, such as potential /" 
gas capacity shortages and increased compressor fuel costs, are 
borne by the ratepayer. The investor--~nd it is the very nature 
of his investment--bears no comparable risk. 

The equities are equally clear in our mind,and dictate 
t.hat. the economic benefit should follo'''' t.he economic' burden.. It. is 
t.he ratep.ayer who bears the expenzes of ordinary operation and main
tenance ~~d depreCiation, including obsolescence and depletion. 
Fairness requires that consumers, \-/hose payments reimburse in'vestors e for all wear, tear, and. was'Ce of utility assets in service, should 
benefit in situa~ions where gain occurs and to the full e~ent of 
tha~ gain. Investors who are affordec the opportunity of a' fair 
return on a secure investment in utility p.roperty cannot claim they 
have not received their just due. 

In light of the foregoing discussion, the Cotn."niss·ion Vlill 
direct SoCal, in the event it accepts t-Vithdrawal authority, to 

~i11~ · treat the' . and the lease proceeds therefrom in the 
i'ollo .... 1ng manner: ~ 

(1) To remove the ?ipeline facilities from 
utility service, SoCal shall credit the 
original cost of the pipeline, $9,4l0~772, 
to Account 101, Cas Plant in Service; 
Account lOS, Accumulated Depreciation 
Reserve, shall be charged with the amount 
of depreciation on the subject facilities16/ 
accrued at the time of actual retirement; 

_ W The record shows that present deprecia'Cion expenses total· 
.. $5,370,07$ .. 
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(2) SoCal shall charge the original cost of 
the facility, $9,410,772, to Account 121, 
Nonutility Property Account; Account 122, 
Accumulated Depreciation Reserve-Nonutility 
Property, ~hall oe credited with ·the amount 
of depreciation on the subject facilities 
accrued at the time of' actual withdrawal; / 

(; ) Prior to paymen't to SoCal, Blythe-Moreno
Shall be allowed to deduct the following. 
items from SOHIO's lease payments: (a) 
insurance; (b) amortization plUS, return 
~~d the income taxes associated with the 
return on expenditures required to conform 
the rights-of-way to oil transmission service; 
('c) depreciation of the $4 million of net plant 
over the 20-year lease ter::l; a."1d (d) the 'latest 
authorized return and the income taxes .associ
ated therewith on the declining net plant 
balance over the 20-year lease te~; . 

(4) SoCal shall flow the net lease payment 
from Sly the-Moreno directly through to 
its revenue requirements; SoCal shall 
credit the net lease payments from 
Blythe-Moreno to Account 495, Other 
Gas Revenues; and 

(5 ) ?.a te red uc t ions, resul ting ,from the 
above-mentioned procedure, will be credited 
to all users, including lifeline, on a 
uniform cents-per-therm oasis. SOCal 's, 
rates ·s·hall be modified on a semiannual 
basis, concurr~nt with SoCal's PGA 
filing, to reflect, the appropriate rate 
reduction .. 

In accordance with the principles articulated in this 
deciSion, t.his adopted methodology serves t.o prot.ect both investor 
and consume~. The financial integrity of the stake which investors 
have in ~he subject assets is preserved. The investor is made 
completely whole, and recoupment of his original investment plus 
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ret.urn is assured. On the other hand, the consumer, as equity 
dicta~es, receives the direct benefits ofwizhdrawal. The 
Commission met.hodology, as ordered, will result. in a net reduction 
in revenue requirement over 20 yea.-s t.otaling $63,951,577. The 
present. value o£ such reduct.ion equals $29,231,943. Finally, 
the net. reduction in revenue requirements in the first .four yea:-s 
'Nill ~~o~~t to 512,086,667. ' 

The parcies did no'C address the issue of' disposition of 
the $7,500,000 to be paid, 'subject to conditions, by SOHIO to 
Bl~he-Moreno in the event SORIO elects not to leas~ the Phase ! 

!'acilit.ies. The proce~ds of the c;mcellation payments should be 
used to make SoCal whole for all expenses incurred in connection 
with the processing of ~his application. If the payment is made~ 

any 3mounts expended by SoCal and/or Blythe-Moreno for plant'to 
make the abandonm~nt possible or to restore the line to gas s,er
vice should be recorded as a credit to plant account. Any remaining 
portion ot the payment, less income taxes, should be credited to 
SoCal's revenue requirement. 

We now address our attention to'review of the environmental 
aspects of -che present application to withdraw certain pipeline / 
facilities. We are impressed with the logic of staf:'s motion to 
waive Rule 17.1(£) and (g) and to USe the EIR prepared in conju.~etion 

~'th Application No. 56445 as the EIR in the present application. 
We will gra.~t staff.' s :notion. 

It is clear that the- p!'"eviously prepared ZIR for the 
Crude Oil Project, together with th~ FS, contains all the neeessary 
environmental infor:nat1on regarding SoCal' s propo~ed applic:a:tion. 
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The Commission c~~ ade~uately utilize the existing EIR to assist 
us in resolution of SoCal's application, while saving expenditures 
of time ~~d money. Further, the procedures followed in preparing 
the EIR, p:-ocedures which were approved by the Director of 'Che 
Governor's Office of Planning and Resea:-ch, tully a11'owed all interes-eed 
parties sufficient opportunity to comment. 

With respect to the contentions raised by LA,in i'Cs 
closing b~er, the issues raised by LA do not deal with any new 
information or with infor.nation which was not known and could not 
have been known at the time the final certification of the EIR for 
the Crude Oil Project was !:lade in DeciSion No. 883'11. LA failed 
to raise its objections on a timely baSis during the Crude Oil Project 
:-eview and. following Decision No. 8S311. That: was the proper forum. 
for raising its objections. LA's proposals for furtherdeta~led 
e:lviron."!lental analySiS ca:mot be entertained 'a'C 'Chis late hour. 

4t Further, there is absolutely no evidence supporting any of LA's 
suggested measures for mitigating the impacts from the loss of 
natural gas d.ue to increased use of compressor fuel given with
d:-awal. The existing environmental treatment is sufficient, and we 
'Nill not require fur'Cher environmental stud.ies. 

LArs closing brief d.oes correctly surmise that the air 
quali ty i~P3Cts, due to the substitution of fuel oil for gas in' the .. 
se:-vice 3:-ea due to the increase in compressor fuel requirements 
on the re~ainder ot SoCalts tr~~smission system might be overstated • 

. T:"le statr reviewed this contention and a staff memorandum (Appendix A) 
shows the correct values for increased emissions of sulfur dioxide 
and partic\.1.1ate matter. The overstatement is by a factor or 10 .. 
The FS should reflect this reduction in increased emissions.. This 
decision -Nill be distributed to all parties who received a copy of 
Decision No.. 88311 relating to' the Crude Oil Project. .' 
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Findings and Conclusions 
1. Pursuant to Section $51 of the Code, SoCal filed an ap?li

cation on November 18, 1977,. to \oIithdraw a portion of its existing 
gas tra.."l.smission system from service and to lease these facilities 
to an affiliate company, Blythe-Moreno. 

2.. Blythe-rJ1oreno will lease' the subject facilities to SORIO 
for their conversion to oil transmission service and .their ultimate 
use as pa~ of the 1,012-m1le Crude Oil Project. 

J. The terms of the Blythe-Moreno/SOHIO Interim Agreement 

were the result of arm's length bargaining ~"l.d are reasonable. 
4. The terms of the Blythe-Moreno/SoCal Agreement are 

reasonable. 
5. If £1 Pa.so's corresponding facilities are aband.oned, 

SoCalts ability to transmit gas volumes, based, upon current and 
optimistic future estimates of gas supplies .from its out-of-st.at.e 

tt supplie~, will not be impaired by the requested ~~thdrawal. 
6. If El Paso abandons its segment of natural gas pipeline, 

retention of the SoCal lin~ in service with its excess capacity 
has little value to California gas consumers and its Withdrawal 
is warra."l.ted. 

/ 

/ 

7. In deter=lining whether withdrawal is in the public r/ 
::ter:~t, the Commission ~ust.analYZe the economic and enviro~enta1 / 
l ... pac 0,;';; of the proposed -..r. thd.rawal. 1/ 

e~ SoCal's proposal to withdraw its facilities from gas service v" 
and to lease them to Blythe-Mo.reno; which in turn proposes to lease ~he 
facili ties to SOHIO; is an extraord.inary type of "aband.onment'f in ~hat 
SoCal is not relinquishing its interest in the property, nor'~iting 
it off its books; but, on the contrary, SoCal is retaining the prope~y 
to lease; the prope~y is generating rental income and remains subject 
to the lien of the First Mortg;:tge !ndcntur~~ Q8teo. Octob~r 1,- 1940. 

9. 3o-eh the propos~s of SoCal and st.a!'f for treating the 
r~:.ircment. and accounting tor wi thdr.nw.:l.l t:Jil to protect the 
legit.i:nate interests of investor and. ratepayer alike. 
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10. The right t.o capital gains on utility assets is tied to risk 
of capital loss. 

11. He who bears the particular burden of'particular utility 
act.ivity should also reap the resulting benefit. 

12. The ratepayer, in the instant· circu:nstanee, has. borne 
the risk of capital loss an~ shouldered the economic burden of 
operating, ~aintaining, and depreciating the subject facilities. 

13. The rat.epayer, who has borne 'ooth the risk and the 
expense attendant to the subject facilities, is entit.led to the 
aooreciation in value of the particular public utility asset.s. 

o • . 

14. The invest.or is protected by preservation of the financial 
integrity of the s~ake he has in the asset and the bondholders are 
y~~ec~ed by the prezervation o~ the lien o£ the First Mortgage 
Bond Inden.tures. 

4t 15. The Co~ission's method of accounting for withdrawal 
and treating t.he lease payment.s assures the shareholder l'ull 
~ecoupment or his investment ~~d properly £lows the direct. benefits 
of withdrawal through to the ratepayer. ' 1 

16. As a condition to acceptance of the withdrawal authority, 
SoCal shall credit the original cost of the pipeline to Account 101, 
Gas Plant in Service; Account,lOS, Accumulated Depreciation Reserve, 
shall be charged with the ~~ount of depreCiation on the subject 
facili ties accrued at the time of actual withdrawal. I 17. As a condition to acceptance of the withdrawal authority," 
SoCal shall charge the original cost of the"·~~·acili ty to Account 121, 
Nonutility Property; A~count 122, Accumulated DepreCiation Reserve
Nonutility Property, shall be credited with the amount of depreciation . 
on t.he subject facilities accrued at the time of actual withdrawal. vi 

18. Prior to payment to SoCal, 3lyt.he-Moreno shall' be allo· .... ed 
to deduct the following items from SOH!O's lease payments: (a) 
insurance; (b) a~ort.ization plus return ~~d the income taxes 
associated with the return on expenditures required to confo~ the 
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rights-of-way to oil transmission service; (c) ~epreciation of the 
$4 million or net pl~~t over the 20-year lease term; and Cd) ~he 
latest au'thorized return and. income taxes associated therewith on . 
'the declining net pl~~t balance over t.he 20-year lease term • . 

19. SoCal shall flow t.he net lease payment from Blythe-Moreno 
directly through to its revenue requirement.sj SoCal shall cred.it 
the net lease payments from Blythe-Moreno to Account 495,. Other 
Gas Revenues. 

20. Rate reductions, resulting from the withdrawal, will 
be credited to all users, including lifeline, on a uniform cents
per-there basis; SoCal·s rates shall be modified on a $e~iannu31 
baSis, cor-current ·~th SoCal's PGA filing, to reflect the appro-
priate rate reduction. 

21. SoCal' s' acceptance of withdrawal authority will not 
result in any adverse financial consequences to PLC or SoCal. 

22. If.' the $7,500,000 cancellation payment is mad.e by SOHIO' 
to Slyt.he-!J!oreno, t.he payment, less income taxes, shall be cred.i ted 

I 

j 

to SoCal's revenue requirement.. j 
23. Issua."lce of withdrawal authority is conditioned upon and in 

conjunc~ion wit.h issuance and acceptance of all applicable federa1~ 
st.ate, a.."'lc' local c'ertif'icates .and permi t.s for the Crude Oil Proj.ect.. 

24. The EIR prepared pursuant to Application No. 5644$, 
t.ogether wi-:h ~he Supplement theret.o,. contains all the necess.ary 
enviro~~ental information for adequately reviewing the environmental 
impacts occasioned 'oy SoCal's proposed withdrawal. 

25. Decision No. $8)11, issued in response to Application 
No. 56445, cont.ains the CommiSSion's certification that the FEIR 
for the Crude Oil Project. has been c,ompleted in compliance with 
CEQA and t.he Guidelines. 

-;2'-
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26. The staff motion to waive Rule 17.1(£) and (g) ~~d to 
utilize the ZIR prepared for the Crude Oil Project and pursuant 
to Application No. 56445 as the EIR in this proceeding is reasonable 
and should be gran ted'., 

27.. A correction, as shown in Appendix A, reducing the Crude 
Oil Project emission levels for additional compressor fuel use to 
one-tenth 'of the sulfur dioxide and 'particulate matter levels in 
the FS and our certification in Decision No. 88311 should be made. 

28. SoCal shall supply the Commission, when and as· appropriate 
with the Phase I commencement date, the withdrawal date, the 
accounting entries made pursuant to, Findings and Conclusions 

/ 
16, 17, and 19, and :J:tly significant changes in contract implementation. 

29. Subject to the conditions contained in Findings and, 
Conclusions 16, 17, 18, 19, 20, 22, 23, and 2S, the requested 
withdrawal is in the public interest. 

o R D E R 
~ ..... ---

IT IS ORDE?..ED that: 
1.. 'Application No. 57695, filed by Southern California Gas 

Company pu:-suant to Section 851 of the Public Utilities Code, 
seeking authority to withdraw certain natural gas transmission 
facilities from utility service shall be granted~ 

2. The authorization g~~~ted in Oreering Paragraph 1 .' 
is subject to the terms and conditions contained in Findings 
a.nd Conclusions 16, 17, lS, 19, 20, 22, 2;3, and 28. 

3. The Final 'Supplement to the Final Environmental Impact 
Report in Application No. 56445 is modified to incorporate the . 
co~rections con~ained in Appendix A. The Commission's certifi
cation in Decision No. SS311 is modified to incorporate these 
corrections .. 

4. The sto'lf-E motion to ~"'aive Rule l7.1(f) and (g) 'and to 
u:ilizc the ::IR r>re'Pareo tor the Crude Oil'Project and pursuant: to e Ap1'lication No. 56445 a.s the EIR in this proceeoin~ is granted. 
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5. The Executive Director of the Co~~ission shall file 
with the Secretary of Resources a Notice 'of Determination which 
is at.tached hereto a.s Appendix B. 

The effective date of this order shall be thirty days 
after the date hereof. 

£1 .. - ~-~ /'7~ Dated at _______ ~ ___ N __ .~_~ __________ , California, this __ ~/ __ _ 
O\,;TO°I:D day of _________ ~_~ ___________ , 1978. 

f commissioners 
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Appendix A 

. 
Stcrto of Colifornia 

Me m 0 ran d. u m 
, 

.. Dofe: .. II April 25.. 1978 

. To 

from 

I Jerry Leva:.der, Al:J - CP'O'C - Loc: Ance1ec: 

. $jJ}l{' . ~ 
~i11 !uen Lee .. Senior Utili~~~ein~ 

, Public utllitics Comml.s~ion-San francisco 

file No.: A. 57695 . 

Subied: :ReviN o! Clo~inS Brie! :file/! by e City o! Los AnE:cles 
" , 

!rhe Re~on:;e to Coc:~ent No. 087 eont.3ined in ~e :ri~ Supplcot 
to the SORIO Project Znviro~enuu. I::pact Report, Voltl:le 5. Part 2. 
included a ~blc o! eQi=:;io~:; ~t ~ould ree~lt !ro~ the possible 
r:u~~titution o! crude oil 'tor nlltur,u ga.:; th.o.t could be eurt.o.iled 
:for use as co::prcssor 1:uel in the tvent o!'~ abandonoent or the ~tural 
tae pipeline c ..... -rently ~ein~ ~ed ~y the n Paso,. and Southern 
CaJ.i!ornia N~ tur.u. Gal) CO:lpanics. ~ 

Inndv~tentlY o:litted ~as a !act~r o! (10
6) in the' CO~lQn ~itled 

"l:q,uivalent B'XU Replacc:lcut Oil (gal/yr)." . . 

~e calculation 'tor SO and Particulate y~tter ~der the col~~ 
titled."Incrcased t:li=~ions" Ghould 'be corrected as follo ..... s: 

SOz 

308.1 
308 .. 1 
249.2' 

Particulate Y~ttcr 

82.0 
82.0 
66.4 : 

Ple~=e eorr~ct your pa,c 20 o! Vol~~e 5. P~t 2 to re!lect the above. 
" . e ee: Frederick Jo:bn, Director - Policy e.ne Proe;rom Development 

, 
SORIO Project F~lc 

, " 

.. 
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APPENDIX 11 

NOTICE OF DETERMINATION 

TO: Seere~ary for Resource, 
l4le Ninth Streett Room l3ll 
Sacramento, C~ 95814 

County 'Clerk 
County of _' ________ _ 

FROM: (?l.lblic Ageney) _____ _ 

California Public Utilities Commission 

SUBJECT: Filing of Notice or Determination in compliance with Section 21108 or 
21152 or the Public Resou.rces Coce. 

Project Title 

Clc;.: -4'nghou,se 
~' 

Project Loeatior. 
R.i ve~ide Co-..L"'1-: 

Project De~eription 

Portion or SOKtO Pro.1eet. ErR V8.5 certi1'iec1 by Port or Lo:lg Beach Board or 
Har'oor Commi~~ionen on Kay 2, 1977 8%'.Id POC on June 7, 'l977 in Dee1~ion 87432. 
The attaehed decision authorize~ Southern California G~ Comp~ to abandon, 
transfer, ac4 lease Phase I transmission !acilit1ce to Stan4ard Oil Comp4n1 01' 
Ohio. 

This is to advise that the California Public Utilities Commission 
(LeAd Agency) 

has approved the above described project-and hns made the rollo~~ng Qetermin3tion~ 
regarC~~ the above described projeet: 

l. The project ~ Will, L::7 Will not, have a significant effect on the 
enviro~~ent. ' 

2. ~ A.."'1 Environ:nental Impaet Re~rt was prepared for this project pursua."'lt to 
the provisions or CEQA. 

L::7 A Nega~ive Declara~ion wa~ prcpareQ tor this project pur~uant to the 
proV1sions or CEQA. A copy ot the Negative Dec1nration may be obtained ...... 
~~. ----------------------------------------------------------3- A statemen~ or Overriding Co~iderations ~ was, L::7 W35not, 8QOpted tor 

this project. 

Date Receivec for FUing __________ _ 

Reference: 

Signature 
Executive mrector 
'Xi tle Date 

Califomi.:l Administrat.ive Code, Title 14" Sectio~ l5035, l50e~(.r), 
l$OS3(h), 15085(i). 


