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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA
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In the Matter of the Application AU S

of SOUTHERN CALIFORNIA GAS COMPANY

for authority and approvals to Application No. 576985
withdraw from gas service and (Filed Novemder 18, 1977
to lease to Blythe-Moreno Company amendec Qctoxer 10, 1978)
certain facllities between Moreno,

Californla, and Blythe, Californiza

OPINION AND ORDER DENYING REHEARING
A N . O

The Commission has received two petitions for rehearing of
Decision No. 89517, from Citizens Task Force Agalnst SOHIO (Citizens)
and the Civy of Los Angeles (City). itizens lacks standing %o

this Decision. Contrary to the requirements of Pudblic

Code Section 1731, 41t was no%t a PRTTY TO thls proceed-
ing, nor has 1t asserted the reguisise pecuniary interest in the
alffected usilicy. Citizens' petition is accordingly dismissed. Ir
addition, the Commission has examined each and every allegation in
the City's petition and has found them to be withous merit. Hows
ever, the petition has identified several areas of ambiguity or
incompleteness within Decision No. 89517 which the Commission
believes require clarification or augmentation.

Declsion No. 89517 ordered that the environmental impacs
report (EIR) jointly prepared for the SOHIO Crude 01l Project
the Port of Long Beach and this Commission bde utilized as the
EIR in the instant proceeding. The Commission had previously
certified that EIR as being in compliancé with the California
Environmental Quality Act (CEQA) and the CEQA Guidelines, 14
Cal. Admin. Code Sections 15000 et seq. (Decision No. 8831.,
January 10, 1978), but did not approve the application of
Southern California Gas Company (SoCal) to abandon one of its




gas pipelines until Decision No. 86517. Decision No. 88311
specifically stated that it was not necessary in that decision
to make certain findings related to environmmental impacts and
mitigation measures, as required by the Commission's Rule of
Practice and Procedure 17.1(j)(3), because those findings only
applied to a decision to approve a project. However, such
findings are also missing from Decision No. 89517. The Commis-
sion believes this requires correction. In addition, the CEQA
Guidelines require certain findings to be made regarding mitiga-
tion of significant Impacts. The following discussion i1s
intended to satisfy all of these requirements.

IT IS THEREFORE ORDERED THAT Rehearing of Decision No. 89517
is denled.

IT IS FURTHER ORDERED that the following discussion and
findings shall modify Decision No. 89517 and shall be incorporated
therein, in satisfaction of Rule 17.1 (J)(3) of the Commission's
Rules of Practlice and Procedure, and the CEQA Guidelines, 14 Cal.
Admin. Code Sections 15088 and 15089:

Rule 17.2(J)(3) requires findings to be made based on the
EIR's coverage of (1) the environmental impacts of the proposed
project, (2) any adverse environmental effects which cannot bde
avolded 1f the proposal is mitigated, (3) mitigation measures
proposed to minimize the Ilmpact, (4) alternatives to the pro-
posed actlon, (5) the relationshlp between local short-term uses
of the environment and the malntenance and enhancement of long-
term productivity, (6) any irreversible environmental changes .
which would be involved 1If the proposed action should be imple=-
mented, (7) the growth-inducing impact of the action, and (8)
plans for future development. i

In addition, the Resources Agency CEQA Guidelines require
certamn Finaings to be made. Section 15088 requires that the
Commlssion identlfy and justify specific econoﬁic, soc¢lal, or

¥/ The discussion in this Order refers to the version of Rule 17.1
prior to recent amendment by the Commission in Dec¢lision No.
89905, issued January 30, 1979.




other factors which make infeasiblc the mitigation measures or
project alternatives ldentified by the £4nal EIR which woulld les-—
sen or avold any of the significant environmental effects of the
project. Section 15089 of the Guldelines requires that if an
agency approves a project wherein significant environmental effects
will not be mitigated, the agency must state In writing the reasons
to support 1ts action, based on the final EIR and other information
in the record. This statement must be Included in the record of
project approval.

The information summarlzed in the findings and conclusions set
forth below provided the Commission with important input in making
1ts deecision to approve SoCal's application. However, the Commis-
clon stresses that economic and gas supply factors were equally
important %0 1ts analysis of whether withdrawal of this plpeline was
in the public interest. These factors were fully discussed in
Decision No. 89517.

Additional Mndings and Concluslons

The pipeline proposed to be withdrawn Is one portion
of a three-pipeline natural gas transportatlon system.
The three pipelines use the same compressor statlons
along a common corridor.

The pipeline is primarily underground; most of the
short segments crossing streams, washes, and other
places will be buried prior to conversion.

No testing or operating leaks have occurred during

the exlstence, of this pipeline.

Proposed modifications prior to conversion Iinclude

(a) 4installation of adaptors at the west end to allow
connection of different diameters of pilpeline;

(b) installing additional supports or protection for
remaining above ground spans; (c) bypass or removal of
existing natural gas valves, compressor station and




side connections, and installation of necessary crude
0il valves; (d) repair of any minor weld and corrosion
leaks.

Two ¢rude o1l pump stations will be installed along

this portion of the route and will be connected to

the existing pipeline.

The pipeline withdrawal project as proposed may have 2
significant impact on air qualitvy.

The EIR discusses in detall the air quality impacts of
the marine terminal, tanker operations, and the new

and converted pipeﬁine during construction and operation.
The largest source of cmissions 1s the evaporative
hydrocarbon loss from the storage tanks associated

wlth the marine terminal.

Air pollutant emissions from construction and operation
of terminal and pipeline facilities and tanker opera-
tion must be mitigated by the following measures to

the extent feasible: (a) watering and restriction

of construction activivy to locallized areas to reduce
dust emissions; (b) where possible, use of new low
emissions engines during construction; (c) construe-
tion of storage tanks at the tank farm sites using

the best available technology; (d) use of mechanical
seals for all installed pumps along the plpeline route;
(e) for tanker operations: use of an inert gas system;
elimination of vapor expulsion; use of ¢o.5 percent
content sulfur fuel oll; specific monitoring provisions;
and provisions for assessment of damages and penalties.
In addition, SOHIO will be required to mitigate any
remalining impacts by emissions trade-~offs or offsets
which meet federal, state, and local rules, regulations,
and standards.

The extent to which such trade-offs will be required
and the terms of thelr implementation will be determined
in permit proceedings currently being held before the
South Coast Air Quality Management District, the results
of which will be reviewed by the State Alr Resources
Board.




ther environmental 1mpacts,'as discussed in the EIR,
are subject to the Jurisdictlon of other local, state,
and federal agencies, including the Port of Long Beach,
the California Coastal Commission, and the South Coast
Alr Quality Management District.
These impacts are cxpected to be insignificant and
should be adequately mitigated by these agencles, in
the regular course of thelr permitting proceedings.

. Constructlon activities related to the pipeline will

significantly but temporarily ralse nolse levels
within a few thousand feet of the pipeline right of way.
To minimize noise disruption, all construction opera-
tions in populated areas should be restricted to normal
working hours.

Operation of the pump stations will also produce
increased nolse; however, the two pump stations
situated along the route of the line proposed to be
withdrawn are in remote areas and will not have

any adverse nolse impacts.

The impact of the proposed withdrawal on geology and
topography 1s expected to be minimal.

The construction phase of the project might result

in short-term impacts on solls, because of temporary
removal of vegetation and protective material where
exposed segments are to be buried.

During operation, primary soil-related Impacts

are those involving interaction of the soil with

the outer layer of the plpelline.

Mitigation measures to counteract effects on soils
fnelude, where feasidle, deep burlal of the pipeline
and coating with a protective covering.

Construction activity and maintenance operatlions could
result in the alteration of vegetatlve cover along the
pipeline right-of-way.

In order to minimize the impacts on vegetatlve cover,
the following mitigation measures should be consildered:
restriction of right-of-way width through vegetated

areas, check valves at all water crossings, revegetative

program of native materials only, and employment of
5




mdouble-ditching" methods to retain top soll.
Construction activity and malntenance operations could
result in disruption of native wildlife and habitat
along the pipeline right=-of-way.

Ir. order to mitlgate the impacts on natlve wildlife and
nabitat, the following measures should be considerec:
restriction of right-of-way widsh to minimlze dis-
ruption, ¢rossing a1l surface water at low water
periods, and the maxlmum use of the air mode of
transportation for monitoring the pipeline.

Potentlal damage to\surface and ground water resources
could oecur as a result of pipeline construction
activity and accident-related oil leakage.

Tn order %o ninimize these potentlal impacts to sur-
face and ground water resources, trenches should be
1ined with impervious material so as not to allow oil
leakage to reach groundwater areas.

In rupture-prone areds, the use of automatic valves

o 1limit out-flow downstream should be consildered,

as should extra check valves upstream; and local

persons should e trained in the operation of manual
1ine valves in the event of an emergency.

SOHIO 4is currently developing a complete series

of oil spill contingency plans foxr the entire pipe-
1ine route, in accordance with the requirements of
existing regulations; these plans must be approved
by the appropriate agencles prior to any construction
or modification of the pipeline facilitles.
Construction of pump stations may result in 2 change
in character of the scenic qualities of these
specific sives.

To minimize these visual impacts, berms and land-
scaping should enclose pump statlion siltes; further,
power line rights of way may be altered to minimlze
their overall length.




Enviroamencal effects, including increased alr pol-
lution from electrical generating power plants and
elevated noise levels in the immediate vicinity of

the pwap stations, will persist over the hO-year life
of the project.

A major accidental oil spill coula significantly
contaminate ground water supplies over & long-term
period by dispersing over long distances and decreasing
permeadbllity of the ground water aquifer.

Irreversible commitments of water resouwrces will
result primarily from water used for hydrostatic testing
and from possidble leaks into ground water supplles in
the vicinity of recharge areas.

The character of lands underlying pump and malntenance
scations will be affected at least for the life of the
project and perhaps longer.

The proposed withdrawal will not in 1¢tself result in
any significant growth inducing impacts.

However, availadbllity of crude oil in the eastern
section of southern California could induce new con-~
sumptive industries or utilities in this reglon,

which would be subject O separate EIR and pernit
requirements.

Some potential exlists for development of Phase II of
the SOHIO Project, which would involve doubling of
the pipeline capacity now proposec, to enable
transport of 1 million pvarrels per day of oll.
SOKIO's exploration of Phase IT with the El Paco
Natural Gas Company in no way precommlts thls Commis—

sion to approval of any aspect of Phase I1I.

At such time as any applicatlion related to Phase II
1s filed, preparation of a ncw EIR will commence,
which will include an updated economic analysis and
energy supply and demand forecast.




The alternatives analyzed for the entire SOHIO project
concerned other sources of energy for the U.S., and
alternative methods and routes to transport Alaskan
erude oll from Valdez to the Mlidwest.

In terms of the pipeline withdrawal portion of the SOHIO
project, the alternative of bdullding a new plpeline will
entall greater capital cost than will conversion of an
exlsting pipeline.

This alternative will also cause some delay in com~
pletion of the pipeline portion of the SOHIO project.
The environmental impacts of constructing a new pipe-
line parallel to the existing line are greater than those
associated with converslon of the exlsting line.

~If E1l Paso's corresponding facllitles are abandoned,
SoCal's ability to transmit gas volumes, based on
current and optimistic future estimate of gas supplies
from 1ts out-of-state suppllers, will not be Iimpalred

by the withdrawal.

If E1 Paso abandons its segment of natural gas plpe-
line, retention of the Solal gas line in service with
1ts excess capacity has little value to California
consumers because 1t will no longer be able %o tile

into the E1l Paso line.

On balance, conversion of the existing pipeline 1is
preferable to construction of & new line.

The record indicates that withdrawal of the SolCal/

El Paso gas plpeline might result in Increased compressor
fuel requirements for the remainder of the Socal/ElPaso
natural gas pipeline transportation system.

The evidence is not concluslve regarding elther the

type of fuel or the amount that should be used for

any increcased compressor fuel requirements which may
result from withdrawal of this pipeline.




The record indicates that cven in the worst cace,

where any increased comprezcer fucl needs would have

to be satisfied by natural gas which 15 now belng

consumed, the loss to SoCal's service area would te

less than one twentieth of one percent of estimated

future supplles.

A pipeline transportation system is preferable to

either rail or truck transportatilion in terms of

cost, energy efficlency, noilse, and alr pollution

impact.

Electrically driven pipeline pumps are on balance

preferable to the other power sources considered,

in terms of air polluéion, cost and avallabllicy of

fuel, energy efficlency, and nolce.

Any environmental impacts remaining after .imposition

of the mitigation measures outlined above are cexpected

to be insignificant and are clearly outweighed by the

national interest Iin expediltiously providing a cystem

for transporting Alaskan crude oll to oll-depleted areas

in the midwest and eastern United States, as expressed

in the President's National Energy Plan of April 29, 1977.
Finally, because Decision No. 89517 urilized an environ-
mental impact report which is the sudject of & pending lawsult,
it appears that Public Resources Code Section 21167.3 may oper=-
ate O make Declsion No. 89517 conditional. To the extent this
Section applies, Decision No. 85517 constitutes authority to
roceed with the withdrawal of SoCal's pipeline from natural gas
service only when the EIR 1s found by the courts to be in com-
pliance with the California Environmental:Quality Act.

The effective date of this oxrder 1s the date hereol.

Dated at San Francisco, California, this day of
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Decision No. __89517 Qetober 17, 1978
S3EFCORE THE RPUBLIC UTILITIZS COMMISSION OF THE STATE OF CALITCRNIA

In the Matter of the Application )

£ SOUTHERN CALIFORNIA GAS COMPANY)
‘or authority and apcrovals to
withdraw from gas service ;
and to lease to Blythe-Morene (Piigéi§2§::ge;°i857§gg7
Company certain facilities amended October 10 19785
between Mereno, California, and ’
Blythe, California.

Leslie E. lo3augh, Jr., and Jonel C. Eill,
Attornevs at Law, for applicant. ‘
vircil E. Duncan, sor hzmsal_, protestant.
Chickering & Gr egory, by €. Havden Ames,
Attorney at law, for San Diego Gas &
Electric Company: Rollin E. Woodbury,
Reobert J. Cahall, William IZ. Marx,
H. Robert Barnes, and Carel B.
Henniagson, by Carol Henningson,
Attorney at Law for Southern Califormia
Edison Company: ‘William Waterhouse
and Jar Chatten-Brown, Attorneys at
Law, for City of Los Aqgeles- Henrvy
F. Lino"tf47-1d Attorney at Law, for
California Gas P'oduce*s Asscc;a ion:
Ball Fu“t Haxrt, Brown and Baerwit:
by Allan E. Tebbetts and Neal Thcmpson,
Attorneys at Law, Zor Sohio Transportation
Company; and J. N Whitsett, District
Counsel, Curtis L. Coleman, 'Assistant
District Counsel, and Linda T. Phillinms,
Depu_v District Counsel, for South Coast
Air Quality Management District; interested
pa.. ties.
James Sgueri, Attormey at lLaw, J. E. Johnson,
and 3er< Pat:;ck, for the Commission staff.
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ORINZIQXN

On November 18, 1977, Southern California Gas Company
(SoCal), pursuant to Section 851 of the Public Utilities Code
(Code) and Sections 35 through 37 of the Commission's Rules of
Practice and Procedure, filed Application No. 57695 with the
Commission requesting conditional authority to withdraw a portion
of its existing natural gas transmission pipeline systen from
utility service and %o lease these facilities to the 3Zlythe~Moreno
Company (Blythe-Moreno), a nonutility affiliate of SoCal. 3lythe~-
Moreno is a wholly owned subsidiary of Solal's parent, Pacific
Lighting Corporation (PLC). A portion of the pipeline system
utilized by SoCal in providing service to its customers is jointly
owned by its affiliate, Pacific Lighting Service Company (PLS).

SoCal purchases all of its supplies of natural gas from
PLS and from Z1 Pas¢ Natural Gas Company (E1 Paso). PLS purchases
natural gas from California producers, Pacific Interstate Trans-
mission Company (PacInterstate) and Transwestern Pipeline Company
(Transwestern). EL Paso and Transwestern are nonaffiliated inter-
state pipeline companies. 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 Transwestern 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 Angeles on January &4,
1978, for receipt of applicant's evidence and on January 18, 1978,
for presentation of staff testimony. On January 18, 1978, the
hearing record closed and the matter stood submitted sudject to
receipt of opening briefs on or before February 1, 1978, and closing
briefs on or before February 15, 197€.
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3y the present application, SoCal has requested permission
and approval to withdraw from public utility service and subsequently
to lease to 3lythe-Moreno the following:

1. Approximazely 19.0 miles of 30"
C.De X 344" pipeline with appurten-
ances commencing at valve No. 3A (31
miles from the Colorado River) to the
Desert Center Compressor Station;

Approximately 31.5 ailes of 30"

O.Do X -3&“-", -375", and -312" pipe-
line with appurtenances commencing

at the Desert Center Compressor
Station to the Cactus City Compressor
Station; and

Approximately 69.9 miles of 30"

0.D. x .312", .281", .500", and .375"
pipeline with appurtenances commenc-
ing at the Cactus City Compressor
Station to San Timoteo between
Banning, California, and Moreno,
California.

In total, SoCal's proposal involves 120.L miles of 30" 0.D.
transmission line. SoCal's request for withdrawal is conditioned
upon the Federal Energy Regulatory Commission (FERC) approval of
the Il Paso abandonment application in Docket No. CP75-362 and sub-
sequent acceptance of that authorization by =1 Paso.l

On May 17, 1976, Blythe-Moreno and Standard 0il of Ohio
(SCHIO) executed a preliminary agreement respecting the lease of
the facilities for which SoCal seeks withdrawal authorization
herein and their subsequent conversion to crude oil service in
connection with SOHIO's proposed west Coast Midcontinent Liguid
Hydrocarbon Project (Crude Qil Project). The Crude 0il Project
contemplates the use of both new and existing facilities to tramsport

1/ On November 10, 1977, the FERC issued Opinion No. 4, approvin
the requested abandomment. On December 9, 1977, EL Paso filed an
application for rehearing of Opinion No. 4. On January G, 1978, the
FIRC granted rehearing for purposes of further consideration. On
May 20, 1978, the FERC issued Cpinion No. LA denying rehearing but
modifying in part the prior opinion and order granting abandonment.

-
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up to 500,000 barrels per day (3pd) of Alaskan crude oil, allegedly
surplus to West Coast needs, to be offloaded at the Port of long
Beach, California. SoCal's facilities will comprise approximately
120 miles of a total system extending Irom the Port of Long Beach
to terminal facilities ncar Midland, Texas.z/ At that point, the
Crude Oil Project will incersect existing ligquid hydrocarbon trans-
mission pipelines extending to refining centers located on the Gulf
Coast and in the midwestern and eastern United States. Under the

interinm agreement between Blythe~Moreno and SOEIQ, the project

was divided into Phases I and II. Phase I envisions a system
capable of transporting 500,000 Bpd and is the subject of this
proceeding. Phase II, if pursued, would consist of an expansion of
the Phase I facilities to a system having a total capacity of
1,000,000 Bpd and would be the subjecs of a separate proceeding
before this Commission.3

2/ EL Paso's facilities, the subject of the abandonment proceeding
in Docket No. CP75-362, constitute approximately 670 miles of
the total system. To complete the pipeline link {rom Long
Seach to Midland will require construction by SCHIC of approxi-
mately 270 miles of new line in addition to ¢onstruction of
terminal facilities in Long 3each Harbdor.

Any phase II proceedings would also recuire a separate Environmental
Impact Report under the California Zavironmental Quality Act

(CEZQA). A% this point it must be stressed that abandenment of
SoCal's Phase I facilities does not in any way constitute an
estoppel against protesting the proposed abandonment of any
additional facilities at a later time.




A.57695 Alt.-CTD~fc

A. The Blythe=Moreno/SOHIO Interim Agreexent

After approximately two years of direct negotiations
with SOHIO, an interim agreement was reached by 31ythe—MorenoE/ on
May 17, 1976, to participate in the Crude Cil Project.

The key provisions of the interim agreement are as

follows:

Blythe~-Moreno shall acquire the
abandoned Phase I facilities from
SoCal and lease them to SOHIO;

SOHIO will lease the Phase I
facilities from Blythe-Moreno at a
rental rate of $2,500,000 per year
beginning with the project com-
rmencement date and increasing To
$3,750,000 per year within eighteen
(18) months and continuing thereafter
for eighteen and one-half (18.5)
years;

SCHIO shall bear the expense of
constructing and acquiring all new
facilities and rights-~of-way recguired
o convert and complete the proposed
pipeline system, in addition To one-
half of all costs in excess of
$200,000 incurred in securing additions
or modifications to existing rights~
of-way required for liquid hydro-
carbon Transportation;

Prior to the Phase I project com=-
mencement date, SOHIO may elect not
1o lease the Phase I facilities,
subject to payment of 37,500,000 <o
3lythe=Moreno;

SOHIO shall have the option to renew
the Phase I lease for one or two
additional twenty (20) year terms at
a maximum annual rental of $900,000;

L/ Blythe-Moreno includes any other PLC assignee.
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(6) SOEIO shall have the option to
lease Phase IX facilities, presently
utilized in SoCal's transmission
system, if SoCal's Phase II facilivies
are ne lonzer required for natural
gas service; and

SOHIO shall pay all expenses, includ-
ing expenses of maintaining and operat—
ing vhe 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 terms of the above-~referenced
agreement were the result of arms' length bargaining over a sub=
stantial period and that the lease rentals are based upon SoCal's
opinion of the value of a less than optimum~sized used natural gas
line versus the cost of a new oil line. SoCal preseated testimony
indicating that SOHIO's initial offer comprehended payment of
$900,000 per year for the Phase I line. SoCal's counter offer sought
lease payments of $7,400,000, the estimated lease value for a
new L2-inch lirz.

Further testimony indicated thatv if the rental cost per
mile for the 30-inch El Paso line, the subject of a previous SOHIO-
El Paso agreement, were utilized in establishing the renval price
for the SoCal line, the annual lease payments would total $3,050,000.
SOHIO initially felt that the rental for the Solal line should be
proportionately less than for the 31 Paso line since the unavail-
ability of the El Paso line due %o its commitment to the Crude Oil
Project drastically reduced the usefulness of SoCal's line in
delivering El Paso gas supplies to California consumers. SoCal
countered by stating that their line was worth more per mile than

5/ SOHIO contemplated construction of a L2-inch oil transmission
line in the event it failed vo lease the 30-inch line which is
the subject of this proceeding.

o




El Paso's since SOHIO's lease with Zl Paso would have less value
in the absence of SoCal's commitment of their pipeline to the Cruce
0il Project. Against the backdrop of these negoviations, SoCal
maintains that annual rental payments of $3,750,000 represent the
maximum amount SoCal could possidly extract in leasing the subject
line.

™e Commission staff did not take issue with the terms
snd conditions of the interim agreement between Blythe-loreno and
SCHIO.
3, The Rlythe-Moreno/Sofal Agreement

Pursuant to an agreemeat with Blythe-Moreno dated
November 17, 1977, SoCal agreed to apply for required authorization
from this Commission for discontinuance from natural gas service of
the pipeline facilities which are the subject of this proceeding,
conditioned upon EL Paso's abandonment of its Phase I facilities.
Further, by the same agreement, 3lythe-Moreno and SoCal evidencecd
their intent to enter into a definitive lease agreement which
includes, among other things, the following significant provisions:

(1) For an initial term of twenty (20)
years with the option to renew for
second and third terms, SoCal shall
lease the Phase I facilities %o
Blythe-Moreno for conversion to and
use for ligquid hydrocarbon transport
in Phase I of the Crude Qil Project;

3lythe-Moreno shall lease the Phase

T facilities from SoCal at a rental
rase of 52,500,000 per year begin-
ning with the project commencement
date and increasing to $3,750,000

per year within eighteen (18) months
and continuing thereafter for eighteen
and one~-half (18.5) years;

SoCal shall bear the cost of withdrawal,
as well as the cost of modilying
existing facilities and censtructing
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additional facilities to maintain
present gas service provided by the
Phase I line;

Blythe=-Moreno shall bear all costs
of converting the Phase I facilizies
and all expenses of maintaining

and operating the leased facilities
in liguid hydrocarbon transport
service as well as all ad valorem
taxes or other similar taxes related
to0 the leased facilities, excent
that the costs of liability insurance
and conformance of the exisiing
right-of-way to oil transmission
service shall be deducted by Blythe-
Moreno from its rental payments o
SoCal; and

Unless SoCal receives all necessary
regulatory approvals for discon-
tinuance from gas service of the
Phase I facilities and unless such

authorizations are acceptable to
SoCal and do not contain c¢onditions
having materially adverse financial
consequences to SoCal or to PLC, the
obligations under this agreement do
not take effect.

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

1. SoCal’'s Svstem Capacity

SoCal sponsored evidence maintaining that if Z1 Paso's
corresponding facilities are abandoned, SoCal can safely withdraw
the subject facilities from service and continue to provide reliable
transportation for the natural gas it receives for ultimate dis-
tribution to its customers. SoCal's witness testified that with
the line withdrawn from nratural gas service, SoCal and Pacific Gas and
Electric Company (PG&E) can continue to receive all the gas which
their east-of-California out-of-state suppliers have the ability ¢
deliver to Solal.

~5-
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The Commission s=taff did not dispute this contention.
Further, the staff testified zhat in the event that EZl Paso with~
draws from service the natural gas transzission facilities which
are the subject of Docker No. CP75—362,é/ SoCal has adeguately
demonstrated that, under all reasonable supply scenarios, its present
and future gas supplies will not require the use of SoCal's present
transmission capacity. If Z1 Paso cdoes abandon its proposed seg-
ment of connecting pipeline, the Commission staff agreed with appli-
cant that withdrawal of the subject facilities will not materially
affect SoCal's ability to render an adequate level of gas utility
service.

The staff's evidence shows that, given conversion of El
Paso's gas pipeline to oil service, the maximum amount of gas that
the El Paso system can deliver o California is approximately
2592 million cubic feet per day (M¥efd). With conversion of the
SoCal pipeline to oil transmission service, the ability of SoCal

and PG&Z to receive gas from EL Paso at the California border is
approximately 23787 MMcfd., Even assuming that the optimistic develop-
ment of gas supplies and the removal of interstate curtailment regu-
lations allowed El Paso to fully utilize its remaining system
for deliveries to California, there would still exist sufficient
capacity on the SoCal and PG&Z systems to deliver all the availabdle
gas to California consunmers.

The staff's evidence indicates vhat withdrawal of SoCal's
transmission system will not materially affect capacity during
winter peak flow conditions. ring summer months peak-day capacity

SoCal has continually reiterated that its request for avandon=-
ment is contingent upon acceptance by Z1 Pase of the federal
abandonment authority.
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on the system will be reduced by 103.6 MMcfd. However, the capacity
of the El Paso System to deliver gas to the California-~-Arizona
border after abandonment will be reduced by approximately 198 MMcfd
at Blythe and approximately 100 MMcfd at Topock, a total decrease

in capacity of 298 MMefd. This represents a nearly three-~to-one
decrease in SoCal's system.

The staff cencluded that if Z1 Paso abandons its segment
of natural gas pipeline, retentioen of the SoCal line in service
with its excess capacity would de of little value to California
gas consumers and thus its withdrawal would be warranted.

2. ZEconomics of Withdrawal

SoCal's proposed accounting for the withdrawal and
vransfer of the pipeline consists of crediting the original cost
of the pipelime, $9,410,772, %o the plant accounts and charging
the depreciation reserve for the same amount.7 These entries
are provided by the Uniform Sysvem of Accounts for natural gas

companies in the case of retirements. Since SoCal has presentl
credited only 85,370,078 to the depreciation reserve, the net
effect of the retirement entry is to leave a permanent SL,040,69L
(Less further accruals up to the actual retirement date) in SoCal's
rate base.

- The Commission staff computed that the revenue reguirexent
over the initial 20-year lease term on the $4,040,694 permanent
rate base would equal $11,677,606. Staff then compared this figure
to the amount that SoCal could earn over that period under existing
conditions if the subject facilities are not retired from service.
The revenues uander such circumstances would total $12,820,07.4.
Based upon this comparison, staff concluded that Solal's proposed
accounting treatzent is acceptable.

7/ SoCal uses straight-line remaining life depreciation for its
utilicy properties.
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SoCal further stated that the cost of removing its
facility anc converting it from gas to oll transmission service
would be approximately $1,700,000; this expense will be borne
by SOHIO. The costs of withdrawal,. estimated at $100,000 for
separating the withdrawn line from the 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 $800,000 to install addi-~
tional sexvice taps and other facilities necessary to maintain
gas service to its customers would be added to Solal's rate base.
The Commission staff took no issue with this treatment.

With respect to the lease fees received by SoCal from
Blythe~Moreno, SoCal proposed to apply the net lease payments
received from 3Blythe~Moreno as an addition <to its depreciation
reserve thereby reducing its rate base. The net lease payments
will equal SOHIQO's annual rental to Blythe-Moreno, reduced by the
féllowing expenses: (1) annual Iadilicy insurance costs of
$2,800; (2) amortization at an interest rate egual to SoCal's
authorized rate of return of expenditures by Blythe-Moreno to
conform gas pipeline rights—of-way to oil transmission service; and
(3) federal and state income taxes computed at the statutory rate.
The Commission staff accepted SoCal's computation of the net lease
payzents but took strong exception to SoCal's proposal to crecit
the net lease payments received from Blythe-Moreno to its depreciation
reserve. .. ..

The Commission staff presented its independent analysis
of the economi¢ impacts occasioned oy withdrawal under several
different scenarios. The staff initially determined that with-
drawal would result in additional costs to ratepayers of approximately
811,162,000 over 20 years. These additional costs incurred by the

&8/ State income tax rate of 9 percent plus federal income tax rate
of LE percent equals a net tax rate of 52.68 percent.

-l
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ratepayer consist of the following items: (1) return on the additional
plant investment required to maintain service %0 existing customers;
(2) the depreciation and ad valorem tax expenses related to these
additions: and (3) increased compressor fuel costs neccessitated
by withdrawal totaling approximately $8,924,000. Threse figures
are not disputed.

™e staff then presented testimony which analyzed four
different methods of dealing with withdrawal. The purpose of the
exhibit was to demonstrate the comparative denefits %o SoCal's
ratepayers based on different methods of handling the plant with-
drawal and treating the lease payments over the initial 20-year term.
‘For each of the four alternative methods, the staff computed: (1) the
net weduction in revenue regquirexzenis over the 20-year lease term;
(2) the present value of the reduced revenue requirement discounted
at SoCal's currently authorized rate of return of 8.8 percent; and

(3) the net reduction in revenue requirements during the first four
vears of the leas<.

Case I presents an analysis of the net reduction in revenue
requirements over the  20-year lease tern: based upon SoCal's pro-
posal. Case II is similar <o +he Case I analysis, except that the
accounting for the leased plant reduces SoCal's rate base by the
net depreciated cost of the plant (approximately S& million) as soon
as the line is removed {rom natural gas service. Further, the
Case II alternative also permits Blythe-Moreno, in determining the
net lease payment credited o SoCal's depreciation reserve, <0
deduct a rate of return on the SL million investzment (at SoCal's
authorized rate of return) as well as related depreciation expenses.
Case III varies from Case I through use of lower effective tax
rates rather than statutory income tax rates proposed by SoCal.

Case IV is based upon a direct flow-through of <he pretax-lease
payments, 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 velow.

~12—
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Item Case I Case II Case III Case IV
(In Thousands of Dollars)

Net Reduction in Revenue
Regquirement over 20 Years S4L5,321 3LE,671 370,484 $65,09L

Present Value of Net

Reduction over 20 Years
at 8.8 Percent 15,462 17,725 25,178 30,390

Net Reduction in Revenue
Requirement over First

Four Years 1,966 3,724 4,693 13,110
The staff recommended acdoption of the Case IV treatment
since the total benefits to SoCal's ratepayers, the preseat value
of these benefits, and the short-term benefits to current rate-
payers are greater than the corresponding benefits obtained by
adoption of either Case I or Case II. While the Case III analysis
shows a higher net reduction in revenue requirement thaz Case IV,
staff cautioned that Case III is based upon a speculative assumption,
i.e., the effective income tax of SoCal's vparent corporation, PLC.
Although the effective income tax rate has been significantly lower
than the incremental income tax over the last four years, there is
no guarantee that this situation will continue in the future. Staff
thus concluded that Case IV treatzent is preferadle from the rate-
payer's perspective. ‘
SoCal avers that the staff analysis contains several critical
infirmities and further states that the Case IV proposal would have
materially adverse financial consequences for SoCal by imposing an
unjust and unreasonable cost on SoCal's shareholders of $1,1L42,L468.

9/ The difference over 20 years between the amount of revenue
received by Solal if the facilities were withdrawn according
to the Case IV method (S11,677,606) and the amount of revenue
SoCal would receive if the facilities remained in service under
existing conditions (812,820,074). (See p. 1D of this decision.)
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SoCal further argues that the staff's Case IV analysis
fails to take into consideration the effect of SoCal's and the staffl's
proposals upon the ratepayers after the 20-year period of the lease.
SoCal contends that its customers would continue to benefit after
the lease expired and into perpetuity since proposed rate base reduc-
tions would become permanent (39,522,308).39/ In addition, under
Case IV, it is claimed that the ratepayers could incur additional
expenses (31,228,183) for which they would receive no offsetting
benefit after the 20-year lease expires.;;/ SoCal posits that the

following revenue requirement figures are mathematically correct.

Ttem Case I Case IV
o
Present Value of Net Reduction (I Thousands of Dollars)

in Revenue Requirement over 20
Years at £.€ Percent 815,462 $30,390

Present Value 3eyond 20 Years 9,522 (1,228)
Total 24,984 29,162

(Red Figuxre)

The staff considers these modifications beyond the initial
20-year term to be totally speculative.

10/ Under SoCal's proposal, ratepayers will benefit by reduction in
rate base equal to the aggregate net reantal 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 determined that present and future natural
gas supplies to California will not require retention of SoCal's
present transmission capacity. Accordingly, it is both unnecessary
and inappropriate to determine further whether SoCal ratepayers
will receive sufficient economic benefits so as to justify abandonment.

It is SoCal's contention that Sofal's shareholders, not
the utility's customers, invested the equity and bear the investment
risks associated with the line. It is also SoCal's position that
'its ratepayers have received everything for which they have paild,
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 value %o
a minimum worth of approximately $20 million according to staff
vestimony and would totally deprive the investors of the direct
benefits of appreciation. SecCal finally states that no basis has
been established for the acquisition by SoCal's customers of aay
ownership or other proprietary interest in SoCal's property, as
they contend Case IV presumes. They conclude that Case IV is «con-
fiscatory and violative of the due process and just compensatior
provisions of both the California and United States Constitutions
and that acceptance by SoCal of authority to withdraw oan the basis
of staff's proposal appears 0 be contrary Lo 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 ¢an properly determine the
impact on its shareholders by comparing the net after-tax cash
flows resulting from maintenance of the line in service to the net

after-tax cash flow occasioned by withdrawal pursuant to the staff
recommendation and not by an "apple v. orange" comparison between
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revenue reguirements occasioned by the above-mentioned scenarios.
Staff claims that if this correct comparison is made, SoCal ianvestors
will find themselves in the same basic position after withdrawal
as before, i.e., there will be n¢ measuravle difference in return
to the investor. Murther, staff conteads that in analyzing the
impact of withdrawal upon SoCal's investors, it must be rememberec
that in the course of its normal ratemaking policies the Commission
may well increase SoCal's depreciation rate to reflect the early
retirement and removal of a major component of SoCal's plant~in-
service. 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 Solal.

The staff's position is that its recommendation will not
result in any materially adverse financial consequences to SeCal
or its investors. Staff coacludes that under its prope¢sal the
ratepayer, wno has borne the cost of finarcing and duilding the
pipeline and who runs the risks of withdrawal, i.e., potential
capacity shortages, increased coampressor fuel costs, etc., should
receive the direct benefits ol withdrawal.

Regardless of the particular method which the Commission
uvltimately orders for treatment of withdrawal, both staff and
SoCal concur that rate reductions resulting from the post-withdrawal
lease arrangements should be credited to all users, including lifeline,

on a uniform cents-per-therm basis. The parties als¢c agree that
SoCal's rates should be modified on a semiannual basis, comcurrent
with SoCal's Purchased Gas Adjustment (PGA) filing to reflect the
appropriate rate reduction.
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D. The CEQA Process

On April 29, 1976, the Sohio Transportation Company of
Califorania (SOHIO TC) filed Application No. 564L5 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, the Commission authorized SOHIO TC to
issue not more than 10,000 shares of its 31.00 par value capital
(common) stock to SOHIOQ and authorized SOHIO to acquire and control
SOHIO TC. The shares were issued to allow SOHIO TC a small amount
of initial working capital in conjunction with its proposal to
construct pipelines and related Tacilities for the transportation
of liquid hydrocarbons in California and to operate and maintain
the pipeline and related facilities as a public utilicy "pipeline
corporation™ and as par:t of the larger Crude Cil Project.

In Decision No. 86125 the Commission noted that the
facilivies which SOHIQ TC proposed to construct ight have a signi-
ficant effect on the environment ia California. By Commission
Resolution No. A-4530, dated March 30, 1976, the Commission
authorized the Executive Director to execute an agreement with the
Port of Long Beach (Port) for the joint preparation of an Znvironmezntal
Impact Report (EIR) for the Crude Oil Project. The agreement,
dated March 30, 1976, included a set of procedures to be followed
in preparing the ZIR. The agreement was approved by the Director of
the Governor's Office of Planning and Research.

The Draft EIR (DEIR) for the Crucde Qil Project was completed
on October 25, 1976. Three public hearings were held on the DEIR
(November 30, 1976, December 6, 1976, and December 1L, 1976).
Responses to over 650 written comments, as well as the oral comments
made at the public hearings, were incorporated into the Firal EIR
(FZIR).
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On May 2, 1977, the Long 3each Board of Harbor Commissioners
certified the FEIR as complying with CZQA and the Guidelines for
Implementation of CZQA. In Decision No. 87432, dated June 7, 1977,
the Commission took similar action and issued a final order in
Application No. 56445, certifying the FEZIR for the Crude Qil Project.

By Application No. 57563, filed August 31, 1977, the
City of Los Angeles (LA) recuested modification of Decision Ne.

87432 alleging that the FEIR should not be certified in light of
inadequacies in the DEIR. Among other things, LA contended that
the DEIR failed to evaluate the environmental impacts associlated
with the potential Phase II development of the Crude 0il Project.

Subsequent to the certification of the FEIR and prior to
Commission action on LA's application, SOHIO macde some substantial
changes in its proposed project. 3Because of these changes, the
Commission and the Port, by contract dated Qctobder 4, 1977, agreed

o the joint preparation of a Supplement to the 3IR. The Jraft
‘I’ Supplement (DS) to the ZIR was completed on November 15, 1977. A
public hearing on the DS was held in Los Angeles on November 29,
1977. The deadline for filing written comments on the DS was
g December 6, 1977. Subsequently, a Final Supplement (FS) to the IIR
was then prepared. ter review of the DS, LA considered withdrawal
of its application if it could be determined that the FS would be a
part of the legally recuired ZIR and that the Port and the Commission
would be bound by the information contained therein, particularly
with respect to mitigation measures outlined in the FEIR and the FS.

On Janvary 10, 1978, the Commission issued another
order in Application No. 56LL5 and a response to LA'S Application
No. 57563: Decision No. £8311 coatained this Commission's certifica-
tion that the FEIR for the originally proposed Crude Qil Project,

® 8-




A.57695 ALt.-CTD-fc *

as well as the FS, which is considered part of the FEIR for the
revised Crude Qil Project, has been completed in compliance with
CEQA and the Guicdelines for Implementation of CEQA.iz/ The
Commission rejected LA's proposal to prepare a detailled eaviron-—
mental analysis concerning the possible abandonment of another
SoCal line for use in Phase II of the Crude Qil Project. The
Commission stated, in part, that Phase II transportation of acdi-
tional volumes is a different possible future project. Proper
review, including detailed envirommental analysis, will be performed
by the Commission when and if a Phase II proposal is presented.
LA's Application No. 57563 was denied, and LA did not petition for
rehearing of Decision No. 8831l.

In its present application SoCal points out that as a
result of an earlier application filed by SOHIQO TC, pursuant e
Section 8§18 of the Code, the Commission, in conjunction with the
Port, cormenced preparation of an EIR for the Crude 0Qil Project,
of which SoCal's proposed withdrawal 1s an iantegral part.

In its application SoCal also states its opinion that
the results of the FEIR can and should serve as the staff ZIR for
these proceedings. The staff concurred and filed a motion, dated
December 9, 1977, requesting the Commission, pursuant to Rule 87
of the Commission's Rules of Practice and Procedure, to waive
Rule 17.1(f) and (g) of said rules in order that the FEIR for the
Crude Qil Project, together with the FS, can serve as the staff
ZIR for this proceeding. The staff argues in its motion that the
walver of Rule 17.1(f) and (g) was authorized by the Director of
the Covernor's 0ffice of Planning and Research to secure fast, speedy,
and inexpensive determination of the environmental issues presented
in the original and in the revised Crude Qil Project. The muission

12/ The Port certified the FS on December 19, 1977.
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staff submits that the ZIR for the Crude 0il Project, together with
the FS thereto, will coantain all necessary enviroanmental information
regarding SoCal's proposed application so that the Commission can
usilize the EIR for resolution of SoCal's application; finally, it
is contended that all interested parties have had sufficlent
opportunity to comment on the EIR.

On December 27, 1977, LA filed a pleading opposing the
staff motion to utilize the FEIR for the Crude Oil Project as the
staff EIR in the instant proceeding. This filing seeks to reliti-
gate issues raise: in Apolication No. 56445, e.g., the need for a
detailed environmental analysis of Phase II of the Crucde Qil Project.
AMditionally, the pleading raised the issue of the loss of gas
available to Sofal and its consumers because additional compression
or fuel will be required on SoCal's system due to the withdrawal.

The testimony of the staff and SoCal shows that with-
drawal would increase compressor fuel requirements by approximately
0.75 MMefd. Civen the future supply estimates of Zl Paso and
Transwestern, SoCal's out-of=-state suppliers, if this application
were denied or if SoCal elects not to withdraw, the gas available
for sale would he increased by less than one-twentieth of a percent
of Sofal's out-of=-state supplies.

LA did not seek to develop the record or to present evi-
dence in the proceeding which is the subject of this decision. LA
filed no opening brief in <this matter, yet LA did submit a closing
trief raising environmental concerns not addressec in any of the
other filed briefs.

In its closing brief, LA requests the Commission to approve
withdrawal of the SoCal pipeline only if impacts from the loss of
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natural gas due to increasedé use of compressor fuel is mitigated

as required by CEQA. LA contends that such zitigation could be
achieved by imposition of a number of possible alternative condi~
tions including requirements that: (1) SoCal's rezaining compressor
pumps be fueled by fuel oiléz/ rather than by natural gas; (2) SoCal
and SOHIO supply additional natural gas te the South Coast Alr

Basin to offset the natural gas 1oss due to the increased use of
compressor fuel; and (3) a policy be adeopted whereby the highest
priority for any new gas supplies made available to Califormia

will be to use the gas to offset the loss of natural gas in the
South Coast Air Basin due %o increased use of compressor fuel, which
would be an additional increment equivalent to compressor fuel losses,
beyond that amount which they would otherwise receive as their

"fair share" of any new gas supplies. There is no evidence of
record in this proceeding dealing with the above-mentioned
alternatives.

Discussion

e Commission concurs with SoCal that sufficient justifi-
cation exists to remove the subject facilities from service if it
is determined 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 undisputed. The record clearly iandicates that given
conversion of El Paso's gas pipeline to oil service, the maximun
amount of gas that the El Paso systex can deliver to California is

12/ And if possidble, SOHIO install oil=fueled pumping equipment
instead of the planned electric pump stations. This possibility
was evaluated in the Project EIR.

21~
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approximasely 2,592 MMcfd. The evidence shows further vhat Solal and
PG&Z, in the event of withdrawal, can receive approximately 2,787 MMcfd
from EL Paso at the California border. ZIven consicering that the

most optimistic scenario for cevelopment of gas supplies and removal

of interstate curtailment regulations allowed Zl Paso to fully

utilize the remaining svstems, SoCal and PG&E could deliver all

the available gas to California consumers and still maintain
approximately 200 MMefd of excess transzission capacity.

Since retention of the SoCal line in service with its
excess capacity would be of little value to California gas consumers
in the event Z1 Pas¢o abandons its segment of natural gas pipeline,
the Commission concludes, under such circumstances, that withdrawal
is warranted.

However, determination that justification exists for

thdrawal is but one component in any Commission determination
0 authorize withdrawal from utility service and subsegquent trans-
fer and lease of public utility property pursuant to Section 851

£ the Code. It is this Commission's duty, when pudlic utility
property is to be withdrawn and transferred, to0 assure that the
transfer will not be adverse to the public interest. (Decision
No. 68272, Avo. of Dvke Water Co. (1964) 63 Cal. P.U.C. 641.)

In addition to merely documenting the existence of excess
transnmission capacity in the SoCal system, this Commission must
also analyze economic and environmental factors to determine in
what manner withdrawal shall be implemented $0 as ©o be consistent
with the publie interest. We now address ourselves To that task.

Uoon review of the record evidence, it is the Commission's
conclusion that neither the »roposal 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 ratepayer alike.
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SoCal's provosal fails to provide sufficient present
benefits to its ratepayers. Under SoCal's plan, the average net
benefits to SoCal's customers would not reach the level of the after-
tax cash flow £0 3lythe-Moreno until sometime in the seventh year.
Thereafter, customer benefits would exceed the cash flow each year.
The staff's exhibit graphically illustrates that under SoCal's
Case I proposal, the early benefits of withdrawal accrue to
SoCal and its shareholders. Case I results in early availability

£ cash flow %o SoCal far in excess of revenue reductions {lowed
through to its customers. It is the Commission's belief that
withdrawal should be so structured as to flow increased initial

benefits through to SoCal's present customers, the ratepayers who
have borne the cost of financing and building the pipeline and who
run the risks of withdrawal, i.e., potential capacity shortages,
increased compressor fuel costs, etlc.

The staff's proposal, Case IV, is equally flawed in its

failure to protect the equity interests of SoCal and its parent,
PLC. The record shows that under Case IV, SoCal's revenue require-
ments over the 20-year period of the lease would total $11,677,606.
If the line were not retired from service and the SoCal rate of
return remained constant at its present £.8 percent level, SoCal's
revenue requirement would ecual $12,820,07L over 20 years. The
difference between these two figures, $1,142,64LE, represents a cost
borne by the ratepayers and not, as ScCal maintains, by its investors.
The impact on SoCal's shareholders can properly be cetermined by
comparing the net after-tax cash flow resulting froa maintenance

of the line in service to the net after-tax cash flow occasioned

by withdrawal pursuant vo the staff recommendation. If the correct
comparison is made, staff's proposal will result in a reduction of
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approximately 3307,000 over 20 years in net after-tax cash flow to
SoCal. Albeit the amount is minimal, it is c¢lear that staff’s
Case IV will result in some adverse financial consecuences for
SoCal or PLC; accordingly, the staff proposal nust de rejected.
The Commission is fully cognizant that the contemplated
withdrawal and lease arrangement is of an extraordinary type, one
vhat neither investor nor shareholder could origirally have antici-
pated. A combination of external circumstances and events, i.e.,
a West Coast oil glut, no market outlet for SQHIQ's ecrude, ard a
lack of o¢il transmission capacity to the Midwest has caused the
unexpected and unquantified appreciation of SoCal's original
$9.L 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 manner the appreciation in value should
be allocated.
To assist the Commission in resolution of this difficult

issue, we turn to the principles outlined in the case of Democratic
Cent. Comm. of D.C. v. Washineton Metronolitan Area Transit Comm'n,
(WMATC), 485 7 2d 786 (D.C. Cir. 1973, cert. denied 415 U.S. 935
(1974)). Therein, the court stated:

“*The allocation between investors and consumers
of capital gains on in-service utility assets...
rests essentially on equitable considerations.
The allocative process...necessizates a deli-~
cate balancing of the investors and consumers
in light of governing equitable principles.”
(WMATC, suora, 485 F 2d at 821.)

In undertaking this delicate bdalancing of considerations,
we recognize, as the court stated, that there is no impediment, con-
stitutional or otherwise, to recognition of a ratemaking principlie
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enabling ratepayers to benefit from appreciations in value of
]

oy . . . 1 L
utility properties accruing while in serv:ce.—i/ ~urther, it is

understood that the amount of eventual investor recovery nay per—
missidbly be limited to the amount of the original outlay; this is
out another way of saying that the investors co 1ol possess a vested
ight in value-appreciations accruing to in-service utility assecs.ié/
Initially, the Commission must identify 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 utility
assets is tied to the risk of capital
losses;

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

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 these principles compels us %o the conclusion that
the appreciation in value of the subdject utility assets should be
flowed directly through to the consumer.

High risks justify larger returns while low risks more
nearly guarantee the investment and thus may warrant snaller returas.
The laster situation is most accurately demonstrated in the area
of usility equity investment. Investors are foreclosed from any
claim to an asset's appreciated value when they have bdeen insulated
against the risk of loss of thelr investment. On the other hand,

1L/ AMATC, supra, 485 F 2d at 200.
15/ TWMATC, supra, 485 F 2d at 8GL.
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signifiicant risks associated with utility assets are typilcally
imposed upon ratepayers. Many utility assets are susceptible o
Loss or damage from acts of nature and man, and risks of such
casualties are generally passed on to the consumer. As a rule, the
loss from premature retirement of assets vecause of obsolescence
also rests with the ratepayer. Further, in the instant proceedings,
the additional risks occasioned by withdrawal, such as potential
Zas capacity shortages and increased compressor fuel costs, are
borne by the ratepayer. The investor-—and it is the very nature

of his investment--bears no comparable risk.

The equities are equally ¢lear in our mind and dictate
that the economic benefit should follow the economic burden. Iv is
the ratepayer who bears the expenses of ordinary operation and main-
tenance and depreciation, including obsclescence and depletion.
Fairness requires that consumers, whose payments reimburse investors
for all wear, tear, and waste of utility assets in service, should
benefit in situations where gain occurs and to the full extent of
that gain. Investors who are afforded the opportunity of a fair
return on a secure investzent in utility property cannot claim they
have not received their just due.

In light of the foregoing discussion, the Commission will
direct SoCal, in the event it accepts withdrawal authority, to
treat the withdrawal and the lease proceeds therefrom in the
following manner:

(1) To remove the pipeline facilities from
utility service, SoCal shall credit the
original cost of the pipeline, $9,410,772,
to Account 101, Gas Plant in Service;
Account 108, Accurmlated Depreciastion
Reserve, shall be charged with the amount
of depreciation on the subject facilities;é/
acerved at the time of actual retirement;

16/ The record shows that present depreciation expenses total
$5,370,078.
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SoCal shall chargze the original cost of

the facility, 36,410,772, %o Account 121,
Nonutility Property Account; Account 122,
Accumulated Depreciation Xeserve-Nonutility
Property, cshall de credited with the amount
of depreciation on the subject facilities
accrued at the time of actual withdrawal;

Prior to payment to SoCal, 3lythe=Moreno

shall be allowed %o deduct the following

items from SOHIO's lease payments: (a)
insurance; (b) amortization plus return

and the income taxes associated with the
return on expenditures required to conform

the rights—-of-way to oil transaission service;
(¢} depreciation of the $L million of net plant
over the 20-year lease term; and (d) the latest
authorized return and the income taxes associ-
ated therewith on the cdeclining net plant
balance over the 20-year lease term;

SoCal shall flow the net lease payment
from Blythe-=Moreno directly through %o
its revenue requirements; SoCal shall
credit the net lease payments from
Blythe=Moreno to Account 455, Other
Gas Revenues; and

te reductions, resulting from the
above-mentioned procedure, will be credited
to all users, including lifeline, on a
uniform cents-per-therm basis. SoCal's
rates shall be modified on a semiannual
basis, concurrent with SoCal's PGA
filing, to reflect the appropriate rate
reduction.

In accordance with the principles articulated in this
decision, this adopted methodology serves to protect doth investor
and consumer. The financial integrity of the stake which investors
have in the subject assets is preserved. The investor is zade
complietely whole, and recoupment of his original invesiment plus
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return is assured. On the other hand, the consumer, as equity
dictates, receives the direct bvenefits of withdrawal. The
Cozmmission methodology, as ordered, will result in a net reduction
in revenue requirement over 20 years totaling 363,951,577. The
present value of such reduction equals $29,231,943. Finally,

the net reduction in revenue recuirements in the first four years
will amount to S12,086,667.

The parties did not address the issue of disposition of
the $7,500,000 to be paid, subject to conditions, by SCHIO to
Blythe-Moreno in the event SOHIO elects not to lease the Phase I
facilities. The proceeds of the cancellation payments should be
used to make SoCal whole for all expenses incurred in comneciion
with the processing of this application. If the payment is made,
any amounts expended dy SoCal and/or 3Blythe~Moreno for plant to
make the abandonment possible or to restore the line t0 gas ser-

vice should bYe recorded as a c¢redit to plant account. Any remaining

portion of the payment, less income taxes, should be credited %o
SoCal's revenue requirement.

We now address our atteation to review of the environmental
aspects of the present application to withdraw certain pipeline
facilities. We are impressed with the logic of staffl's motion t0
waive Rule 17.1(f) and (g) and 2o use the EIR prepared in conjunction
with Application No. 56445 as the EIR in the present application.

We will grant staff's motion.

It is ¢lear that the previously prepared ZIR for the
Crude Qil Project, together with the FS, contains all the necessary
environmental information regarding SoCal's proposec application.
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The Commiscion can adequately utilize the existing ZIR to assist

us in resolution of SeCal's application, while saving expenditures

of time and money. Further, the procecdures followed in preparing

the EIR, procedures which were approved by the Director of the
Governor's Office of Planning and Hesearch, fully allowed all interested
parties sufficient opportunity to comment.

With respect to the contentions raised by LA in it
closing brief, the issues raised by LA do not deal with any new
information or with information which was not known and cowld not
have been known at the time the final certification of the ZIR for
the Crude Qil Project was made in Decision No. 28311. LA failed
to raise its objections on a timely basis during the Crude Qil Project
review and following Decision No. £8311. That was the proper forun
for raising its objections. LA's propesals for further detailed
environmental analysis cannot be entertained at this late hour.
Turther, there is absolutely no evidence supporting any of LA's
suggested measures for mitigating the impacts from the loss of
natural gas due to increased use of compressor fuel given with-
drawal. The existing environmental treatment is sufficient, and we
will not require further environmental studies.

LA's closing brief does correctly surmise that the air
guality impacts due to the sudbstitution of fuel oil for gas in the
service area due %o the increase in compressor fuel requirements
on the remainder of SoCal's transmission systexm might be overstated.
The staff reviewed this contention and a staff memorandum (Appeniix A)
shows the correct values for increased emissions of sulfur dioxide
and particulate matter. The overstatement is by a factor of 10.

The FS should reflect this reduction in increased emissions. This
decision will be distributed to all parties whe received a copy of
Decision No. 38311 relating to the Crude Qil Project.




Findings and Conclusions

1. Pursuant to Section 851 of the Co@e, SoCal “iled an appli-
cation on November 18, 1977, to withdraw a porsiocn of its ex.5t~ng
gas transmission system from service and to lease these facilities
to an affiliate c¢company, Slythe-Moreno.

2. 3ly:che-Morero will lease the sudbject facilities to SQHIC
for their conversion o oil transrission service and their ultimate
use as part of 2,012~mile Cruce Cil Project.

3. The terms of the Blythe-ioreno/SCHIO Iaterim Agreement

were the result of arm's length bargaining and are reasonabdble.

L. The terms of the Blythe-Moreno/SoCal Agreement are
reasonable.

§. If El Paso's corresponding facilities are avandoned,

SoCal's ability to transmit gas volumes, based upon current and
optimistic future estimates of gas supplies Srom its out—of-state
suppliers, will not be impaired by the requested withdrawal.

. 6. If El Paso abandons its segment of natural gas pipeline,
retention of the SoCal line in service with its excess capacity
has little value to California gas consumers and its withdrawal
is warranted.

7. In determining whether withdrawal is iz the public
interest, the Commission must analyze the economic and eavironmental

mpacts of the proposed withdrawal.

8. SoCal's provosal to withdraw its ’acilit;es from gas service
and to lease them to Blythe-Morezo, wnich in turz proposes to lease the
facilities to SQHIO, is an extraordinary type of "abandonment" in that
SoCal is not relinquishing its interest in the property, nor writing
it off its books; but, on the comtrary, SoCal is retaining the property
to lease; the property is generating rental income and remains subject
to the lien of the First Mertgage Indentures dated October 1, 1940.

9. 3Both the proposals of Sofal and staff for treating the
retirement and accounting for witidrawal fail to protect the

. legitimate interests of investor and ratepayer alike.

~30-
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10. The right to capital gains on utility assets is tied to risk
of capital loss.

11. He wno bears the particular durden of particular utility
activity should also reap the resulting benefit.

12. The ratepayer, in the instant circunsiance, has borne
the risk of capital loss and shouldered the economic burden of
operating, maintaining, and depreciating the subject facilities.

13. The ratepayer, whe has borme ooth the risk and the
expense attendant to the subject facilities, is entitled to the
appreciation in value of the particular public utility assets.

1L. The investor is protected by preservation ol the financial
integrity of the stake he has in the asset and the bondholders are
vrotected by the preservation of the lien of the First Mortgage
Bond Indentures. _

15. The Commission's method of accounting for witharawal
and treating the lease payments assures the shareholder full
recoupzment of his investment and properly flows the direct venefits
of withdrawal through to the ratepayer.

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 108, Accumulated Depreclation ZReserve,
shall ve charged with the amount of depreciation on the subject
facilities accrued at the time of actual withdrawal.

17. As a condition to acceptance of the withdrawal authority,
SoCal shall charge the original cost of the facility to Account 121,
Nonusility Propercy; Account 122, Accumulated Depreciation Reserve~
Nonutility Property, shall be credived wisth the amount of depreciation
on the subject facilities acerued at the time of actual withdrawal.

18. rior to payment to SoCal, 3lythe-Moreno shall ve allowed
to deduct the following items frem SOEIO's lease payments: (a)
insurance; (b) amortization plus return and the income taxes
associated with the return on expenditures required To conforz the

-31-
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rights~of-way to oil transmission service; (¢) cdepreciation of the
S, million of net plant over the 20-year lease term; and (d) the
latest authorized returnm and income taxes associated therewith on
the declining net plant balance over the 20-year lease terd.

19. So0Cal shall flow the net lease payment from Blythe-Moreno
directly through to its revenue requirements; SoCal shall credit
the net lease payments from 3lythe-Moreno to Account 495, Other
Gas ZRevenues.

20. Rate reductions, resulting from the withdrawal, will
be credited to all users, including lifeline, on a uniform centis-
per-therm basis; SoCal's rates shall be modified on a semiannual
basis, concurreat with SoCal's PGA filing, to reflect the appro-
priate rate reduction.

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

22. If the $7,500,000 cancellation payment is made by SOHIO
to Blythe-Moreno, the payment, less income taxes, shall be credited
to SoCal's revenue requirement.

23. Issuance of withdrawal authority is conditiomed upon and in
conjunction with issuance and acceptance of all applicable federal,
state, and-local certificates and permits for the Crude Qi1 Project.

2L. Tne EIR prepared pursuant to Application No. 56445,
together with the Supplement thereto, contains all the necessary
environmental information for adequately reviewing the environmental
impacts occasioned by SoCal's proposed withdrawal.

25. Decision No. 88311, issued in response to Application
No. 564LLS5, centains the Commission's certification that the FEIR
for the Crude Cil Project has been completed in compliance with
CZRA and the Guidelines.
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26. The staff motion to waive Rule 17.1(L) and (g) and vo
utilize the EZIR prepared for the Crude Oil Project and pursuant
to Aoplication No. 56445 as the ZIR in this proceeding is reasonable
and should be granted.

27. A correction, as shown in Appendix A, reducing the Crude
0il 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 cdate, the withdrawal date, the
accounting entries made pursuant to Findings anc Conclusions
16, 17, and 19, and any significant changes in contract implementation.

29. Subject to the conditions contained in Findings and
Conclusions 15, 17, 18, 19, 20, 22, 23, and 28, the requested
withdrawal is in the public interest.

QRD

QRDZR
IT IS ORDERED that:

1. Appilication No. 57695, filed by Southera California Gas
Company pursuant to Section 851 of the Public Utilities Code,
Seeking authority to withdraw certain natural gas transmission
facilicies from utility service shall te granted.

2. The authorization granted in Ordering Paragraph 1
is subject to the terms and conditions contained in Findings
and Conc¢lusions 16, 17, 18, 19, 20, 22, 23, and 28.

3. The Final Supplement to0 the Final Znvironmental Impact
Report in Application No. 56LL5 is modified to incorporate the
corrections contained in Appendix A. The Commission's certifi-
cation in Decision No. 88311 is modified to incorporate these
corrections.

4., The staff motion to waive Rule 17.1(f) and (g) and to
utilize the EIR prepared for the Crude Qil Projeet and pursuant to
Application No. 56445 as the EIR in this proceeding is granted.

~33-
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5. The Executive Director of the Commission shall file
with the Secretary of Resources a Notice of Determinatvion which

is attached hereto as Appendix 3.
The effective date of this order shall be thirty days

after the date hereof.

Dated at San Francisco y California, this _l7th
day of October , 1978.
rresident

WILLIAM SYMONS, JR.

VERNON L. STURGZON

RICEARD D. GRAVZLLE

CLAIRE T. DEDRICK

Commissioners

Commissioner Robert 3atinovich,
being necessarily absent, did not
partic¢cipate in the disposition of
this proceeding.

-3l
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State ‘of Caolifornia

"Memorandum

. Date.

To H

April 295, 1978

Jerry Levander, AlJ - CPUC - Los Augeles

B Yy

Bill Yuen Lee, Senior Utilities Zagineer

" From : Public Utilities Commission—-5an Francisco

File No.:

| .b;«r;

A 57695 )

Review of Closing Brief filed by
City of Los Angeles

The Response to Comment No. 087 contaized in the Fiz Supplement

to the SONIO Preject Znvironmental Izpact Report, Volume 5, Part 2,
included a table of emissiozs that would resuli Irom the possidble
gubsxtitution of erude oil 'o* ratural sas that could be curtoiled

for use as compressor fuel iz the event of-abandonment of the natural
gas pipeline curreatly being used by the Il Paso. and Southern
California Natural Gas Cozpanies.
Inadvcrten tly omitted was a i‘actor of (106) in the column titled
"Equivalent BIU Replacement 0il (gzad/ys)."

The calculation for SO, and Particulate Matier under the columa
titled "Increaced EmizZions” chould be corrected as follows:

302 . Particulate Matter
'308.1 82.0
208.1 82.0
245.2 66.4
?lca.‘:e correct your page 20 of Volwae 5, Part 2 to refllect the atove.
ce: Frederick John, Director - Policy and Program Developzent
SOEIO P}ojcc* o) '
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APPENDIX B
MTICE OF DETERMINATION
Secretary for Resources FROM: (Public Agency)

gﬁiiaﬁigfg Siieeégsizom bR Califormia Public Utilities Commission
o wwyp W

County Clerk
County of

SUBSZCT: Tiling of Notice of Determination in compliance with Section 21208 or
2152 of the Public Resources Code.

Project Titl
Blythe = Moreno transmiasior nipeline,
State Clearinghouse Mumder (I sudbmiited to State Clearinghouse)
76102673
Contact Person Telephone Number
Iredertick B, John (L18) _557-1L87
Project Location
Riverside County
Project Description

Portion of SOKIO Project. EIR was certified by Port of Long Beach Board of
Harbor Commissicners on May 2, 1977 and PUC on June 7, 1977 in Decision 87432.
The attached decision anthorizes Southern California Gas Coapany to abandon,

transfer, and lease Phase I tronsmission facilities to Standard Oil Company of
Ohdo.

This is to advise that the California Public Utilities Commission

(Lead Agency)
has approved Lhe above described project -and has made the following determinations
regarding the above described project:

1. The project /X / will, / 7 will not, have a significant effect on the
environment.

2. /X7 in Environmental Impact Report was prepared for this project pursuant to
the provisions of CEQA.

/ 7 A Negative Declaration was prepared for this project pursuant %0 the
provisions of CEQA. A copy of the Negative Declaration may be obiained

- .
e

3. A statement of Overriding Considerasions /X / was, /_/ was not, adopted for

wris project.
Date Received for Filing

Signature
‘l' Executive Director

Title Date

Reference: California Admimdstrative Code, Title 14, Sections 15035, 15083(2),

15083(n), 15085(1).




