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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Order Instituting Investigation into the o
operations and practices of the Southem FILED

California Gas Company, concerning PUBLIC UTILITIES COMMISSION
the accuracy of information supplied to APRIL 22, 1999

the Commission in connection with its SAN FRANCISCO OFFICE
Montebello Gas Storage Facility, 1.99-04-022

RRIGINAS

ORDER INSTITUTING INVESTIGATION

I.  SUMMARY | ,

This investigatory proceeding is instituted to provide a forum for the
Consumer Services Divisjon (CSD) staff to adduce evidence on whether the Southem
California Gas Company (SoCalGas) engaged in a patiern of providing inaccurate
information in connection with giving reqﬁestcd information to the Commission about
the utility’s plans for the Montebello Gas Storage Facility. The CSD staff has
conducted an investigation and advances an investigative report, based on an extensive
collection of information and documents, much of which is from SoCalGas.

In 1997 the Commission's Energy Division staff investigated SoCalGas's
plans for Montebello, preparing to respond to inquiries from then State Senator
Calderon and some Commissioners about contested eminent domain or condemnation
civil actions initiated in Superior Court by SoCalGas, to secure from landowners fee
interests in order to operate Montebello to facilitate public wlility service. Some
landowners, defendants to the civil actions, had contested the eminent domain actions.
Energy Division staft were told by SoCalGas in a meeting and in writings that the
utility needed to continue operating the storage facility. SoCalGas also told the Los
Angcles Superior Court that its eminent domain actions (o acquire the outright
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complete ownership or fee interest in a fec interest in underground mineral rights were
necessary because the original leasehold intérests were to expire and the utility nceded
to continue to operate the Montebello facility. However, according to the findings of
stafP’s investigation, at those very times SoCalGas had initiated environmental reviews
to be used in connection with disposing of the Montebello facility because the util4ity
had decided it was not needed, and had not used the facility for over a year. Also,
SoCalGas acquired by eminent domain mineral rights to a depth far deeper than
necded were it to continue Montebello storage operations. (The leaseholds held by
SoCalGas were only for storage operations in the Eighth Zone level, whereas | |

SoCalGas used eminent domain to acquire total mineral rights to the Eighth zone and

below.) 4

Based on this SoCalGas-supplied information advanced to agency staff
and submitted in the civil actions, the Energy Division advised then Senator Calderon
that the condemnation actions in courts did not appear out of line but would be
referred to Legal Division for review. Further, Commissioners were ultimately advised
of the questions ébom SoCalGas's condemnation ‘aclions"prescnlcd by Senator
Calderon and representatives of landowners, and that the utility appeared to need the
Montebello facilities for future utility operations -- the utility's assertions in 1997
about its need for the storage facility are called into direct question in this case.
Ultimately, SoCalGas in early January, 1998 filed an application for approval to seil
the Montebello facility, with no restriction on use by a buyer, because the storage
facilily was no longer needed.

The questions raised in stafPs report which require adjudication ace
whether SoCalGas provided inaccurate information, both by affirmative statements to
the Commission or its staff made by employees or agents of the utility, or by material
omissions in the course of the utility supplying information. - If the Commission finds
in the affirmative, the ulility will be fined for violaling R_tilé an of the Commission's

Rules of Practice and Procedure. The Commission will also entertain
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recommendations on any other orders which it may need to enter to mitigate against

recurrence. The alleged misconduct is fundamentally troubling and undermining to

this agency’s regulatory role over a utility which is expected to serve the public trust.

II. BACKGROUND

Staff's report alleges the key facts as follows. The utifity’s Montebello
Storage Facility, located in the City of Montebello, was placed into service in the mid
1950s, and deployed an underground formation conducive to holding natural gas
injected under pressure. The formation, consists of the top two sands of the Eighth
Zone, Puente Formation, of the West Montebello oil field. In 1955, by Decision (D.)
51554, the Commiission approved SoCalGas's application to operafe the Montebello
storage facility, and for about 10 years Union Oil Company managed the facility for
SoCalGas. Butin 1966, because oil production had materially slowed and Union Oil
Company apparently no longer wanted to maintain its rote in oil production in the |
ficld, SoCalGas took over full operation of the storage facility. In 1996 the lease
agreements with landowners for storage accessing in the Eighth Zone started to expire
-- these leaschold interests were originally acquired by Union QOil Company before
extensive drilling began in the early 1940s, and under ¢ontractual arrangements Eighth
Zone storage access leases were assigned to SoCalGas. Under the lease terms, which
clearly contemplated gas storage, SoCalGas had three years from lease termination to
withdraw stored gas, which basically meant that S6CalGas had use of the underground
Eighth Zone or facility into 1999,

When SoCalGas received approval from the Commission in 1955 for the
facility, the utility made no mention of any need to acquire fee ownership of all the
mineral rights from landowners. In 1993 the utility started contacting the almost 1,000
affected landowners about buying their interests. In late 1995 SoCalGas retained a law
firm to initiate condemnation actions in superior court to sccure in fee the mineral
rights of landowners who had not accepted previous offers from SoCalGas to sell, and

such landowners were contacted. In early 1996 lawsuits were filed to acquire the
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landowners' interests in fee, citing to support the "necessity” for the eminent domain
actions the Commission's 1955 decision, telling the court that the Montebello facility
was necessary for the current and future provision of public utility service. The 1955
decision made no finding or mention of ahy eventual need for SoCalGas to ever
acquire fec ownership.

.Stafl’s investigation cites environmental clean-up or assessntent repoits
prepared by firms for SoCalGas in 1996 which state that the purpose of the analysis is
in preparation for sale of the propeity, and internal utility economic analyses which
showed that Montebello was not essential. SoCalGas also apparently @éased injecling
storage gas into the Montebello facility in 1996,

- The Cdnnnissidh, during 1997, received inquirics from at least one
defendant landowner's representalive about the eminent domain process. The Energy
Division undertook to get facts from SoCalGas to enable it (0 assess the complaints,
and the CSD report lists meetings with the Energy Division Director and his staff
wher¢in SoCa!Gés‘s repreSemaﬁvcs told them that the company needed and wbuld use,

the Montebello facility, and lists some coliaborative documents sent by SoCalGas

separately to one of the lead staf¥, Greg Wilson.

The communications to agency staff were used and relied on, culminating
in a response to an inquiry to the Commission from then State Senator Calderon. The
reply from Director Clanon said that the eminent domain actions seemed to be
straightforward civil matters which the parties could resolve in couri, and that the
Energy Division had referred the matter tc ihe Legal Division to assess some of the
contentions. On October 20, 1997 advisory counsel for the Energy Division advised
Commissioners and Director Clanon that there was no need for the Commission to
intercede in the mattei(s) because SoCalGas's "continued public service obligation to
serve core needs and load balancing may justify SoCal's continued operation of
Montebello." (He relied on the information which SoCalGas had supplied to Energy
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Division and his review of SoCal’s assertions in the civil court condemnation
lawsuits.)

However, in January 1998, SoCalGas filed an application, which was in
preparation for some period before its filing, to sell Montebello, citing no long-term
need for the facility. Further, as late as June 1-998, SoCalGas's altomneys answered
interrogatories used in a civil court condemnation case saying that it needed to acquire
fee ownership of the mineral rights in order to provide ulility service, but also added
that the facility could also be sold to another operator, regulated by the C0n11nis§ion,
who would use it to benefit utility consumers (SoCalGas's application to sell had no
condition for a buyer to use the facility to sed’e SoCalGas's retail consumers). The
consultant assisting CSD with its investigation, a petroleum engineer, found that the
scope of the mineral rights acquired by SoCalGas could provide a future owner with a
great deal of oil which eventually could be produced from water-flooding, something
apparently not conveyed to the landowners. It is also élleged that there are many
environmental cleanup problems with the Montebello facitity, and that for a number of

years $06CalGas had problems with pressurized storage gas migrating upwards and in

some cases out of old ill-capped oil wells.

1II. DISCUSSION
The CSD staff has demonstrated cause to institute an investigation to hear

cvidence about the allegations that SoCalGas ¢ngaged in a paitem of
misrepresentations and omissions in the course of proceeding with acquiring fee
ownership interests in mineral rights connected with Montebello. If the allegations are
proven, it means that reliance by the agency on incorrect information influenced a
response to a State Senator who scems to have relied heavily on the Commission's
regulatory expertise, and that key facts underlying an assessment prepared for
Commissioners and Energy Division management were wrong. The allegations and

the facts advanced by CSD stafY require that we institute a formal investigation.
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IT IS ORDERED that: |
1. Aninvestigation is opéned into the operations and practices of the
" Southern California Gas Company respondent, surrounding the acquisition of fee
ownership interests of mineral rights connection with the Montebello Gas Storage
Facility, and respondent’s representations or omissions in response to Commission
staff requests for information and plans for the Montebello facility.

2. The respondent is placed on notice that pfoﬁding the Commiission
inaccurate/misieadihg information 6r making material omissios in response t(’)_ an
agency request for information is a violation of Rule One of the Commission's Rules of
Practice and Procedure, and that the penalty for violation of a Commission rule or
order is $500 to $20,000 per iriolatibﬁ, with each day of a ¢ontinuing violation (i.e.
failure id correét previously supplied erroneous infofmétibn) constituting a separate
count (Public Utilities Code sections 2107 and 2108).

3. The respondent is also placed on notice that if evidence presented in this
proceeding shows that it was t06 reaching in its deployment of powers of eminent
domain, or did not fully disclose t\d affected landowners material information, the
Commission will, based on its broad regulatory oversight jurisdiction over SoCal’s
utility operations and praclices, eéntertain recommendations on what orders to enter
which could reasonably and fairly restore affected parties® interests.

4. The CSD stafl's investigative report, which illustrates why this formal
investigatory docket is required, refers to some specific materials supplied to staff by
the respondent under PU Code section 583 and which are appended in full as

supporting documents. Staf’s report may be publicly released as it supports issuance

of this order. However, the specific appendiccs which consist of the complete
documents provided under §583 shall initially be redacted. The CSD staf¥ shall advise
the ALJ which appendices are redacted, and if there are any redacted appendices to
stafl’s initial report/prepared testimony which SoCalGas thinks requires continued

confidentiality, it may within 15 days from today file a motion which lists specific




1.99-04-022 Lipds

information, details rcasons and documents how the public interest of release in the
course of a Commission adjudicatory proceeding is outweighed by the prospect of
imminent and irreparable economic hamm to the utility from disclosure.

5. A prehearing conference (PHC) shall be scheduled and held, where the
schedule shall be set for staff to issue any supplemental reports beyond its initial
report/prepared testimony, and for the respondent to advance any evidence which it
may have to present. If CSD staff wishes to proceed with any additional discovery,
such as depositions or other avenues, it shall do so eXpeditiously. It may issue
additional prepared testimony within the timeframe established at ﬂw PHC.

6. Evidence which may be adduced in this proceeding may be genmane to

and have a direct bearing on the outcome of Applicétion 98-01-015, SoCalGas's -
request to sell the Montebello Storage Field, and that proceeding shall be held in
abeyance pendmg the outcome of this investigation, and it may, if the ALJ directs, bc
consolidated for heanng or further c0ns|derauon with thrs new investigatory docket.

7. This ordering paragraph suffices for the “preliminary scoping memo”
required by Rule 6 () of the Commission’s Rules of Practice and Procedure. This
proceeding is categorized as an adjudicatory proceeding and will be set for evidentiary
hearing. The issucs of this proceeding are framed in the above order. A prehearing
conference shall be scheduted for the purpose of selting a schedute for this pfoceeding
including dates for the exchange of additional wrillen testimony, determining which of
the Staffs percipient and collaborative witnesses will need to testify, and addressing
discovery issues. We preliminarily propose that hearings be held in August and that
any additional testimony of the Staff and testimony of the Respondents be issued three
weeks prior to hearings. This order, as to categorization of this proceeding, is
appealable under the procedures in Rule 6.4. Any person filing a response to this
order instituting investigation shall state in the response any objections to the order .
regarding the need for hearings, issaes to be considered, 6r proposed schedule.

However, objections must be confined to jurisdictional issues which could nullify any
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eventual Commission decision on the merits of the alleged violations, and not on
factual assertions ﬂvhich are the subject of ¢videntiary hearings.

The Executive Director shall cause a copy of this order and the CSD re port 'to
be served by mail on SoCal Gas’s desngnatcd regulatory affalrs represcntatwe and
served by mail on all parties to A.98-01-015, o

This order is effective today.
Dated April 22, 1999 at San Francisco, Califomia.

RICHARD A BILAS
President
HENRY M. DUQUE
'JOSIAH L. NEEPER
- Commissioners
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INVESTIGATION OF
SOUTHERN CALIFORMIA GAS (SCG)
' REGARDING
RECENT EMINENT DOMAIN CASES,
REPRESENTATIONS TO THE COMMISSION, AND
PROPOSED SALE OF THE MONTEBELLO OAS STORAGE FACILITY

APRIL 6, 199%

OVERVIEW

- SCG presently operates several underqrdund natural gas
' stdrade facilities in California. In eaéh faéility, the
storage areéa is nothing more than a layer of rock beneath

" the surface of the Earth, called a reservoir, which was at
least partially depleted of oil in the past. SCG has

" installed equipment in éach of these storage facilities
which enables then to pump natural gas into these reservoirs
and retrieve it later.

For the past forty years SCG has leased, from private
property owners, all gas storage rights and mineral rights
for a reservoir located in the West Montebello Gas Storage
Field, which now lies beneath part of the City of
Montebello, CA. SCG has been paying these property owners
sums of money based on the amount of gas it withdraws from
storage ({storage rights) and, in some instances, based on
the amount of o0il incidentally produced with the withdrawal

of storéd gas {mineral riqhts).1

As the expiration of lease agreements loomed in the
mid-1990's, instead of deciding to renew them or simply

¥ Contract bd\u*cn Pacific Lighting and Unmn Oil, February 28, 1953, appended to Application No.
36809 (Ach 1)
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allow them to lapse, SCG aggressively began the acquisition
of certain fee simple storage & mineral rights'in the West
Montebello Gas Storage Field by both voluntary sale and the
process of eminent domain. This approprlation of private
property, SCG claimed to the court in 1996, was

P, . .necessary and strategic for present and future
operation . . ." However, even as the eminent domain
process was ongoing, SCG filed a petition with the ,
Commission for approval to sell the gas storagé faczlitles
along with the storage and mineral rlghts.

SGG'S conduct raises pertinent questions about the
proprlety, if not the legality, of SCG's acquisitlon and
proposed sale of the West Montebello Gas Storage Fleld: '

1) In ordex to fac11itate the purchase of storage
and mineral 11ghts from private owners at discount
prices, did soG manipulate its MOntebello
operations a) to deliberately deflate the appazent
worth of thelleaseholgers' property, and b) to
deceive property ownefezébout its current and
future need for acquisition of the storage and
mineral rights? |

Was SCG less than forthright with the court
during eminent domain proceedings by a) seeking to
acquire the storage and mineral rights through
condemnat ion Or,theethreat'of condemnation by use
of a 1955 Certificate of Public Convenience and
Necessity (CPCN) from the Commission, and b)
requesting permission at the same time for sale of
the unneeded property from the Commission?

? $CG did not acquire ALL of the minéral nghts tut is nevertheless proceding with the sale -SCQ Ly
to B. Fong, Encrgy Division, CPUC, August 7, 1998. (Aich 2)
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3) Was SCG less than forthcoming on facts about
its ongoing need for the storage facility during a
CPUC Energy Division 1n\estigation of complaints by
Montebello property owners?

The affirmative answers to these questions will become
apparent as this report reviews the history of SoCaiGaS's'
operations in the West Montebello Gas Storage Field from
1955 through present time. Table 1, at the énd of. ﬁhis
document, is a useful grid which 11lustrates SCG's
representations contrasted to the facts.‘

DETAILS OF INVESTIGATION

uBackg:ound

The West Montebello Gas. Storage Field is located twelve

miles east of Los Angeles within the northern city limlt of
the City of Monteéebello. ' The field consists of the top two
sands of the 8" zone, Puente Formation, of the West
Montebello oil field. (Pigure 1- See page 5) It is situated
on the southeast flank of the Repétto Hills. The old oil
reservoir, which was converted to the gas 9tofage area,
extends approximately 1% miles by % mile and borders on the
Monterey Park Landfill, one of the California's worst toxic
waste Superfund Sites. '

0il was first discovered at Montebello in 1939 by Union
0il of California‘(UNOCAL); buring the 1940's hundreds of
holes were drilled in this field, but were never properly
abandoned. Thus, there are many conduits linking the gas
storage area to shallower zones above the storage area,
creating pathways for gas to escape and eventually reach the
surface beneath homes.
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At the initiation of the gas storage project in 1956,
the remaining oil reservés in the storage field were
estimated at 52 million barrels, a significant potent.ial
resource.’ This oil could not then be produced economically

? Division of Oil & Gas, Table 2 Reserwlr Characteristics of lhe Momebdlo Stomgc Field, Scptembu 29,
1997. (Atch 3) .
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with available technology, so 40-year leases were contracted
with private property owners by Unocal»for‘the gasfstorage
and ancillary mineral rights for oil-reéOvefed'dﬁring the
‘withdrawal of gas from the facility ‘The field was._ to be
operated by Union Oil for SCG.. '

On July 7, 1955, 1n a City of Nontebello COun011
Meeting, Oscar Sattinger, SCG Coun011 stated to property
_owners and the Cobncil that' ;}.‘

the particular agféemont is to obtain pomiaalon of the"
‘property ownér for :lght- ih the 8?“ zone Only.: Th-y havo no
~ interest in oil or gas ia’ l:ho ‘ath zone]. they are bnly
interested in bringing gas in from éutside the fleld and -
injacting it into the fleld snd are asking p£6porty O\mera for
the right to atoro gas.f There are seveéral different cOntracxs
4 &+ @someé cases anolvo oil lea-os and gomé do not. .

. 1955 Actiens

Leaseé History > S e : : : _

On February 28, 1955, scc (pacific Lighting Gas Supply
Company at that time) and ‘Union Oil Company of California'
- (Unocal) agreed that Unocal ‘would. cénvert ‘the ath zone of
the Montebello Field to gas stotage.» Unocal would obtain
from property owners all necéssary rights to inject, store,
and extract gas which would be required to operate the 8th
Zone as a gas storage unit.’

On March 18, 1955, SCG filed Application 36809 to
obtain CPUC authorization to enter: into a cOntract with
Unocal . ‘per the February agreement. In the application SCG
stated ‘that it would: ’

N Cﬂ) of Monl(bcl!o Ot) Councnl Meclmg Mmutcs Jul) 7 1955
* Supra, Note 1 _ .
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‘Provide and install the necessary facilities for the
injection snd withdrawal of gas, including compressorw plant
and dehydration facilities); obtain _the necessary land;
install the necessary fisld and connecting pipelines)
purchass the gas necessary for the cushién; and pay Union a
consideration for the contracti, _Applicant will own all the
gaa _and all the facilities up to but aot including the
control valve on the well heads. Union will operate and
maintain the fleld. »pplicant will pay Unién the ekponsea
incurred in opsrating and maintaining the storage field and
field piping. 1In addition, the applicant will pay Union a
service charge based 6n the amount of ga- wlthdtawn fron tho
fiuld. . ‘

§The cOntract ie - fér a term of twonty yeara,' with the
applicant having the xight to renew the contract $or . an
additional twenty yeare, (underlining added) ' co

on June 7, 1955, in De0151on Nb.(51554 Applicatibn No.
36809, the Commission authorlzed the SCG Unocal contract.
In this bDécision the Comm1931on consistently refers to the
project as one of delivering and retrieving natural gas with
the assumption that Un0ca1 1s the ownér and operator of the
gas storage field. S In’ 1955, there was no Comm1331on
requirement that- SGC acquire ownershlp title t6 the 8th Zone
of the Fontebello oil ‘fields. '

Filing for:Certificéte'of Public Convenience and Necessity

On September 23, 1955, SCG filed Application No. 37325
with the CPUC requesting a Certificate of Pubiic Convenience
and Necessity (CPCN) to build a gas storage facility at the
storage area:

In order for: applicant to porfonn ite part of tha
contract with Unién 04l Company of California, applicant is
acquiring the necessarv land for the compressor plant on
which appliéant ~will install a dompregsor _ plant,
dehydration, and_other facilitfes for the injaétlon and
withdrawal of qas. {underlining added)

The site for the compréssor station is located near
. the northorly boundary line of the city of antebollo and
comprises appréxlnatoly 7.09 acres.  Applicant has an
exclusive option to purchase such property from the Monterey
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Park Land Corporation, which option is exercisable on or
before May 1, 1956... .

wherefore, applicant, Pacific Lighting Gas Company
respectfully prays that The Public Utilities Commission of
the State of California duly gilve and make its decision...

1) Granting and cénferring upon applicant all neceéessary
permission and authority to acquire and opsrate an
underground gas astorages project in the 8th zone of the West
Montebelld 031l Field, to inject the necessary cushicen gas,
té construct, complets, operate and maintain and vse the gas
compressor plant storage facilities and other facilities
uséful in connectifon with the gas storage project described
in this application)

2) Declaring that the public coénvenience and necessity now
require the . construction, complation, operation,
maintenance, and use by applicant of said underground gas
astorage project, the compressor plant and facilities and the
use by it of all 1lands, and rights in lands, and the
exercise of all other rights; permits, ocasements, and
franchises which may be used o6r useful in connection with
the vonstruction, completion, opsration; maintenance and use
of saild project, coéomprassor plant and facilitieas;

3) 1ssuing to applicant a certificate declaring that the
present and future public convenience and necessity require
and will reduire that such construction, completion,
operation, maintenancé and uee bée undertaken by applicant.

Monteébello Special Use Permit

Of interest, however, is that SCG's proposal to build
the plant was rejected by the Montebello Planning
commission.” scCG appealed the decision to the Montebello
City Council and the City of Montebello granted a Special
Use Permit on August 1, 1955, subject to certain conditions
set forth in its Resolution No. 5484, According to the City
of Montebello Resolution No. 5484, the fee simple property

¢ Application No. 37325 (Atch 4) ,
? Resolution 5484, City of Montcbello (Atch 5)
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rights for the acreage to install the compressor plant were
NOT transferred to SCG or Unocal.® This conflicts with SCG's
statement to the CPUC that they had an optioh to purchase.

The absence of a copy of that option to purchase, any
proof of exercise of that option, or any ownership documents
at the time of this report warrants further investigation., A
title search may show that SCG does not 'own the title to the
main facility site or the mineral rights beneath the site
whlch they are now prop091ng to séll.

t o

Capital Outlay
; In that 1955 Appllcation No. 37325 to the cpuc scc
stated that it would retain ownership of all ‘gas stored in’
the reserv01r and the facilities up to but not 1nclud1ng the
_control valves on the well heads. The Commission itemized
SCG'S prOposed capital outlay in its Decision 52219:W

storagd Coéntract COnsldoratIOn' ,Vﬂ, . ' 5706,000
Station site ... . - ' s 35,000
c0mprassOr Station, Dohydration Statien ) o -
~ And Pipeline Faéilities : o 3,555,000
Injection Teats ' ‘ © 51,000
Cushion Gas (26 811110n Cubié reet} 5,063,000
Injesction 6f Cushion dae o 991,000
TOTAL Estimated Capital = - $10,339,000

In addftion to these coats the Union 011 Cowpany will expend
up t6 $250,000 to condition an adequate nusher of wells for
the injection and withdrawal of the gas {n the volumés
heretofore stated,

The Commission aiso‘identified SCG's annual operating
expenses as $2,131.000. These eXpenses did not include
capital to purchase storage and mineral rights. In fact,
the Decision speciflcally isolates storage fees and service
charges from project expenses:’ '

It ahould be pointed out that- in addit10n to the ahove
costs there ies a storage fee, Or service charge, based on
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the total number of Mcf of gas withdrawn from storage during
any one contract ysar. Such fee covers the payments t6 the
lessess and mineral rights owners _ of the atoraqe
rold.(emphasis added),

In 1955, the facts indicate thab company did not
envision purchasing ‘or condemning storage and mineral rights
of the gas storage field: 1) SCG did not purchase property
rights from the City of Montebello"for the main'compfessor
facility site, 2) SCG signed a 40;Year'¢oﬁtract with Unocal
that included leése stéfage rights,'and 3) SCG told the CPUC
that the storage and m1neral rights would remain W1th the
current property OWners.

Al necelaary righte to- inject. ‘store and oxtract gas'
will be obtained by Union 041 dompany ot California from fee
owners, olil lessées and oil legsors. to permit OperatIOn of- .
the Eighth Zonse in accor?snce with the termc of an agreement
dated February 28, 1955,

Granting of CPCN o :
In 1955, therefoxe, the CPUC formally considered SCG's

Application and no patties contested the réequest for a CPCN.
‘Had the acquisition of{mineral rights been intended and
necessary to operate the storage, SCG should have identified
the requirement in its Application to give leaseholders,
including Unocal, an opportunity to protest phrchase or
appropriation of their property. Instead, there was an
implied understanding among all parties that the mineral
rights were subject only to leases arranged by Uﬁocai.

In answer to the filing, the Commission granted the
CPCN certificate to SCG on November 14, 1955, and found:

Rthat public convenience and necessity require construction,
operation, maintenance and use 6f an underground gas storage
project in the Eighth Zdne of the West Montebello 01l Frield
and appurtenant gas compressor plant and faocllitlies in the

? CPUC Disision 52219, p.6, Sepl 22, 1955 (Atch 6)
ibid.
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area shown on Exhibit C attached to thelgpplication, and the
injection of the necessary cushiéon gas.,

Neither this opinion or the CPCN allowed for
acquisition of fee simple storage and mineral rights that
belonged to Unocal and other property owners. (SCG defines
"fee simple® as ownership of all property rights from the
‘'surface to the center of the earth). '

Operation Under Leases _ :

Under agreement, therefore, between 1956 and’léss,
,Unocél operated the Montebello Gas Storagée for sdG.'Bégéver,
in 1966, ten tears later, Unocal discontinued operation of
the field for SCG, at which point SCG ac‘qili“t-‘ed from Union
oil all pre—éxis;ing leasehold interests to the subsuf£a¢e'
rights!? of the Montebello Storage facility and assumed
operation of the gas storage field.)® SCG has operated the
facility since that time. | '

The leases were due to expire in 1996, unless
renegotiated, but they contemplated the contingéncy of
having storage gas rémaining at the termination date and
gave SCG three additional years (i.e., until 1999) to
withdraw any remaining gas under the terms of the
agreement.!® per the original agreement with Unocal:

16. WITHDRAWAL OF GAS AFTER EXPIRATION OF CONTRACT - DELAY
PERIOD )

Notwithstanding the expiration of the original term of
this contract (or the expiration of the extended term if the
option provided in Article 13 hereof fe exercised), or the
expiration of this c¢ontract from any other cause, Paclfic
fnow SCG3) ehall have the right té have withdrawn and

" Supra, Note § _ 4
"2 As of January 1998, th¢ cumatative production of 6il and condensate from the 8™ zond is reported to be
29.5 miltidn barrels, most of which was produced by Union Oil prior te 1956, Thus, there should be :
significant amounts of oil remaining in the resenvoir.

" pete Sego Dexlaration, October 1, 1997, p. 3. (Atch ?)
1 Supra, Note 1
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delivered to it in accoxdance with this agreement {(for the
poriod of time hereinafter sat forth and referred to as the
delay period) any gas which Pacific shall havs in storage
and that is returnable, and all of the provisions of the
agresxment relating to the withdrawal and delivery of storage
gas to Pacific shall continue in full force and eftect until
Pacific has received all of such balance of storage gas that
is returnable) provided that this Article 16 ehall nét be
operative beyond, and the delay periéd shall not céntinue
bey6nd, three yeare after the termination of this agreement,
and provided further that the service charge to be paid '
during the delay period shall bs calculated at the effective
rate in the termination year, and the total minimum payment
for such delay period shall bs not less than the numbér of
years in such delay périéd; multiplied by the minimun annualf
paymeént in fo:c. in aaid terninatiOn yoar.

1990 Actions

As the eXpiration of- the 40 year ‘leases approached, SCG
began a concerted effort to acquire all property,_inciudxng
storage and full mineral rights,  from the owners. Instead of
seeking another leasehold interest which would ehable SCG to
continue gas storage in tha 8“‘zone, SCG approached the
property owners: through purchase offers, and for those
" property owners’ who would not agree to sell. SCG began the
process of seizbre and condemnation by eminent domain.

Purchase,éffdrts‘

Pointt SCG's gas'storéQe-éperatlohs'wéfe operated in a manner
which served té temporarily devalue storage and mineral rights
during thelr offers to purchase and condemnation proceedings

SCQ operated the Montebello Storége'Project in a manner
which served to convince property owners that their mineral
rights were probably near worthless. 1In 1992 Application
92-03-038, SCG stated it was still planning to use the
Montebello storage. SCca asked to unbundle its storage
service, revise its rates, and recover costs for its
customer stoxage programs.15

135 W, Miller :esumo'r.,-. March 18, mz, p. Ins. 1722 (Ach 8)

12
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In the same year SCG reduced injection to the
Montebello field by over 60%, which dropped the related
production of o0il to just 0.2 barrels per day per well. The
oil production rate inexorably depends on reservoir pressure
and the amount of gas SCG injects into the reservoir. Since
SCG reduced the injection of gas, oil production dropped to
almost negligible levels, which made it appear that oil
reserves had been depleted.

But instead of notifying lease holders that SCG was
closing down the storage project and that their leases would
lapse, in August 1993 SCG sent letters to the owners of
mineral rights in the gth zéne, proposing to purchase those
mineral rights. The letter stated that continued production
of oil was no longer economical for the leaseholder based on
1992 production figures (i.e. barely enough to cover taxes):

Dear ]

Southexn California Gas Company is in the process of
purchasing all outstanding storage rights in its Montebello
underground gas storage field. By &agreement, The Gas
Company makes payments to you in consideration for your
interests in the Eighth 2Zéne, which s ussd by the Gas
Company to store natural gas for ‘the benefit of ({ts
customers in Southern California,

The agresément {s expiring in the next few years,
therefore, Tho Gas Company proposes to acquire any etorage
and mineral interests you may have and is prepared to offer
$3,765 for thése interests falling within the boundary of
The Gas Company's Montebello storage tleld. This offer is
based on a reocent study which took into consideration the
following factors: (1) historical data; (2) operational
projectione for the Montebello Field; and (3) the present
value of your atorage interest calculated on your ownership
in relation to the whole field,

For your information, ¢§1 production in the Righth
2onae _has declined to such level that for the most recent
perfod, March 1992 through March 1993, ad valorem taxes
exceeded the amount of oil yoyaltiss. For the Community
leases for which you receive rxoyalties, ad valorem taxes
exceed royalties by $21.00. (erphasis added)
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If you would like t6 accept this offer, so indicate in .
the -spnca provided on the attached eheet and rxeturn to

me}.

Furthering the inaccurate information from SCG,° the
figures SCG calculated- and ‘used in its offers to
leaseholders werée based on a "fair market value" which~
excluded normal qaantlfication of the oil in place.l
Instead, SCG used an appraisal of the Nontebello mineral
rlghts calculated as estimates of future value based on s'
recent past producti0n,>hhich of course had been COntrolled
by SCG to artificially lower 1evels. A )

Many of the property owners sold their storage and
mineral rights to 8CG for negligible amounts. Others
refused to sell. Instead of negotiating extension of leases
for those who did not want to sell $CG - initiated '
condemnation prOCeedings to force those owners to turn over
their storage and mineral rights to SCG.

In 1994 SCG boosted gas injection aud, not
surprisingly, ol production moy'e ‘than doubled. 18 Then, in
1995, the year SCG proceéded wit:‘n condemnation proceedings,
it decreased inJection again, which temporarily. decxeased

production of oil to zero.l®

Eminent bomain Efforts

Pointt SCG condemned private property owner’s gas storage and mineral
rights by eminent domain based on 1955 Certificate of Public Convenience
and Necessity which was never intended to extend to the ownership of

such rights,

As mentioned, the applicaﬁion _for- the CPCN and the
granting of same by t:he Co_mmission in 1955 did not include

'8 Ltt from Jeanctte S. Ingalis, SCG 1o Ruth Ann Burke, August 10, 1993 (Alch 9)

' Appraisal Report for SCQ Montebeto Gas Storage Ficld Eighth Zone, Christy J. Petrofanis, June 27,
1995. (Prepared for us¢ in civil actions by SCG) (Atch 10)
'* 1994 and 1995 Annual Reports of the State Oil & Gas Supenisor (Atch l 1y
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acquisition of mineral rights, indicating that ownership of
storage and/or mineral rights is not necessary for operation
of the gas storage facility. '

SCG itself did not think acquisition of all the mineral
rights was nécessary to the continued operation of the
Montebello field. In a 1991 intérnal memo, SCG states:

Since two parties own approximately 35% of the
outstanding storage snd mineral xights in the Méntebello
Storage Field (Gerber and Heodloman). the Law Department was
roquested to issus an 6p1nion addreasing whether we could
condemn all the outstanding’ interests except Gerber's and -
Neesdlemants and attompt to ektend ‘their current agtoementa.
I suggested this to conserve on the. capital expenditure in
thie three-year peried. The legai opinion indlcates that
there is no law, which would prohibit our condemning less
than 100% of the outatanding interests. If this optidn is
pursued, the projected capital coste of purchasing the
storage and ninoral rights deereases from $1.3 mlll:lcm to
$700,000., :

It is more cxpodlent to purchaso or c¢ndemn the small
interests since we would be oliminating a substantial améunt
of administrative time - foxr  Storage Operations and
Accounting®. (émphasis added) o

Regardless,‘.sce proceeded on its course. In November
1995, SCG retained the law firm of Laskin & Graham to
acquire through condemnétioh the mineral rights from the
remaining leaseholders who did not accept SCG's offer. A~
letter to Mrs. Burke, a leaseholder, shbws SCG's threat:

While we recognize that you have leased your interest
in the storage field for many years and would like to retain
that ownership, it has been determinéd by the Gas Company
that in order to serve the larger reeds of the cormunity
effectively and eftloiently, it needs to purchase those
leasehold interestsy. :

Please bs advised that wo intend to file the Complaint
in Eminent Domain by not later than December 1, 199828h0u1d
this property not be acquired by voluntary purchase}.

19 (d
¥ Ltr Graham to R A. Burke, Nov. 14, 1995. (Atch 12)

15
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SCG did not explain to leaseholders why it needed to
acquire full mineral rights, or why it :Coﬁld'not,”as it'had
in the past, acquire a lease interest for 8P zone storage
and related oil production incidental to storage withdxawal.;

DeceptiOn in Court .

- On January 16, 1996 SCG filed nine sepat‘ate Complaintsr
(lawsuits), ‘each’ naming multiple parties, against property
‘owners to acquire their storage and mineral rights in
.eminent domain."‘1 Our: investigation found that, in Los
Angeles Superiof Cburt, SCG: advanced inaccurate authority to
condemn properties under the (CPCN) issued in 1955 by the

Commission.

 The complaints ueed ‘the certificate of publio
Conveniencé and Hecessity 1ssued by the Califorﬂia Public
Utilities cOmmission m 1955, and inCorrectly represented to
the court that theé CPUC, had found it necessary for SCG to .

acquire ‘the properties as ‘far béck as 1955 sca etated-"

This proceoding in Ominont domin :la br6ugh|: by
Plaintiff pursuant to a finding and determinatiOn of public
interest, c¢onvenience and neceuity and authorization of Lte
governing body to acquhm !:ho interoat 4n tho proporty§

The subject préporty is necessary and strategic to
Plaintiff's present and future operatiénsg, maintenance, and
expansion of 1its gas ntorago and transmission system, and
{ts gservice obligatiéns relating to~ fluctuating aeasodnal
domands and batanding o6f the gaa loads in Plaintiffie
overall 988, stérage and distribution system in Southern
California., (emphasis added) .

To complete. {ts inaccurate representatiom and
evidently in an attempt to predispose the court, sSca
also drew on a récent decision regarding another CPCN
in which it had been determined that the Commission's

E Application 98.01-01% RCport of SCG In C_omphame with Scopmg Memo and Ruhng ol‘ Assi gned

" Commissioner, Oct. 19, 1998. (Atch 13)
1 o5 Angeles Superiof Coust Case No. BCI42514, Complaint in Eminent Domam,lan. 16, 19%.

16
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authority in such matters could not be overturned by a
Superior Court addressing the issue of necessity.
SCG's attorney, Arnold Graham keyed on necessity, and
argued the following in Superior Court:

"1, THE ISSUE OF NECESSITY HAS BEEN PREEMPTED BY THE
PUBLIC ur:nxr:zs cOuurss:Ouﬁ .

'Tho PUC' s authority and decision canndt be hampered.-
interfered . with, or second guessed by a Superior Court
,addresaing the same issue, 1.e., the issué 6f nécessity.®

{“Beffdrte -~ to - avoid ~ such  exclusive jurisdietién by
‘preemptive atriko-' -<- Whether in the form of a complaint -
seeking declatory relief or one seoking an; lnjunctlbn -=s
have been réjoctod}"‘ :

'Purlutnt to Public Utilitioa Code 51759. tho Suporlor'
'Couzt is ‘precluded from jurisdiction éver the review of the
" gquestion -of- 'gocoos_;z"in a condemnation case concarning :
. this publio utility: : -

“No Court of this state, eXeopt the Supremeﬁahall have -
juriédiction to review, reverse, correat. or annul any -
order or docisién ‘of the commission, oF to suspend ‘or
‘delay the execution ox “operation therest, " or to
onjbin. restrain, 6r iInterfere with the é0mmiaslon in
the porfornanco of fts official dutles®.' -

tEven lf tho PUC were to havo made an invalid ordor,
or eyén {f a Suporior Court were to attempt té determine the
righte of parties, a later applicable decision by the PpUC
would aupor-edsatho prior Superlor Court judgment. Barnétt,
supra at 681.," i

Mr. Graham went on to argue that SC6 had absolute
authority to determine what was neceéssary for its ‘
operations. In this case, SCG detéermined that owning rights
to oil, gas and other minerals in the a‘h Zone and all zones
beneath the 8" zone of the Montebello field was necessary
to the continued operation of its gas storage project.

Mr. Graham's statements.purposely implied that SCG
intended to continue opération of the gas field for public
interest, and therefore SCG needed to own outright the

(Atch 14)




1.99-04-022 L/pds

storage and all mineral rights. However, at the time SCG
made these claims in court, it had alreédy discontinued the
storage operations, apparently due to gas leakage and
environmental issues, and was taking preliminary necessary
steps to sell the property. The following statements appear
during the same timeframe in two SCG commissioned
environmental reports of subsurface investigation and soil
remediation regarding the Montebello:gas4st0rage properties:

The objective of the soil remediation activity was to
remediate hydrocarbon-impacted soil té a level acceptable to
The Gas Company in preparation for sale of the property.

$The purpose of the investigatisn and edil remediation at
Well¥was to6 remove hydrocarbon impacted soil from the
subsurface, if present, in order to mitigate potential
envlrohmbgial_ liability in preparatién £o6r the sale of the
property.”” (emphasis added) 7 : '

CPUC Transactions o

, Continuing its strategy of~misinformat10n, in the
events outlined below (also see footnotes), SCG also was
repeatedly inaccurate or made omissions in communications to
the CPUC about its intent to operate the Montebello storage
field:?° :

3 Transcript, Complaint in Eminent Domain, Case No BC142514 Los Angeles Superior Court (Atch 19)
* Report of Subsurface Investigation and Soil Remodiation Well L4 Merced 34, ENV America Inc, May
24, 1996, p. 2 and 20. Report of Subsurface Investigation Well Montebello #2-16, ENV America Inc,
May 24, 1996, p. 16 (Atch 16) '

1 May 15,1997 CPUC received complaint from leascholder and asked SCG to respond to the
allegations (Atch 17)

June 4, 1997 SCG representatives flew 10 CPUC, San Francis¢o and met with Pau?
Clanon & Staff - ¢xplainéd what company had done and why it
belicved its actions did nol vidlate any CPUC decisions. (Atch 17

Junc 6, 1997 Letter from SCG 1o Greg Wilson, CPUC regarding Burke. (Atch 18)

Junc 6, 1997 Memd - suggestod 1a;king points frém SCQ to Greg Wilson regarding
Burke. (Atch 19) :

June 18, 1997 Letter from Pete Sego, SCG to Greg Wilson re Burke property. (Atch
20) : ]
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1) On June 24, 1997, Senator Charles'Calderon
wrote to 't'h - CPUC concerning ' constituent
complaints he “had received regarding 8CG's
condemnation actions. During a meeting with : )
CPUC's Ene rgy  Division staff SCG
representativeé ’ apparently convinced
Ccommission staff  that SCG  intended = to
"continue use of Ethe MOntebello ‘field ‘and that -
acqulsition of""thef’»mineral rights L was
necessary 26 . - 8CG failed to diSClose that it""' -
had already taken the field out of service“
and had cont:racted f6r an appraisal and ani
environmental assessment 1n preparation for
the sale of its property L '

on July 18 199?. the ceuc staff told Senator
'Calderon that the issue had been referred to
the Legal DiviSmn for review. D

- on"October 20, 1’957}"(‘:&@{69’151‘1 staff told
'Co-nmissioners ‘that = "SoCalGas's ~ continued
public service obligation to serve core needs
and load balancing ‘may . )ustify SoCalGas'
continued operation of Montebeilo" based on
,representations made by ’SoCalGas.' staff
supported SCG's acquisition of the prOperties
based on SCG's ‘gtatement that it already
owned 98 to 99%° of the property interests in

Juné 24, 1997 | Letter to Grég Wilson, from Sénator Calderon regarding
: condemnation actions (Alfch 2|) .

July 18, 1997 ) Memd from Paul Clamn, CPUC Encrgy Division, 10 Scnato Calderon
' (relicd on information provided by SCGin i mecungs and
co:rcﬂpondcnoe Ilswd abéve) (Atch 22) ‘

% Dislarations of Brewstet Fong and Greg w:ls(m (Atch 23)
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Montebello--*consequently, this is
essentially a private dispute involving
property interests, and does not warrant the

intervention of the Commission . ,n28

Proof of SCG's real intentions, which included the
preparation of environmental reports, and other pre-sale
activities, camé on January 6, 1998. 1t was on that day
that SCG filed for CPUC approval to sell its West Montebello
gas storage field, related gas storage, and othexr related
assets, with no restrictions on use.'In a presenpatiOn to
the CPUC, SCG stated "SoCalGas has no long-term need for
Montebello.n 2%

Pertinent Information Regarding Sale

In final preparation for sale of the Montebello field,
in September 1997,'SCG contracted for environmental
consultant services and began drafting a Preliminary
Environmehtal Assessmént (PRA), which was compléted on June
29, 1998. Planning for the retention of consultants started
before the contract was signed for services. The purpose of
a PEA is to disélose potential environmental problems and
liabilities to prospective buyers of the property. SCG did
not tell the Commission that it was preparing a PEA.
Instead, when it filed for approval to sell the property, it
asked the Commission to verify that compliance with the
California Environmental Quality Act (CEQA) was not
required. When the Commission decided that compliance with
CEQA was necessary SCG produced the PEA as "Proponent's
Environmental Assegsment.®

¥ Appraisal Repat, Montchello Storage Field Land Plus 16 Refated Parcels, October 10, 1997, prepared
in connoction with secking CPUC approval of sale of property. (Atch 24)

** CPUC internal communication feom Counsel to Commissioness and Director Conlon. (Atch 25)
 Montebello Storage Ficld Filing: 1998, Steve Watson, Jan. 5, 1998 (Atch 26)
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Although SCG notes in the PEA that leachate from the
Superfund site may be present under the property, any
relationship between the Montebello gas storage leakage and
the Monterey Park Landfill gas problems are not disclosed by
SCG. The northern side of the SC3 Montebello gas storage
project borders on the Monterey Park Landfill, one of the
worst Superfund sites in California. A major problem with
the Superfund site has been the managemént of escaping
contaminatéd gas, an issue the Commission is familiar with
from a prior case.3® ‘

According to information obtafned from the Division of
0il & Gas, it was during the 1980's‘that‘gas was discovered
to be leéaking into shallow zones beneath the City of .
Montebello, probably through old oil and gas wells that had'
not been properly abandoned.. As a result, apparently SCG
purchased properties and was‘reQuired to install a gas
'cdiléction system that has operated sindé‘that;timé.

.SCG installed 24 gas monitoring wells, as well as a
shallow gas collection system due to problems with gas
leakage from the ground into homes. - There apparently were
lawsuits, which led to scG's acQuisitibn of some homes,
~demolition of at least one home, and the abandonment of at
least one well.3! Migration of gas is relative to the
pressure of the gas in the reservoir and frequently occurs
in older wells which are no longer completely sealed from
shallower reservoirs. SCG's PEA treats the escaping gas as a
non-issue, based on the assumption that all gas will be
withdrawn from the reservoir.

Geologic Hazards: As stated in the PEA, small amsunts
of storage gas have seeped into shallower, non-stérage
zones, and from there seeped to the surface via active and
abandoned wells. If cushion gas is removed from the storage

» Telcoon with D. Sanchez, Division of Oil & Gas, Nov. 1998
M iid
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field, fleld pressure will drop, which will substantially

raduce t;:c potential for gas from. shalléow zones to

migrate.

Any potential purchaser would need to deduce on his own
that if he continues to use the reservoir for gas storége,
not only will gas disappear from inventory, but there will
also be an environmental liability requiring continuous

management.

Due tokcontinuéd'COsts associated with:loéé’gasiand:
collection of gas from shallow reservoirs, sCGis planning
staff note that the overhead costs for Fontebello are thce
as high as those for its_other,gasﬂétorage _areas,33 The
potential liability for gas leaking into résidenées‘createé
a further incentive to permanently dlscontinuing use - of the
storage area. - - :

_Any new opérator may find that the cost of using the
gth zoneé reservoir as a gas storage field is prohibltive.,
In addition to the liability for leakage into homes,_
according to Division of 0il & Gas, a new operator would be
required to continue monitoring the gas migration problem, a
responsibility not specifically disclosed in SCG's request
for bids.

Potential Buyer’s Responsibilities

SCG's past and prospective environmental costs and
liabilities related to the Montebello site are very likely
substantial., 1In the Proposed Sale Agreement, SCG provides
its Environmental Assessment and proposes_to transfer all
liability to the new owner, with the bidder left to do due
diligence review and discover any existing problems on its
own. Section 10-4 of the proposed sale document states:

> proponent’s Environmental Assessment, Amend. To App. No. 98-01-018, Jul 8, 1998, p.19 (Atch 27)
3 SCG Engincering Analysis, prepared by SCG in 1996 (Atch 28)
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*ag Is, Whers Is®* Purchasei: In the event that this Agreé¢ement
is not terminated as provided for in Section 11.3, then
Purchaser shall acquire the Assets in an A3 IS, WHERE IS*
condition and shall assums the risk that the Assats may
contain Hazardous  Substancés, that adverse physical
conditions, fincluding but not limited to the presencs of
Hazardous Substances or tha presencé of unknown abandoned
oil and gas wells, water wolls, éumps and pipéelines may not
have been revealed by Purchaser's inveatigation. As of the
Transfer Date, all responsibility and 1liability related to
all such conditions, whethexr known ‘ér unknown, is
transferred from Seller to Purchaser. The Purchaser shall
at its expense take whatever actions areé necessary té reducs
snd concentration of any *Hazardous Subatance® located on
the surface or within the subsurface or the subsurface
waters of the Property to a level of concentration that is
at or below the most stringent level that from timé to-time
may be established by any federal, state, or local agency's
applicable law, regulation,  ordinance: or Tule
(*Bnvironmental Law®), applicable td the use of the Property
for residential ' wuse (*Remediation®, *Remediate", or
*Remediated®). “"Environmental Law® shall also include any
legal requirement in relatidén to contaminatisén, andfor
protection and/or cleanup of the ‘envirénment, exposure of
persons, (including employéees), to any Hazardous Substance
and shall also include any laws é6r regulations pertaining to
Hazardous Substances, o6r liability or duty creatéed under any
statute or under intentional tort, nuisance, tréspass,
negligencs, or etriot 1iability or c¢émmon law theory or
under any decision of a state or federal court.

Sections 10.5 and 10.6 of the Proposed Sale Agreement
further elaborate on the indemnification and assumption of
environmental liabilities. As written, SCG intends to sell
its entire liability under State and Federal laws for the
cleanup of leaking wells, abandoned oil and gas production
wells, all surface facilities, contaminated sofl and
groundwater. Most of the contamination found at this site
originated from production in the shallow zones and/or from
other activities unrelated to gas storage. In its
application, SCG does not distinguish environmental costs
associated with the operation of the 8th
environmental costs associated with past oil and gas
production activities ongthe properties. Although sScG
identifies activities that will be associated with

zone from
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abandonment, closure and cleanup of the gas storage
facility, it does not specify how much of the cost is
directly related to the Bth zone, which is the only
liability that might reasbnably be considered a cost that
could be passed through to ratepayers. '

Based on the Environmental Asséessment . proVided by SCG,
-and applying expexience with assessing environmental clean
up options and associated costs,’the potential cost of
cleaning up the West. Montebello Pield could be extremely
large. On the 1nfofmat10n available about the history of
the facility, as much as 90% of the énvironmental ¢costs may
not be related to the use and Operation of the gas storage
fa01lity ‘

SCG proposal to sell the property ‘AS Is, WHERE is"
with all the attendant environmental and title liabilities
making it highly unlikely a biyer will bé found. If the
Commission approves the sale now without an’ understanding as
to how environmental costs will_be handled, ratepayers will
be trapped into‘péying all the ¢osts without the'benefits of
a reasonableness’ hearing, payments from other respohsxble
parties to share the cleanup costs, or insurance recovery.

Reasons for Sale:

SCG had several motives in acquiring full ownership of
all mineral rights, then removing the Montebello storage
project from service and seéeking to sell the property:

1) SCG was facing high;Operational costs, due primarily
to gas migration. For years, SCG reported to the CPUC
that it had experienced gas loSses‘dué to “migration”
‘or leakage from the stbtage " area. . At operating
pressures - betﬁeen 71560. psig and 2450 psig, gas
continuously leaked from the 8" zone into shallower
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zones and into areas beneath homes, creating

environmental and health hazards. When Ehe gas storage
project is abandoned, The California Department of 0il
and Gas {DOG) will ’requiire the rp'ressure 4'in~rthe
reservoir to be reduced td" 50 psig to pievent _gas
migration.?' The only viable immediate solution té the
gas migration problem is to 'reduc'e the gas preséufe in
the reservoir; a pernanent solutibn hould be to water

flood the reservoir.-

2) SCG knew of potential secondary productlon Options‘
that could beé used to prbdueé the remalning oil
reserves, which ndght generate substantial income if
'SCG owned the mineral rights. “ Once the fiéld 1s no
1onger producing gas and {s no longer regulated by the
CPUC, (whether from a sale or abandonment as a useful
utility asset), SCG could produce the ol and claim all
income from oil production for its- stockholders‘ SCG’'s
1991 internal memo states:

Anéther incentive to6 purchasing all rights in the
Bighth Zone {s that S6Cal would then be entitled t6 the ofd
royalty paymeéents which aré now distributed to the current
ownexs. The reveéenue (no; taxes) for the period from 1988
through 1990 was $62,270,

3) By condemning the pioperties before announcing
closure of the facility, SCG could avoid paying fees
under their leases for the final withdrawal of blanket

gas.,

3 supta, rolé 31 ‘

3% Compare this 3 year figure of $62,270 (o SCG s appralsed value in the 1998 Apptaisal ¢ of $43 7 based
on the § years 1986-1991: SCG InterofMice Correspdndence, 1.S. Ingalls 1o R D, Phillips, July 10, 1991,
p-2, SCG Intecoflice Corréspondence 1.S. Engalls {6 R D. Philtips, July 10, 1991 (Atch 29) and
Appransal (Atch 10) this figure docs ndt appeat to oonlemplate the full potential of 0l recovery from
water-flooding )
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4) SCG is facing substantial environmental liabilities
associated with aftermath cleanhup of 60 years of ofl
and gas industry activities associated with ~the
Montebello field.  The ideal solution from the
standpoint of SCG {and former Montebello field oil
producers like Union 0il) would be to pass thrGUgh a11,
of those costs to the ratepayer. :

5) Recognizing that the Only"permahentZSOIJtioh"to’Ehe,
gas nigration ptoblan was to clése down the storage
project, SCG needed to find ways to get something o£
value from the project and properties 1t ‘owned.

6) SCG realized that by acquiring the 'storage ‘and
mineral riqhts prior to closure of the field, it could
cease paying a Serv1ce charge and all costs associated
with same. (Note: SCG -failed to advise any of the
leaseholders of.jthe ‘value of these rights>‘in its
assessment of féirf véiﬁé or 1its offers to purchase
mineral rights.) Again; the 1991 intefnal memo statest

Although . the revenus  from 611 production may not be
significant and 1is deolining,‘ additiénal administrative
hours wggld be saved by not having to digtribute the royalty
checke.

7} Besides storaée rights, the only other asset
associated with the Montebello Field is the mineral
rights, If SCG could acquire the mineral i;ghts, and
in the event that the gas facility were not soid, SCG
could lease the rights to a production company_like
Stocker Reséurces,. which 1is a company currently
producing oil from a shallower reservoir {n the .
Montebello field (not part ‘of SCG’'s lease area), and

% SCG Intereffice Comrespondence, U.S. Ingalls to R P. Phillips, Apeil 19, 1991 (Atch 30)
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benefit from a steady stream of oil royalties for years

to come,

SCG ceased injecting (storing) gas into the reservoir
in June 1997 and has been steadily drawing out the remaining
gas since then. Production from the 8" zone dropped from
1,352,051 Mcf in February 1937 to 8018 Mcf in July 1998 .37

It will be extremely difficult for SCG to find a buyer
for the property given the- c0ndit10ns of the pfOposed sale
as evidenced in its Application to_the commission, i.e. . 7
acceptanceé of all environmental liabilitY"Additionally,'the
Division of 041 & Gas will require any new operators of the
gas storage field to continue the collectiOn and management
of escaping gas.

InStéad; it‘appears from facts reviewed to date that
the proposed sale appears to be stage one of a plan to

secure Commission approval to pass-through to thé ratepayers
all of the environmental costs associated with the property.
This plan not only benefits SCG, but also relleves all of
the prior oil producexs who operated on the site from their
environmental liability.

OTHER PERTINENT FACTS

Other Eminent Domain Information

SCG may have also been motivated by rising oil prices,
since by late 1997, the price of oil reached $20 per barrel.
To insure complete ownership of all potentially valuable
mineral rights, SCG sought not only to condemn the property
in the 8" zone (which is all it needs to operate the gas
storage pro;ect), but to include

¥ Division of Oil & Gas data, November 6, 1998 (Atch 31)
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#that portion of the subsurface o6f the real property

described herein in fes simple, including all oll, gas and

other mineral interests if any contained therein, generally

lying 7,000 feet below sea lovel therest, in that subsurface

area also sometimes referred to as the °*Eighth Zone'Pand

precluding all uses or rights of others to - drill into,

through, or to otherwise use or cccupy .all parts of said
propesrties befing acquired, but expresely excepting from
acquieition and leaving and reserving to the é6wner(s) and

2all uses oOf said properties lying above the élevation of

7,000 éut below sea level, or generally abow the -sig‘hth

Zone.,

In essence, SCG sougiit to own _a_l_l_oil, gas, "amd\ other
mineral rights below 7,000 feet, which is. considerably more
than the 8! Zone. In additibn, 806 clalmed it needed the
wineral rights when the only real value ‘to thelr utility
business of storing gas was the empty space and having '
access to inject and withdraw gas (and oil recbvery
incidéntal to gas W1thd1awals)

Stocker Resources Role

It was well known in the industry that in February
1997, Plains Resources, parént ‘company of ‘Stocker Resources,
completed its purchase of Chevron;é interests in the
Montebello field.>® S'to'cker: Resources is currently on-site,
actively waterfloo&ing in shallower zones:

In March 1957, Plains Resduxces Ino, (Hou's‘ton)‘o
signed a definitive agreement to pay $25 million for all of
Chevron Corp's interest in Montebello field., The assets
acquired consist of A 100% working interest and a $9.2% net

¥ Los Angeles Superior Court Case No. BC161833, Complaint in Eminent Domain, Dic. 3, 1996, p.5
(Atch 32)

3 The asscls acquired consist of 100% working and a 99.2 % nét revenud interest In 85 ptoducing oil
wells and telated facilities and also Include approximately 450 a¢res of surface foo land. At the
acquisition date, the Montcbello Field. . . was producing appmuma!e[) 800 barrels of oil and 800 Mcf of
238 por day and added approximately 23 million barrels of oil equivalent to the Company®s proved
tescrves... The Company intends to spead approximately $2.5 miltion during 1998 and 1999 to improve
the quality of the gas through upgrading and rcﬂmng the ¢xisting gas collection s)slém as well as adding
additional processing capatity. . )
{Atch 33)

*® plains Resources, opeating as s\xbs:d:ary Slocker Rcsowccs in California, began Opuahons in
Californiain 1992.
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revenus {intexrest iIin 55 producing o¢il wells and related
facilities and alsd 1nolude approximataly 450 acres of
surface fes land. As a result of high inert content, the
Company's gas production in the MNKontebello Fleld {s
difficult to market and currently is deliversd for no value.
To eénsure that the Company ié¢ ablie to develop and produce
its o0il reserves without restriction due to lack 6f markets,
thse Company has made arrangemsnts with the former owner ¢
the Montebello Fisld to take its natural gas production
volumes at no incremental value when the Cémpany 1ie unable
to £find a market for the gas. The Company intends to spend
approximately $2.5 miltlion during 1998 and 1939 to dmprove
the quality of the gas through upgrading and refining the
existing gas collectlin syaten, as wéll as adding additional
processing capacity.

In'April 1997, Plains Resources Inc.{parent company of
‘Stocker Resources) announced plans for an active
exploitation program to hike recovery from the Montebello
oil fields. since then, the 500-acre field has produced more
than 100 million barrels of 22-degree API gravity crude and
100 bof of gas from two COmpattmentalized reservolirs at
1,500 to 4,000 feet. It produces 800 b/d on a 4- -6%/year
decline plus 800 Mcfd of gas from 55 wells. Water injection
is 10,000 b/d. Plains hoped to boost production 20-30% by
yearend via tubing rotators, pump-off controllers,
stimulatichs/recompletions, and other remedial work. It
also expected to drill 30 inffll producing wells plus a
number of injectors by yearend 1998. With oil in place
estimated at 400 million barrels, Plains expects to recover
at least 20 million bbl, including $ million bbl proved
developed. Ultimate recovery might be 30-40% of oil in
place, the company said. 12

The proximity and success of Stocker Resources in the
Montebello field using secondary oil recovery techniques

*! Plains Resources Inc Annual Report (SEC form 10-K). The putchasée of the produced gas is assumed to
be SCG, which raises the question of what type of agreement SCG has signod with Plains Resources.

Also, Plains Resourées may b the primary conténder for purchase of the 8™ zone and gas facilities from
SCG. (Plains Resources is alsd in the process of purchasing the Celecon All Américan Pipeling from
Goodyear, which must be approved by the CPUC). The extent to which Plains Resources assets overlic or
inctude SCG propedtics is unknown. (Atch 33)
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indicates the likelihood of similar successes in 0il and gas
production in the SCG leasehold area below 7,000 feet.

Potential for 04l Production

'~ SCG was aware of the potential for oil production, as
evidenced by Mr. Watson's stateménts on cross examination
during the recent CPUC hearing on A.98—01-015, held in the
Fall of 1998, regarding the sale of the Montebello Gas
Storage project:

Q. Could you tell us a 1little bit about the Monteébello
field? = It's my understanding that you operate
something called the 8N zZone and that there are a
number of 611 companiez that have interests in oil
fields that axe physically above the 8th zone. could
you elaborate on that a little?

The gas coémpany has operated the - purchased theé fleld
actually from Unfon 041, HMost of the o1l had been
extracted, or at least Union we thought so at the
timé, but as - SoCalGas was interested in a depleted
former oil zone called the 81 zone, that that cavity
could be used to provide storage service, and that
zone is about 8,000 - about 8,000 feet down, but there
are other zones that can be potentially - that might
have been uneconomic back in the “50s, but which may
be sconomical using new drilling techniques such as
horizontal drilling where you don't have td be right
on top of the 3z6ne, but you might be able to go
sideways to get at the zone, 8o there are new drilling
techniques that might make the recovery of thoss oil
reserves eoconomic today, whereas they were deemed by
Uniéon to be uneconomic many years ago.

SCG's interest in secondary recovery of oil may now be
gignificantly damped since oil prices dropped to about
$10/bbl in 1998. Nevertheless, they did acquire the mineral
rights, and eventually the price of oil will go up making
production viable once again.

Other Montebello Interests

*2 0il & Gas Journal 95:15, April 14, 1997
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In 1986 the following companies had interests in the
Montebello field: Atlantic 0il Company, ARCO 0il and Gas
Company, Chevron U.S.A., Inc., Davis Investment Company,
Energy Production and Sales Company, Pacific Bnergy
Resources, SCG, Texaco, Inc. And Watmac Oil C0mpany. There
were a total of 255 wells installed: 114 shut in and 141
producing."3 As of Jan. 1998, there were 132 wells
installed: 25 shut in, and 107 prbduéing.“q |

Indemnlfication : .

. In its reply brief in A. 98-01- 015 to the CPUC dated
January 6, 1999, SCG states that it does not know ‘whether
there was any kind of hold harmless or 1ndemnification '
language in SCGt's purchase contract with Union Oil.
However, termination of the contract reveals that. there is
no Speciflc 1ndemnificatibn clause in the. 1955 P301fic
Lighting- Union 0il contract "‘5’» ' '

Ratepayers At Risk , :

Since it does not appear to be: econOmically feasible
for anyone to purqhase the gas gtorage area. under the uag
is, where is" conditions, SCG will probably be left with the
responsibility of ‘salvaging and ¢leaning up the site.
virtually all of the costs associated with the withdrawal of
gas and abandonment of the facility could be classified as
environmental. If $CG is successful in passing '
environmental costs along to ratepayers,‘unocal and other
prior producers will also benefit by not being held as
Responsible Parties under CERCLA and other environmental

laws.

Alternatively, SCG'could sél; the pfoperty but retain
the environmehtal liability and .pass cleahup cOsté on to the

 Annual Review, ConSenauon COmnuuée of Callfomia oil ProJucers 1986 (Atch 1H
41997 Annual Report of the State Oil & Gas Supenvisor. (Atch 33)
* There could be subsequent agreements not curr¢nily kndwn to the CPUC ot its tonsuhanls

3




1.99-04-022 L/pds

ratepayers. SCG has left the door open to negotiate the sale
agreement with a qualified buyer. This situation would be a
win-win for SCG, Unocal and ottier oil companies, but
expensive for ratepayers.

Indications are that SCG's proposal to make an effort

to try to sell the property is a step toward the salvage and
cleanup of the property at ratepayer's expense so that
later, when the property does not sell, SCG can say the
Commission approved of the approach.

Whittier Gas Storage Actions

_ Misreprésenting facts about ‘'gas storage facilities to
the CPUC éppéars’to have occurred before. For instance,
consider the ﬁistory documented regarding SCG's Whittier gas
storage fieéld, In one document, SC3 claims to have
discontinued use of the Whittier gas storage field in
1986. 46, However, - records at the CA Division of 0il and Gas
records show the field was in service until 1989 when it
became "mostly idle' and that SCG was considered
"terminating the project® at that time.%? This decision was
apparently prompted by large losses of gas from the storage
area and low demand for the storage’space.

Instead of terminating the Wittier gas storage project,
in 1990 SCG hired additional petroleum engineers and rolled
the project into the total costs for the test year 1990 Rate
Case before the CPUC. Thus rates to consumers were
artificially increased by the inclusion of facilities not
being used to serve utility customers.i®

* SCG Background Papaer (Alch 36) .
** 75® Annal Report of the State Oil & Gas Sup::msbr 1989, California l]kpaﬂmenl of Conscivation
Dms:on of Oil & Gas, 1990, p. 13 (Atch 37) :

“ Testimony before the CPUC in the General Rate Case for Test Year 1990 (Alch 18)
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After establishing base rates, in 1991 SCG took the
Whittier Storage Project out of service.*® No gas was
injected into the project in 1992. and in fact, 28.3 million
cubic feet of gas was withdrawn. Since that time, SCG has

- continued to draw off the remaining blanket gas. However,
again providing inaccurate information to the Commission,
SCG wrote in its Application to the CPUC to sell the
Montebello field: '

scq also ovns the East Whittier field that it
previcusly oparated as an undergréund storage field. scd
removed East Whittier from service in 198%, and this fact
was réflected in SCG's tgst Year 1990 genieral rate case
Application A.88 12-047.

CONCLUSIOHS

Although addltiOnal formal d1scovery mlght add to the
evidence already known, several conclusions are clear:

By its manipulation of gas storage at strategic time
frames, SCG was able to proffer a deflated value of
property owners' storage and mineial rxghts to
leaseholders and the CPUC, The company also supplied
inaccurate information to6 property owners, the CPUC and
the courts about its current and future need for
acquisition of the storage and mineral rights at the
West Montebello Gas Storage'Projéct.

SCGE made fundamental'misrepresentations to the Los
Angeles Superior Court during eminent domain hearings
when it stated that it had authority under a CPCN from
the CPUC to condemn storhge and mineral rights
belonging to leaseholders of the gth Zoné of the West
Montebells oil field. It also erroneously told the

© 1991 Annual Report of the State Oil & Gas Supe nisor (Atch 39)
% Application 98-01-015, p.2, foolnote 1 (Atch 40)
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court that it needed the mineral rights to continue the
pubiic utility operation of the gas storage facility to
serve the public interest, while at the same time
making'pfeparations_for its sale.

Through its communications with the CPUC during June
and July of 1997, by which SCG convinced the CPUC that
they intended to continue use of the Montebello fielq,
the company misvrepresented facts about the1r on- going
‘need for the ekeraQeAfacility”to the cpUC Energy
Division &ﬁring'an'iﬁvéstigatiOn of c0mplalnts by
“Montebello propeérty owners, which led to State Senator
Calderon béing gLVen a flawed analysis of events.

Further, counsel for the COmm1ssion, relying on these
communications and reviewlng the repfeseﬂtatiéns made by SCG
~ on public utility need for thé storage facility, and '
advanced by SCG in court filings, advised Commissioners that
the condemnation actions seemed routine

Table 1

SUMMARY OF SCG'S MISREPRESENTATIONS TO THE LOS ANGELES
SUPERIOR COURT AND THE COMMISSION

. In many instanceés since 1936, SCG advanced inaccurate
information to the Commission, leaseholders, and the court.
The left column of the following table summarizes
representations made by SCG to the Los Angeles Superior.

- Court, Defendants and the Commission. For each inaccurate
representation made, the correct facts are entered in the
right column,

8C3ta .
Representations(to) Correct Pacts

(CPUC) In 1956 SCQ claimed it had an | Resolution 5484 gavée SCG ONLY a
option to purchase the sitse for the | Spesial Use Permit. Property was
gas atorage project from the City | not tranaferred or offéred for asale
of Montebello, citing Resolution to scqg,

5484,
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{Defendants) In 1993 SCG claimed
oil production dropped to below
coat of taxes in 19%2

In 19%2 SCG purposely decreased gas
production, which decreased oll
production,

(Court) In 1996 SCG claimed that
the storage and mineral rights are
necessary to opsrata for public
interest,

SCG 1991 memo explicitly states
that ownership of ALL stérage and
mineral rights ig not nocesgiry to
serve the public interest,

{Court) In 1597 SCG claimed that
the 1556 CPCN granted storage and
nineral rights.

Storage . Mineral rights were not
included in the 1$56 CPCH.

{Defendant) In June 19%8
SCG claimed not to pdsgess the 1955
Application or exhibits for CPCH.

In June 1998, SCG pxovided coples
of the 1455 Application ‘and séveral
exhibits to the CPOC, epecifically
omitting a copy of Montebéllo
Resolution No. 5484 '

{Court and CPUC)From 1986 thréugh
1998 SCQ suggested it intended té
contlnue to operate storage, ..

SCG‘dlscbntinﬁbd use of storage in
1997 and was taking stéps to sell
property as early as 1996

(Court, pefendant and CPUC) F¥rom
1992 through 1998 $C9 ¢laimed there
was little or né residual value in
mineral rights.

Thexe is still o1l in the reservéoir
capable of being produced. In
addition, a SCG memo confirmed

there is value in owning mineral

rights to future 611<§iodﬁction.52'

{pDefendant and CPUC) In 1998 sca
stated that it expected that a new
buyer would have to operate the
storage £ie1d as a publio utility
subject to CPUC regulation.

1998 Proposed sale agreement does
not limit buyer's use of property
t6 gas storage. And sCQ's
Environmeéntal Asséssment, which is
provided to prospective purchasers,
agsumes gas storage operations will
be discontinued to prevent
coOntinued gas migration,

{CPUC) In response to Commissioner
Conlonts Oct 15, 1958 ruling: sca
justified the differences betwesn
its representatione to the court
and to the CPUC by saying, in part,
that at the time it filed the
condemnation actions, the facflity
wag still in use.

However, AFTER SCQ filed its
application with the CPUC té sell
the facility and stated té the CPUC
that Montebello etorage was no
longer necessary, SCG c¢ontinued to
argue in court that the facility
wag still necessary.

31 $CQ Intéroflice Cotrespondence, §.S. Ingalls to R D. Phillips, July 10, 1991, p. 2 (Atch 29)

32 SCG Interoffice Correspondénce, U.S. Ingalls 1o R D. Phillips, April 19, 1991. (Atch 30) In 1998 SCG
states “with 23 Bef of recoverable cushion gas and potential oil fesenves, e beticve the sale... will -
produce a high sales price.” Background Paper, Atch 36)
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(CPUC) In responss to Comnissioner
Conlonts Oct 15, 1398 ruling: Sco
states "absent the filing of
condemnation actions, that prbvlded
SCA with fmmediate right to uss the
BthFZOno righte pending resolution
of the actions, any gas SCO had in
storage would have been in trespass
with respect to any éwner of the

8t ZOnorlghtl T

8Cca faflad to note that it did not
ask sny property owner for an
oxtensidén of his/her lease,
therefore, SCG came to its
conclusion without exploring
altornatives.

(CPUC) In rOlponao to cOmmi-aionor
Conlon'’s ‘Oct 15, 19%8 ruling: Sca
states that withdrawal of the
cushién gas would have meant the
gas storage field would have been
ssriously impaired or unusable for
g4s storage in the future.

SCO'I 0wn environmental agséssment
states that no. damage will ocecur -
whtn the cuathn gas is rémoved.
Fron April 1997 ‘through November
1998 (last date of data) SCO
steadily drew cuahion gas out of
the Hontobellé field.,

(CPUC) In response to Commissioner:
Conlon's Oct 15, 1998 rulingt $ca -
states that the purpose of not
withdrauing the cushion gas is to
preserve the flcllity for ‘future
gas storago.

SCG did Aot tell ‘the COmmiaaloner_{
that' problama with un¢ontrollable
gas leakago appear té prooludé
further use 6£ thia field fo: gas
Storagt. B

DATE: April 7, 1999

BY: Margaret C. Felts

Investigative Consultant for California public Utility

Commissions!

Consumer Services Division
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