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2I.
SUPPLIERS SHOULD BE REQUIRED TO ENSURE THE MERCHANTABILITY OF NATURAL GAS THAT THEY DELIVER TO THE CALIFORNIA.


3II.
THE COMMISSION SHOULD WAIT FOR GAS QUALITY TESTING TO BE COMPLETED ON ELECTRIC GENERATING EQUIPMENT PRIOR TO ADOPTING NEW GAS QUALITY STANDARDS.


4III.
THE CPUC AND CEC SHOULD COORDINATE WITH THE FERC.


6IV.
CONCLUSION.
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In accordance with the April 4, 2005 letter to parties in the captioned proceedings, the Southern California Generation Coalition (“SCGC”) respectfully submits this comment on the April 4, 2005 Report on the Joint Workshop on Natural Gas Quality Standards (“Workshop Report”).  

SCGC applauds the joint effort of the California Public Utilities Commission (“CPUC”) and the California Energy Commission (“CEC”) (jointly, “Commissions”) to establish clear and sensible quality standards for California.  SCGC urges the Commissions to adopt gas quality standards that will assure that the gas that enters the California pipeline systems will be usable by California consumers without costly modifications to existing gas‑burning equipment.  SCGC recommends that the Commissions proceed at a pace in this proceeding that will accommodate consideration of the results of tests on electric generating units in Florida to determine the effects of various qualities of gas on such equipment.  Lastly, SCGC recommends that the Commissions coordinate their revision of gas quality standards in California with the efforts of the Federal Energy Regulatory Commission (“FERC”) to establish gas quality standards for interstate pipelines.

I. SUPPLIERS SHOULD BE REQUIRED TO ENSURE THE MERCHANTABILITY OF NATURAL GAS THAT THEY DELIVER TO THE CALIFORNIA.

The longstanding policy of the CPUC, as reflected in gas quality provisions contained in the tariffs of California gas utilities, is that the utilities should ensure the merchantability of gas that the utilities transport to points of consumption.  The historic commitment of the CPUC to requiring merchantability assures that customers will not be required to modify or retrofit gas‑consuming equipment continually to adjust to fluctuating gas quality.

Consistent with maintaining the policy that gas delivered by California gas utilities shall be merchantable, suppliers of gas should be tasked with ensuring the merchantability of the gas that they deliver to the utilities.  Regasified liquefied natural gas (“LNG”) should not be treated differently than any other gas resource.  SCGC strongly supports the development of new gas resources for California.  Particularly, SCGC supports the development of LNG projects that are proposed to be located in California and Baja California.  However, the vendors of regasified LNG should be required to deliver gas to the gas utilities which is of sufficient quality to allow the utilities to meet their obligation to deliver merchantable gas to end-users.  If regasified LNG would, without treatment, degrade the merchantability of gas in the utility gas stream and, as a result, create increased costs for end users by causing them to modify or retrofit existing gas burning equipment, the LNG project developers should bear the cost of treating gas so as to meet merchantability standards.  

All gas suppliers should be treated evenhandedly.  Tailoring gas quality standards so as to benefit any one type of gas resource, regardless of whether it is LNG, California native gas production, or pipeline supply, would constitute a subsidy of that gas resource over other resources.  No resource should be effectively subsidized over others by adopting preferential gas quality standards that would give it an artificial competitive advantage over other sources of supply, and no source of supply should be permitted to deliver gas to the gas utilities that would result in the need for customers to incur retrofit costs or to experience degradation of gas-burning equipment.

II. THE COMMISSION SHOULD WAIT FOR GAS QUALITY TESTING TO BE COMPLETED ON ELECTRIC GENERATING EQUIPMENT PRIOR TO ADOPTING NEW GAS QUALITY STANDARDS.

Tests are being conducted in Florida on the effect of different qualities of gas on electric generation equipment.  The tests are being conducted as part of a settlement process in a FERC proceeding involving a complaint by AES Ocean Express, LLC against Florida Gas Transmission Company (“FGT”) concerning the delivery of LNG supplies into FGT’s system.  In a Motion of Florida Gas Transmission Company for Extension of Procedural Schedule filed on February 17, 2005, FGT explained that the Florida tests involve a highly detailed field test of turbine electric generation equipment to obtain actual data:

The requested extension will allow the parties to conduct detailed, real-world testing of turbine electric generation equipment that will permit the parties to develop and review actual data and, as a result, allow the parties to address by settlement the remaining issues in this proceeding.  The requested extension is necessary because of the time needed for test preparation, actual testing and monitoring of the equipment, analysis of the test results and measurements, compilation of the data into a final report by the independent consultant, review and discussion of the report and data by the parties, and the need to discuss and draft settlement language addressing the test results.  The test preparation work includes the reconfiguration of physical facilities, including new pipeline valve installation and gas heater controls modifications, the coordination of large bottle tank trucks with sufficient supplies of butane and propane, the development of a header/blender for the mixing of gas, and the installation of a chromatograph and other instrumentation.  The plan is to have separate field tests on two different types of turbine electric generation equipment.  The testing protocols, while designed to obtain similar data, are tailored to the specific type of turbine electric generation equipment.

FGT Motion, FERC Docket No. RP04-249-000, at 2-3.

SCGC understands that, as of now, the Florida test results will be kept confidential as part of the FERC settlement process.  However, SCGC also understands that, given the importance of these tests, an effort will be made to make the results public.  SCGC believes that the results of the tests could have a significant impact on both state and federal policies regarding gas quality and interchangeability in addition to affecting FGT’s FERC gas tariff.  Thus, SCGC recommends that the Commissions postpone adopting any final gas quality standards at least until after the release of information regarding the Florida tests.
III. THE CPUC AND CEC SHOULD COORDINATE WITH THE FERC.

In January 2004, the FERC initiated a proceeding to “engage industry members and the public in a dialogue about policy issues arising from natural gas interchangeability.”  Notice of Public Conference, FERC Docket No. PL04-3-000.  A public conference was held on February 18, 2005.  More than 30 participants filed comment following the conference.  In addition, as noted in the Joint Report (at 36-37), the Natural Gas Council + Interchangeability Working Group (“NGC+”) filed two reports in FERC Docket PL04-3-000 on February 28, 2005:  White Paper on Liquid Hydrocarbon Drop Out in Natural Gas Infrastructure and White Paper on Natural Gas Interchangeability and Non‑Combustion End Use.  On April 1, 2005, over 40 participants filed comments on the two white papers.

On April 13, 2005, the FERC issued a public notice scheduling a technical conference for May 17, 2005, “to consider further comments on the NGC reports and recommendations for [FERC] action on natural gas quality and liquefied natural gas interchangeability issues.”  Notice of Technical Conference, FERC Docket No. PL04-3-000 (Apr. 13, 2005).  The May 17, 2005 technical conference may result in an FERC notice of proposed rulemaking to establish quality standards that will be applicable to interstate pipelines.

SCGC urges the Commissions to participate in and attempt to coordinate with the FERC’s development of gas quality standards.  Even though California has native gas production and looks forward to the delivery of LNG into California, natural gas delivered through interstate pipelines to California is likely to continue to be the dominant source of gas supply for California for the foreseeable future.  Thus, the FERC’s gas quality standards for interstate pipelines will have a direct bearing on the quality of the majority of gas supply that is made available to California.

Furthermore, the FERC’s standards may affect LNG projects that are intended to supply gas to California.  For example, up to 1 Bcf per day of regasified LNG is expected to be delivered from the Costa Azul project in Baja California.  The project developers plan to have the gas transported through the San Diego Gas and Electric Company and Southern California Gas Company systems and, also, through an interstate pipeline, North Baja Pipeline Company.  If participants in the Costa Azul LNG project are going to have Costa Azul gas transported through interstate pipelines as well as through California gas utility systems, the suppliers will need to meet FERC gas quality standards as well as California standards.  The Costa Azul project and other similarly situated LNG projects will be assisted to the extent to which interstate and intrastate gas quality standards are consistent.  Thus, the Commissions may further the development of at least some of the proposed LNG projects by coordinating with the FERC’s efforts.

IV. CONCLUSION.

For the reasons set forth above, SCGC respectfully requests that the Commissions adopt gas quality standards that will assure that the gas that enters the California pipeline systems will be usable by California consumers without costly modifications to existing gas‑burning equipment.  SCGC urges the Commissions to proceed at a pace in this proceeding that will accommodate consideration of the results of tests on electric generating units in Florida.  Lastly, SCGC urges the Commissions to coordinate their revision of gas quality standards in California with the efforts of the Federal Energy Regulatory Commission (“FERC”) to establish gas quality standards for interstate pipelines.
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