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In accordance with the January 4, 2005, Notice of Joint Workshop issued by the California Public Utilities Commission (“CPUC”) and the Energy Resources Conservation and Development Commission (“CEC”) in the above-referenced proceeding (“Notice”), BHP Billiton LNG International Inc. (“BHP Billiton LNG”) hereby provides its comments with regard to the April 4, 2005, Report on the Joint Workshop on Natural Gas Quality Standards (“CPUC/CEC Report”).  BHP Billiton LNG does not offer specific comments on the gas quality proposals issued by the Southern California Gas Company and San Diego Gas & Electric Company (“Sempra Utilities”) on April 8, 2005, or that proposed by Calpine Corporation (“Calpine”) in its comments filed on March 4, 2005, for reasons that are explained below.
I.  
Summary of BHP Billiton LNG Positions with respect to Gas Quality.
The following is a summary of BHP Billiton LNG positions with regard to the issues discussed in the Report, the Sempra Utilities Proposal and the Calpine Proposal:

· As noted at page 1 of the CPUC/CEC Report, “The State Agencies’ main interest in holding the workshop was to determine whether and how utility natural gas quality specifications, stated in utility tariffs, and the CARB Standard [footnote omitted] related to natural gas quality need to be revised.”  BHP Billiton LNG is of the opinion that it is premature to revise the gas quality specifications contained in the Southern California Gas Company (“SoCalGas”) tariff Rule 30.  The Federal Energy Regulatory Commission (“FERC”) intends to promulgate national gas quality specifications that would likely be applicable to all gas moving in interstate commerce.  Such action could well preempt actions taken by the CPUC and CEC.  Therefore, action on gas quality revisions should be deferred at this time and reconsidered after the FERC standards are issued in its Docket No. PL04-3-000.
· BHP Billiton LNG’s principle interest in this matter is to prevent the Sempra Utilities from providing for their own discretion in matters of gas quality, by indirectly injecting by reference, various other named or unnamed standards, such as current or future standards of CARB.  The CPUC should require the Sempra Utilities to impose only those gas quality specifications that are contained in CPUC-approved tariffs.  
· In the event that another governmental entity should attempt to impose differing quality specifications, the Sempra Utilities should be required to come to the CPUC with a proposal to modify its existing tariff Rules, so that all interested parties will have the opportunity to weigh in with comments and suggestions pertaining to the proposed new specifications.
· The Report notes at page 3 that “Most advocates of change want standards to allow a greater range of supply to enter into the system.”  BHP Billiton does not seek to impose wider standards of acceptability, in view of the multiple issues that would be caused for legacy systems that are designed to be fed natural gas conforming to historic norms of composition and performance.
· BHP Billiton LNG believes that those parties who seek to implement new quality specifications are driven by the fact that their own new sources of supply (and/or that of their affiliated suppliers) do not comply with current quality specifications and they wish, quite simply, to push their problem on to all other consumers of gas within the state.  This is unfair, inappropriate and poor public policy.  

· New suppliers of gas to California should be required to treat their gas to comply with existing standards, rather than requiring the state’s consumers to adapt their equipment to comply with the non-conforming new gas supply.  Further, the cost of treating gas to comply with current quality specifications should be borne by the supplier, rather than by end-users.

· Parties that propose to change existing gas quality specifications should bear the burden of proof to demonstrate why their suggested changes would benefit gas consumers and gas suppliers within the state.  The proposals should not be accorded a presumption of legitimacy, thereby causing parties who prefer the existing standards to prove the deficiency of the new proposals.
Each of these issues is discussed below in greater detail.
II.
There Has Been No Clear and Convincing Evidence that Existing Gas Quality Specifications Need to be Changed.

BHP Billiton LNG is of the opinion that there is yet to be a convincing demonstration as to the need for revised gas quality specifications for California.  Various parties have proposed such changes, but the suggestions seem to be driven solely by enlightened self-interest.  Indeed, if one thing is perfectly clear from the two-day workshop and the CPUC/CEC Report, it is that the multiple stakeholders in this debate are far from consensus.  Therefore, it is hardly surprising that the CPUC/CEC declined to offer a straw man gas quality specification and they should be applauded for having withstood the pressure to have done so.
It is well known that the FERC is seeking to develop a nationwide gas interchangeability specification that might well preempt any state standards that differ from the federal standard.  Since over 85% of the gas delivered into California is from the interstate market, acting in advance of FERC will be counter productive and only require that this process be done again.  Therefore, it would appear that any changes made now in California would at best constitute an interim gas quality regime that would be changed again once a FERC standard is adopted.  This would place unnecessary burdens upon end-users, equipment manufacturers and gas suppliers to make changes to adapt to a new standard that would then be revised again in a short period of time.  This is economically inefficient and should be avoided.  As pointed out by SoCalGas/SDG&E at the FERC interchangeability conference last year, “National interchangeability guidelines, developed based on scientific facts, would be beneficial to system operators in establishing tariffs for gas quality.”
  BHP Billiton believes that the CPUC/CEC should defer further action on gas quality until such time as FERC has acted and move forward with more productive topics.
At the stakeholder meeting hosted by SoCalGas on April 5, CPUC/CEC representatives repeatedly asked that parties speak in their April 25 comments to the public good and not merely to their own self interests.  Our response to that request is to observe that so far, no party has convincingly demonstrated why the public good would be served by revisions to the existing gas quality specifications.  It may well be that further discussion and debate will lead to a clearer rationale and justification for changes, but until that time, the agencies should be loathe to make changes merely for the sake of change.  And it should be even more reluctant to make changes solely for the benefit of individual suppliers.
In fact, the overriding principle that the CPUC/CEC should adopt is that any changes to existing gas quality specifications should be for the benefit of the significant majority of gas consumers and gas suppliers, rather than for the benefit of individual suppliers.  This means that, as a general rule, should a new gas supplier have gas quality issues, it should be expected to bear the cost and expense of bringing its gas into accordance with existing specifications, rather than the other way around.  The concerns of the legacy systems that are designed to be fed natural gas conforming to historic norms of composition and performance should not be blithely ignored.  Nor should the interests of existing California and interstate suppliers who have incurred their own significant costs over the years to comply with Rule 30 be ignored.  
In summary, and speaking as a prospective new supplier of gas to the California market, BHP Billiton LNG believes that the interests of new suppliers should not be the “tail that wags the dog” of gas quality.  Rather, new suppliers should be expected to comply with existing quality specifications unless it can be persuasively demonstrated that any changes to existing specifications are justified in terms of not harming the interests of existing customers and suppliers.  A good neighbor who is new to the neighborhood does not require the existing residents to repaint their houses and redo their landscaping to match that of the new neighbor.  Rather, the good neighbor seeks to accommodate its own interests to those of the existing community.  New suppliers to the California gas market should be expected to do no less.
III.
There should be Interchangeability between the Gas Quality Specifications of PG&E and Those of SoCalGas, so as to Facilitate Inter-Utility Deliveries.

BHP Billiton LNG notes that the new supply projects that have been proposed to deliver gas into the California market will all access the state through the SoCalGas or SDG&E utility systems.  However, all of the state should benefit from the gas-on-gas competition expected to derive from the advent of new supplies.  It is therefore recommended that the CPUC/CEC should pay close attention to the issue of inter-utility gas interchangeability, in order to ensure that new gas supplies delivered in the southern half of the state will be able to access markets in the north, to the benefit of all.  The federal standard that is ultimately promulgated by the FERC might be considered for adoption by the CPUC for both the northern and southern gas distribution companies as a means to resolve this issue efficiently for all parties.
IV.
The Burden of Proof to Justify Any Proposed Gas Quality Changes should be on the Proponents of Such Changes.
The Report makes a notable observation with regard to those parties that have suggested changes to the existing gas quality specifications – namely, that such proposals have been driven by the parochial needs of the various proponents:

The State Agencies also believe that most if not all of the recommendations made by the various participants, while very informative, tend to promote the parochial interests of those who made the recommendation.  Moreover, the State Agencies believe that, while additional research needs to be conducted, and the workshop did not result in any consensus on whether or how CPUC specs should be revised, the workshop provided a foundation to move ahead with a concentrated series of meetings and roundtables involving affected interests, with the aim of reaching agreement within a year.

BHP Billiton LNG believes that the CPUC and CEC were correct not to have proposed a new gas quality specification in the Report.  There obviously is little consensus within the state on this issue and it would be unwise to permit the parochial interests of individual parties to drive this effort.  The agencies were wise to resist this temptation and BHP Billiton LNG applauds their discretion and wisdom in having done so.  This is not an issue for which there should be a “rush to judgment.”  Rather, parties need to take the time to analyze the various proposals, review the various national reports and engage in reasoned discourse with regard to what is best for the state’s consumers - - as opposed to letting this debate be driven by the needs of individual suppliers.
The Report also notes that, “Finally, although evidentiary hearings did not appear to be the preferred approach to resolving these issues, the State Agencies believe that evidentiary hearings should not be ruled out at this time.  It is possible that technical issues will not be resolved through further meetings or workshops, and the issue of who should bear the costs of any changes to gas quality specifications was not discussed at the workshop.”
  BHP Billiton also concurs with this observation.  If the CPUC should choose not to wait for a federal gas quality specification to be released, it would be preferable if the gas quality issue could be dealt with through further workshops, stakeholder discussions and written comments.  However, if necessary, hearings would certainly be preferable to having this analytical process co-opted by individual suppliers that are driven by the unique gas quality specifications of the gas they hope to deliver to California.  This process should be conducted from the perspective of “what is in the best interests of the public good,” and not from the perspective of “what is in the best interests of [insert name of supplier].”
Therefore, it is clear that the burden of proof for those who would change the existing gas quality specifications should rest on their shoulders.  Parties should not be required to defend the state’s current gas quality specifications that, generally speaking, have served the state well.  Rather, those parties who offer specific proposals to change the existing specifications should be required to explain the rationale for the proposed changes.  Furthermore, we should be careful to ensure that any such proposals should not be accorded a presumption of legitimacy, thereby requiring parties who prefer the existing standards to prove the deficiency of the new proposals.

BHP Billiton LNG does not offer specific comments on the specific gas quality specification changes proposed by the Sempra Utilities and by Calpine.  As noted above, we instead recommend that the state should retain its existing gas quality specifications until such time as FERC has issued a federal standard that could be reviewed and considered by the CPUC/CEC and other interested parties.  
V.
The Sempra Utilities Should Impose Only Those Gas Quality Specifications That Are Contained in CPUC-Approved Tariffs.
Gas quality is, of course, an issue of critical importance to gas consumers, the utilities, the CPUC and CEC, and LNG project sponsors.  There is absolutely no dispute about the fact that uniform standards are essential and that the gas delivered by any supplier to the utility systems must comply with all CPUC-approved specifications.  BHP Billiton LNG recommends that the utilities should not be permitted to impose unilaterally quality specifications that differ from what is contained in their CPUC-approved tariffs, for reasons that are discussed more fully below.

A.  LNG Project Sponsors Should Not Have to Comply with Unknown Standards.

BHP Billiton LNG has been primarily concerned about this issue in its discussions to date with SoCalGas regarding an operational balancing agreement (“OBA”).  The utility has insisted upon a provision that makes parties subject not only to the utility’s Rule 30 (to which BHP Billiton LNG has absolutely no objection), but also to any “other rules, regulations and/or requirements of any federal, state, or local or other agency having subject matter jurisdiction, including but not limited to the CPUC and California Air Resources Board.”  Although the regasified LNG to be delivered by BHP Billiton LNG also is expected to comply with the current Rule 30 and CARB standards, it is extremely difficult to agree to the requirement sought by the utility to comply with any and all unspecified rules or regulations that may be imposed at any time in the future by any unspecified agency.  This issue becomes all the more acute upon considering that the utility would have the continuing right at any time in its sole discretion not to accept delivery of any gas that did not comply with any of these vague and unspecified future gas quality specifications.

B.  Major Investments can be Compromised by Unknown Contingencies.

In order to develop its proposed Cabrillo Port LNG Project, BHP Billiton LNG contemplates spending multiple billions of dollars.  It is immensely difficult, if not impossible, to commit to such an investment, when there are ill-defined and overwhelmingly vague terms and conditions that could cause gas not to be accepted for delivery at any point in time.  We stress again that BHP Billiton has no problem complying with SoCalGas Tariff Rule 30.  The quality specifications contained therein are known.  They are reasonable.  And, perhaps most importantly, any changes to these standards are subject to the approval of the CPUC.

All of these facts provide comfort and assurance to BHP Billiton LNG that its gas will not be subject to unreasonable or inappropriate interruptions.  However, requiring that a supplier be made subject to unknown contingencies will frustrate investment and leave the enforcement of these as-yet-unknown quality specifications to the discretion of the utility.

C. Having Gas Subject to Multiple Jurisdiction Specifications Would Create a Commercially Unmanageable Situation.

Vague references to being required to comply with the gas quality specifications of other governmental entities are highly problematical to LNG project sponsors.  This is the case with the SoCalGas request in its draft OBA that any gas that is delivered must comply with, “other rules, regulations and/or requirements of any federal, state, or local or other agency having subject matter jurisdiction, including but not limited to the CPUC and California Air Resources Board.”  Specifically, it could give rise to an unmanageable situation where gas might have to meet different specifications as it passes through the pipeline from jurisdiction to jurisdiction.  Such a concept is simply unworkable, for obvious reasons.  It is a commercially impracticable concept that should be clearly rejected.  For example, consider the possibility that a city that wanted to prevent the construction of a new gas transmission pipeline might pass a law declaring that the gas that passes through the city must comply with quality specifications that are significantly different from those contained in Rule 30.

In this situation, the SoCalGas OBA provision noted above would enable, or perhaps even obligate, the utility to decree that any gas not in compliance with the city’s new standard could be rejected.  This would clearly be an intolerable and economically inefficient result.  BHP Billiton LNG has no doubt that SoCalGas would attempt, in good faith, to resist the imposition of such rules.  Nevertheless, it would also likely in the interim reject any non-conforming gas in the interim, causing untold losses and economic harm to the “non-complying” suppliers to the utility system.  

There is, therefore, a need for the CPUC to state, clearly and unequivocally, that such situations cannot be allowed to exist.  It should be CPUC policy that the appropriate utility rules must contain all quality specifications that are applicable to gas delivered to the utility systems.  Should another jurisdiction seek to implement a new quality specification, the utility should be required to bring the proposed revision to the CPUC for its review and approval, preferably through the advice letter process, with normal time permitted for protests and analysis by appropriate CPUC staff.  This would permit affected parties to review, analyze and, if appropriate, protest the proposed quality specification revisions.  It would also give the CPUC time to determine, from a statewide basis, what quality specifications are appropriate.
D.  Gas Quality Specifications should be the Sole Purview of the CPUC.

The quality specifications for natural gas delivery to and transmission by California utilities should be solely under the purview of the CPUC.  They should not be subject to the whim or caprice of other governmental agencies that do not have regulatory authority over the activities of the utilities.  The imposition of such extraneous standards would undercut CPUC jurisdiction and cause the clear potential for there to be disparate quality specifications among the utilities, or even within different areas of the same utility’s service territory.  

Importantly, paragraph A. 1 of Rule 30 provides that all gas delivered to the utility is “[s]ubject to the terms, limitations and conditions of this rule and any applicable CPUC authorized tariff schedule, directive, or rule…”  From a supplier perspective, this provides assurance that the quality specifications are subject to CPUC purview and that there will not be quality specifications imposed or gas rejected for reasons that do not pass muster with the CPUC.  This assurance is important and should be emphasized by the CPUC to the utility.  Gas quality is, and should be, subject to the CPUC’s exclusive purview and jurisdiction.  The utilities should not be permitted to enforce quality specifications that have not been approved by the CPUC.

VI. 
BHP Billiton LNG will Comply with Applicable Specifications
As noted in our earlier comments, BHP Billiton LNG intends to comply with all gas quality specifications approved by the CPUC.  Further, the gas expected to be delivered into SoCalGas complies with all current gas quality specifications contained in SoCalGas Rule 30 as well as the specifications of the California Air Resources Board.  BHP Billiton LNG therefore does not seek in these comments any proposed changes to current gas quality specifications contained in either CPUC-approved natural gas tariffs or CARB regulations.

VII.
Summary and Conclusion

The CPUC and CEC are to be applauded for having delivered a thoughtful and accurate summary of the diverse opinions and sentiments expressed during the two-day gas quality workshops.  They are further to be complimented for having withstood the temptation and pressure to put forward a straw man proposal for gas quality just so this issue can be disposed of rapidly in order to meet the unique needs of individual sponsors of new supply projects.  The interests of the millions of gas consumers must be paramount in this debate, rather than the interests of individual suppliers.

BHP Billiton LNG therefore recommends that the state should be hesitant to rush into making gas quality specification revisions at this time, as no such changes may actually be required.  Given the fact that the FERC intends to promulgate a national gas quality standard that would be applicable to all gas moving in interstate commerce, it seems prudent to await FERC’s action, and then consider the suitability of that standard.  This would be distinctly preferable to putting end-users, equipment manufacturers and gas suppliers through an interim change that might later be superseded by the FERC standard.

Further, as a general principle, new suppliers of gas to California should be required to bear the cost of treating their gas to comply with existing standards, rather than requiring the state’s consumers to adapt their equipment to comply with the non-conforming new gas supplies.  Further, those parties who would make changes to existing specifications should bear the burden of proof to demonstrate that the changes would benefit all of the state rather than their own individual and parochial interests.
As we have noted repeatedly, the gas anticipated to be delivered by BHP Billiton LNG into the SoCalGas transmission system will comply with all current gas quality specifications contained in SoCalGas Rule 30, as well as the specifications of the California Air Resources Board.  BHP Billiton LNG therefore has not proposed in these comments any suggested changes to current gas quality specifications contained in either CPUC-approved natural gas tariffs or CARB regulations.  

However, BHP Billiton LNG strongly believes that the CPUC must require the Sempra Utilities to impose only those gas quality specifications that are contained in SoCalGas Rule 30.  The utilities should not be permitted to impose any other miscellaneous gas quality specifications that may from time to time be adopted by other governmental entities.  In the event that another governmental entity should attempt to impose differing quality specifications, the Sempra Utilities should be required to come to the CPUC with a proposal to modify its existing tariff Rules, so that all interested parties will have the opportunity to weigh in with comments and suggestions pertaining to the proposed new specifications.

As noted in our earlier filings, BHP Billiton LNG wishes to assist the State of California and all of its natural gas consumers by providing a creative, safe and reliable proposal for the import, regasification and delivery of LNG from Australia   We thank you for your attention to our comments.

Respectfully submitted, on behalf of BHP Billiton

LNG International Inc.
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� “Gas Interchangeability – An LDC’s Perspective” presented at the FERC Interchangeability Conference on February 18, 2004.


� Report at p. 5.
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