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In accordance with the procedural schedule established in the above-referenced Commission proceeding, as well as in California Energy Commission (“CEC”) Docket No. 04-IEP-01, Shell Trading Gas & Power (“Shell”) submits its reply comments on the gas quality issues that were addressed at the joint workshop on February 17 and 18, 2005, and in opening comments that were filed on February 11, 2005.  At the February 17-18 workshop, Mr. Edgar Kuipers made a presentation on behalf of Shell.  A copy of Mr. Kuipers’ presentation is attached to these reply comments.

Shell will not repeat, in its reply comments herein, the points made by Mr. Kuipers in his workshop presentation.  Rather, Shell responds in support of the gas quality proposal and timeline advanced by Mr. Richard Morrow (on behalf of Southern California Gas Company (“SoCalGas”) and San Diego Gas & Electric Company (“SDG&E”)) at the end of the workshop.  SoCalGas and SDG&E’s proposal provides a reasonable approach that will facilitate a transition to a new gas interchangeability standard that, in turn, will provide long-term certainty and clarity respecting California’s gas quality requirements.

Shell also supports the collaborative  process to set gas quality specifications that many of the participants proposed during the workshop.  A collaborative process, discussed below, will ensure that all interested parties can be actively engaged in devising a mutually advantageous resolution of all gas quality issues that will gain the support of all agencies with regulatory authority.

Shell urges this Commission and the other regulatory agencies to act expeditiously to approve a new interchangeability standard.  This new standard must be relied upon by all affected parties, including suppliers of liquefied natural gas (“LNG”), on a long-term basis.  The standard must be established by June 2005 to allow gas suppliers, including LNG suppliers, to be able to allocate new supplies to the California market and to design, procure and construct any additional processing facilities that might be required in order to comply with the gas quality requirement.

I. 

CERTAINTY IN CALIFORNIA’S GAS QUALITY STANDARDS MUST BE ESTABLISHED BY JUNE 2005

Shell representative Edgar Kuipers reported at the workshop that a Shell affiliate, Terminal LNG de Baja California S. de R.L. de C.V., has acquired 500 MMcf/day of capacity in Sempra LNG’s 1 Bcf/day Costa Azul LNG import facility located in Baja California.
  Construction of the Costa Azul facility has commenced and the facility is scheduled to begin receiving LNG supplies in the first quarter of 2008.  As reported by Shell at the workshop, a substantial portion of the Shell affiliates’ gas supply at the Costa Azul facility could be delivered to the California market.

Mr. Kuipers reported that the LNG supplies to be delivered by Shell to the Costa Azul facility will originate in gas fields located in the Asia Pacific region.  Mr. Kuipers and others at the workshop noted that LNG currently produced in the Asia Pacific area has a relatively high ethane concentration and a low inert concentration.  As a result, existing Asia Pacific LNG supplies are not able to guarantee compliance with the California Air Resources Board’s (“CARB”) current compositional specifications with respect to ethane and other heavy hydrocarbons, as well as with respect to inert gases.  The CARB’s compositional specifications thus significantly limit current LNG supply options.   Under existing CARB specifications, any LNG supplies delivered to California will have to come from new greenfield LNG facilities.  

Mr. Kuipers and others also reported, however, that the limited future LNG supplies that could be compliant with both SoCalGas Rule 30 and CARB’s current hydrocarbon specifications are likely to present interchangeability problems.  These future LNG supplies likely will have a Wobbe number (index) that is higher than the 1400 limit currently proposed by SoCalGas and SDG&E.

In theory, the Wobbe index can be reduced to some extent through nitrogen (N2) injection  and/or the extraction of natural gas liquids (“NGL”).  In view of the robust and expanding market for “rich” (high Btu) gas in the Asia Pacific, however, and in view of safety, legal and economic issues, the single practical option for reducing the heating value of the Asia Pacific LNG delivered by Shell is through nitrogen injection.  The N2 injection process must be performed at the Costa Azul regasification facility.

As Mr. Kuipers reported, Shell supports the SoCalGas proposal to include the 1400 Wobbe number limit,  and Shell is prepared to make the investment that is required in order to construct a nitrogen injection project (i.e. Btu stabilization) at the Costa Azul regasification facility.  A Btu stabilization project is extremely expensive, however, and requires a lead time of approximately two and one-half years for design, procurement and construction.  In fact, Shell’s work on an N2 scoping study for design of a Btu stabilization facility already has begun in order to meet the January 2008 in-service date for the Costa Azul project.  Nevertheless, in the absence of certainty respecting California’s gas quality specifications, Shell does not have sufficient information to design the N2 injection facility.

In order for Shell to plan for and construct the N2 injection project in time for the opening of the Costa Azul regasification facility in the first quarter of 2008, the State’s gas quality standards must be clarified by the end of the second quarter of this year.  As numerous parties emphasized during the workshop, upstream gas suppliers must have certainty respecting the State’s gas quality standards in order to make the commitments and the investments necessary to deliver compliant gas to the California market.  It is extremely important that the State establish firm guidelines within the next two to three months, and it is equally important that suppliers be able to rely upon these standards with certainty on a long-term basis.

Finally, Shell supports the establishment of a statewide gas quality standard.  However, in view of the fact that most, if not all of the focus with respect to new LNG supplies is on the southern California market, it is most important that the gas quality standard be established expeditiously and definitively for the SoCalGas and SDG&E service territories.  In this connection, it must also be recognized that some portion of the LNG supplies may be delivered to southern California over the El Paso interstate pipeline.  As such, it will be important for El Paso to participate in the collaborative process.

II. 

SHELL SUPPORTS THE GAS QUALITY ROADMAP PROPOSED BY SOCALGAS AND SDG&E

SoCalGas and SDG&E have proposed the following approach for addressing gas quality:  First, in line with the National Gas Council’s (“NGC”) interim interchangeability guidelines, SoCalGas and SDG&E recommend a maximum Wobbe number of 1400 (and a minimum Wobbe number of 1290) for all gas delivered to California.  Based upon extensive interchangeability experience and in line with the NGC report that was presented to FERC on March 2, 2005, SoCalGas and SDG&E recommend that a Wobbe number of 1400 can be incorporated immediately into Rule 30. 

Second, SoCalGas and SDG&E propose to replace the compositional limits under the CARB’s regulations.
  The utilities propose that the CARB requirements should be replaced on an interim basis by a minimum Methane Number (“MN”) of 80 (subject to exemptions for specific geographic areas to accommodate California-produced gas on a “grandfathered” basis).  SoCalGas and SDG&E further propose that specific interchangeability concerns related to the legacy fleet of natural gas vehicles (“NGV”) should be addressed over the coming year with the aim of eventually lowering the minimum statewide MN to approximately 73 as of January 1, 2008.

SoCalGas and SDG&E’s gas quality proposal is based upon the comprehensive record that has been developed in this proceeding, as well as studies that have been prepared and presented in other state and federal regulatory proceedings.  SoCalGas and SDG&E’s proposal will achieve the two main policy objectives that were identified through the workshop process:  a) the need to ensure that the combustion of new gas supplies will not materially decrease operational safety, efficiency, performance or materially increase air pollutant emissions; and b) the need to broaden California’s gas supply options.

Shell supports the utilities’ phased approach because it promises certainty in the gas quality standards for the gas utilities, for end-use customers, and for new and existing gas suppliers.  Regulatory certainty and stability is necessary in order to attract the broadest range of new gas supplies to the California market.  Shell urges the State agencies with jurisdiction, including this Commission, to proceed to implement SoCalGas and SDG&E’s proposal once the specific terms can be agreed upon through the expedited collaborative process described below.

PROCEDURAL STEPS SHOULD BE ADOPTED TO IMPLEMENT 
SOCALGAS AND SDG&E’S PROPOSED APPROACH

Shell applauds the collaborative effort that has been undertaken by the Commission, the CEC, CARB, the California Department of Conservation -- Division of Oil, Gas and Geothermal Resources, and the South Coast Air Quality Management District, to address gas quality issues through the workshop process.  The February 17-18 workshop provided all of these agencies with a strong baseline of information and analysis regarding gas quality.  The workshop also presented the seeds for an agreed upon implementation approach for gas quality.  

Based upon the presentations at the workshop as well as SoCalGas and SDG&E’s proposed roadmap, Shell believes that interested parties can pursue an expedited collaborative process to agree upon gas quality standards that can be adopted and implemented by June 2005.  As a first step, representatives of the Commission’s Energy Division and the CEC should immediately convene a formal settlement process in this docket (R.04-01-025) under Rule 51 of the Commission’s Rules of Practice and Procedure.
  All interested parties, including State agencies with authority over gas quality, should be encouraged to attend and participate in the settlement process.

Shell anticipates that as a result of the settlement process, a settlement agreement on gas quality standards can be filed with this Commission by early April 2005.  Comments on the settlement agreement will be submitted and a draft decision on the settlement should be prepared by May 2005.  After comments are submitted on the draft decision, the Commission should be able to issue a final decision on gas quality issues by June of this year.  By the end of June, the gas utilities should be required to file advice letters with compliance tariffs that implement changes to the gas quality standards.

As the Commission’s administrative process moves forward, a parallel administrative process can proceed at the CARB.  Once a settlement is achieved and submitted to the Commission in this docket, the CARB can issue a Notice of Proposed Action.  The CARB’s Notice of Proposed Action will trigger a rulemaking process that will result in modifications to CARB’s compressed natural gas (“CNG”) regulations.

SOCALGAS AND SDG&E’S PROPOSED GAS QUALITY STANDARD IS CONSISTENT WITH THE INFORMATION PRESENTED THROUGH THE WORKSHOP PROCESS

As discussed above, the centerpiece of SoCalGas and SDG&E’s proposal is adoption of an interchangeability measure that incorporates a Wobbe “range” consisting of a minimum Wobbe number of 1290 and a maximum Wobbe number of 1400.  As a complement to the proposed Wobbe index limits, the utilities propose elimination of the current CARB CNG specifications and interim replacement with a minimum MN of 80 (with certain exemptions).  By January 2008, the utilities propose that the minimum MN could be reduced to around 73.  The utilities’ proposal is supported by reports and studies presented at the workshop, NGC’s March 2, 2005 report to the FERC, as well as other current industry research.  

A. A Maximum Wobbe Index of 1400 Should be Adopted

There appears to be general agreement that the most appropriate indicator of gas “interchangeability” is the Wobbe index, which is derived by dividing the heating value of the gas by the square root of the specific gravity of the gas with respect to air.  There also appears to be general agreement that the Wobbe number range should be between a minimum of 1290 and a maximum of 1400.  Based upon recommendations by the Natural Gas Council, the Wobbe number range proposed by SoCalGas and SDG&E is within approximately +/- 4 to 5 percent of the current prevailing average Wobbe index for gas delivered to the SoCalGas system.  

Delivered gas that meets a Wobbe number of 1400 as well as the minimum MN of 80 will be compatible with existing engines and appliances in California.  Research also shows that gas meeting a Wobbe number of 1400 will have little, if any impact upon air emissions.  SoCalGas’ February 2005 draft report entitled “Gas Quality and Liquefied Natural Gas Research Study,” which was attached to SoCalGas and SDG&E’s February 11, 2005 opening comments, showed that “limiting the Wobbe number to 1400 would result in no increase in NOx emissions in appliances that likely represent most of the gas consumption (water and space heaters).”
  Numerous national as well as international studies have shown that relatively small fluctuations in the Wobbe number are acceptable to combustion equipment without materially affecting performance. 
   In addition, the Wobbe index is commonly used as the main interchangeability parameter in almost all international gas markets.

There is ample support, therefore, for the Commission to adopt a Wobbe number range of 1290 to 1400 for inclusion in the gas utilities’ tariffs.  Approving this Wobbe number range will establish an interchangeability parameter in California that is clear and certain for gas supplies throughout the world.  This Wobbe number range will be in alignment with the Mexican Wobbe-based gas quality specifications, even though the 1400 maximum is approximately 2 percent lower than the maximum Wobbe index allowed in Mexico.   Approving SoCalGas and SDG&E’s proposed Wobbe number range will enable LNG shippers, including Shell, to move forward with plans to meet California’s gas quality standards.

B. CARB’s Compositional Specifications Should be Replaced with a Minimum MN Standard

SoCalGas and SDG&E propose that the CARB eliminate the compositional specifications for CNG that is used to fuel NGVs.  The workshop presentations showed that none of the LNG supplies currently produced in the Asia Pacific area can guarantee compliance with all of CARB’s compositional specifications.  In particular, much of the rich Asia Pacific LNG exceeds CARB’s maximum ethane limit (6 percent) and CARB’s minimum inerts limit (1.5 percent).  Although some Asia Pacific gas reserves may be able to meet CARB’s current compositional specifications, the current CARB requirements will limit the eligibility of most Asia Pacific LNG supplies.  Maintaining current CARB specifications will increase the risk that gas supplies will not compete to serve the California market.  As confirmed by Mr. Kuipers of Shell, CARB’s current gas quality specifications will discourage Asia Pacific LNG suppliers from delivering gas to California.

This is an important point.  Mr. Kuipers and others noted that there are many markets in Asia for the existing LNG supplies.  None of these markets require deep extraction of NGLs.  To the contrary, markets in Japan and South Korea rely upon rich (high Btu) gas in order to maximize the Btu value of the gas stream and to minimize the volume of gas per Btu. The CARB’s current strict compositional limits will discourage Asia Pacific LNG suppliers from competing to serve the California market.

NGL extraction at the Costa Azul regasification facility in order for Asia Pacific LNG to meet California standards is not an option, for the following reasons:  a) Mexican law does not allow LNG suppliers to extract NGLs from natural gas;
 b) liquids extraction at Costa Azul would be economically very unattractive, especially if ethane would need to be extracted; and c) export of up to 100 truckloads per day of NGLs would impose serious logistical and safety risks on the project.

SoCalGas and SDG&E have proposed, therefore, that CARB’s compositional specifications should be replaced by an MN standard.  The utilities propose that on an interim basis, a minimum MN of 80 should be adopted.
  The utilities further propose that the interchangeability concerns related to the legacy NGVs should be addressed over the coming year with the aim of further reducing the minimum MN to around 73 by January 1, 2008.

Shell supports SoCalGas and SDG&E’s proposal.  As the utilities noted, CARB already has granted SoCalGas two limited exemptions from the current CARB specifications, allowing SoCalGas to meet an MN 80 standard in specific geographical areas.  SoCalGas and SDG&E noted, in their pre-workshop comments, that the alternate MN 80 standard has not created operational problems for NGVs.  

In addition, establishing an implementation date of January 1, 2008 for a minimum MN of  around 73 will provide CARB, the utilities and NGV owners and manufacturers a reasonable period to take whatever measures are necessary to enable NGVs to operate on a wider range of gas quality.  Indeed, the workshop presentations indicated that NGV engines built after 2002 have the capability of burning gas with an MN of 73 or below.

The State should act now to establish a minimum MN of around 73 for January 1, 2008.  As Mr. Kuipers and others noted during the workshop, although some Asia Pacific LNG can meet an MN 80 standard, much of the Asia Pacific LNG as well as in-state gas would be excluded from the California market if all gas were required to meet an MN 80 standard.  The State and this Commission should take the steps necessary to ensure that supplies from multiple supply areas will be able to compete for sales of gas to the California market.  Establishing a maximum Wobbe index of 1400 and a minimum MN of around 73 (effective January 1, 2008) will enhance the likelihood that international supplies will compete aggressively for sales of gas to California.

CONCLUSION

Shell supports SoCalGas and SDG&E’s proposal to move forward expeditiously, and through a collaborative process, to establish an interchangeability measure as a key component of the California gas utilities’ gas quality standard.  The Commission should approve a change to SoCalGas and SDG&E’s tariffs that establishes an interchangeability range from a minimum Wobbe number of 1290 to a maximum Wobbe number of 1400.  This change should be approved by June 2005 and should be implemented immediately thereafter through the utilities’ tariffs.

Shell also supports SoCalGas and SDG&E’s proposal to replace CARB’s CNG compositional specifications with a minimum MN standard.  On an interim basis, the minimum MN should be set at 80.  However, the State should make it clear that the minimum MN will be reduced to around 73 as of January 2008.  Providing for a reduction in the MN to around 73 in January 2008 will allow sufficient time for the utilities, manufacturers and owners of “legacy” NGVs to meet the new standard on a reasonable schedule.

Finally, Shell submits that the CEC and this Commission’s Energy Division should proceed with a collaborative process that leads to a formal settlement that can be submitted under Rule 51 of the Commission’s Rules.  All interested stakeholders, including all State agencies with regulatory authority over gas quality, should participate in the settlement discussions so that a final decision can be reached by this Commission in June 2005.

Respectfully submitted,

John W. Leslie

Luce, Forward, Hamilton & Scripps LLP

11988 El Camino Real, Suite 200


San Diego, California 92130


Tel: (858) 720-6352


Fax: (858) 523-4320


E-Mail: jleslie@luce.com


Attorneys for Shell Trading Gas & Power

Date:  March 4, 2005

CERTIFICATE OF SERVICE

I hereby certify that I have served, this day, a copy of the foregoing REPLY COMMENTS OF SHELL TRADING GAS & POWER ON GAS QUALITY ISSUES on the service list for R.04-01-025 by electronic mail to each party.

Executed on March 4, 2005, at San Diego, California.







_____________________________







Roberta Vinson

2043798.2
































































� Another Shell affiliate, Coral Energy Resources, L.P., has entered into a contract to purchase the gas from Terminal LNG de Baja.


� Calif. Code of Regulations, Title 13, Division 3, Chapter 5, Article 3, Section 2292.5.


� In view of the need for expedited action by the Commission and other agencies, the gas quality issues identified through the workshop process should be addressed through a dedicated and expedited sub-phase of R.04-01-025.  The gas quality issue should not be deferred until “Phase 2” of R.04-01-025, as otherwise was proposed in the Phase II “Scoping Memo” that was issued in R.04-01-025 on February 28, 2005.


� R.04-01-025, SoCalGas and SDG&E Opening Comments, p. 13 (filed February 11, 2005).


� E.g., Gas Interchangeability Tests; Evaluating the Range of Interchangeability of Vaporized LNG and Natural Gas; Gas Technology Institute (December 2002). 


� Mexican law and regulation, specifically Ley Reglamentaria del Artículo 27 Constitucional en el Ramo del Petróleo, reserves to Pemex the processing, production and first-hand sale of LPG in Mexico.


� SoCalGas and SDG&E propose that exceptions to a minimum MN of 80 can be permitted for certain areas where there are few if any NGVs that are not capable of using gas with a lower MN.  See SoCalGas/SDG&E February 11 Comments at p. 14.






