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Statement of the Problem [Opportunity]

• California’s continuing/increasing dependence upon
out-of-state gas supplies

• California’s traditional gas supply sources are
declining or being diverted to other markets

• California’s noncore gas customers no longer have
alternate fuel flexibility

• Increased electric generation gas demand is not
viewed as “interruptible”

• Surrounding states have expanded gas requirements
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California is at the end of the pipeline:

2004 Gas Supply Mix 

(Average usage: 6.2 Bcf/day)
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Interstate pipeline transportation capacity
serving California is adequate

• Gas Transmission Northwest (TransCanada): 2.2
Bcf/day
– Canadian (Western Sedimentary Basin) gas

supplies delivered to PG&E at Malin, Oregon
• Kern River Gas Transmission Company:

1.8 Bcf/day
– Rocky Mountain gas supplies delivered to PG&E

at Daggett and to SoCalGas at Kramer
Junction/Wheeler Ridge
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Interstate pipeline transportation capacity
serving California is adequate (continued)

• El Paso Natural Gas Company:
– Northern System (San Juan Basin to Topock):

2.3 Bcf/day
– Southern System (Permian to Ehrenberg):

1.4 Bcf/day
• Transwestern Pipeline Company:

– San Juan Basin to North Needles: 1.2 Bcf/day
• Southern Trails Pipeline (Questar) (Rocky Mountains

to North Needles):  120 MMcf/day
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Issue is Gas Supply, Not Pipeline Capacity

• Gas production from traditional/conventional supply
sources (California, Gulf Coast, San Juan Basin,
Permian Basin, Western Sedimentary Basin) is
flattening or diminishing

• Gas supplies from newer supply sources (Rocky
Mountains, East Texas, deep water Gulf Coast) are
more costly to produce and are being diverted to
eastern and midwestern markets
– New pipelines being constructed to transport Rocky

Mountain gas to eastern markets
– Alternate markets – east of California – absorbing gas

supplies previously destined for California
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Market Response to the “Opportunity”

Offshore Rosarito, Baja California300 MMcf/dayMoss-Maritime

GNL Mar Adento de Baja California
(offshore Tijuana Mexico)

700 MMcf/dayChevron Texaco

Clearwater Port Project
(offshore Oxnard, Ventura County)

800 MMcf/dayCrystal Energy

Cabrillo Deepwater Port
(offshore Ventura County)

800 MMcf/dayBHP Billiton

Mitsubishi/ConocoPhillips
(Long Beach Harbor)

700 MMcf/daySound Energy Solutions

LNG Proposals:
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Market Response to the “Opportunity” (continued)

LNG Proposals:

Coos Bay, Oregon200 MMcf/dayJordan Cove

Ocean Way terminal (offshore
Malibu, California)

800 MMcf/dayWoodside Energy

Energia Costa Azul (north of
Ensenada, Baja California)

1 Bcf/daySempra LNG

10

LNG
Projects



 John Leslie of  Luce Forward Hamilton & Scripps LLP 7-

 Law Seminars International | LNG Development  | 05/04/06 - 05/05/06 in Portland, OR

6

11

Market Response to the “Opportunity” (continued)

Pipeline Project
Pacific Connector (joint project of PG&E,
Northwest Pipeline, and Fort Chicago Energy
Partners)
– 1 Bcf/day capacity
– Interconnect with Jordan Cove LNG terminal
– Deliver gas to markets in Pacific Northwest and at

Malin
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State Agencies React to the Problem:
• May 2003:

CPUC/CEC Approve Energy Action Plan
– In order to ensure a “reliable supply of reasonably

priced natural gas,” the agencies commit to:

“Evaluate the net benefits of increasing the state’s
natural gas supply options, such as liquefied
natural gas.”

• December 2003:
– CPUC/CEC Joint Workshop on California’s Future

Gas Needs
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CPUC Opens Rulemaking in January 2004 (R.04-01-025):
– Rulemaking Order expresses concern that:

“there may not be sufficient natural gas supplies and/or
infrastructure to meet the requirements of all California
residential and business consumers unless the
Commission takes certain actions in the near future.”

– CPUC commits to make decisions in 2004 to address
the following issues:

• Increase demand reduction efforts
• Determine whether there is sufficient firm interstate and

intrastate pipeline capacity to meet California gas
demand

• Ensure that the benefits and flexibility of storage are fully
appreciated and utilized

• Provide access to imported gas supplies
(e.g., LNG and pipeline supplies)
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“Phase I” Decision (D.04-09-022) (September 2, 2004)

Adopted four key policies:
• Expedited approval process for new and renewed

interstate pipeline capacity contracts
• Open and equal access for all new and existing gas

supplies
• Authorized SoCalGas and SDG&E to establish new

receipt points, where needed, for new gas supplies
• Approved Otay Mesa (a new receipt point) as a joint

receipt point for deliveries into the SoCalGas and
SDG&E systems
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Expedited Approval Process

• Encouraged the gas utilities to diversify their gas
supply portfolios and interstate capacity holdings.

• Adopted expedited “pre-approval” process for new
and renewed pipeline capacity contracts.

• Expedited pre-approval process does not apply to
utility contracts for the purchase of LNG supplies,
however.

16

Open and Equal Access
• Assures pipeline and LNG developers that if they

build facilities to the utilities’ systems, the utilities will
interconnect with these new facilities

• Assumes that upstream pipelines/suppliers will pay
the incremental cost of new facilities to accommodate
new supplies
– Case-by-case assessment of whether “rolled-in” cost

allocation treatment is appropriate
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Issues deferred to a separate application:
• Economic “integration” of SoCalGas and SDG&E’s

transmission systems
• A system of “firm access rights” for the SoCalGas

and SDG&E systems
• Off-system transportation service

18

Issues deferred to Phase II of R.04-01-025:

• Terms and conditions of a “standard” interconnection
agreement and operational balancing agreement

• Gas quality specifications for new gas supplies
• Adequacy of California gas utilities’ infrastructure

(storage, backbone and local transmission capacity)
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Status of Phase II of R.04-01-025:
a.  Hearing on “infrastructure adequacy” held in

  August 2005
– General consensus that the California utilities

have sufficient in-state capacity to meet customer
demand through 2016

– General recognition that utilities’ in-state
transmission capacity will have to be expanded to
accommodate new gas supplies from LNG
terminal facilities or from new or expanded
pipelines

– Issue is “who pays?”
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Status of Phase II of R.04-01-025 (continued)

b.  Hearing on “gas quality” held in December 2005
– Focus was on the gas quality specifications to be

applied to regasified LNG to be delivered to
SoCalGas’ system

– Controversy centered on the Wobbe index range to
be adopted by the CPUC

– Most parties support maximum Wobbe index of 1400
(will encourage broad spectrum of LNG supplies)

– Some parties support a maximum Wobbe index of
1360 (maintain status quo)
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Status of Phase II of R.04-01-025 (continued)

c.  Comments submitted in November 2005 on
  SoCalGas’ proposed standard interconnection
  agreement and operational balancing agreement

-  Jurisdictional issue for interstate pipelines
-  Contractual issue for existing California

producers
-  Equal access issue for new interconnecting

entities

22

Current Status of Phase II:

• ALJ Proposed Decision on all Phase II issues is
due in May 2006

• Final CPUC decision expected in June 2006
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SoCalGas’ “SI FAR OFF” Proceeding
(A.04-12-004)

• SoCalGas filed application in December 2004
• Application addressed three issues deferred from

Phase I of R.04-01-025:
– Economic integration of SoCalGas and SDG&E

gas transmission systems
– Firm receipt point access rights
– Structure for firm and as-available off-system

transportation

24

Application was bifurcated in May 2005:

– System integration issues addressed in
Phase I

– Firm access rights, off-system delivery
issues to be addressed in Phase II
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Phase I:  System Integration
• CPUC Decision (D.06-04-033) issued April 13, 2006
• Approved system integration (common transmission

rate for all SoCalGas and SDG&E customers)
• Key issue in the system integration phase:

Whether gas that is delivered into southern California
at the Otay Mesa receipt point is subject to a
“wheeling” charge for transportation across the
SDG&E system if the gas is being delivered to a
customer on the SoCalGas system

26

Phase I:  System Integration
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Phase I:  System Integration

• At stake in the system integration proceeding was
whether Baja LNG gas will be delivered into the Otay
Mesa receipt point or delivered to Ehrenberg/Blythe

• If system integration is approved, Baja LNG will be
delivered to Otay Mesa, and the gas will serve
southern California markets

• If system integration is rejected, Baja LNG is likely to
be delivered to Ehrenberg/Blythe, and if so, the gas is
just as likely to be sold to east-of-California markets

28

CPUC Decision (D.06-04-033)

• CPUC approved system integration, to be
implemented when LNG supplies are first delivered
through Otay Mesa

• The CPUC stated:
– “The Commission has a window of opportunity to

decide whether to encourage the entry of LNG into
California or to take a wait and see approach as to
whether the California-based LNG projects will be
approved or not.” (p. 42)
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CPUC Decision (D.06-04-033) (continued)

Messages to the market:
– “It is in California’s best interest to take steps now

to encourage suppliers to deliver that gas [Baja
LNG] to the southern California market instead of
the east-of-California markets.”  (p. 42)

– “[I]t is our belief that the introduction of regasified
LNG from Baja California into the southern
California market will benefit the customers of both
SDG&E and SoCalGas.  We should do our part to
encourage the entry of additional gas supplies into
the southern California market.”  (p. 47)
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What the CPUC Did Not Address in
D.06-04-033

• “Access rights” for a shipper that pays the
incremental cost of downstream transmission
facilities that are necessary to accommodate new
supplies at a new or expanded receipt point

• Shippers sought assurance that if they pay the
incremental cost to expand the utility’s receipt point
capacity, they will receive “priority access” to the
expanded capacity

• CPUC stated that such an approach “makes sense”
and “may have merit,” but CPUC delayed
consideration to Phase II
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Phase II:  Firm Access Rights/
Off-System Deliveries

• Key Issues
– System of firm receipt point access rights
– Terms and conditions of off-system deliveries
– “Peaking service” rate for partial bypass of the

SoCalGas system
• Key Dates

– Utility testimony due to be updated on May 5
– Intervenor testimony due on July 7
– Hearing begins on August 7
– CPUC decision anticipated by year-end
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Firm Access Rights

• Mechanism for allocating firm rights at existing
receipt points

• Terms for reserving firm rights at new receipt points
• Method of paying for firm access rights and allocating

revenues
• Process for trading firm access rights
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Off-System Deliveries
• Transportation from one receipt point (or from

storage) on the SoCalGas/SDG&E system to a point
of interconnection between SoCalGas/SDG&E and
another pipeline

• Important for LNG suppliers, in particular:  makes
southern California a point of first interconnection for
supplies delivered outside of southern California

• CPUC has limited the scope of the off-system
transportation debate to deliveries from SoCalGas’
system to PG&E’s system

34

California’s Strategy for Acquiring New Gas
Supplies:
• Provide equal access for all new and existing

supplies, subject to core market preferences
• Encourage competition to drive down prices
• Lock-in long-term supply and pipeline commitments

for California markets (core and possibly noncore)
• Capture LNG supplies introduced into California for

California markets
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Summary of Outstanding LNG access issues:

– Gas quality and other terms of access
– Access rights for interconnecting supplies
– Off-system transportation rates and rights
– Utility purchases of LNG supplies for core markets
– Backstop procurement for noncore markets


