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INITIAL COMMENTS OF EL PAS0 NATURAL GAS COMPANY AND MOJAVE 
PIPELINE COMPANY ON ISSUES REGARDING POINT OF REGULATION IN THE 

NATURAL GAS SECTOR 

In accordance with the "Ruling Requesting Comments on Type and Point of Regulation 

Issues for the Natural Gas Sector" of the Administrative Law Judge, dated November 28,2007 

(Ruling), El Paso Natural Gas Company (EPNG) and Mojave Pipeline Company Wojave) 

submit their joint comments on the point of regulation (POR) issues relating to greenhouse gas 

(GHG) emissions in the natural gas sector. In submitting these comments, as requested in the 

Ruling, we have not repeated at length our prior comments in this proceeding. 

Introduction and Backmound 

The EPNG and Mojave pipeline systems provide over 30% of the natural gas consumed 

in california' The two companies are subsidiaries of El Paso Corporation (collectively, "El 

Paso"), which is organized around two core businesses-pipelines and exploration and 

production. El Paso's pipeline group operates a network of nearly 43,000 miles of pipeline, 

comprising over 20% of the interstate gas pipeline infrastructure in the country. El Paso has 

operations in over thirty (30) states and several federal jurisdictions. 

El Paso currently helps satisfy, and will continue to help meet, California's growing 

demand for clean-burning natural gas through its extensive network of natural gas pipelines and 

future natural gas projects. As a Climate Action Leaderm and member of the California Climate 

Action Registry (CCAR), El Paso has been in the forefront of efforts to address the concerns 

being expressed by public and governmental stakeholders over the issue of GHG~? 

' EPNG aud Mojave an hmtatc pipeha wbjact to fedaal ratba thrm stabe utility commiasimjuridchon. However, we 
willamtinuctocooperatewithstabeagenciasuchastheCommursl 

. . 
masappropnate. 

El Paso's additional leadershq, credentials in GHG mattem an ' d o n  Attachment "1" hereto. 



Summuv of Comments 

EPNG's and Mojave's comments on the specific questions in the Ruling are set forth in 

Attachment "2" hereto. In summary: 

1. El Paso supports an economy wide cap-and-trade greenhouse gas regulatory structure with 
the POR on the downstream side of the natural gas supply system. 

2. In general market-based regulatory programs provide the opportunity to achieve 
environmental goals at lower cost to society, with greater flexibility for the regulated sectors, 
greater equity among sectors, and less effort for regulators. However, some of the means of 
implementing market-based programs that are currently being proposed in the context of 
AB32 and California's GHG goals (e.g. upstream POR approach for natural gas pipelines 
and Liquefied Natural Gas [LNG] facilities) have extremely limited practical application and 
could potentially face regulatory, legal and technical challenges. El Paso supports the use of 
market-based programs where they fit the characteristics of the regulated sector and the 
regulatory goals. 

3. Specifically with respect to interstate natural gas transmission companies, we urge the 
Commission and the California Energy Commission (CEC) to consider the "real world" 
regulatory, legal, technical and market challenges affecting gas supply and transmission tolin 
California. 

4. A "hybrid" program through a combination of cap-and-trade structure for large C02 emitters, 
offset programs for fugitive emissions and conventional policies and programs for small 
emitters may yield the optimum GHG reductions from the natural gas energy value chain. 

5. With respect to additional criteria in designing a GHG emissions program for the natural gas 
sector, we urge the Commission and the CEC to consider the following sub-principles: 

Realistic balance of fossil fuel demand with AB32's goals and targets. 
Recognition of current regulatory and legal structure and minimizing disruption of 
the basic regulatorynegal framework of the energy markets. 

6. The "natural gas sector" includes several different sectors of the economy with very different 
physical, economic, and regulatory characteristics. El Paso believes that a sector-specific, 
phased approach is most appropriate, with thresholds, regulatory mechanisms and possibly 
schedules tailored to the unique circumstances of each sector. Initial regulatory efforts 
should focus on the sectors that can provide the greatest emission reductions, most reliably, 
at the lowest cost, and with the least economic disruption. GHG emission programs should 
be developed and implemented sector-by-sector and include the most appropriate 
combination of market-based programs, technology development/incentives and voluntary 
P r o m .  











ATTACHMENT '2" 

COMMENTS ON SPECIFIC POINT OF REGULATION ISSUES IN THE NATURAL 
GAS SECTOR 

1. Introduction 

In addressing these comments, one must begin by recognizing that the "natural gas 

sextor" as addressed in the Ruling includes several different sectors of the economy with very 

different physical, economic, and regulatory characteristics. The natural gas sector includes gas 

consumers, ranging h m  a very large number of small residential, commercial and even 

vehicular gas users. Gas consumers also include a smaller number of large point source gas 

users, some private non-regulated entities and some that are regulated by the Commission. 

In addition, the natural gas sector includes the entities that produce, tramport and deliver 

natural gas to customers. This includes local distribution utilities that are regulated by the 

Commission, interstate pipelines regulated by the Federal Energy Regulatory Commission 

(FERC), and unregulated companies that produce and process natural gas. The emissions h m  

the entities in this portion of the natural gas sector include COz fiom combustion and hgitive 

methane emissions h m  a wide variety of equipment types. 

In general, El Paso supports an economy wide cap-and-trade greenhouse gas regulatory 

structute, with the POR on the downstream side of the natural gas supply system. Given the 

diversity of the natural gas sector in California, there is no single approach that provides an 

appropriate response for the entire sector. El Paso supports a structure and point of regulation 

that is effective, verifiable, cost-effective, legally sound, and takes into account the complexities 

of the natural gas market and the ability to recover costs for rate-regulated companies. 

Emissions capand-trade programs based on the point of emission have been highly 

successhl and cost effective. On the other hand, there are too many market inefficiencies and 

institutional barriers to those proposals that suggest moving the point of regulation to the point of 
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energy production (upstream), processing or transportation (midstream) to make such proposals 

workable in practice. 

El Paso believes that a sector-specific, phased approach is most appropriate, with 

thresholds, regulatory mechanisms and possibly schedules tailored to the unique circumstances 

of each sector. Initial regulatory efforts should focus on the sectors and GHGs that can provide 

the greatest emission reductions, most reliably, at the lowest cost, and with the least economic 

disruption. GHG emission programs should be developed and implemented sector-by-sector and 

include the most appropriate combination of market-based programs, technology 

development/incentives and voluntary programs. 

2. Responses to Specific Questions 

Our responses to certain specific questions identified in the Ruling are set forth on the 

following pages.8 

Ah, El Paso prorid& comments to the draff MAC report on this point of reguhon issue. See 
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Greenhouse Gas Initiative (RGGI) chose to use allowance auction proceeds to directly promote 
end-use efficiency. California has long been a leader in end-use efficiency programs, yet the state 
could still do more to promote efficiency among residential and commercial gas users. 

It is difficult to predict the exact level of emissions reductions that can occur, resulting 
eom the expansion of existing policies and development of new programs. However, a "hybrid" 
program through a combination of cap-and-trade programs for large COz emitters, offset 
programs for fugitive emissions and conventional policies and programs for small emitters may 
yield the optimum reductions &om the natural gas sector. 
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However, administrative burden should not ovemde the basic principles of essentially 
ensuring that the market-based mechanisms achieve the goals and targets in the most cost 
effective, flexible and least disruptivs manner to the existing regulatoflegal hmeworks 
governing the affected sources. 

Rec~mmended additional sub-~rinci~les 
In previous comments," El Paso has urged the Commission and the CEC to recommend 

that the CARB adopt a cap-and-trade program with a realistic balance of fossil fuel demand to 
meet AB32's goals and targets, and to not create disincentives for additional natural gas supplies 
to flow to California. Specifically, El Paso believes that the state's regulatory agencies should 
also encourage pipeline expansion and new gas supply from the Rockies into California to 
address a looming tightness in gas supplies to the state. Conversely, California must be careful 
not to inadvertently create disincentives for additional gas to flow into the state. For if the state's 
GHG reduction program places significant additional costs on the natural gas delivered by the 
interstate pipelines, gas suppliers will have an incentive to move their gas to areas outside of 
California that are not burdened by such costs. 

Secondly, there are some important policy considerations for natural gas transmission 
companies that are subject to the jurisdiction of the FERC. Under an "upstream" approach to the 
POR, pipelines serving California could be responsible for the costs of compliance of all 
downstream users (e.g., pipelines conceivably would be responsible for purchasing allowances in 
an "auction" system to cover their own emissions, as well as those of downstream users of the 
delivered gas). In addition, as explained in our Prehearing Conference ~tatement,'~ a California 
effort to regulate the natural gas sector at the interstate pipeline level would create enormous 
regulatory complications that could threaten the timely implementation of any GHG reduction 
program indefinitely, in contravention of the Legal Risk objective described by the 
Commission's staff.13 Many of these issues can be avoided by a carefully-designed GHG 
program that employs a 100% fiee allocation concept and a  downs^" point of regulation of 
the natural gas sector. 

" See Comments of El Pmo Natural Gm Company And Mbjave Pipeline Company on Issues Rebting To GH 
Allowance Allocation Issues in the Natural Gm Sector filed October 31,2007 in CPUC Docket No. 0604-009 and 
CEC Docket No. 07-011-01. 

l2 Mwing CorJerene &tement ofEl Paw N& Gas Canpmry md Mbjm P@eline Comprmy on Isnres Relclting to 
GHG Emissw~~~ in the Nahral Gas Seftor dated hdy 26,2007. 

13 Some of the legdregulatory issues related to interstate pipelines include: 

To what extent can a state lawfully impose charges on interstate pipelines that affect their rates, which are 
exclusively subject to regulation by the FERC? 

Would rmch a program be pre-empted by the regulatory scheme under the Natural Gas Act andlor constitute 
an undue burden on interstate commerce? 

See also, e.g., Southern Cal$ornia Public Power Authority 's Opening Comment on Allowance Allocation Issues, 
fled October 31,2007, at pp. 7-8 [recommending that the Commission reject and no longer give any consideration 
to an "Upstream" POR for electric sector GHG regulation (i.e., in which either " s o m "  or "first-sellers" would be 
the point of regulation), due to the Wrelihood that such a program would be preemptid by the FERC's jurisdiction.] 
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