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B. The Schlesinger Report Is Informative on How the US Gas Pipeline Industry
Operates and Assesses the Delivery Conditions for Biogas in the Third and Fourth
Editions RPS Guidebook

The Schlesinger Report explains that “every U.S. gas pipeline is physically interconnected
with (i.e., is literally bolted to) every pipeline that delivers gas into California.”™* It further
explains that there is a physical contract path for the flow of the landfill gas, from these
sources, into California, and that “once Department's biogas enters a gas pipeline, it is
transported to California the same way any other gas supply is transported to California
under U.S. gas pipeline practices and standards that comport with the [Federal Energy
Regulatory Commission’s] FERC's regulatory market design.”"®

Furthermore, the Schlesinger Report is in accord with the footnote 16 clarification provided
in the Seventh Edition RPS Guidebook about the Third and Fourth Editions to the RPS
Guidebook."® The Schlesinger Report explains that the added condition in the Fourth
Edition “underscores the consistency of the Commission's RPS Guidelines with standard
U.S. gas pipeline operations” because there are “no limitations as to the operation of the
gas pipeline network in delivering biogas to California, since deliverg under contract may
take place ‘with or against the physical flow of gas in the pipeline.”

Moreover, in a section entitled “The Department's Biogas Contract's Compliance with
Pipeline Grid Practices and Regulatory Standards,” the Schlesinger Report goes through
the analysis to show how the pipeline system is interconnected with California.® It further
provides an example of the “segments in the physical contract path from the KC Landfill-to-
Gas Energy Project,” which ends up with delivery to California using LADWP’s “firm
capacity contract” on the Kern River Pipeline."® Therefore, not only do the identified landfill
sources and pipeline interconnections satisfy the Third Edition RPS Guidebook, but they
also satisfy the Fourth Edition RPS Guidebook.?°

'* The Schlesinger Report, p. 16.

' The Schlesinger Report, p. 13.

'® Footnote 16 on page 12 of the RPS Eligibility Guidebook, 7" Edition, states that “[t]he eligibility requirements for the
third and fourth editions of the RPS Eligibility Guidebook are largely the same with some additions to the fourth edition
of the guidebook that were largely introduced as clarifications to the third edition guidebook.”

'" The Schlesinger Report, pp. 16-17.

' The Schlesinger Report, pp. 12-15.

' The Schlesinger Report, pp. 12-15.

20 The Schlesinger Report, pp.19-20.
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D. PUC Section 399.12.6 May Apply the Third or Fourth Editions; However, The
Delivery Requirements Provide the Same Result for Affirmatively Certifying the
2009 Shell and Atmos Contracts

Taking a look at PUC Section 399.12.6, which became effective on January 1, 2013,
subsection (a) (1) suggests that either the Third or Fourth Editions of the RPS Guidebook
could apply.

PUC Section 399.12.6 (a) (1) provides:

Any procurement of biomethane delivered through a common carrier pipeline under
a contract executed by a retail seller or local publicly owned electric utility and
reported to the Energy Commission prior to March 29, 2012, and otherwise eligible
under the rules in place as of the date of contract execution shall count toward the
procurement requirements established in this article, under the rules in place at the
time the confract was executed, including the Fourth Edition of the Energy
Commission's Renewables Portfolio Standard Eligibility Guidebook, provided that
those rules shall apply only to sources that are producing biomethane and injecting
it into a common carrier pipeline on or before April 1, 2014.

LADWP’s 2009 contracts it executed with Shell and Atmos were prior to March 29, 2012,
and prior to December 15, 2010, when the Fourth Edition was adopted. The phrase
“otherwise eligible under the rules in place as of the date of contract execution,” in
conjunction with the date of contract execution for the 2009 Shell and Atmos Contracts
means the CEC'’s Third Edition RPS Guidebook applies. The subsequent phrase “under
the rules in place at the time the contract was executed, including the Fourth Edition of the
Energy Commission's Renewables Portfolio Standard Eligibility Guidebook,” conflicts with
the prior phrase for applicability of the Third RPS Guidebook depending on when a
contract may have been executed. However, under applying either the Third or the Fourth
Edition of the RPS Guidebook, the CEC could certify the use of the biomethane under the
2009 Shell and Atmos Contracts by applying either the Third or the Fourth Edition of the
RPS Guidebook.

The Schlesinger Report supports this interpretation since “all flowing gas on pipelines is
either front-haul or back-haul, . . . [clonsequently, the Third and Fourth Edition guidelines
permitted biogas to flow to California power plants along the U.S. pipeline network in a way
that is consistent with operations that are FERC-authorized (and CPUC-authorized, for in-
state gas pipelines)."28 Hence, the CEC could and should certify the In-Basin Power Plants
using the fuel source from the 2009 Shell and Atmos Contracts.

*® The Schlesinger Report, p. 17.
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IV. The Transition from the Voluntary Program to the Mandatory Program under
SBX1-2 requires the Grandfathering of LADWP’s RPS Resources, including its
Biogas Contracts Entered Into with Shell and Atmos in 2009

A. The Legislature Intended the CEC to Certify a POU’s Resources, which it approved
to Satisfy its RPS, this Includes LADWP’s In-Basin Power Plants Using Biomethane
from the 2009 Shell and Atmos Contracts

The legislative transition from the voluntary renewables program for POUs for renewables
under PUC Section 387 to the mandatory program in SBX1-2 is critical to understand. The
Legislature recognized and facilitated this transition in SBX1-2 under its grandfathering
provision found in PUC Section 399.12(e) (1) (C). This provision requires the CEC to
certify POU'’s resources that it used to satisfy its voluntary Renewables Portfolio Standard
("RPS") program pursuant to PUC Section 387.

In 2002, California Senate Bill 1078 (SB 1078) added Sections 387, 390.1, 399.25, and
Article 16 (commencing with Section 399.11) to Chapter 2.3 of Part | of Division 1 of the
PUC, establishing a 20% Renewable Portfolio Standard (RPS) for California investor-
owned electric utilities (I0Us). Public Utilities Code Section 387, as enacted within SB
1078, provided the voluntary nature of the law for POUs. Then “current law exempt[ed]
local publicly owned utilities from the state RPS program.”?*

The expressed legislative intent was that each “governing board of a local publicly owned
electric utility would be responsible for implementing and enforcing a renewables portfolio
standard” that recognized the goals of the Legislature, which encouraged renewable
energy resources, while taking into consideration the effect of the standard on rates,
reliability, and financial resources.>® The City of Los Angeles took that responsibility
seriously. In the ensuing years, the City of Los Angeles adopted RPS Policies to
encourage the development of renewable energy resources.

On June 29, 2004, the Los Angeles City Council (City Council) passed Resolution 03-
2064-S1 requesting that the Board of Water and Power Commissioners (“LADWP Board”)
adopt a Renewables Portfolio Standard Policy (“RPS Policy”). It set a goal to achieve

20 percent renewable energy by 2017. On May 23, 2005, the LADWP Board added an
interim goal of 13 percent renewable energy by 2010. On June 29, 2005, the City Council
approved the LADWP RPS Policy.

¥ See Senate Energy, Utilities and Communications Committee Description in the Bill Analysis for SBX1-2, February
15,2011.
% 1d: and see Legislative Counsel’s Digest to SB 1078, subsection (3).
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On April 11, 2007, the LADWP Board amended the RPS Policy by accelerating the goal
of requiring that 20 percent of energy sales to retail customers be generated from
renewable resources by December 31, 2010. In May of 2008, the LADWP Board
approved the “City of Los Angeles Department of Water and Power Renewables
Portfolio Standard Policy” (2008 RPS Policy”), which included an additional RPS goal of
requiring that 35 percent of energy sales to retail customers be generated from
renewable resources by December 31, 2020.

This 2008 RPS Policy included, as an eligible renewable energy resource, “the use of
biogas injected into natural gas pipelines.”' This addition was intended to include the
use of biogas delivered to LADWP’s electric generating units at Haynes, Harbor, Valley
and Scattergood.

When the California Senate was considering SBX1-2, it identified the existing
“grandfathered” renewable resources by stating, “[t]his bill [SBX1-2] grandfathers all
contracts consummated by an 10U, ESP, or POU prior to June 1, 2010.”*? The Legislature
knew that POUs were given “flexibility in developing utility-specific targets, timelines, and
resource eligibility rules” per PUC Section 387 as part of SB 1078.%® This is one of the
reasons why grandfathering language was included in SBX1-2.

B. The Rules In Place for certification with CEC under PUC Section 399.12 and PRC
Section 25741, Provide for certification of the In-Basin Power Plants Using
Biomethane from the 2009 Shell and Atmos Contracts

Not only does the grandfathering provision in PUC Section 399.12(e)(1)(C) recognize the
rules in place at the time LADWP executed its 2009 contracts with Shell and Atmos, but so
does the grandfathering provision of recently enacted PUC Section 399.12.6(a)(1). With
the enactment of AB 2196, the Legislature expressly recognized “the rules in place” at the
time of the contract execution.® The “rules in place” in 2009 were the voluntary RPS for
PQOUs as recognized by PUC Section 387, and expressly by PRC Section 25741.

In 2009, PRC Section 25741(b) (1) provided for the use of landfill gas as an allowable
resource for the generation of electricity. Moreover, in assessing the qualifications of a

' See LADWP Board letter and Resolution, certified as adopted by the Board Secretary, May 20, 2008; 95, attached to
this Petition. The inclusion of the additional RPS eligible technologies in this policy was initiated when the CEC issued
its Third Edition RPS Eligibility Guidebook.

32 Senate Energy, Utilities and Communications Committee, Background in the Bill Analysis for SBX1-2, February 15,
2011 (emphasis added).

3 Senate Energy, Utilities and Communications Committee, Background in the Bill Analysis for SBX1-2, February 15,
2011.

#* PUC Section 399.12.6(a) (1).
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facility’s eligibility for certification, this same statute specifically recognized a POU’s RPS
under PUC Section 387 by stating:

The facility has been part of the existing baseline of eligible
renewable energy resources of a retail seller established pursuant to
paragraph (2) of subdivision (b) of Section 399.15 of the Public
Utilities Code or has been part of the existing baseline of eligible
renewable enerqgy resources of a local publicly owned electric utility
established pursuant to Section 387 of the Public Utilities Code.*”

In 2008, Assembly Bill 3048 was the last major overhaul of the California Renewables
Portfolio Standard before SBX1-2 was enacted. The other provisions of this Assembly Bill
added, modified, or repealed approximately 32 various provisions including PUC Sections
399.12 and PRC Section 25741. This Assembly Bill expressly stated that the Legislature
was still respecting and including the voluntary program for POUs found in of PUC Section
387.3¢ Moreover, the definitions of “procure” and “[rlenewables portfolio standard” in the
2009 PUC Section 399.12 refers to the RPS that a POU implemented pursuant to the
voluntary program of PUC Section 387.%” Hence, the rules in place at the time the 2009
Shell and Atmos Contracts were executed were PUC Sections 387, 399.12, and PRC
Section 25741, which expressly recognized and respected the voluntary RPS program of
POUs under PUC Section 387.

C. The Grandfathering Provision of SBX1-2, found in PUC Section 399.12 interacting
with PRC Section 25741, Demands a Commonsense Interpretation to Certify
Resources that were part of LADWP'S RPS

Within the definitional framework of PRC Section 25741 and PUC 399.12, PRC Section
25741 defines a “[rlenewable electrical generation facility” to include a list of technologies,
including landfill gas, while PUC Section 399.12 defines what an “[e]ligible renewable
energy resource” means. In trying to understand how the two statutes interact, PUC
Section 399.12(e) states that a “renewable electrical generation facility” in PRC Section
25741 is “subject to” PUC Section 399.12(e) (1). Category (A) addresses hydroelectric
generation; category (B) addresses conduit hydroelectric generation; and category (C)
addresses the grandfathering provision, which is the focus here.

33 Circa 2009 PRC Section 25741(b) (2) (B) (ii), as found in Assembly Bill 3048, which became effective January 1,
2009.

3 Stats 2008 Chapter 558 (Assembly Bill 3048), which became effective on January 1, 2009.

37 Stats 2008 Chapter 558 (Assembly Bill 3048), which became effective on January 1, 2009, PUC Section 399.12
subsections (d) and (e).
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PUC Section 399.12(e) (1) (C) reads as follows:

(e) “Eligible renewable energy resource’ means an electrical generating facility that
meets the definition of a ‘renewable electrical generation facility’ in Section 25741 of
the Public Resources Code, subject to the following:

(1) (C) A facility approved by the governing board of a local publicly owned
electric utility prior to June 1, 2010, for procurement to satisfy renewable
energy procurement obligations adopted pursuant to former Section 387,
shall be certified as an eligible renewable energy resource by the Energy
Commission pursuant to this article, if the facility is a “renewable electrical
generation facility” as defined in Section 25741 of the Public Resources
Code.”

What is confusing is the last phrase in PUC Section 399.12(e) (1) (C), which states “if the
facility is a “renewable electrical generation facility’ as defined in Section 25741 of the
Public Resources Code.” This added phrase appears to loop the definition back to PRC
Section 25741, which is then subject to PUC Section 399.12(e)(1)(C). This could mean
several possibilities.

One possibility is that the Legislature reserved to itself the ability to change the
grandfathering provision at will by continuously changing PRC Section 25741 regardless of
what POUs had accomplished prior to June 1, 2010, under the voluntary program. This
interpretation could render the grandfathering provision meaningless because the
Legislature could add new limitations that retroactively change the eligibility of resources
approved by POUs.

A second possibility is that the CEC would certify facilities if the facilities used the types of
renewable technologies included in PRC Section 25741 prior to June 1, 2010. This
interpretation would focus on grandfathering technologies; however, it does not necessarily
remove the circular reasoning looped by the last phrase “as defined in Section 25741 of
the Public Resources Code.”

A third possibility would be to render the provision meaningless, which in the context of the
prior controlling phrases in PUC Section 399.12(e)(1)(C), would then read “[a] facility
approved by the governing board of a local publicly owned electric utility prior to June 1,
2010, for procurement to satisfy renewable energy procurement obligations adopted
pursuant to former Section 387, shall be certified as an eligible renewable energy resource
by the Energy Commission pursuant to this article.” This could mean that the CEC would
be obligated to certify a facility as long as it was approved by a POU prior to June 1, 2010,
to satisfy its RPS. This supports the Legislative intent for the grandfathering provision
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2009, conform to the delivery standards for the US pipeline gas industry and its
network in 2009?

Under the Department’s biogas contracts with Shell and Atmos, flows of biogas move along the
physical contract path in a way that is consistent with Federal regulatory policy. Flows along
the physical contract path may from time to time include front-haul or backhaul, as needed to
optimize pipeline system operations and minimize the cost of transportation. Pipeline quality
and heat content standards require that biogas injected into pipelines be identical to, and
interchangeable with natural gas in all respects. Consequently, Shell and Atmos are delivering
biogas to the Department at the Kern River Pipeline and other natural gas pipeline systems in
the WECC region that deliver gas into California in a way that complies with Federal regulatory
policy and operates exactly as those regulations intend, as outlined in this report and in
Appendix A.

* Ingeneral, are CEC’s RPS guidelines and required attestations with respect to the
producing location of biogas, and its transportation and delivery, consistent with
approved pipeline tariffs and actual practices at the Federal level and within
California?

Yes. The CEC could not have stated more clearly in its RPS eligibility guidelines that were in
effect at the time the Atmos and Shell contracts were executed that biogas deliveries could be
made to California power plants via the U.S. gas pipeline network according to the standards
under which that network operates under FERC rules - namely, market-based flows enabling
efficient operations along lines described in the preceding section of this report, as amplified in
Appendix A.

* Did LADWP’s biogas contracts with Shell and Atmos, executed in 2009, conform to
and satisfy the delivery requirements for biogas found in the Third Edition of the
CEC'’s RPS eligibility guidelines? The Fourth Edition?

The answer is yes to both. For reasons described above, the LADWP’s biogas contracts with
Shell and Atmos both conform to and satisfy the delivery requirements for biogas found in the
CEC’s Third Edition and Fourth Edition of its RPS eligibility guidelines, issued in January 2008
and January 2011, respectively.

The language in both editions, as it refers to eligible pipeline deliveries, clearly allows delivery
of biogas in a way that is consistent with regulatory standards at the Federal and California
levels. Any arbitrary requirement to move gas on pipelines in some prescribed fashion would
forbid altogether the use of the U.S. gas pipeline grid to transport biogas to the Department’s
power plants. To prevent use of the grid in this way would remove California’s biogas demand
from the nation’s potential landfill gas supplies because the alternatives to the pipeline grid
would be extreme in their expense, unnecessary and accomplish nothing in return, e.g., private
pipelines or small-scale LNG. As indicated above, gas and biogas move on the pipeline grid
under regulatory standards that ensure the most efficient and economical operations.
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any source (represented by different colors) is acceptable to the buyer, rather than the
particular gas molecules being delivered by his seller. In this way, the fungible nature of
natural gas molecules - or biogas, to the extent those molecules are also present in the mix -
means the most economical path will always be followed. The point of this structure is to
maximize consumer benefit.

In the nation’s gas grid, the decision to ship gas is intertwined with the decision to buy and sell
gas. If the price of gas at two different hubs, A and B, is the same, but a pipeline would have to
be paid the regulated rate to transport gas from A to B, then gas needing to move from one hub
to the other would, in fact, be sold at one hub and a same quantity of other gas (identical) will
be purchased at the other hub.

The foregoing realities mean that concepts of “upstream” and “downstream” have less meaning
than in the past; i.e., these terms might relate to actual gas supply flow paths in one month or
on one day, but then not so in the next month or day. As described above and further in
Appendix A, under Federal open access gas pipeline policies, price makes that determination.
In other words, to ensure that the most economical gas supplies are made available to
consumers, pipeline gas supply flows or is traded, so as to minimize transportation costs.

Thus, even though a gas pipeline might flow in the direction of California, any individual gas or
biogas supply contracted from a particular source might or might not flow physically to the
customer.13

Likewise, under the 1997 Gas Accord and ensuing CPUC regulatory reforms, intra-state
California gas pipelines operate in much the same way as Federally regulated pipelines, and
commerce in natural gas takes place using the same kinds of commercial mechanisms in the
interstate market. Even though a California gas pipeline might flow in the direction of Los
Angeles, any individual gas or biogas supply contracted from a particular source might or
might not flow physically to the specific customer.

Conclusion. North American gas pipelines function as an interconnected grid, under “open
access” rules promulgated by the Federal Energy Regulatory Commission (FERC). As ithas
evolved over three decades, the nation’s policy regarding gas pipelines is aimed at encouraging
fair market trading of gas and efficient use of pipeline capacity, rather than forcing gas along
one or another prescribed path. Consequently, concepts of “upstream” and “downstream”
have less meaning than in the past; they might relate to actual gas supply flow paths in one
month or on one day, but then not so in the next month or day. Instead, pipeline gas supplies
flow in a way that takes advantage of multiple arbitrage opportunities, i.e., gas commerce in
pipeline markets rebalances prices, so that gas travels from lower priced hubs to higher-priced
hubs. Gas deliveries on the pipeline grid take place in a way that ensures the system operates
in the most efficient and economical way possible. Thus, even though some Western gas

13 The fact that it might or might not, and that flows are intertwined with arbitrage in a complex way,
cannot be overlooked. Thus, biogas produced in the Houston, TX area where gas prices are, say $6.00 per MMBtu,
will not flow to Wyoming, where gas prices are lower by, say $.75 per MMBtu; instead, trades will take place so as
to effectively transport the gas most efficiently. But, conversely, biogas produced in a landfill in Pennsylvania,
where prices are, say $4.00 per MMBtu, might physically travel to Houston in this example.

11
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conform to and are consistent with the delivery standards and operations in the US gas
pipeline gas network.

The answer to the foregoing question is yes. Under the Shell and Atmos contracts, biogas from
each of the foregoing landfills is transported to the Department’s facilities via gas pipelines
that are interconnected under arrangements that are typical of, and consistent with the way
gas is transported along the U.S. gas pipeline network. As described in the foregoing section,
natural gas is a fungible commodity, and this includes biogas from landfills. Once biogas has
been produced from landfills, it consists largely of methane and other materials in a way that
meets gas pipeline acceptability standards with respect to quality and heat content. If biogas
were not interchangeable with natural gas and failed to meet pipeline quality and heat content
standards, then it would be rejected by the pipeline and could not be delivered anywhere via
the nation’s gas pipeline grid. When biogas is accepted by the pipeline and is injected into a
pipeline system, it is then completely indistinguishable from, and is commingled with natural
gas derived from other sources.

At that point, once Department’s biogas enters a gas pipeline, it is transported to California the
same way any other gas supply is transported to California under U.S. gas pipeline practices
and standards that comport with the FERC's regulatory market design as described above in
this report and in Appendix A. For the Department’s biogas under the Shell and Atmos
contracts, this works in either of the following two ways:

¢ Front-Haul with the flow of gas along the physical contract path. To the extent gas hub
prices are uniformly rising along the physical contract path from the contracted landfill
to the Department’s power plants, then the biogas will be “front-hauled,” i.e., will travel
in the direction of the final delivering pipeline to California, i.e., to the Kern River
Pipeline in each of the Department’s sources of biogas under its contracts with Shell and
Atmos.

e Back-Haul against the flow of gas along the physical contract path. To the extent gas
hub prices are not uniformly rising along the physical contract path from the contracted
landfill to the Department’s power plants, then the biogas will be “back-hauled,” i.e., will
move physically against the direction of flow or will be sold elsewhere and be delivered
through repurchase at the necessary location. The purpose of back-hauls is to
minimize the cost of transporting gas in pipelines, and to signal markets about the need
for changes in pipeline capacity. In this instance, under the Department’s contracts
with Shell and Atmos, the physical biogas supplies will travel to their most economical
destination, and Shell or Atmos, as the case may be, will purchase an equivalent volume
of gas for delivery to the Department’s power plants via the Kern River Pipeline.

In the foregoing way, the Department’s biogas contracts with Shell and Atmos are transported
in a way that is consistent with operations in the U.S. gas industry under the FERC’s rules and
regulations that apply to the pipeline network, within the pipelines’ FERC-approved
transportation tariffs.

13
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For example, the segments in the physical contract path from the KC Landfill-to-Gas Energy
Project, which is located adjacent to the Johnson County Landfill in Shawnee, Kansas, are as
follows:16

* The EIF KC Landfill-to-Gas Energy Project injects the Department’s biogas into the
Quest Pipeline (currently, KPC Pipeline). The KPC Pipeline is a Federally regulated
interstate pipeline that operates under its FERC tariff on an open access basis along
lines described in this report.

* Inthe nextlink en route to California, KPC Pipeline interconnects near Kansas City,
Kansas, with the Panhandle Eastern Pipeline (“PEPL”), which is also a Federally
regulated interstate pipeline that operates under its FERC tariff along lines described in
this report.

* PEPL interconnects in Indiana with the Rockies Express Pipeline (“REX”), which is an
east-west gas pipeline, and is also Federally regulated as above.

 REXisinterconnected in Western Wyoming with the Kern River Pipeline, which is a
WECC region pipeline that delivers gas to California.

* Finally, the Department’s biogas is delivered to California using its firm capacity
contract on Kern River.

As of March 2014, the array of hub prices along the foregoing contract path is as shown in
Figure 7.

At first glance, it appears that March 2014 gas hub prices are uniformly rising along the
physical contract path from the Johnson County Landfill to the Department’s power plants in
Los Angeles, and that the Department’s biogas is being “front-hauled” in the direction of
California. However, gas prices are volatile, thus the Department’s biogas supplies will follow
pricing signals and flow against the physical contract path from time to time, at any time. In
other words, under the regulatory system in place for U.S. interstate gas pipelines, there can be
no guaranty of front-haul or back-haul, only that the gas will physically flow from point to
point in its most economical and efficient direction. The gas delivery mechanisms described
above, in the previous section of this report, and in Appendix A, are a valid, efficient and
necessary means of gas transportation on the nation’s pipeline grid.

Conclusion. Under the Department’s biogas contracts with Shell and Atmos, flows of biogas
move along the physical contract path in a way that is consistent with Federal regulatory
policy. Flows along the physical contract path may from time to time include front-haul or
backhaul, with front-haul or back-haul gas deliveries taking place as needed to optimize
pipeline system operations and minimize the cost of transportation. Pipeline quality and heat

16 First amendment to the June 30, 2008 Base Contract for Sale and Purchase of Natural Gas between the
LADWP and Coral Energy Resources (Shell), LADWP Agreement No. 96 125-510, Attachment C: “Landfill Gas
Producer Attestation.”

14
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promulgated the Fourth Edition.’8 The Fourth Edition was issued in large measure as a
clarifying document to the Third Edition. 19

In each of these documents, the eligibility for certification of biogas delivered by pipelines to
California power plants required the following:

“The gas must be injected into a natural gas pipeline system that is either within the
WECC region or interconnected to a natural gas pipeline system in the WECC
region that delivers gas into California...."?0

As discussed in the foregoing section, every U.S. gas pipeline is physically interconnected with
(i.e., is literally bolted to) every pipeline that delivers gas into California. This includes, for
example, the Rockies Express (REX) pipeline, described above, that moves gas between
Marcellus shale fields in the Ohio Basin and the interconnection in Wyoming with the Kern
River Pipeline, which delivers gas to California. REX also has interconnections with a number
of pipelines between Wyoming and Ohio, including PEPL in the example discussed above. The
foregoing language also includes the Enterprise Partners Pipeline that moves gas between the
Houston area and interconnections in West Texas with the El Paso and Transwestern
Pipelines, both of which deliver gas to California. Likewise, the CEC’s language covers each of
the physical contract paths from each source of biogas in Department’s contracts with Shell
and Atmos.

Consequently, the clause in the foregoing provision that is italicized and in bold demonstrates
that the CEC understands clearly the way the interstate (and in-state) gas pipeline network
functions, i.e., through its interconnections or hubs, and that it will allow transshipments of
biogas from distant landfills to the state’s power plants, as long as the pipeline receiving the
biogas is interconnected with a pipeline located in the WECC region that delivers gas to
California.

A clarifying provision was added in the Fourth Edition that further underscores the
consistency of the Commission’s RPS Guidelines with standard U.S. gas pipeline operations, as
follows:

“The applicant, or authorized party, must enter into contracts for the delivery (firm or
interruptible) or storage of the gas with every pipeline or storage facility operator
transporting or storing the gas from the injection point to California (or to the electric
generation facility if the electric generation facility is located outside of California).

18 California Energy Commission (CEC), Commission Guidebook: Renewables Portfolio Standard Eligibility,
Fourth Edition, January 2011 (CEC- 300- 2010- 007- CMF).
19 In the Seventh Edition of the Commission Guidebook, footnote 16 on page 22 states: “The eligibility

requirements for the third and fourth editions of the RPS Eligibility Guidebook are largely the same with some
additions to the fourth edition of the guidebook that were largely introduced as clarifications to the third edition
guidebook.”

20 Ibid., Third Edition, page 21; in the Fourth Edition, see page 20 (note that, in the Fourth Edition, the term
biomethane is used instead of the term gas, and the word “located” is added to this provision; otherwise, the two
corresponding provisions are identical in wording).

16
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“Biogas injected into a natural gas pipeline may be delivered as either firm or
interruptible. However, only the biogas that is delivered may be counted towards the
renewable component of the designated electric generation facility. In the event of an
audit, at a minimum the parties must provide monthly invoices demonstrating delivery
at each delivery point along the physical contract path. Further documentation may be
required at the discretion of Energy Commission staff.”

The foregoing interpretation (herein, the “Jones Interpretation”) is surprising because it runs
counter to the plain language of the Third Edition, which (again) states:

“The gas must be injected into a natural gas pipeline system that is either within the
WECC region or interconnected to a natural gas pipeline system in the WECC region
that delivers gas into California.”22

This passage is the only portion of the Third Edition of the CEC’s RPS eligibility guidelines that
addresses directly the matter of how biogas procured from out-of-state landfills and injected
into gas pipelines must be transported to California. The passage clearly states that one of the
choices available for delivery of biogas is through a pipeline that interconnects with a Western
pipeline that delivers gas to California (herein, a “WECC pipeline”). As stated above, this
requirement for an interconnection could refer to any pipeline in North America other than
those located in Alaska, which would not qualify, as they are not “interconnected to a natural
gas pipeline system in the WECC region that delivers gas into California” or any other pipeline
in the Lower 48 states.

Moreover, there is no limitation in the foregoing passage as to which way the interconnecting
gas pipeline must flow, only that the “gas pipeline system in the WECC region...delivers gas
into California.” In addition, there is no limitation as to the number of pipelines through which
the required interconnection must be present. In other words, a pipeline interconnects with a
WECC pipeline if it interconnects with another pipeline that interconnects with a WECC
pipeline - if it takes more than one pipeline, there is still an interconnection present to a WECC
pipeline.

The term “physical contract path” appears nowhere in the Third Edition of the CEC’s RPS
regulatory guidelines as they relate to biogas; indeed, its first mention by the CEC at all is in the
Jones Interpretation. But even this requirement does not change matters because the term
does not, on its face, preclude back-haul in order to deliver gas to the WECC pipeline.

The Fourth Edition, which was issued approximately 15 months after the Jones Interpretation,
lends further support to the CEC’s acknowledgement of how the pipeline system operates to
deliver biogas to California. In the Fourth Edition, the following clarification was added:

“Delivery contracts with the pipeline operators may be for delivery with or against the
physical flow of the gas in the pipeline.”?3

22 Ibid., Third Edition, page 21.
23 Ibid., Fourth Edition, page 20.
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Again, the answer is yes. If there was any doubt as to the CEC’s intent to allow biogas
deliveries along lines of open access pipeline policies, the Fourth Edition erased those doubts
because it allows “delivery with or against the physical flow of the gas in the pipeline.” The
alternative offered by the Jones Interpretation would preclude transportation of biogas on the
U.S. gas pipeline system because, under the FERC’s regulations and pipeline operations as
practiced in the industry, there can be no guaranty of front-haul or back-haul at any given time
or location along the physical contract path.

The only alternatives available to use the nation’s gas pipeline grid by which the Department
could obtain biogas from distant sources would force an excessive and unnecessary economic
penalty on the Department’s ratepayers. Individual landfills produce fairly limited quantities
of biogas, e.g., at most 2,000 Dth to 5,000 Dth per day, therefore, constructing a new, special
gas pipeline to transport biogas from a distant landfill to California - which is what it would
take to guaranty front-haul - would be unprecedentedly uneconomical. The alternatives to
using the nation’s pipeline grid to deliver biogas as it operates are generally uneconomical, e.g.,
to liquefy biogas at its point of production, converting it into liquefied natural gas (LNG), then
deliver the LNG to California by truck or rail. Again, such small-scale LNG options are only
used where there is no alternative delivery mechanism because they are very costly compared
to pipelines in terms of dollars and energy required. Consequently, requiring LNG at such
small scale would be extremely inefficient and uneconomical and would, likewise, exact a
prohibitive penalty on biogas and upon the Department’s ratepayers with no corresponding
benefit.26

Conclusion. As described above, here in the U.S., we have an elaborate gas pipeline network
that operates by intent through front-hauls and back-hauls taking place in ways that make the
most efficient and economical use of the grid. There is and cannot be any guaranty that
molecules of gas will move in any particular direction. Indeed, this is also true within
California, along in-State gas pipelines - gas deliveries to power plants and other buyers can be
guaranteed, and a path may be designated. However, as it is regulated and functions much like
the Federal gas pipeline grid, California gas pipelines also operate, by intent, to deliver gas in
the most economical way possible.

In summary, the Third and Fourth Edition of the CEC’s RPS Eligibility Guidelines encourage
biogas transportation and delivery via the U.S. pipeline grid. Any other interpretation would
have forbid the use of the U.S. gas pipeline grid altogether to transport biogas to the
Department’s power plants, thus removing California’s biogas demand from the nation’s
landfills. The alternatives to the pipeline grid are extreme in their expense, unnecessary and
accomplish nothing in return. Any interpretation like that in the Jones letter would, moreover,
frustrate RPS goals by increasing GHG emissions in several ways - by forcing added flaring at
landfills because markets for biogas cannot be accessed, or by requiring less efficient biogas
transportation options such as very small-scale LNG. By ending all possible RPS compliance
for biogas by preventing shipment through US gas pipelines, the Jones Interpretation would

26 Further information about construction and operational costs of small-scale LNG, energy consumed in its
processes, and when and why it is sometimes used may be found in several references, e.g., the UN Economic
Commission for Europe (ECE) Sustainable Energy Program, Current state and prospects of LNG in the ECE Region,
2014.
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Week - continually survey dozens or hundreds of market participants and, from these data,
they construct and publish daily, weekly and next-month price indices.

Capacity markets. FERC-regulated pipelines are not allowed to buy and sell gas (apart from
incidental amounts); instead, they offer tolling services for hire - transportation, storage, etc.
The same regulatory structure holds true for most state-regulated pipelines, e.g., pipelines
within California. The right of third-party access to pipeline capacity guarantees that the
pipeline’s owners cannot act to create bottlenecks that would otherwise interfere with the
market or compete with buyers and sellers.?” Capacity is acquired directly with the pipeline by
contract, or from existing contract holders in secondary markets in which firm capacity rights
are released to other shippers. In this way, pipeline capacity rights are available in a flexible
array of durations, some for a decade or more and some as short as a day or less (e.g. for power
generation needs), and along various paths. '

Marketers and brokers. With the profusion of buyers and sellers in North America, and the
many spot gas and pipeline capacity choices, most trading is carried out between and through
marketing companies whose role it is to facilitate transactions. Some consultants and brokers
also facilitate trades, although most marketers act as traders in that they buy and sell gas ata
price, rather than as brokers who simply match parties, and they deal directly with
infrastructure owners to transport and store gas in separate transactions. For any gas buyer
or seller, there is always a marketer willing to serve as a counterparty, albeit at a market price.
This market structure has been crucial to the development of shale gas, whose supply may
vary considerably and on short notice.

Physical and financial transactions. Price risk management services (often purely hedging)
are available in separate markets and contracts apart from, and alongside, physical market
transactions in North America. These markets include regulated exchanges such as the
Chicago Mercantile Exchange’s New York Mercantile Exchange (CME-NYMEX) and the [nter-
Continental Exchange (ICE), as well as in less-regulated over-the-counter (OTC) transactions.
Some degree of bundling physical and financial transactions is frequently available as well,
thus presenting numerous choices of how to structure transactions. The availability of price
risk management services in separate markets contributes to liquidity of gas spot markets in
North America because it frees them to focus on physical gas matters while pricing at index,
leaving them unburdened by the need to define and incorporate longer term pricing matters in
each deal.

Standardized contracts. Liquidity requires a large number of transactions, which would not
be possible if each contract had to be scripted individually. North American gas markets
operate efficiently using standard sales and purchase agreements (SPA). For physical
transactions, the standardized contract issued by the North American Energy Standards Board
(NAESB) reduces the individual transaction to filling out a few blank spaces in a single cover
sheet - names, identification, volume, receipt and delivery points, start date, end date. Most
other terms and conditions are stated in the body of the standard contract, including

21 The ability to do so could severely distort markets, e.g., in 2000, when a physical break in the El Paso

pipeline during a low hydro season reduced capacity, causing a massive upsurge in gas prices in California and
elsewhere throughout North America.
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responsibilities of the parties, default conditions, force majeure, billing, balancing, etc.
Creditworthiness is typically agreed and demonstrated in advance. Likewise, pipeline
transportation arrangements are handled in standard-form contracts along lines of examples
contained in each pipeline’s tariff. Financial contracts are also offered at standard terms and
conditions, e.g. the NYMEX gas futures contract is lengthy but has only two blanks to be
completed: the price of gas and the month of physical delivery, all else is standardized.

Variety and flexibility. Prices may be biased upward or downward depending on the degree
of flexibility one party has relative to the other party, or other conditions. For example, swing
contracting enables one party to backstop the other’s requirements, at a premium. Likewise,
put conditions enable sellers to dispose of gas when and where it becomes available, i.e. put
gas to the buyer, also with an agreed price bias relative to index.

As the US and Canadian gas markets evolved the foregoing ways of doing business over the
past three decades, trading has become all the more smooth, flexible and widespread. Market
information has become excellent at each of more than 100 hubs around the continent. As
described above, competing suppliers and buyers in North America continually negotiate and
establish gas prices throughout each day at hubs in spot markets, with diurnal, geographic, and
service differentiation as needed in individual cases. Weather, pipeline capacity availability,
electricity and other demand surges, and other forces affect changes in the value of gas
throughout the day and throughout the grid every day, thus buyers and sellers are continually
bidding and settling under different circumstances that drive prices in different directions. As
production and demand changes take place, gas demand and supply can vary greatly from
point to point throughout the grid over days, seasons, and decades - and these variations drive
differences among hub prices.

Decision to Transport or Trade28

Basis differential (or just “basis”) is defined as the difference in the value of gas, the
commodity, at one location versus at another location. As primary and secondary pipeline
capacity markets gained in trading activity, competitive basis differentials have emerged
among dozens of market centers, or hubs, throughout North America.

Importantly, basis bears little relation to pipeline transportation rates, which are set under U.S.
regulation taking into account costs of service, i.e., capital recovery, rate of return, etc. Instead,
basis is determined by gas prices reflective of supply-demand balances in different markets. In
Figure 8, Hub A and Hub B each represent active gas markets, at which trading is liquid enough
so that price is determined by the interaction of supply and demand at any pointin time. In
other words, gas may always be bought or sold at each hub because there is always a
counterparty, at a price.

28 This discussion is adapted and taken largely from Energy Law and Transactions, Section 87.02(9),
authored by Benjamin Schlesinger.
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