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State of New Mexico 
Oil Conservation Commission 
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P . O . Box 2088 
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Attention: Mr. George M . Hatch, Attorney 

Dear George: 

Thank you for your letter of December 20, 1968. 

Since the corrected pages have been attached to the record, I thought 
that perhaps they should be neater and have therefore prepared new typed copies 
of pages 4 1 , 42, and 59 . 

You may want to substitute these pages for the ones heretofore furnished, 

Seasons Greetings to you. 

Yours very truly, 

--Louis C. Ross 
Attorney 
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if they consider i t IF, in their best interest to enter ir.tc an agreement, 

to enable them tc dispose of their excess allowable and Pm sure i f they 

f i n d i t ' s to their advantage to do sc, that such can be accomplished through 

the mechanism currently available to El Paso and Southern Union for 

accomplishing this , 

Q Has anyone ever worked up a figure shewing the 

percentage of underage that is concelied wi th Southern Union compared 

to the cancellation cf El Paso* would there be a poss ib i l i ty of coming 

up wi th the solution where the wel ls w i l l be equally produced 'r 

A Yes, l t ! s a poss ib i l i ty , 

Q Does Southern Union have enough wei ls to offset your 

utderprcducticn, the gas that you need to produce ? 

A I 'm not sure I understand your question. Are you 

asking me whether we would be able to meet our needs were we to 

have f u l l access to Southern Union Company's gas wells ? 

Q That is correct,, 

A Let me f i r s t say that we're able tc f i l l cur needs w i t h the 

wel ls currently t ied tc cur system, so we would be better able to do 

so if we had this additional gas available tc us . 

LOUIS C . ROSS: Louis C, Ross, I haven't any 

(Corrected Page) 
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questions cf the witness, I came prepared to appear and with local 

counsel, I have a statement to make after the witness is excused, 

MR, PORTER? Does anyone else have a question of 

the witness ? Mr. Utz, 

CROSS EXAMINATION 

BY MR, UTZ' 

Q I have one after thought. Do you have any figures that 

would shew the amount of cancellation due to the classification? 

A Due to classification of wells from non-marginal to 

marginal ? 

Q That's right. 

A Nc. I don't, 

Q This difference in these figures that you shewed to 

overproduced wells cn ycur Exhibit 8, that doesn't include any 

cancellations due to classification frcm non-marginal to marginal? 

A It would not include the underproduction accumulated 

tc weils that would he classified as marginal that was accumulated during 

the penoc February 1st, 1968 through July 1968, Since under normal 

circumstances that underage accumulated to a prorated well would st i l l 

be available to be made up during the next proration period, 

(Corrected Page) 
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MR. PORTER: Does that conclude ycur testimony? 

MR, MEYER: Yes, s i r , that concludes the testimony 

cf El Paso Natural Gas, Thank you very much, 

MR. ROSS: Louis C, Ross, Pan American Petroleum 

Corporation, First cf a l l , I would l ike to say we are somewhat sympathetic 

wi th the El Paso F . P , C . problem, On the other hand, we hate to see this come up 

if i t is an opening wedge to destruction of prorationing in the San Juan 

Basin, Next ly , we would l ike to reinforce the cross examination of 

Tenneco and say that they brought out the two principal points that we see 

here which are that there is a partial solution available by increasing the 

purchases of gas, and secondly that there probably could be considerably 

more done toward, perhaps , a change in their mechanical f ac i l i t i e s so as 

to enable them to take more gas. Our principal pcint i s , my company would 

not l ike to see an Order of this type become a permanent type order that 

would be a precedent in ether areas „ We feel that while temporary rel ief 

is probably in order, that i t ought to be a continuing matter for the 

Commission extending throughout the period of time in question, 

MR, PORTER: You don't oppose a temporary order of 

the nature that El Paso has applied for? 

MR. ROSS: No, we do not oppose i t because we can 

(Corrected Page) 
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-.. ^ ^ « « Re* Case No. 3834 Mr. Richard S. Morris 
Montgomery, Federici, Andrews, r e r °* R-3479 
Hannahs and Morris Applicant: 
Attorneys at Law 
Post Office Box 2307 DOCKET MAILED E l Paso Natural Gas Co, 
Santa Fe, New Mexico 

Dear Sir: uare— / 

Enclosed herewith are two copies of the above-referenced Com­
mission order recently entered in the subject case. 

Very truly yours, 

A. L. PORTER, Jr. 
Secretary-Director 

ALP/ir 

Carbon copy of drder also sent to: 

Hobbs OCC x 

Artesia OCC 

Aztec OCC x 

Other F. Norman Woodruff, Booker Kelly, Don Fieldsted, Louis C. Ross, 

Henry F. Straw, Charles Ramsey, Al Wiederkehr, Jay E. Morgan 

Robert Meyer 
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Si Q^aso Qlalural 

S i C^Paso, ffe: ' e x a s 79999 

November 6, 1968 

New Mexico Oil Conservation Commission 
Post Office Box 2088 
Santa Fe, New Mexico 87501 

Attention: Mr. A. L . Porter, Jr. 

Gentlemen: 

At the hearing concerning the suspension of balancing provisions in the 
San Juan Basin in Case 3834, August 14, 1968, El Paso was requested to 
keep the Commission informed as to the progress in our 310 M2CF/D 
case. 

This is to advise you that El Paso Natural Gas Company received a Certificate 
in Case CP67-217 et a l . for the facilities applicable to moving gas f rom the 
Delaware Basin area which would have the result of helping to relieve the 
overbalanced condition which exists in the San Juan Basin area. 

For your information, there is attached a copy of the order issued by the 
Federal Power Commission in Case CP67-217 et al. 

If there is any further information which you need or any way in which we 
may be helpful concerning this matter between now and the time of the show-
cause hearing provided in Order R-3479, please advise me. 

Yours very truly, 

Assistant Manager 
Gas Proration Department 

DHR-.ps 
Attachment 
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OPINION NO. 549 

OPINION AND ORDER ISSUING CERTIFICATES 
OF PUBLIC CONVENIENCE AND NECESSITY 

AND AUTHORIZING IMPORTATION OF NATURAL GAS 

(Issued October 30, 1968) 

BAGGE, Commissioner: 

This proceeding originated with applications 
f i l e d i n Docket Nos. CP67-187 and CP67-188 by Pacific Gas 
Transmission Company (PGT) requesting authorization to 
import from Canada an additional 200,000 Mcf 1/ of gas 
per day for sale to i t s a f f i l i a t e Pacific Gas & Electric 
Company (PG&E) for resale i n the l a t t e r ' s northern California 
d i s t r i b u t i o n area. At present, PGT i s authorized to 
import 615,000 Mcf per day. I t proposes to import an 
additional 100,000 Mcf per day i n 1968, increased by 
another 100,000 Mcf per day i n 1969. PGT w i l l transport 
these additional increments to PG&E at the California 
border through i t s existing 36-inch pipeline, but w i l l 
require i n s t a l l a t i o n of additional compression at an 
estimated cost of approximately $21 m i l l i o n . 

1/ A l l quantities of natural gas are expressed at a pressure 
Ease of 1*1.73 psia and at a temperature of 60° F. 

DC-51 & 54 
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On January 30, 1967, E l Paso Natural Gas Company 
(El Paso) filed an application in Docket No. CP67-217 
requesting authorization to increase by a total of 310,000 
Mcf per day i t s gas deliveries from the Delaware Basin 
in Texas to i t s customers in New Mexico, Arizona, and 
California. Of this total, 103,000 Mcf would be delivered 
to PG&E for resale in northern California, 15^,000 Mcf 
to Southern California Gas Company and Southern Counties 
Gas Company of California (Southern Companies) for resale 
in southern California, and 53,000 Mcf to distributors 
ln Arizona and New Mexico. To deliver the gas, E l Paso 
will be required to loop sections of i t s southern trans­
mission line with 36-inch, 30-inch, and 2M-inch pipeline 
plus necessary compression at an estimated cost of approxi­
mately $9^ million plus approximately $2M million for 
gathering f a c i l i t i e s . 

Not a part of this consolidated proceeding, but 
of which the Examiner has taken o f f i c i a l notice, is the 
application (Docket No. CP68-181) of Transwestern Pipeline 
Company (Transwestern) to deliver an additional 110,000 
Mcf per day from the Delaware Basin to southern California. 
Transwestern proposes to construct a 30-inch pipeline 
at an estimated cost of approximately $51.5 million. 

On March 10, 1967, the California Gas Producers 
Association and the Independent Oil and Gas Producers 
of California (California Producers) filed a motion to 
consolidate the applications of PGT and E l Paso for hearing, 
which motion we granted on July 26, 1967. A prehearing 
conference in the consolidated proceedings was held 
September 6, 1967. Formal hearings commenced October 16, 
1967, and concluded February 16, 1968. 

In the course of the hearings Staff proposed 
that neither PGT's nor E l Paso's application be granted, 
but rather that consideration be given to certificating 
a M2-inch pipeline from the Delaware Basin to the Cali­
fornia border at an estimated i n i t i a l cost of approximately 
$200 million. This proposed pipeline would be in lieu of 
PGT's proposal for 200,000 Mcf, El Paso's proposal for 
310,000 Mcf, and Transwestern's proposal for 110,000 Mcf 
per day. I t could immediately transport 650,000 Mcf per 
day and ultimately 1,500,000 Mcf per day with allegedly 
small additional costs. 

Presiding Examiner Seymour Wenner, in his I n i t i a l 
Decision issued April 19, 1968, found that Staff's proposal 
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contained some inherent risks relating to need and gas 
supply which were unlikely to be resolved in the near 
future and which were too great to warrant the large 
i n i t i a l commitment involved. Accordingly, he adopted an 
approach which he characterized the "minimax" solution, 
seeking to minimize the risks and maximize the advantages 
of the Staff's proposal. He proposed to accomplish this 
objective by ordering the certification of PGT's proposals 
upon the condition that the imported gas be divided at 
reasonable rates between northern and southern California 
consumers) and deferring a decision on the application 
of El Paso by reopening the proceedings to permit com­
parative consideration of the minimax solution with the 
applications of El Paso and Transwestern. Briefs on 
exceptions were filed May 8, 1968, replies thereto were 
filed May 23, 1968, and oral argument before this Com­
mission was heard on June 5, 1968. 

HOLDING 

For the reasons set forth below, we grant the 
applications of PGT and E l Paso. We do not adopt the 
Examiner's minimax solution or the Staff's 42-inch pipe­
line proposal. 

PACIFIC GAS TRANSMISSION COMPANY 

PGT received i t s original certificate from this 
Commission on August 5, I960, in Docket No. G-17350, 
et a l . , 24 PPC 134 (I960), I t was authorized to construct 
and operate i t s portion of a larger proposal which con­
nected the Alberta, Canada, reserves to serve the expanding 
California markets. PGT's project consisted of 6l4 miles 
of 36-inch diameter pipeline extending from the inter­
national boundary near Kingsgate, British Columbia, to 
the Oregon-California border, and was designed to trans­
port an average of 415,000 Mcf per day to PG&E. 

In Opinion No. 495, Issued June 15, 1966, in 
Docket Nos. CP65-213 and CP65-214, we authorized PGT to 
expand i t s f a c i l i t i e s and import additional volumes of 
gas from Canada to enable i t to deliver an additional 
200,000 Mcf of gas per day to PG&E. In so doing, we 
stated: 
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We are concerned here with already existing 
pipeline f a c i l i t i e s which are not yet being 
u t i l i z e d to t h e i r f u l l e s t capacity. The i n ­
creased use of the existing pipeline f a c i l i ­
t i e s w i l l reduce the unit cost of the gas 
supplied to California and w i l l also reduce 
the unit cost of transportation of gas trans­
ported for El Paso and destined for the 
consumers In Washington, Oregon and Idaho. 
To refuse to issue c e r t i f i c a t e s authorizing 
the importation, transportation, and sale of 
th i s additional gas would mean that some of 
the capacity of presently existing f a c i l i t i e s 
would remain unused with resultant higher 
costs to the consumers i n four states. 35 
FPC 1003, 1006 (1966). 

In t h i s proceeding PGT seeks authorization for 
the second expansion of the Alberta-California project, 
premised again upon the a v a i l a b i l i t y of additional trans­
mission capacity ( i . e . , cheap expansibility) to bring 
gas to PG&E at a low incremental cost. 

Among other intervenors, 2/ the California Pro­
ducers were permitted to Intervene i n support of the 

2/ The following parties were granted leave to intervene 
i n t h i s proceeding: Texas Independent Producers & Royalty 
Owners Association, Permian Basin Petroleum Association, 
West Central Texas O i l & Gas Association, Northwest Pipeline 
Corporation, Cascade Natural Gas Corporation, El Paso 
Natural Gas Company, California Gas Producers Association, 
Pacific Gas & Electric Company, Independent Petroleum 
Association of America, Washington Natural Gas Company, 
Transwestern Pipeline Company, City & County of San Francisco, 
Independent Oil & Gas Producers of California, Southern 
California Gas Company & Southern Counties Gas Company of 
California, Arizona Public Service Company, San Diego 
Gas & Electric Company, City of Los Angeles, Public U t i l i t y 
Commissioner of Oregon, The People of The State of California 
and The Public U t i l i t i e s Commission of the State of California, 
State of Texas and The Railroad Commission of Texas, Idaho 
Public U t i l i t i e s Commission, Washington U t i l i t i e s and 
Transportation Commission. 
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interests of northern and southern California gas producers. 
The California Producers contend that while a market 
exists for the volumes of gas proposed to be transported 
and sold in southern California, this i s not true with 
respect to PGT's proposed deliveries to PG&E in northern 
California. Accordingly, they argue that PG&E's requested 
purchases of El Paso gas should be authorized on the basis 
of receiving not more than 50,000 Mcf per day during the 
i n i t i a l year and 50,000 Mcf per day during the second 
year — in conformance with the projected future annual 
Increase in PG&E's demand for natural gas and it s historical 
growth. Moreover, they argue that PG&E's request to 
import additional supplies of natural gas from Canada 
either should be denied or spread over the four years after 
1969 at the rate of 50,000 Mcf per day for each of those 
years. 

The California Producers argue that PG&E should 
Include as part of i t s gas supply available for steam 
plants 1968 through 1972 estimates of deliverability from 
reserves which may be discovered in California in those 
years. The deliverability of gas from reserves yet un­
discovered i s at best a dubious matter. But even assum­
ing that sufficient additional California reserves were 
discovered to meet PG&E's growing needs, the price PG&E 
pays to the California Producers is approximately 30 cents 
per Mcf whereas the record in this proceeding shows that 
the delivered price in the San Francisco area of the 
Canadian gas will be 26.74 cents per Mcf. 

PG&E's contracts with California Producers require 
that the Producers be able to deliver, for a five day period 
on demand, three times the dally deliverability. Thus, 
in spite of the relatively high price per Mcf paid the 
Producers under these non-regulated contracts, PG&E and 
its customers benefit from the peaking capacity provided. 
The California Producers would have us require that PG&E 
satisfy i t s growing needs from their expensive gas, neces­
sarily losing the peaking benefits which alone could justify 
the price charged. We are not prepared to sacrifice the 
interests of the California consumers for that purpose. 

Counsel for the California Producers, subsequent 
to the closing of the record and the oral argument in 
this proceeding, submitted to this Commission three letters 
concerning matters in issue. The substance of these 
letters did not enter into our determination herein. In 
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view of this incident, however, we are compelled to remind 
counsel for the California Producers and the bar of this 
Commission that such correspondence relating to contested 
issues of fact submitted after the closing of the record 
is contrary to section 1.20(k) of the Commission's Rules 
of Practice and Procedure. 

The Public Utility Commissioner of Oregon (Oregon) 
takes the position that the Commission should issue a cer­
tificate of public convenience and necessity authorizing 
El Paso to construct and operate f a c i l i t i e s as requested 
in its application. Similarly, Oregon asserts, the appli­
cations of PGT should be granted, subject, however, to a 
condition providing that PGT shall offer to s e l l 100,000 
Mcf per day to El Paso (or to the successor in interest 
to El Paso's Northwest Division) to meet the market require­
ments of the Pacific Northwest. Delivery of that gas 
would be near Stanfield, Oregon, where the transmission 
lines of the two companies interconnect. The rate for 
such sale would be predicated upon the average cost of 
gas to PGT at the Canadian border plus PGT's cost of 
transportation to the point of interchange. 

Oregon asserts that the growing gas markets of 
the Pacific Northwest are such that the imported gas should 
be utilized for the benefit of consumers in that area, 
and that the Examiner ignored the Commission's Order of 
July 26, 1967, which requires a finding of whether pro­
vision should be made for those markets. Oregon supports 
El Paso's application in order that PGT's capacity may be 
kept available to serve the Pacific Northwest. 

In consideration of the Oregon contention we 
note that at the time El Paso's and PGT's applications 
were filed there was pending El Paso's proposal in Docket 
Nos. G-8932 and CP66-315 to Import an additional 200,000 
Mcf per day of Canadian gas at Sumas to meet the increased 
requirements of E l Paso's Northwest Division market. The 
Sumas proceeding has since been concluded. El Paso's 
settlement proposal was approved by the Commission's Order 
of February 13, 1968, and by the Canadian National Energy 
Board and the Governor in Council of Canada on February 16, 
1968. 
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El Paso is currently supplying approximately 
150,000 Mcf of gas per day to the Pacific Northwest from 
the POT pipeline at 16 separate delivery points. I t also 
has the right, in accordance with the service agreement 
between i t and PGT, to increase the volume of gas trans­
ported for i t by PGT to delivery points in the Pacific 
Northwest to 300,000 Mcf of gas per day. E l Paso states 
that " i t remains acutely aware of the needs of the 
Northwest markets for additional gas supplies in the 1969-
70 heating season and w i l l timely f i l e an appropriate 
application to satisfy those needs." 3/ 

The basic contention of Oregon is that the PGT 
gas is cheaper than that furnished and likely to be 
furnished Oregon by El Paso, either from domestic or 
Canadian sources, and that Oregon rather than California 
should get the benefits of the Canadian contracts which 
PGT has negotiated for i t s California customers. We find 
nothing In the record, however, to demonstrate that 
Oregon's immediate need is any greater than California's 
need. 

We are of the opinion that the availability 
at minimal cost of additional transmission capacity to 
bring needed Canadian gas to northern California at a 
low incremental cost, coupled with the fact that there 
probably will not be sufficient northern California pro­
duced gas available, warrant our authorizing PGT to import 
an additional 200,000 Mcf of gas per day and to c e r t i f i ­
cate the f a c i l i t i e s thereby required. 

3/ E l Paso Brief on Exceptions, page 4. 
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EL PASO NATURAL GAS COMPANY 

All parties agree that, absent a better alternative, 
El Paso's project meets a l l of the public convenience and 
necessity criteria. Staff's opposition i s based not on 
El Paso's failure to meet these criteria, but on the premise 
that a better alternative exists, thereby precluding c e r t i f i ­
cation of the El Paso application. 

El Paso's project was prompted by the needs of i t s 
Southern Division customers for additional natural gas supplies. 
At the western termini, the Southern Division serves PG&E at 
the Arizona-California boundary near Topock, Arizona, and 
Southern Companies at the Topock delivery point as well as 
south of Topock at the Arizona-California boundary near Blythe, 
California. Along i t s mainline route, the Southern Division 
serves forty-eight distributor and direct sale customers 
situated east of California in Texas, New Mexico, Arizona, and 
Nevada. 

In early 1966, PG&E advised El Paso of i t s need to 
acquire additional firm gas supplies of 100,000 Mcf per day 
by November 1, 1967. El Paso was also advised by Southern 
Companies that the gas needs of the latter's customers would 
require additional firm supplies. Southern Companies expressed 
the need for an aggregate additional firm quantity from El 
Paso of 150,000 Mcf per day to be delivered by November 1, 1967. 
In the f a l l of 1966, forecasts of the east-of-California 
markets also reflected growth in requirements which indicated 
that they too would require additional deliveries in the near 
future approximating 50,000 Mcf per day. 

Thereafter, commitments were made with PG&E and 
Southern Companies and El Paso's application was filed with the 
Commission on January 30, 1967. The proposed addition of 
fa c i l i t i e s to the Southern Division mainline will increase 
El Paso's present daily design capacity of 3,229,800 Mcf by 
310,200 Mcf, to 3,540,000 Mcf. With the proposed additional 
capacity the Southern Division daily design capacity utilized 
for El Paso's customers wi l l be as follows: PG&E at the Topock 
delivery point, 1,140,000 Mcf per day; Southern Companies at 
the Topock and Blythe delivery points, an aggregate of 1,550,000 
Mcf per day; east-of-California customers, 850,000 Mcf per day. 
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The E l Paso project was reviewed by Staff to compare 
the cost of service for reinforcing the existing system, 
rather than employing the new route hypotenuse concept which 
El Paso used. The Staff concluded that although reinforcement 
would result in a lower cost of service for deliveries of 
310,000 Mcf per day, El Paso's proposal would permit future 
expansibility at lower incremental cost. 

At this time, El Paso proposes additional east-of-
California (New Mexico and Arizona) capacity of 53,000 Mcf 
per cay. This will represent the f i r s t east-of-California 
expansion since that approved in July 1964 in Docket No. 
CP63-296. El Paso claims that the additional increment is 
necessary to satisfy the requirements of resale customers 
and to continue service to direct sale customers in a manner 
In keeping with past service to them. Staff agrees that the 
level of service to the east-of-California customers that 
would be achieved by the expansion proposed by El Paso is 
reasonable. The proposed additional increment was designed to 
meet only market needs projected through 1968. There has been 
no issue raised with respect to the ability of PG&E and Southern 
Companies to absorb the amounts of gas specified in their 
committments with El Paso. 

Gas Supply 

El Paso proposes to utilize i t s general system 
sources of supply for the additional sales proposed by i t in 
these proceedings, as augmented by new and additional reserves 
committed to El Paso in the Delaware Basin area. The addi­
tional reserves consist of Ellenburger reserves in the Gomez, 
West Waha, Lockridge, Hamon, and Toro Fields which are being 
attached by means of f a c i l i t i e s proposed in this proceeding. 
Temporary certificates were issued to El Paso on August 18, 
1967, and on October 19, 1967, authorizing construction and 
operation of f a c i l i t i e s necessary to attach the Lockridge, 
Hamon, and Toro Fields. Gas is now flowing from the Hamon 
and Toro Fields, and on the date the record in this proceeding 
was closed the f a c i l i t i e s for the Lockridge Field were nearly 
complete. Fac i l i t i e s necessary to attach the J. M. Field are 
the subject of El Paso's application pending in Docket No. 
CP66-306, and a temporary certificate was issued in that docket 
on April 20, 1967. Gas is now flowing from the J. M. Field. 

El Paso's system relies on gas sources throughout 
the western United States and Canada. In addition to the 
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Permian Basin area, which encompasses the new, prolific 
Delaware-Val Verde Basin area, and the San Juan Basin area, 
El Paso's system draws upon the Texas-Oklahoma Panhandle 
area, various sources situated throughout the Rocky Mountain 
area north of San Juan, and, through connection with Canadian 
suppliers, sources in western Canada. 

As of January 1, 1966, El Paso's proven dedicated 
reserves from these sources aggregated 42.4 t r i l l i o n cubic 
feet. The reserve l i f e index, or reserve production ratio, 
is 28.2 years. As such, i t exceeds, by some 10.6 years, 
the reserve l i f e index of a l l proven reserves in the United 
States. Measured by the deliverability l i f e standard, such 
reserves permit satisfaction of El Paso's contractural sales 
obligations, including the additional sales proposed in this 
proceeding, for a period of 12 years from January 1, 1966. 

Staff agrees that El Paso has maintained reserves 
at a level most recently found appropriate. 4/ As of 
January 1, 1968, the deliverability l i f e of E l Paso's reserves 
was 10 years. 5/ Staff agrees that El Paso has an adequate 
gas supply to meet the requirements of the current project. 

Economic Feasibility 

El Paso presented cost-of-service studies which 
establish the present and future economic feasibility of the 
f a c i l i t i e s now proposed and as expanded to their ultimate 
economic level of deliveries of 775,000 Mcf per day. 

At the i n i t i a l capacity level of 310,000 Mcf per 
day, andfcased upon annual deliveries of the quantities now 
required by the Southern Division markets, the total cost of 
service for the project would average 27.61$ per Mcf for the 
f i r s t year; 27.50$ per Mcf for the second year; and 27.61$ 
for the third year. The comparison with average revenues 

4/ See Transwestern Pipeline Company, et a l . , Opinion No. 500, 
36 FPC 176 (1966). 

5/ Even with divestiture to the successor of El Paso's North­
west Division of 1 t r i l l i o n cubic feet of reserves additional 
to that contemplated at the time of fi l i n g El Paso's applica­
tion, the deliverability l i f e w ill not be reduced by more than 
one year. 
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attributable to the additional sales to be made by means of 
the proposed f a c i l i t i e s i s favorable: 27.04$ per Mcf for the 
f i r s t year; 28.75$ per Mcf the second year; and 28.68$ per 
Mcf for the third year. At i t s i n i t i a l stage of deliveries, 
the project revenues therefore more than recover the project 
costs. 6/ 

The record thus supports the conclusion that El Paso's 
proposed project i s economically feasible. Additionally, 
the project offers the prospect of substantially increased 
economic benefits i n the form of cheap expansibility as markets 
expand i n the future. The record shows the f a c i l i t i e s and 
costs required to expand El Paso's project i n steps of 100,000 
Mcf per day from i t s level of 310,000 Mcf per day proposed 
herein to i t s optimum l e v e l , which i s 775,000 Mcf per day. 
Such an expansion of the project would result i n a declining 
incrementaJ unit cost of transportation from 9.18$ per Mcf 
at the 310̂ 0430 Mcf per day level to 7.16$ at a 775,000 Mcf 
per day le v e l . 

In his I n i t i a l Decision, the Examiner pointed 
out that there are certain problems r e l a t i n g to the advance 
payments and prepayments made by El Paso to I t s producer-
suppliers . 

El Paso's advance payments result from take-
or-pay provisions i n gas purchase contracts which El Paso 
has with some of i t s producery"3upplIers and constitute 
payments made pri o r to commencement of i n i t i a l deliveries. 
A major portion of the advance payments that have been 
made for new sources of Delaware Basin gas were made to 
Shell O il Company. Shell and El Paso have received 
temporary c e r t i f i c a t e s respecting these new sources and 
deliveries have been i n i t i a t e d by Shell. 7/ Subsequent 
to the commencement of these deliveries, El Paso has been 
making prepayments to Shell because i t has been unable 
to take the contract minimums. Advance payments and pre­
payments have also been made to other producers i n the 
Delaware Basin area. 

6/ While not passing upon the merits thereof, we note that 
on September 6, 1968, El Paso f i l e d a rate increase application 
proposing an increase of 10 percent or 2.9$ per Mcf in i t s rates. 

7/ El Paso's temporary c e r t i f i c a t e s were Issued i n Docket 
No. CP66-306 on A p r i l 20, 1967 (J. M. Field) and i n Docket 
No. CP67-217 on August 18, 1967 (Hamon and Toro Fields) 
and on October 19, 1967 (Lockridge F i e l d ) . Shell's temporary 
c e r t i f i c a t e s were issued i n Docket No. CI67-897 on A p r i l 20, 
1967 (J. M. F i e l d ) ; i n Docket Nos. CI67-1095 and CI67-1084 
on August 18, 1967 (Hamon and Toro Fields); and i n Docket 
No. CI67-1096 on October 19, 1967 (Lockridge Field). 
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By Order issued December 21, 1966, we consoli­
dated the application of El Paso i n Docket No. CP66-306 
and the application of Shell i n Docket No. CI66-897 with 
regard to El Paso's purchase and Shell's sale of the J. M. 
Field gas. With reference to the advance payment pro­
visions i n the El Paso-Shell contract, we stated: 

. . . The Commission feels that a provision 
i n a contract of t h i s nature requiring such 
advance payments warrants a strong examina­
ti o n by i t . Hence, i t w i l l afford Shell a 
f u l l opportunity to demonstrate on the record 
to be developed i n the formal hearings 
scheduled to be conducted i n connection with 
the above styled proceedings the j u s t i f i c a ­
t i o n for the inclusion of such a provision. 
(Order, page 3) 

Subsequently, El Paso and Shell were granted 
temporary c e r t i f i c a t e s for the J. M. Field production. 
These temporary c e r t i f i c a t e orders reserve the issues 
of the propriety and, i f improper, the disposition, of 
the advance payments. The same issues have been preserved 
in temporary c e r t i f i c a t e s issued to Shell and El Paso 
respecting the other new Delaware Basin sources proposed 
i n these proceedings. 

The Public U t i l i t i e s Commission of California 
has requested that we condition the c e r t i f i c a t e issued 
to El Paso l n t h i s proceeding by preserving the advance 
payments and prepayments issues. El Paso stated that 
i t does not oppose t h i s request. Accordingly, the cer­
t i f i c a t e we issue to El Paso herein w i l l be conditioned 
appropriately. 

THE STAFF PROPOSAL AND THE EXAMINER'S 
MINIMAX ALTERNATIVE 

The PGT and El Paso applications consolidated here­
i n , and the Transwestern application which is pending i n 
Docket No. CP68-181, have each been put forward as separate 
propositions for meeting discrete needs for gas service. 
They are, however, interr e l a t e d ; the PGT application and part 
of the El Paso application are directed to the needs of 
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northern California for additional gas ln the 1968-69 
and 1969-70 heating season, and the Transwestern and 
part of the E l Paso applications are directed to the needs 
of the southern California market for these years. More­
over, as Staff and the Examiner both point out, the E l 
Paso and Transwestern proposals both seek to transport 
gas from the same general area of the Permian Basin of 
West Texas and New Mexico to the California border by means 
of f a c i l i t i e s of a relatively small size, which, though 
least costly for the increments of service presently 
sought, could be considerably more costly over a period 
of time, assuming additional increments of gas needed for 
the California market can and will be secured from pro­
ducers in the Permian area. 

Staff has proposed, in answer to the proposals 
mentioned, a new 42-inch pipeline from the Delaware Basin 
to the California border. I t is Staff's contention that, 
assuming only the market growth postulated by PG&E and 
Southern Companies (and accepted by the Examiner) through 
1972 — with no additional growth — utilization of the 
42-inch line could result in savings of $4,346,000 through 
1972, and $23,570,000 over the ten-year period ending in 
1978. This figure, however, which is based upon denial 
of the PGT application and eventual substitute of Delaware 
Basin gas therefor, is a composite one in which even larger 
savings for southern California are offset by increased 
costs to northern California (over the proposals set 
forth in the application) of $5,248,000 through 1972, and 
about $12,000,000 over the entire ten-year period. This 
results from the admitted fact that by far the cheapest 
increment of gas to California, irrespective of design 
improvements, is that proposed in the PGT application. 
The Examiner found that there were additional reasons for 
immediately granting the PGT application in a somewhat 
modified form — namely, the need for additional gas to 
California during the necessary interim while the possi­
b i l i t i e s of constructing 42-inch f a c i l i t i e s from the 
Delaware Basin area were canvassed. As indicated above, 
we agree with this assessment. But even i f we did not, 
we would not be inclined to certificate any f a c i l i t i e s in 
which the prospect of saving large sums to consumers ln 
southern California over the ensuing five or ten years was 
at the expense of the large indicated additional costs 
to northern California consumers. 



Docket Nos. CP67-187, et a l . - 14 -

Staff argues that even I f for one or both of 
these reasons the Commission deems i t advisable to cer­
tificate the PGT proposal, i t s 42-inch line would s t i l l 
be the cheapest long-range method of bringing Delaware 
Basin gas to California, with savings over the ten-year 
period to 1978 — s t i l l assuming no market growth after 
1972 — of $18,713,000, though only $1,091,000 would 
accrue through 1972. These savings are strongly disputed 
by some of the parties, the principal areas of contention 
being the proper evaluation of gathering costs in the 
Delaware Basin, the additional costs, i f any, in getting 
additional supplies of gas to PG&E at i t s Topack terminus, 
and the extent of the increased costs to the distributors 
(in alternative fuel costs or sales lost) from the delay 
in effectuating any 42-inch line proposal. 

The Examiner did not find i t necessary to resolve 
these conflicts, since he found that, while the Staff's 
42-inch line proposal "could offer many benefits over the 
long run" i t "involves risks related to need and supply 
that are unlikely to be resolved in the immediate future 
and which are too great to warrant the large, i n i t i a l 
commitment i t would require" (Slip Op., p. 11). Specifically, 
he stated that the rate of expansion of the California 
gas market might diminish with the increasing availability 
of nuclear power, that there were real, i f presently 
unmeasurable, prospects for large supplies of offshore gas 
coming on the California market within the next decade, 
and that while there was a reasonable basis for assuming 
considerable additional volumes of gas in the Delaware 
and Val Verde valleys of Permian near the eastern terminus 
of the proposed 42-inch line, "committing so much capacity 
without further detailed assurances on supply would be 
risky" (ibid.). 

The Examiner, however, did not believe that these 
deficiencies he found in the basic Staff proposal should 
end a l l consideration of the possiblities of savings in­
herent in the use of large-diameter pipe. Instead, in his 
"minimax" proposal he proposed Immediately to grant the 
PGT application, upon condition that the gas be shared, at 
least i n i t i a l l y , with southern California. At the same 
time he would remand for further limited hearing the question 
of whether authorizing 42-inch looping by either El Paso 
or Transwestern in an amount sufficient to encompass the 
420 MMcf increased capacity contemplated by the separate 
proposals, "plus such additional amounts as appears 
appropriate," would be more in the public interest than 
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the grant of the separate proposals. He thought that t h i s 
approach, though i t might be more costly and less e f f i c i e n t 
than the Staff's 42-inch lin e proposal, assuming both were 
eventually b u i l t to f u l l capacity, would retain the central 
advantage of the opportunity for economy from the use of 
large diameter pipe, while at the same time reducing the 
I n i t i a l commitment of capital and retaining far greater 
f l e x i b i l i t y to adjust to changes i n supply and demand 
factors as they occur. 

The Examiner's proposal rests on the assumption 
that grant of the PGT application alone w i l l be adequate 
to meet the needs of California (and El Paso's east-of-
California customers) u n t i l the new phase of t h i s proceeding 
is completed. For, admittedly, there i s no evidence i n 
the record of 42-inch looping by El Paso — to say nothing 
of Transwestern. The Examiner was of the be l i e f that a 
new hearing devoted to the best way of bringing gas from 
Permian to California, even though i t would Involve pote n t i a l l y 
c o n f l i c t i n g interests of the two pipelines which ran between 
the two points (and possibly additional pipeline groups 
as w e l l ) , could be completed i n time for operation of the 
c e r t i f i c a t e d l i n e i n the 1969-70 heating season when 
additional gas admittedly would be required. 

We cannot agree. Everything which has happened 
so far indicates that a further proceeding would not be 
limited to the single 42-inch looping alternative suggested 
by the Examiner, and tha t , even i f i t could and should, 
there would be no real prospect of completing the proceed­
ing i n time to permit the necessary construction for the 
1969-70 heating season. In short, the minimax proposal 
is v i r t u a l l y certain to result i n a serious gas shortage 
for at least one heating season. The Staff proposal now 
has become Impracticable for the same reason. The compara­
ti v e hearing which would be necessary would, i f anything, 
be more complex than that which would be required for the 
consideration of the minimax proposal. The substantial 
costs and adverse impact of such delay are simply prohibitive 
i n t h i s case. 

We wish to make clear that our rejection of the 
Staff's 42-inch lin e and the Examiner's minimax alternative 
does not indicate our approval of any practice by El Paso 
and Transwestern of seeking to meet the growing needs of 
the California market through r e l a t i v e l y small scale f a c i l i t y 
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increments to meet immediate market needs, which though 
i n i t i a l l y less costly cannot hope to achieve available long 
range economies of scale. To the extent that any such 
tendency may r e f l e c t past actions of t h i s Commission, the 
Staff's actions herein have forc e f u l l y brought to our atten­
t i o n the limitations of such a policy i n providing optimum 
service to the growing California market. This proceeding 
has also demonstrated, however, that such considerations 
cannot usefully be brought into the proceedings at later 
stages thereof, and that i t is imperative for the pipeline 
applicants themselves to explore the p o s s i b i l i t i e s of 
economies of scale orior to f i l i n g t h e i r applications and 
to be prepared to demonstrate why the public interest would 
be served by u t i l i z a t i o n of comparatively small diameter 
pipe, i f such is incorporated into t h e i r proposals. 

The Dissent's Modification of El Paso's Proposal 

The dissent argues that we should require El Paso 
to modify i t s proposal by substituting 36-inch pipe for 
a l l 30-inch pipe included i n the design of i t s project, 
and should condition the c e r t i f i c a t e we issue to El Paso 
so as to permit us i n the future to order El Paso to trans­
port through i t s f a c i l i t i e s the gas of another pipeline. 
Alternatively, the dissent argues that even I f we authorize 
El Paso's project as proposed, we should annex th i s con­
d i t i o n to El Paso's c e r t i f i c a t e . We are unable to agree 
with the dissent because these arguments are predicated 
upon a fundamental error i n logic and upon errors of fact. 

For the purpose of exposing the i l l o g i c of the 
dissenting view, we w i l l assume, arguendo, that the state­
ments and conclusions set f o r t h i n the dissent are correct. 
Accordingly, the dissent states that approval of either 
the 36-inch modification or El Paso's proposal "could have 
a substantial impact on the competitive si t u a t i o n , primarily 
with respect to Transwestern" (page 10). I t continues, 
"appropriate steps" must be taken to preserve competition 
or else El Paso w i l l be " i n a superior position to bargain 
for future growth increments, thus tending to further en­
hance El Paso's already dominant position i n California" 
(page 10). The "appropriate step" which the dissent pro­
poses is the imposition of a novel condition on El Paso's 
c e r t i f i c a t e . Thus, the dissent finds, "considering El 
Paso's already dominant position i n the market, i t s further 
expansion at t h i s time must be conditioned to preserve 
competition and keep i t s competitors viable" (pages 10-11). 
The dissent concludes that t h i s could be accomplished by 
a condition providing: 
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that, I f the public interest i s found to so require 
any other person c e r t i f i c a t e d to transport gas 
from the Delaware-Val Verde Basins to California 
w i l l be able to u t i l i z e El Paso's cheap expansi­
b i l i t y , and that any additional looping or other 
construction on the El Paso f a c i l i t i e s necessary 
to transport such gas as we may c e r t i f i c a t e w i l l 
be i n s t a l l e d . (page 11) 

Thus, with respect to the 36-inch modification 
and the issue of competition the dissent makes two points. 
F i r s t , i t proclaims that the c e r t i f i c a t i o n of the 36-inch 
modification would be anti-competitive vis-a-vis Transwestern. 
Second, i t concludes that to prevent t h i s anti-competitive 
consequence a condition must be annexed to El Paso's cer­
t i f i c a t e ; but t h i s condition would be exercised by the 
Commission i n a future proceeding only " i f the public interest 
is found to so require." On i t s face, therefore, the dis­
sent appears objective, and purports simply to provide the 
Commission with an option i t otherwise would not have. But, 
upon analysis t h i s is not true. 

The condition proposed i n the dissent makes pos­
sible only two acts: namely, that In a future proceeding 
the Commission w i l l exercise the condition or that i t w i l l 
not. I f the Commission should choose the l a t t e r and should 
not exercise the condition, then according to the logic 
of the dissent El Paso would operate i t s 36-inch pipeline 
without the very condition which the dissent declares is 
indispensable i n order to preserve competition. And thus, 
i f we follow the logic of the dissent, by not exercising 
the condition the Commission would necessarily create the 
identical situation which the dissent has found to be a n t i ­
competitive ( i . e . , El Paso operating the 36-inch pipeline 
without the dTssent's condition attached). 

Because of i t s unequivocal tenor, we must con­
clude that the dissent would consider the anti-competitive 
consequences of not exercising the condition to be intolerable. 
Thus, we must further conclude that i n order to avoid these 
consequences the thrust of the dissent would afford the 
Commission no choice but to exercise the condition i n the 
future proceeding. What this means to the Commission is 
profound. For i t means that i f we were to accept the dis­
senting views as sound and accordingly to attach the condition, 
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we would not create an additional option for the Commission 
as the dissent contends; but instead, we would eliminate 
future regulatory fle x i b i l i t y with respect to the California 
market and would, in fact, force the Commission to exercise 
the condition in the future proceeding. This, of course, 
would simply be imprudent regulatory policy. 

In addition, the dissent would concurrently force 
upon us, through the instrumentality of the condition, the 
adoption of a new substantive principle of natural gas regu­
lation. Thus, i f we adhere to the logic of the dissenting 
opinion, the Commission would be compelled to exercise the 
condition and thus to create either a jointly owned and 
operated natural gas pipeline, a common carrier natural gas 
pipeline, or some other new phenomenon without the benefit 
of even a s c i n t i l l a of evidence in this record or argument 
in briefs or oral argument with respect to the legality, 
feasibility, practicability, or desirability of any of these 
new concepts. We are Indeed aware of the necessity to 
apprise ourselves of new philosophies of regulation, novel 
economic theories, and- creative alternatives to existing 
regulatory methods. But, we are equally aware of the neces­
sity to stand by legal principles and not decide issues 
without the benefit of an adequate record before us. 

Aside from the foregoing illoglc which would burden 
us i f we were to accept the views and assume the validity 
of the dissenting opinion, the dissent has predicated i t s e l f 
upon errors of fact and conjecture. One error of the dissent 
is the conclusion that El Paso's proposal i s anti-competitive. 
Many pages of transcript and briefs, and many hours of argu­
ment recorded before the Examiner and the Commission do not 
Include even a remote suggestion that El Paso's proposal 
is anti-competitive. Moreover, the State of California, the 
Public U t i l i t i e s Commission of California, and the Southern 
California Edison Company, a l l of whom are known for their 
persistent efforts over the years to establish and maintain 
competition for the California gas markets, have not argued 
that El Paso's proposal is anti-competitive. Neither has 
Transwestern, the company which competes directly with E l 
Paso. ,0n the contrary, each of these parties vigorously 
supports El Paso's proposal as the project which will best 
preserve competition for the California market. 
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There are but two references ln the record with 
respect to the question of the competitiveness of E l Paso's 
proposal. (Tr. 3^99; Tr. 3735) Each relates to the propo­
sition that competition for the California market must be 
encouraged. And, each was set forth by witnesses who sup­
ported El Paso's proposal. No evidence to the contrary 
exists on this record or in our reading of the principles 
articulated in the court decisions which have considered 
the issue of natural gas competition in California. Indeed, 
the only citation we can find for the proposition that 
El Paso's proposal is anti-competitive i s such a statement 
in the dissent. 

Another error of the dissent is the conclusion 
that the 36-inch modification of E l Paso's project should, 
on the basis of this record, be required by the Commission. 
Although Exhibit 73, which relates to the 36-inch modifi­
cation, i s a matter of record properly before us, the 
dissent has taken that Exhibit out of perspective and has 
attributed to i t significance which the record does not 
permit. The data in Exhibit 73 were submitted by E l Paso 
in response to an informal request made by the Staff several 
weeks prior to the commencement of hearings. However, 
these data were ignored from the moment Exhibit 73 was 
received in evidence onward throughout the hearings, the 
briefs to the Examiner, the briefs on exceptions and replies 
thereto, and the oral argument. Indeed, no one, including 
the Staff, has suggested on the record or briefs properly 
before us that the 36-inch modification of El Paso's project 
is desirable. Moreover, i t i s clear on the record that we 
have not received evidence on financial and competitive 
matters which must be adduced and explored before we could 
conclude that the Impact of requiring the 36-inch modifi­
cation of El Paso's proposal is in the public interest. 
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On the other hand, what we know on the basis 
of t h i s record i s that El Paso's project satisfies the 
requirements of the public convenience and necessity. I t 
is viable i n a l l pertinent respects and w i l l be of benefit 
to gas consumers i n California and east of California. 

The Commission further finds: 

(1) Pacific Gas Transmission Company is a "natural 
gas company" within the meaning of the Natural Gas Act. 

(2) The additional f a c i l i t i e s proposed by Pacific 
Gas Transmission Company and more f u l l y described i n the 
Pacific Gas Transmission Company applications and the evidence 
herein, w i l l be used i n the transportation and sale of the 
additional quantities of natural gas i n interstate commerce, 
subject to the Jurisdiction of the Commission, and such 
additional f a c i l i t i e s , together with the construction and 
operation thereof, are subject to the requirements of 
subsections (c) and (e) of Section 7 of the Natural Gas 
Act. 

(3) Pacific Gas Transmission has an adequate supply 
of natural gas committed to i t which w i l l enable i t to 
render the service herein authorized. 

(4) The additional f a c i l i t i e s proposed by Pacific 
Gas Transmission Company are adequate to render the service 
herein proposed. 

(5) Pacific Gas Transmission Company i s fi n a n c i a l l y 
able to construct and operate the proposed additional 
f a c i l i t i e s . 

(6) A market exists for the proposed additional sales 
of natural gas by Pacific Gas Transmission Company to 
Pacific Gas and Electric Company. 
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(7) Pacific Gas Transmission Company i s able and willing 
properly to do the acts and to perform the service proposed 
and to conform to the provisions of the Natural Gas Act and 
the requirements, rules and regulations of the Commission 
thereunder. 

(8) The construction and operation of the f a c i l i t i e s 
proposed by Pacific Gas Transmission Company and i t s sales 
and transportation of the additional quantities of natural 
gas, together with the construction and operation of any fa c i l i t i e s 
subject to the jurisdiction of the Commission necessary therefor, 
are required by the present and future public convenience and 
necessity, and a certificate of public convenience and necessity 
should be issued therefor. 

(9) The proposed importation of the additional quantities 
of natural gas proposed by Pacific Gas Transmission Company i s 
subject to the jurisdiction of the Commission under the provi­
sions of Section 3 of the Natural Gas Act. 

(10) The importation of the additional quantities of 
natural gas proposed by Pacific Gas Transmission Company in 
i t s application is appropriate and consistent with the public 
interest and should be authorized. 

(11) E l Paso Natural Gas Company i s a "natural gas company" 
within the meaning of tne Natural Gas Act. 

(12) The additional f a c i l i t i e s proposed by El Paso Natural 
Gas Company and more fully described in the E l Paso Natural 
Gas Company application and the evidence herein, w i l l be used 
in the transportation and sale of the additional quantities 
of natural gas in interstate commerce, subject to the j u r i s ­
diction of the Commission, and such additional f a c i l i t i e s , 
together with the construction and operation thereof, are 
subject to the requirements of subsections (c) and (e) of 
Section 7 of the Natural Gas Act. 
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(13) El Paso Natural Gas Company has an adequate supply 
of natural gas committed to i t which w i l l enable i t to render 
the service herein authorized. 

(14) The additional f a c i l i t i e s proposed by El Paso 
Natural Gas Company are adequate to render the service 
herein proposed. 

(15) El Paso Natural Gas Company i s f i n a n c i a l l y able to 
construct and operate the proposed additional f a c i l i t i e s . 

(16) A market exists for the proposed additional sales 
of natural gas by El Paso Natural Gas Company. 

(17) El Paso Natural Gas Company i s able and w i l l i n g 
properly to do the acts and perform the services proposed 
and to conform to the provisions of the Natural Gas Act, 
and the requirements, rules and regulations of the Commission 
promulgated thereunder. 

(18) The construction and operation of the f a c i l i t i e s 
proposed by El Paso Natural Gas Company, as herein con­
ditioned, and i t s sales and transportation of the additional 
quantities of natural gas, together with the construction 
and operation of any f a c i l i t i e s subject to the j u r i s d i c t i o n 
of the Commission necessary therefor, are required by the 
present and future public convenience and necessity, f o r 
the purpose and subject to the conditions described i n the 
attached c e r t i f i c a t e , and a c e r t i f i c a t e of public convenience 
and necessity should be issued therefor. 
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The Commission orders: 

(A) Pacific Gas Transmission Company is hereby 
authorized to import from Canada an additional 100,000 
Mcf of natural gas per day commencing on or about November 1, 
1968, and an additional 100,000 Mcf of natural gas per 
day commencing on or about June 1, 1969, and a certificate 
of public convenience and necessity i s hereby issued to 
Pacific Gas Transmission Company authorizing the trans­
portation and sale of such natural gas to the Pacific 
Gas and Electric Company and the construction and operation 
of the f a c i l i t i e s necessary for such importation, trans­
portation, and sale, a l l as more fully described in the 
applications filed herein and the evidence received in 
this proceeding. 

(B) The authorizations granted to Pacific Gas Trans­
mission Company under paragraph (A) hereof are subject 
to the terms and conditions imposed upon the authorizations 
granted to Pacific Gas Transmission Company, et a l . , by 
the Order of the Commission issued August 5, T9~60~7 24 PPC 
134, insofar as said terms and conditions are applicable, 
and the said terms and conditions shall apply with respect 
to the additional gas imported, transported and sold under 
the authorizations here granted. 

(C) A certificate of public convenience and necessity 
is issued to El Paso Natural Gas Company authorizing the 
construction and operation of the f a c i l i t i e s as more fully 
described in i t s application for increasing the capacity 
of i t s present system in order to effect the sale of 
additional natural gas upon the terms and conditions of 
this order. 

(D) The certificates issued in paragraphs (A) and (C) 
and the rights granted thereunder are conditioned upon com­
pliance by Pacific Gas Transmission Company and El Paso 
Natural Gas Company with a l l applicable Commission Regulations 
under the Natural Gas Act. 

(E) The certificate issued to El Paso Natural Gas 
Company in paragraph (C) is on the following condition: 
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The advance payments included by E l Paso in 
it s rate increase application of September 6, 1968, 
and any advance payments hereinafter included in 
any fili n g made with the Commission prior to the 
determination of the propriety thereof are included 
by El Paso at i t s own risk as to the proper treat­
ment for ratemaking purposes. The granting of a 
certificate of public convenience and necessity to 
El Paso in this proceeding shall not prejudice the 
isssue of the propriety of advance payments or the 
appropriate level of prepaid gas purchases in any 
future proceedings and shall not constitute waiver 
of any rights of any party to dispute the propriety 
of advance payments or to justify a different level 
of prepaid gas purchases in any future proceeding. 

(P) The certificates issued to Pacific Gas Transmission 
Company and El Paso Natural Gas Company shall be void and 
without force and effect unless accepted in writing within 
thirty (30) days from the issuance date of the order Issuing 
such certificate. 

By the Commission. Chairman White dissenting in part filed 
a separate statement appended hereto. 

( S E A L ) 

Gordon M. Grant, 
Secretary. 
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WHITE, Chairman, dissenting in part: 

I must dissent from the Commission's opinion and 
order insofar as i t certificates El Paso's application in 
Docket No. CP67-217. 

In an early order in this proceeding 1/ the Commission 
directed the parties to address themselves, inter a l i a , to the 
question whether there were preferable "alternative means avail­
able to meet the requirements of the customers proposed to be 
served." Consistent with this directive, staff introduced 
evidence on the 42-inch project which the Commission has found 
cannot be certificated on this record. With this I fully 
agree. But also in this record, in response to the Commis­
sion's directive, is evidence relating to a modification of 
El Paso's proposal which would substitute 36-inch-diameter 
pipe for the part of the project designed as 30 inch. This 
modified project i s clearly superior to the project as applied 
for* Yet the Commission opinion f a i l s to consider this modi­
fication on i t s merits* 

One might reasonably ask, therefore, why the Commission 
has reached the result i t has: Because i t i s the best way 
to meet the needs of the California market? Because i t 
believes i t s hands are tied, thus preventing i t from order­
ing the desired modifications? Or simply because i t i s the 
easiest solution to an obviously complex problem. 

Having considered the record in i t s entirety, I cannot 
find, that the project as proposed by E l Pas© is the 
best way to meet the needs of California consumers. 

Specifically, I find the Commission's decision deficient 
in at least three respects. F i r s t , i t saddles California 

1/ The order of July 26, 1967, consolidating the Pacific 
~~ Gas Transmission Co. application in Docket No. CP67-188, 

CP67-187 and the El Paso Natural Gas Co. application in 
Docket No. CP67-217. 



Docket Nos. CP67-187, et a l . - 2 -

consumers with a project which i s considerably less desirable 
than an alternative project which would be far cheaper in the 
long run (over $2 million per year cheaper) and which could 
be certificated on the present record. Second, i t completely 
ignores that even the inadequate project i t i s certificating 
has anti-competitive consequences which w i l l further estab­
lish £1 Paso, presently the dominant supplier in the market, 
in the commanding competitive position condemned by the 
courts. And finally, the majority decision could well con­
demn Transwestern and any new competitor for the California 
market to a position of perpetual competitive subservience. 

The Alternative Proposal 

While i t appears that £1 Paso's 30-36 inch proposal i s 
a viable project, the record indicates that i t i s not the most 
economical way to meet the growth of the California market. 
This evidence relates to a modification of the 30-36 inch 
proposal which would result in lower cost and benefit the 
long-run interest of California consumers, as well as meet 
the deficiencies projected for the California market over 
the next few years. The Commission should be well aware 
that, as the examiner stated, 

" . . . The big opportunities for cost savings to 
consumers do not l i e in the disallowing of parti­
cular costs in a rate case. Underlying costs are 
determined in the certificate case where the project 
is licensed." (Mimeo. page 21) 

F i r s t , i t should be clearly indicated what El Paso's 
30-36 inch proposal i s intended to do—to meet the incremental 
needs of i t s California and east-of-California market. I f the 
El Paso market grows significantly beyond the 310 MMcf/d,addi­
tional f a c i l i t i e s would be needed to be added to E l Paso's 
system. In short, consistent with the Commission's holding 
in Gulf Pacific, El Paso has tailored i t s proposal to provide 
only the f a c i l i t i e s needed for i t s next increment of growth. The 
holding in that case, however, was not a direction to E l Paso 
or any other pipeline to abdicate i t s responsibility to look 
ahead to the future needs of i t s market and to plan to meet 
those needs in a most economical manner* Indeed, as said in 
support of the tailored supply program in the Gulf Pacific 
case, " I t i s precisely an objective review of the long-term 
market whioh leads us to this conclusion" (mimeo. page 26). 
Therefore, i f the record supports a more economical way of 
meeting the prospective growth of the California market, 
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and i f tho market evidence indicates that such a proposal 
would be viable, certification of the proposed 30-36 inch 
project would be inconsistent with the dictates of the 
Natural Gas Act to provide for an adequate supply of gas 
at the lowest reasonable rates. 

Exhibit 73, introduced early in the proceeding by 
E l Paso at the request of staff, contains evidence as to 
the consequences of modifying E l Paso's proposal to provide 
that the portion of the proposal designated "Hypotenuse I I " 
(toward the California end of the system) like "Hypotenuse I " 
be constructed with 36-inch pipe and that the specified por­
tions of the existing system being "reenforced", i.e., looped", 
utilizing 36-inch pipe rather than the 30-inch pipe E l Paso 
had proposed. This modification would not increase the capa­
city of 310 MMcf/d proposed in E l Paso's application; i t 
would, however, provide substantially cheaper expansibility 
should market growth necessitate the addition of further 
capacity in the future. 

Exhibit 73 compares service under El Paso's 30-36 inch 
proposal at various levels up to i t s optimum capacity of 
775,000 Mcf, with the 36-inch modification at the same 
levels of service. At the i n i t i a l level of service (310 
MMcf/d under either project) the 36-inch modification would 
increase the costs from 9.18 cents to 9.8 3 cents; but t h i s 
d i f f e r e n t i a l i n favor of the smaller project rapidly de­
creases and then becomes markedly i n favor of the larger l i n e . 
The applicant's figures show that at throughput of 510 MMcf 
per day there is only 0.06 cents per Mcf difference i n 
favor of the smaller project and that at 77 5 MMcf the balance 
has strongly tipped to the larger project, 7.15 cents for 
the smaller versus 6.39 cents for the 36-inch modification. 

Table 1 

Average Transportation Costs 

Mcf 

310 ,000 .510 ,000 775,000 

El Paso's 30-36 inch proposal U/Mcf) 9.18$ 7.18$ 7.15$ 
El Paso's 36-inch modification U/Mcf) 9.83$ 7.24$ 6.39$ 

In order to arrive at these costs, Exhibit 73 assumes 
that starting from the i n i t i a l capacity of 310,000 Mcf under 
either proposal, capacity additions of 100,000 Mcf would be 
added in the f i r s t and second years; no capacity additions in 
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the t h i r d year and 265,000 Mcf added i n the fourth year. 2/ 
On t h i s basis, the t o t a l cost of service of operating t h e -

36-inch modification through the fourth year when i t i s 
being operated at 775,000 Mcf would be approximately $541,000 
lower than under the 30-36 inch proposal. When operated 
at 775,000 Mcf, the cost of operating the 36-inch modification 
would be in excess of $2,000,000 per year less than the 30-36 
inch proposal and every year thereafter, the annual cost of 
service would remain s i g n i f i c a n t l y less than the 30-36 proposal. 

While these savings are not in themselves insubstantial, 
they do not constitute the entirety of savings associated 
with the 36-inch modification. This is due to the constrain­
ing factors built into the Exhibit 73 comparison. First, the 
comparison stops at 775,000 Mcf, the maximum throughput of 
the 30-36 inch proposal, while additional savings would be 
associated with the greater throughput of the 36-inch modifi­
cation, which is in the order of 1,000,000 Mcf per day. Although 
the incremental costs of this greater throughput are not con­
tained in this record, i t is a well-established engineering 
fact that the unit costs of providing equivalent volumes 
of capacity decline substantially toward the end of a 
looping program relative to those which would be incurred 
at the start of the looping program. 

The second constraining factor to be considered is the 
pattern of the capacity additions i n Exhibit 73. Advancing 
the incremental capacity addition of 265,000 Mcf/d (775,000 -
510,000) by one year, for example, would increase the savings 
from the 36-inch modification to a minimum of $1.2 m i l l i o n , 
at the same level of capacity, namely, 775,000 Mcf/d. More 
importantly, as noted above, the 36-inch modification would 
s t i l l provide for cheap expansibility since at least another 
200,000 Mcf/d or 26 percent more capacity would s t i l l be 
available from the 36-inch li n e at very low incremental 
costs. The 30-36 inch proposal on the other hand, would 
require the start of a new high cost looping project at the 
775,000 Mcf/d level. The c r i t i c a l considerations, therefore, 
in a r r i v i n g at a decision whether El Paso's project as 
proposed should be c e r t i f i c a t e d or the 36-inch modification 

2/ Exhibit 7 3 does not relate additional investment to 
~ specific years, but relates a l l increment investment 

and associated costs to the f i r s t year's operation of 
the i n i t i a l 310,000 Mcf of capacity. 
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with» i t s substantial potential savings is approved, i s 
how much additional capacity w i l l be required to meet the 
future demand for gas i n the California market over and 
above the volumes of gas we are herein c e r t i f i c a t i n g and 
when such additional capacity w i l l be required. 

Both s t a f f and the various parties presented market 
projections i n t h i s proceeding; the examiner accepted both 
Pacific Lighting's and Pacific Gas and E l e c t r i c ' s . Pacific 
Lighting also estimated the volumes of gas to be purchased 
from California sources to meet part of i t s market require­
ments and s t a f f estimated the volumes of gas to be purchased 
from California sources to meet part of PGtE's market require­
ments. Further, the volumes of gas i d e n t i f i e d as GX-2 a v a i l ­
able to both the Pacific Lighting and PG&E companies from El 
Paso, are shown i n s t a f f Exhibit 155. On the basis of these 
estimates, i t appears that over and above the volumes now 
being c e r t i f i c a t e d the California market w i l l have annual 
deficiencies f o r each of the years 1969 through 1972 as 
follows: 3/ 

1969 1970 1971 1972 
(MiTTTons oF"ffcf> 

Annual Deficiency with 
I n t e r r u p t i b l e Curtailment 26 87 170 225 

I n t e r r u p t i b l e Curtailment 111 114 120 132 

137 201 290 357 

In order to meet the above deficiencies by means of 
pipeline capacity, the following additional capacity operating 
at 100 percent capacity factor, at January 1 of each year, 
would be required; 

3/ I n t e r r u p t i b l e curtailment for the Pacific Lighting 
" market is based on serving 90 percent of the t o t a l 

i n t e r r u p t i b l e market, consistent with the Commission's 
findings in Gulf Pacific. As the charts indicate> the 
i n t e r r u p t i b l e curtailment is substantial. 
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January 1 
1969 1970 1971 1972 

Additional Pipe­
line Capacity 

With I n t e r r u p t i b l e 
Curtailment 71,233 238,356 465 ,753 616,438 

Without Interrupt­
ible Curtailment 375,342 550,685 794,520 978,082 

Thus, even with certification of E l Paso 
at the 310 MMcf/d level, additional pipeline capacity would 
be required i n the near future to meet the growing California 
market demand. The need for additional capacity would grow year 
by year and as of January 1, 1972, hardly 3 years from now, a 
f u l l 616,000 Mcf per day or 150,000 Mcf more capacity per day than 
that achievable from El Paso's 30-36 inch proposal would be 
required. Further, the volumes of gas curtailed of the 
in t e r r u p t i b l e market demand would continue to grow so that 
i n 1972 even with an increase i n pipeline capacity of 615,000 
Mcf, the i n t e r r u p t i b l e market would be curtailed by 132,000,000 
Mcf, the equivalent of 361,644 Mcf of pipeline capacity. 

Any delays i n the timing of capacity additions, of 
course, would affect the savings from the 36-inch alterna­
t i v e , since i t would postpone the crossover date at which 
the larger proposal becomes cheaper. While the record does 
not provide evidence for the specific crossover point be­
tween the 30-36 inch proposal and the 36-inch a l t e r n a t i v e , 
i t appears that such point would occur somewhere between 
510,000 and 775,000 Mcf; a straight extrapolation of the 
market growth would place the crossover point at between 
510,000 and 5*0,000 Mcf. In any event, whatever the time period 
i n which the incremental growth takes place, unless i t i s 
assumed that the market w i l l stop growing at the crossover point, 
i t i s clear that the long-range savings associated with the 
36-inch modification, due to i t s greater expansibility, w i l l 
r e s u l t i n savings over and above those realized under the 
30-36 inch proposal. 

While the market evidence suggests that the growth to 
be expected is more than adequate to support the 36 inch 
modification, i t s feasibility does not depend upon i t s 
future expansion. Even though the f u l l economic savings 
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associated with tha 36-inch modification are not realised 
at the lower levels of service, the fact is that i t is 
economically viable right from the start, since the average 
revenues attributable to the additional sales to be made 
by means of the proposed facilities are greater than the 
project costs even at the 310 MMcf/d level. Thus the 
Average revenues per Mcf are: 29.0HC for 1968, 28.7S< for 
1967 and 28.68$ for 1970. Total cost of service per Mcf, 
however, would only be 28.40$ for 1968, 28.15$ for 1969 and 
28.28$ for 1970. The project, therefore, more than recovers 
its oosts even at the i n i t i a l level of service. 

On the basis of the foregoing, i t must be concluded 
that the future requirements of the California markets 
would be more economically served by the substitution of 
36-inch pipe for the mainline facilities in lieu of the 30-
36-inch line proposed. 

The Procedural Question 

Since i t has been established on this record that the 
36-inch modification is superior to the proposed project, 
the Commission should not certificate the lesser project. 
The courts have made i t clear that the Commission must investi­
gate alternatives, Scenic Hudson Preservation Conference, et 
al . . v. T .!>.£.. et al. 35H F.2d 608 (CA 2 1965) cert, denied 
sub not. ConsolTa'aFed Edison Co. v. Scenic Hudson Preserva­
tion Conference. 38H U.S. 9H1 (1966). and that i t must 
reject an application i f a better alternative is avail­
able, even i f the better alternative cannot be required 
by the Commission. In such a case, however, the Commission 
does have the authority to offer a certificate for the 
better alternative, although not require i t . Sunray Oil Co. 
v. F.P.C.. 36H U.S. 137 (1960); City of Pittsburgh v. P.P.C., 
237 r. Zd 7*1 (CADC 1956). See also, F.P.C. v. Transcontinental 
Gas Corn.. 365 U.S. 1 (1960). This assumes, of course, that 
the alternative has sufficient support in the record, as i t 
does here. As indicated above, the Commission's order of 
July 26, 1967, directed the parties to address themselves to 
alternatives to the proposed project. Transwestern had inter­
vened in the case several months earlier, and was necessarily 
aware of the order. Indeed staff subsequently requested studio* 
from both El Paso and Transwestern, and in its August 10, 1967, 
letter to Transwestern set forth its intention to conduct a "full 
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and complete analysis of a l l alternatives." As noted in 
the Transwestern Brief on Exceptions the requested studies 
were submitted: 

"El Paso offered evidence regarding alternatives 
i t had considered (Tr. 2:199). Both Transwestern 
and El Paso introduced evidence regarding the cost 
of looping their respective systems to higher 
l e v e l s — E l Paso to 3,155 M2cf per day, Transwestern 
to 1,270 M2cf per day. . . Staff offered extensive 
studies relating to both 36-inch and 42-inch pipe­
line alternatives. These were examined in detail." 
(pp. 3-4) 

Later in i t s brief, recognizing the Commission's 
continuing responsibility to consider alternatives, Trans­
western said, "In this proceeding alternatives to the pending 
applications were, in fact, exhaustively reviewed." (p. 9) 

Exhibit 73, which sets out the 36-inch modification, 
was introduced early i n the record by El Paso at s t a f f ' s 
request. This i s , of course, d i f f e r e n t from s t a f f ' s 42-inch 
proposal which was not introduced u n t i l long a f t e r a l l other 
parties had put i n t h e i r evidence. Exhibit 73 was available 
for cross-examination and rebuttal since there was no l i m i t i n g 
r u l i n g by the examiner with respect to i t . However, no party 
chose to attack the alterations i n the project set out therein. 
While the reason f o r t h i * lack of interest by El Paso's com­
petitors i n an obviously superior proposal i s not apparent i n 
t h i s record, one p o s s i b i l i t y i s that Transwestern's upcoming 
step i n the "minuet" noted by the Examiner did not c a l l f o r 
a challenge to a proposal which El Paso, i n i t s current step, 
was not seeking. ~TKe Commission's reluctance to c e r t i f i c a t e 
the clearly superior project envisioned by Exhibit 73 un­
fortunately w i l l be to the long-range detriment of the Cali­
fornia consumers. 

On the basis of the foregoing, i t is evident that the 
parties, including El Paso's competitors, 4/ were fully aware 
that alternatives to the proposal would be"considered by the 
Commission and that they were specifically aware of the 36-
inch modification contained in Exhibit 73. I t seems clear 
that the Commission has the authority, i f the application of 
the standards of the Natural Gas Act require i t , to issue a 
certificate providing for such reasonable variations from the 

4/ Transwestern, of course, intervened in the proceeding. 
~~ Other potential competitors had notice that alternatives 

would be considered but did not seek to intervene. 
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parties proposals as My be said to be fa i r l y within their 
contemplation and are necessary and appropriate to carry out 
the provisions of the Act. As the Commission said in Natural 
Gas Pipeline Company of America, 17 FPC 85, 87t "A contrary 
holding would exalt mere procedural incidents above substantial 
public interest. N 

Effect on Competition 

Transwestern, at present the only competitor of E l 
Paso in the rich Permian Basin to California market, is 
afflicted with a l l of the i l l s which face any comparatively 
small company competing with a giant in an industry where 
economies of scale are important. The market in California, 
while substantial, i s controlled in effect, by very few buyers. 
While i t is in the interest of those buyers to maintain some 
competition by keeping Transwestern alive, i t i s not in their 
interest to give Transwestern large contracts until i t can 
s e l l gas as cheaply as El Paso, something i t i s presently 
not able to do. But this results in a vicious c i r c l e , for 
low unit gas transportation costs cannot be achieved without 
large pipelines, and large pipelines cannot be economically 
built or utilized without large contracts. The action of the 
majority today condemns Transwestern, or any new competitor, 
to a repetition of the same dreary cycle—a compromise by 
building a pipeline which, while too small for eventual use 
in reducing unit costs low enough really to compete, i s 
i n i t i a l l y too large for the small amounts of gas Transwestern 
w i l l furnish. I cannot understand why the majority would 
permit this to occur. 

Having determined that the 36-inch modification should 
be c e r t i f i c a t e d , i t is necessary to consider whether such a 
project would have an adverse effect on the balance of com­
pe t i t i o n i n the California market. In t h i s regard, o f f i c i a l 
notice can be taken of Transwestern Pipeline Company's appli­
cation in Docket No. CP68-181 for a 30-inch pipeline with 
an i n i t i a l capacity of 110 MMcf/d. Additionally, as the 
Commission said in Opinion No. 399 ( 30 FPC 77), ''antitrust 
considerations are relevant to the issue of public convenience 
and necessity." 

The Commission's casual treatment of a n t i t r u s t consider­
ations with respect to i t s c e r t i f i c a t i o n of the El Paso 
project is a serious deficiency since i t s immediate competi­
t i v e impact w i l l be v i r t u a l l y the same as the 36-inch modifi­
cation. Both projects are designed at i n i t i a l capacity 
levels of 310 MMcf/d and in either case additional f a c i l i ­
t i e s would need to be added to accommodate future growth. 
Similarly, both projects would be expansible up to 775 MMcf/d. 
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This means that, so far as capacity i s concerned, both would 
be equally expansible to meet the incremental market growth 
for the next few years. In addition, the 36-inch modification 
would thereafter be expansible up to an ultimate capacity 
of about 1 m i l l i o n Mcf. I t is in t h i s additional increment 
of expansibility and the fact that at these higher levels 
of service the costs associated with the 36-inch modification 
are substantially cheaper than the 30-36 inch proposal that 
the essential differences between the projects l i e . Never­
theless, either alternative could have a substantial impact 
on the competitive s i t u a t i o n , primarily with respect to 
Transwestern. In either case, unless appropriate steps 
are taken to preserve competition the cheap expansibility 
w i l l d e f i n i t e l y put El Paso in a superior position to bargain 
for future growth increments, thus tending to further enhance 
El Paso's already dominant position i n California. 

In contidering the effect on competition of either the 
project at certificated by the Commission or the 36-inch 
modification, i t should be noted that El Paso also intro­
duced evidence (Exhibit 9) which shows that the cheapest 
way to transport the 310 MMcf/d to California i t with a 
straight 30-inch project (as contrasted with the 30-36 inch 
project here certificated), but that project would have left 
no room for future expansion. Thus, implicit in opting for 
either the proposed project or the 36-inch modification, i s 
the desirability of having cheap expansibility in a growing 
market. The majority, of course, conveniently overlooks 
this ramification of i t s decision. 

The dilemma facing the Commission i s a real one. On 
the one hand, any r a t i o n a l decision i n this proceeding, 
considering the projected growth in the California market, 
must provide for expansibility at the lowest cost; on the 
other hand, provision of such expansibility can act to the 
detriment of El Paso's competitors. Stated d i f f e r e n t l y , 
the problem i s whether there is a way to preserve the 
f r u i t s of competition and at the same time optimize the 
construction of pipeline f a c i l i t i e s so as to achieve the 
benefits of scale, I am convinced there i s . 

While competition i n the California market i n the 
past has been less than perfect, i t has been beneficial 
on occasion (see, e.g., El Paso Natural Gas Company, et a l . 
("Rock Springs"), 30 FPC 77, 85, et seq.) and maybe 
beneficial i n the future. Therefore, considering El Paso's 
already dominant position i n the market, i t s further ex­
pansion at t h i s time must be conditioned to preserve 
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competition and keep i t s competitors viable. Such a con­
dition should, I believe, make i t clear that should i t 
develop in some future proceeding that u t i l i z a t i o n by 
some other person of the excess capacity or expansibility 
of the f a c i l i t i e s which are the subject of this proceeding 
is required to ensure that optimum service is not at the 
expense of competition, such f a c i l i t i e s w i l l be available. 
This can be accomplished by a condition providing that, i f 
the public interest is found to so require any other person 
certificated to transport gas from the Delaware-Val Verde 
Basins to California w i l l be able to u t i l i z e El Paso's 
cheap expansibility, and that any additional looping or 
other construction on the El Paso f a c i l i t i e s necessary to 
transport such gas as we may certificate w i l l be installed. 

I t is neither necessary nor advisable in any such 
condition to prescribe the exact means by which such joint 
utilization or additional construction would be accomplished. 
The total additional construction might be undertaken by El 
Paso, with the other party paying an appropriate transporta­
tion charge (which might well be on an incremental basis). 
Or the other party might itself wish to finance any necessary 
additional construction, or even acquire a proportionate 
interest in the facilities. I t i s not necessary to attempt 
to determine which of these institutional arrangements or 
methods of calculating charges for services performed, or 
other possible alternatives, would be most appropriate under 
circumstances which cannot now be fully foreseen. Instead, 
such considerations are more appropriately left initially to 
negotiation between the parties, in the event the condition 
comes into play., with the Commission only retaining authority 
to accept or reject the terms or decide the matter i f the 
parties cannot agree. 

Imposition of such a condition would not guarantee that 
Transwestern, or some other party other than El Paso, would 
in fact be certificated to provide some of the additional 
service to California from Permian} in any future proceeding 
the applicant, be i t El Paso, Transwestern, or some third 
party, would have to demonstrate that the public convenience 
and necessity requires certification of its proposal. Simi­
larly, such a condition would not mean that until the certifi­
cated line is fully loaded Transwestern, or some other party, 
could only be certificated upon their willingness to utilize 
the line. In any future proceeding i t will be open to such 
parties to show that certification of separate facilities 
will best serve the public interest. The condition would 
act only to preclude a denial of an application by a party 
other than El Paso, i f the record in such proceedings were 
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to snow that I t would ba mora in the public interest to 
transport the gas through El Paso's lines. In short, i t 
would reserve to the Commission an option which would not 
otherwise be available to i t in its future consideration 
of competition in the California market. 

While I favor certification of the 36-inch modification 
appropriately conditioned to preserve competition, I believe 
the Commission is in error in not attaching the condition to 
the grant of the 30-36 inch project as applied for. One need 
not accept the proposition that the competitive impact of 
either alternative is virtually the same in order to under­
stand the need for such a condition; rather, i t is sufficient 
simply to recognize that even the proposed project provides 
El Paso with very substantial cheap expansibility—enough to 
carry the projected increments to the California markets for 
the next several years, quite possibly at incremental costs 
cheaper than any other viable alternative. Thus, the 
Commission's failure to impose an appropriate condition 
on the grant of its certificate to El Paso may well seriously 
unbalance the competitive positions of the California 
suppliers for many years to come, i f not permanently. 
Whether or not El Paso would, In the cottrsre of the "minuet* 
oppose future applications by Transwestern or others to trans­
port Permian gas to California, we would, I am sure, expect 
the staff to adduce evidence in any future certificate pro­
ceeding in which Transwestern or some other party sought to 
make a sale to California to demonstrate the cost of furnishing 
such gas through El Paso's line as one of the obvious alter­
natives, so long as cheap expansibility remains. Indeed, the 
majority order appears to anticipate that the parties themselves 
will address themselves to this question. I f , as one can prop­
erly anticipate will be the case, i t turns out that the use of 
the cheap expansibility of El Paso's line will be significantly 
cheaper than the new construction of the applicant, what will the 
Commission then do? I t will at this stage not be able to re­
quire El Paso to make available the excess capacity on its 
facilities. Only two unsatisfactory alternatives will be 
available. The Commission may be forced to ignore the cost 
savings involved, and certificate another duplicative and ex­
pensive pipeline, thus burdening the California consumers with 
not one but two uneconomic pipelines, both uneconomically 
utilized for several years, or i t will have to deny the appli­
cation because the use of El Paso's expansibility would be 
cheaper, thus strengthening El Paso's competitive position even 
further. These are, in my view, simply intolerable alternatives. 
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El Paso's dominance in the California market has been 
called to the Commission's attention in a series of court 
cases, e.g., California v. FPC, 369 U.S. *82 (1962); Cascade v. 
El Paso, 386 U.S. 129 ri92777" That this Commission has an 
affirmative duty to protect competition among pipelines and 
that the antitrust laws are plainly to be applied xn reaching 
its result, I should not have supposed would be necessary to 
point out again. See, e.g., Northern Natural Gas Pipeline 
r n „ F P r (firtit Lakes J. P. 5d ICA1K!, June 21. 
m . ) I ClS/of*Pit£bSifi TTTTCTTi? F.23-7TT7 751 (SADC 195,5. 

It is regrettable that the majority's failure to adopt 
the proposed competitive condition is based on what it be­
lieves is a logical inconsistency which would leave it no 
alternative in future proceedings but to implement the condition. 
No one, of course, wants to be on the other side of "logic" but 
sound regulatory experience indicates that i t is not necessarily 
a substitute for record evidence. Thus, while i t is clear on 
this record that the cheap expansibility in El Paso's project 
will further strengthen El Paso's already dominant competi­
tive position in the California market, its future effect 
cannot be precisely delineated at this time, nor can we at 
this time know precisely what regulatory actions will need 
to be taken in the future to maintain viable competitors in 
that market. It is for this very reason that the proposed 
condition maintains the Commission's flexibility by reserving 
the question of whether the expansibility in the El Paso line, 
now being certificated, should in a future proceeding be 
utilized to carry gas for others. The majority's refusal 
to adopt this condition here may preclude us from effective 
consideration of the impact of cheap expansibility on com­
petition for the California market, at least for the fore­
seeable future. However, there may be other circumstances in 
which such a condition or a variant thereof would be appro­
priate and I would then expect that the Commission would 
consider adopting such a provision. Moreover, I would hope 
that, even considering the California market, today's action 
may not prove controlling. 
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I would emphasize that I am not proposing aboiler-plate 
condition to be incorporated in a l l future pipeline c e r t i f i ­
cates for i t clearly would not be appropriate in most situa­
tions, although i t may be adaptable in a number of other 
circumstances, perhaps in modified form. Most pipelines # 

which serve competitive market areas also serve other major 
markets along their route, have multiple purchasers even in 
the competitive market, and different sources of supply. 
Southern California, on the other hand, is unique in manŷ  
respects. Both principal pipeline suppliers serve primarily 
the same market at the end of their line, sell to the same 
customers and get their gas in the same area. Moreover, 
the differences in their relative share of the market, their 
costs, rates and potential for sharing in future market 
growth necessitate special consideration. 

Conclusion 

In summary, I believe tha Commission should certificate 
the 36-inch modification set out in Exhibit 73 rather than 
the 30-36 inch project proposed by El Paso. The record is 
complete with respect to the modification and a l l interested 
parties have had adequate notice that i t would be considered. 
Moreover, there is no question that the growing California 
market will require, in the next few years, more gas than the 
presently certificated line expanded completely can supply. 
It is inconsistent with our responsibilities to certifi­
cate this line, to do the job which the 36-inch modi­
fication could do better and far more cheaply. Even i f 
the Commission was acting properly in certificating the project 
as applied for, i t is in error in not taking appropriate steps 
to mitigate the obvious adverse effect i t will have on the 
competitive balance in the California market. 

Certification of the 36-inch modification, conditioned 
as I proposed above,would permit El Paso's line to be built 
large enough to give the California contua.tr the benefits of 
the demonstrated economies of scale. Th® line would, moreover, 
if i t turned out to be in the interests of the consumers to do 
so, be filled to an economically desirable capacity more 
rapidly than i t would be without the condition, thus cutting 
down on the excess costs which the consumers must 
otherwise bear. And the use by Transwestern, or others, 
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of ths El Paso lina, i f found to b« desirable, on a lass 
than fully distributed cost basis, would allow El Paso's 
competitors to offer a lower price for their gas than they 
could otherwise do. This, in turn, could lead to their 
obtaining larger contracts. To the extent these competitors 
might obtain contracts for substantial blocks of gas, these 
blocks could provide the basis for a pipeline of their own 
large enough to be economically sound, when the expansibility 
of the El Paso line was fully utilized. Thus, the proposed 
condition would resolve much of the anti-competitive problem, 
allow Transwestern or other potential competitors in this 
market to compete meaningfully with El Paso, and would ensure 
a l l parties and the consumers the benefits of the economies 
of scale of which the majority talks but in the end ignores. 

uee wnite 
Chairman 
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ENTRY OF APPEARANCE 

The undersigned, Atwood & Malone, licensed to practice law 

i n New Mexico, hereby enter their appearance herein as co-counsel 

w i th Louis C. Ross, Esquire of Denver, Colorado, i n behalf of Pan 

Amer ican Petroleum Corporat ion. 

DATED at Roswell , New Mexico this 12th day of August, 1968. 
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