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PROCEEDINGS

COMMISSIONER CHIANG: Good morning. |I1f 1 could
have everyone®s attention. Thank you very much. 1*d call
this meeting of the State Lands Commission to order. All
the representatives of the Commission are here or will
sooner be here. 1 am John Chiang, California State
Controller and am joined by Anne Sheehan who represents
the Department of Finance. We"ll be joined shortly by
Lieutenant Governor John Garamendi .

For the benefit of those in the audience, the
State Lands Commission administers properties owned by the
State. Today we will hear proposals concerning the
leasing and management of these public properties as they
relate to a potential LNG terminal project. The Ffirst
item of business will be the adoption of the minutes from
the Commission®s last meeting. May I have a motion to
approve the minutes?

ACTING COMMISSIONER SHEEHAN: Yes. So moved.

COMMISSIONER CHIANG: We have a motion and a
second. Without objection, the motion passes. The
minutes are unanimously adopted.

The next order of business is the Executive
Officer™s report. Mr. Thayer, may 1 have your report.

EXECUTIVE OFFICER THAYER: Thank you, Mr. Chiang.

The executive officer has no report this morning.
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COMMISSIONER CHIANG: The next order of business
will be the adoption of the consent calendar. 1 call on
our Executive Officer, Paul Thayer, to indicate if there~s
any change to the consent calendar.

EXECUTIVE OFFICER THAYER: No, the item is as
prepared in the Commissioners®™ binders.

COMMISSIONER CHIANG: Okay. Is there anyone in
the audience who wishes to speak on this item on the
consent calendar?

IT not, it will be taken up for a vote.

Anyone wish to speak on this item?

No. Okay. Is there a motion?

ACTING COMMISSIONER SHEEHAN: Yeah. 1711 move
the consent calendar.

COMMISSIONER CHIANG: We have a motion.

Is there a second?

CHAIRPERSON GARAMENDI: Second.

COMMISSIONER CHIANG: Without objection the
motion passes.

We will now turn to the regular calendar Item CO02
BHP Billiton concerning the environmental documents and
application for a lease for the Cabrillo Port Liquefied
Natural Gas Deepwater Port. May we have a staff
presentation, please.

EXECUTIVE OFFICER THAYER: Thank you, Mr.
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Controller. The staff presentation will start with Dwight
Sanders. 1t will last probably about 35 minutes. We"ll
include testimony from Commission staff, from the
consultant who prepared the EIR, some of the experts that
worked on that EIR and then finally representatives from
the Energy Commission and the Air Resources Board will
also speak.

But Dwight Sanders our Division Chief for Land
Management -- excuse me, Ffor Environmental Review will
start the presentation. 1 should note that this is
probably Dwight"s last meeting as he"s in the process of
retiring. This is his final project.

(Laughter.)

ENVIRONMENTAL PLANNING AND MANAGEMENT DIVISION

CHIEF SANDERS: What a way to go, huh, folks?

(Laughter.)

ENVIRONMENTAL PLANNING AND MANAGEMENT DIVISION

CHIEF SANDERS: Thank you, Paul. And, in fact,
Paul, as any good executive officer, preempted the staff
in the presentation.

But let me just advise you, Mr. Chairman and
Commissioners that our presentation this morning will have
several components that are built around the issues that
have been prevalent in the analysis and review of this

particular project.

PETERS SHORTHAND REPORTING CORPORATION (916) 362-2345
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And specifically, the first speaker will be Ms.
Cheryl Karpowicz who is with the firm of Ecology and
Environment who are under contract with the State Lands
Commission and assisted us and the U.S. Coast Guard and
Maritime Administration iIn preparation of the joint
EIS/EIR.

Cheryl will be covering the major environmental
process that has been conducted for this particular
project and some of the remaining issues of which you are
now aware as elucidated in our staff report.

Next, after Cheryl, will be Mr. Andy Wolford.
Andy was the project manager for the Independent Risk
Assessment and focused primarily on the public safety
aspects of this particular project. And as a subset of
that presentation, we have asked Lieutenant Commander Pete
Gooding of the United States Coast Guard to provide the
Commission a context of their role in safety and security
for a project of this nature.

Next will be Mr. Bob Fletcher from the California
Air Resources Board, who we®"ve asked to provide an
overview of CARB"s role and responsibilities with respect
to this project and their involvement within the
environmental process.

Next to provide the Commission with a context of

the energy picture that plays into the evaluation of the
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project of this nature will be Mr. Pat Perez, or Perez
rather, excuse me, who is with the California Energy
Commission.

And last, but certainly not least, will be Mary
Hays of the Commission®s Division of Land Management who
will provide an overview of some of the key lease
provisions that are contained within the proposed lease,
in particular security arrangements and bonds and so
forth.

So with that introduction, 1 would like to
request, Cheryl, if you would begin for us, please.

MS. KARPOWICZ: Thank you, Dwight.

May 1 have the first slide, please

(Thereupon an overhead presentation was

Presented as follows.)

MS. KARPOWICZ: Okay, it looks like we have the
right one this time.

Good morning, Commissioners. Our job has been to
independently verify information that has been submitted
by BHP Billiton to analyze alternatives and potential
impacts to identify feasible mitigation and to assist the
lead agencies to prepare the joint Environmental Impact
Statement, Environmental Impact Report EIR for public
review and comment.

Now, 1°d like to welcome the Spanish-speaking

PETERS SHORTHAND REPORTING CORPORATION (916) 362-2345
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community.
(Thereupon she spoke in Spanish.)
—--000--

MS. KARPOWICZ: May 1 have the next, slide
please. Here is a map of the proposed project location in
the region. The deepwater port will be located about 14
statute miles or 12.1 nautical miles off shore to the
closest point to land and seaward of the coastwise
shipping lanes, which are used by more than 5,000 vessels
every year. The FSRU is the only place where LNG will be
handled.

The FSRU is more than 18 nautical miles from
Anacapa Island, the nearest point in the Channel Islands
National Park. And the FSRU and LNG carrier roots would
also be outside the boundaries of the marine sanctuary.

Next slide, please.

--000--

MS. KARPOWICZ: One or two LNG carries per week
will unload at the FSRU where the LNG would be heated and
stored before shipment to shore. Gas would be tested to
ensure i1t meets California standards at the FSRU and again
on shore at the metering station.

Underground pipelines would transport natural gas
to the existing southern California gas system.

Next slide, please.
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--000--
MS. KARPOWICZ: Here is a schematic of the FSRU.
The tanks are about 200 feet above the waterline.
Next slide, please.
Next slide, please.
--000--
MS. KARPOWICZ: Here you can see the point at
which the optional pipelines would cross the shore. A
technique called horizontal directional boring would be
used to bore the pipelines deeply from a point about 4,000
feet off shore under Ormand Beach to a location on the
Reliant Power Plant property. The gas would be metered
and then be transmitted by SoCal Gas through new
pipelines. The two proposed on-shore pipelines -- next
slide, please.
--000--
MS. KARPOWICZ: The Center Road pipeline in
Oxnard 1In Ventura county and the line 225 pipeline loop in
Santa Clarita are shown here. SoCal Gas has franchise
agreements with the City of Oxnard with Ventura County and
with Santa Clarita that grant it the right to lay and use
pipelines iIn streets and other rights of way in lieu of
any additional existing or future local requirement to
obtain a permit.

Next side, please.
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--000--

MS. KARPOWICZ: This aerial shows the rural
agricultural nature of the Center Road pipeline shown as
the red line. About 90 percent of this on-shore pipeline
would be on agricultural land in existing rights of way.
Although the on-shore pipeline originally would have used
the route of the existing large diameter gas pipeline that
serves the powerplant, the route was changed in response
to public comment --

Next slide, please.

--000--

MS. KARPOWICZ: -- i1n order to avoid a high
school at the northern end. And again it"s the red line
here.

Next slide, please.

--000--

MS. KARPOWICZ: As you can see here, we have a
very successful public participation program including
translating the EIR into Spanish. As a result of public
comments, a number of changes were made in the proposed
project. For example, the primary gas odorization could
take place on the FSRU instead of on shore to aid in leak
detection, and the construction, equipment and engines on
the FSRU will be upgraded to burn more cleanly.

In addition, the use of a closed loop system for

PETERS SHORTHAND REPORTING CORPORATION (916) 362-2345
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cooling generators has reduced the use of sea water by
about 60 percent.

Next slide, please.

--000--

MS. KARPOWICZ: We received about 3,000
individual comments. And these are the topics that
received the most comments.

My colleague, Dr. Andy Wolford, will summarize
the results of the Independent Risk Assessment, and Paul
Van Kerkhove who independently reviewed all of the air
quality information and conducted the supplemental
modeling is also here and available to answer questions.

Next slide, please.

--000--

MS. KARPOWICZ: We analyzed the project based on
the project description including 57 applicant measures,
which are commitments by BHPB that exceed regular
requirements and are enforceable as part of the mitigation
monitoring program.

CEQA requires that we use the scoping process to
focus on the most important impacts. We identified 100
potential iImpacts and determined through our analysis that
66 required mitigation. We identified 87 mitigation
measures to avoid, minimize, reduce or compensate impacts.

All of the mitigation, both the applicant measures and the

PETERS SHORTHAND REPORTING CORPORATION (916) 362-2345
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mitigation measures, are legally enforceable through the
mitigation monitoring program. They would also be
incorporated in the CSLC lease and in the deepwater port
license.

We also evaluated the effectiveness of
mitigation. For example, after reviewing all of the
geotechnical studies for the mooring point and the
off-shore and on-shore pipelines and based on a thorough
review by the CSLC engineers, we concluded that the
pipelines could be safely designed that no significant
impact would result in the geotechnical area.

1 would like to mention here that CEQA is just
one of the environmental regulatory processes that would
apply to the proposed project. Additional permits would
be issued in compliance with various environmental laws
and regulations. For example, the U.S. EPA would issue

air permits under the Clean Air Act and a national

10

pollutant discharge permit for discharges of treated waste

water .
The U.S. Army Corps of Engineers would issue

wetland permits and NOAA would issue marine mammal

permits. None of these agencies may issue a permit before

the environmental review process is complete. And

typically the permitting agency imposes conditions through

the permits in addition to the mitigation that is

PETERS SHORTHAND REPORTING CORPORATION (916) 362-2345
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11
described in the final EIS/EIR.

Now, I1°d Blike to run through the 20 impacts that
would remain significant even after the mitigation is
applied.

We have 6 -- next slide, please.

--000--

MS. KARPOWICZ: We have six temporary impacts.
Temporary is defined as, '"Returning to baseline conditions
after the activities stops."” The six temporary impacts
are air, emissions and noise that would occur primarily
during construction.

Next slide, please.

—--000--

MS. KARPOWICZ: Noise and vibration related to
the horizontal directional boring and other construction
activities for the on-shore pipelines would exceed local
standards during the construction periods. The
construction period off shore is about 50 days. The
horizontal directional boring across the shoreline would
be about 40 days -- 45 days and the on-shore pipelines
about 240 days.

Next slide, please.

--000--
MS. KARPOWICZ: Short term returns to baseline

conditions on its own within one year of activity.

PETERS SHORTHAND REPORTING CORPORATION (916) 362-2345
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The FSRU and project vessel would store diesel
fuel. They oil pollution contingency plans and existing
regulations require prompt clean up of any spills.
However, basically any reportable spill to water is
considered to be significant.

Next slide, please.

--000--

MS. KARPOWICZ: Long term is defined as,
"Returning to baseline conditions after restoration and
monitoring.”™ And we have six long-term impacts primarily
related to accidental spills or releases of diesel fuel or
LNG. Dr. Wolford will talk about the low-risk of
accidents. But nevertheless, in the event of a fuel spill
or an accident involving LNG, marine biota, including
marine mammals that have special protection could be
injured or killed.

Although, the general public would not be
affected by small operational spills, since they would not
extend outside of the safety zone from which the public is
excluded, members of the public could be injured or killed
by release from a collision or intentional attack if they
were off shore in the zone of influence.

Next slide, please.

--000--

MS. KARPOWICZ: A pipeline accident affecting the

PETERS SHORTHAND REPORTING CORPORATION (916) 362-2345
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off-shore or on-shore pipelines could also result in
injury or death. However, pipeline accidents are regarded
as rare. The safety of natural gas pipelines is heavily
regulated and they are periodically inspected. In
addition, SoCal Gas would reduce the valve spacing and use
a thicker walled stronger pipe than required.

Next slide, please.

—--000--

MS. KARPOWICZ: Permanent impacts are those that
never return to baseline we have seven permanent
impacts.

The FSRU would be visible to and change the
experience for recreational boaters in its vicinity. And
even though there are a lot of similar size vessels in the
shipping lanes, the FSRU would be permanent.

In the area of agriculture, although most of the
area affected by the pipeline construction would return to
agricultural use, there is a .1 acre of agricultural land
that would be permanently affected.

With regard to air quality, the regulatory
setting is quite complicated and controversial. We have
used existing regulations and guidance to evaluate the
construction emissions and the emissions from the FSRU and
LNG carriers while they"re off-loading cargo. The

emissions of oxides of nitrogen and reactive organic
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compounds are organic -- are ozone precursors. These are
chemicals that react with other chemicals in the
atmosphere to create ozone, or what we commonly call smog.-

Ozone formation cannot be modeled on a
project-specific basis, and therefore, the approach is to
require emissions reductions of NOx to mitigate this
impact.

The applicant has proposed an emissions reduction
program that would achieve reductions of NOx by
retrofitting two tugs that are not project vessels with
cleaner burning engines. However, emissions from the
mobile sources, such as the LNG carriers, are not
regulated. For the purposes of this CEQA impact analysis,
we have used CARB"s guidance that emissions within
California®s coastal waters are about 90 miles off shore
could affect on-shore water quality -- or air quality.

And therefore the total reduction of NOx should be equal
to the total emissions from the LNG carriers.

Because BHP is about five tons per year short of
the required amount of emissions reductions, this impact
will be made significant.

As you know, no regulations have been developed
as yet to implement the recent greenhouse gas legislation.
However, the EIR does include calculations of the

greenhouse gas emissions that would result from the
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proposed project and some of the measures to reduce air
pollution would also reduce the emissions of greenhouse
gases.

Next slide, please.

--000--

MS. KARPOWICZ: NOAA is the agency responsible
for enforcing the Marine Mammal Protection Act. We have
included the results of noise modeling and determined that
even with mitigation marine mammals could be adversely
affected. The U.S. Coast Guard is continuing the
consultation process with NOAA. And if it is determined
that a take permit -- an incidental take permit is
required, the project will not be allowed to proceed until
the conditions of the permit are met. Similarly, although
noise from service vessels would be sporadic, it will
occur throughout the life of the project.

And now I*d like to introduce Dr. Wolford, who
will discuss the Independent Risk Assessment.

DR. WOLFORD: Good morning, Commissioners.

Can we switch to the Independent Risk Assessment
slides, please.

(Thereupon an overhead presentation was

Presented as follows.)

DR. WOLFORD: Thank you.

1"m Andy Wolford and 1"m Riskology Incorporated.

PETERS SHORTHAND REPORTING CORPORATION (916) 362-2345
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Our firm was hired to support Ecology and Environment in
the development of the Independent Risk Assessment to
support the public safety section of the environmental
impact process.

Next slide, please.

--000--

DR. WOLFORD: In terms of the organization of my
talk today, 1°d like to give you a little background on
the reason for the study; how we scoped the issues; the
risk assessment process; 111 talk a bit about the key
technical elements of the approach; we"ll review results
and hopefully give a feel for how to interpret those
results; the decision making; and then finally summarize.

Next slide.

—--000--

DR. WOLFORD: A site-specific Independent Risk
Assessment was conducted to support the environmental
impact process for Cabrillo Port. The goal of that was to
determine objectively the valuation of public risk, public
exposure from potential LNG release scenarios. And just
something to keep in mind, while you understand the term
risk really refers to a scenario occurring, its likelihood
of occurrence and the consequences should that scenario
come to pass.

Next slide, please.
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--000--

DR. WOLFORD: Now what I"ve shown here on this
diagram, on the right side is the normal environmental
impact process in flow chart form, highlighting public
comment and input at various stages along the way.

Matching up with that is a diagram showing the
Independent Risk Assessment process, which involves the
components of understanding the system as proposed and the
project application, hazard identification and evaluation,
the development of appropriate scenarios, evaluating their
frequency of occurrence and consequences should they occur
and iIntegrating them into the risk assessment statement.

Along the way you can see that there were a
number of cases where public comment and scoping was
integrated into the process across both.

Next slide, please.

—--000—-

DR. WOLFORD: Just highlighting some of the
scoping activity. As is done in any risk assessment and
as 1s standard practice rolled over for quantitative risk
assessment, the hazard identification and scenario
development process is very reliant upon exhaustively
looking at history of accidents, formulating the
possibility of different accidents which have not occurred

and then finally soliciting and combing any expertise
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available to determine the completeness of the hazards
model .

Public comment was incorporated as shown on the
previous slide, Riskology reviewed the incident history,
and some specialized workshops were held which were unique
to this project, in which a security vulnerability
assessment and hazard identification workshop totaling a
four-day period was conducted early on and it involved 55
technical specialists and 21 and 17 agency participants 1in
the respective meetings. So that there was a simultaneous
buy-in of the scenarios that were developed.

A consensus was reached then on major hazardous
accidents to model. And as one final note on the scoping,
as we progressed through the draft Independent Risk
Assessment to the one you have in your hands now, there
was a technical evaluation conducted by Sandia National
Laboratories. One component of that evaluation was to
assist iIn peer review of the credible accident scenarios
that were modeled and expert input into specific accidents
or intentional events.

Next slide, please.

--000—-

DR. WOLFORD: Now this is not a technical

presentation. | just wanted to highlight some of the key

aspects of the technical approach.
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We were looking for the types of hazards in which
there was a breach of LNG cargo, which had the potential
of having public impacts outside the exclusion zone.
Physical processes that are in play when this occurs are
the pool spread of LNG and the vapor dispersion of the
vapor coming off of the LNG.

These were both modeled with validated
Computational Fluid Dynamics software, CFD for short,
which is a state-of-the-art modeling tool used for this
type of analysis.

Now, it is also the recommended approach to model
exactly this type of risk assessment by Sandia National
Laboratoies®™ guidance issued in December of 2004.

The second point to make is that with regard to
understanding the size of release, an aspect that needs to
be understood is how large of a hole or breach could occur
in the cargo. State-of-the-art finite element analysis
was used for ship collision damage modeling to determine
the containment system hole size of accidental events.

The third point to note is that there"s been some
concern about understanding the cascading failure
possibilities aboard a vessel like this, that is in which
an initial fire involving some amount of inventory may
then escalate and encompass additional inventory.

Cascading failures were modeled for both escalations from
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one primary breach to two and three tanks on this FSRU.

1 want to leave you with a point that Sandia
National Laboratories was brought into provide a technical
peer review, which lasted nine months, in which technical
consensus was reached across all aspects of scoping and
modeling. And their report forms an appendix also to this
EIR/EIS.

Next slide.

--000--

DR. WOLFORD: This chart is one that"s been
published many times iIn the executive summary of the risk
assessment and as well in the public safety section of the
EIR/EIS. And what you see here are two radiuses, two
circles drawn around the proposed location. And those
distances are 2.6 kilometers and 11.7 kilometers
respectively.

What this represents are the two worst credible
pool fires, that is in which a liquid spill which ignites
spreads on the ocean and casts a radiation level at a
distance of 2.61 kilometers and vapor cloud fire in which
a proposed, albeit much less likely, that in which a
breach occurs and the ignition does not occur immediately,
which allows the liquid to be released, the vapor to be
evaporated offF the pool and then it encounters an ignition

source at some point down the wind. So this area has --
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this volume has been filled with LNG vapor and the
ignition occurs later. And that one we reached 11.7
kilometers for the worst credible.

In both cases, these worst credible events were
associated with intentional threats and not accidental
events, such as ship collisions. These would be acts of
sabotage or terrorism.

To help you understand that we"re actually not

comparing apples to apples when we draw these two

circles -- next slide, please.
--000--
DR. WOLFORD: -- 1 also want to show you -- 1

think we can all relate to the idea of a liquid pool
burning. It"s a fairly steady state understanding of
that. And we®ve seen it on our barbecue grills and things
of that nature.

But what we don"t really relate to is the vapor
cloud fire. And what 1"ve done here is provided some
animation that shows the area traced out as a result of
this flammable region of the vapor cloud.

Go ahead and run it. |If you click it again, it
will run.

Don"t click It twice.

There you go. And it grows to encounter the

shipping lane in 30 minutes. But now you see it"s
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beginning to move downstream and shrink at the same time,
encountering the second shipping lane, reaching its
maximum extent another 30 minutes later, and that circle
is drawn. As you can see, it includes both shipping
lanes. But in point of fact, there"s no fuel left when it
reaches the second one to expose those mariners to the
same hazard.

Now let"s talk about timing.

Next slide, please.

—--000--

DR. WOLFORD: For our vapor cloud hazards the
time for that vapor cloud to reach the edge of the first
shipping lane was as shown 30 minutes. The time for the
vapor cloud to cross the southbound lane took another 30
minutes. So those mariners have a 30-minute exposure time
to that vapor cloud.

The time for the flame to burn across the
southbound lane altogether is two minutes. That"s the
time in which the fire could be present from one side of
the lane to the other.

For the pool fire, i1t"s slightly different,
because that fire occurs at a remote location and thermal
radiation is then exposed to that flame. And the duration
of that i1s nine minutes.

So I hope that will give you all a feel for the
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differences in these hazards and what those circles
represent as worst credible.

And then our next slide --

--000--

DR. WOLFORD: -- highlights the few issues about
the results.

First of all, 1°d like to make sure everyone
understands that this has been driven to be a conservative
analysis all along the way. With respect to the
technology model, that simple video that you just saw,
literally hundreds of spill and dispersion simulations
were run on this Computational Fluid Dynamic software to
arrive at the final one to use as our worst credible.

No credible impact reaches shore. So we are
therefore not looking at public safety impacts on
shore-based people. Operational events result in
absolutely no public impacts as we understand, and that
would be not to exclude a crew may have a potential
exposure, but we do not count them in the public.

Catastrophic events, worst credible, divide into
intentional and accidental scenarios. And as you see,
pool fires do not reach the shipping lanes. The vapor
clouds for that fire scenario reaches the lane, but it"s
transient in its exposure time.

And finally an aspect from the finite element of
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modeling with respect to the ship®s collision scenarios is
that the Moss tank design, chosen by BHP in this
development, represents a very robust design against
marine collisions due to the structural steel, the outer
and inner hull as to the deformation before a breach can
occur cargo containment system.

Next slide.

—--000--

DR. WOLFORD: And 1711 leave you with this. The
Independent Risk Assessment was conducted and completed a
number of months ago, December of "05. And recently, the
GAO have come out with a survey report highlighting some
of the risks of LNG carriers. And by way of comparison,
just to show you the gray card on how we did on that,
first of all, we exhibited in the Cabrillo Port IRA a
greater conservatism than that found in all of the
surveyed results in the GAO survey study.

Specific items called out in the GAO report that
are focus areas, include LNG spill and fire model testing.
This would benefit all LNG permitting and essentially
benefit anyone involved with modeling of this phenomenon,
not specific to this particular port or application.

Cascading failures were in deed addressed.
Comprehensive modeling, interaction of physical processes

were not addressed in this report per se. But the lack of
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the interaction and separating them into their own
physical processes leads to conservatism. An example of
that would be, we allow all of the pool to flow out to its
maximum radius before we start the evaporation process.
Whereas, in the real world, it would begin the minute the
pool started to form.

Risk tolerability assessments we mentioned. And,
in fact, this is something that is a regulatory issue to
determine acceptance criteria, both at the State and
federal level. So it"s a timing issue of having that in
place before an application iIs submitted.

Vulnerability of containment systems should be
modeled specifically, and that was done in Cabrillo Port
using finite element modeling. The GAO report calls out a
suggestion to model the effective sea water inflow Iin a
hole which pierced through the outer shell of the hull.
All of our hole sizes -- all of our hull scenarios were
above the waterline, so this is not relevant to us.

And finally the impact of wind, wave and weather
should be looked into. And this is purely a scientific
matter. There"s some history in attempting to do this,
and there is really no scientific consensus on how to
represent the effective ways on pool spread. There"s a
lot of opportunity for research here.

So I thank you for your time today and I™m
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available for questions throughout the day.

LIEUTENANT COMMANDER GOODING: Good morning, Mr.
Chairman and distinguished commissioners. 1 am Lieutenant
Commander Peter Gooding, Chief of the Waterways Management
Division at U.S. Coast Guard Sector Los Angeles - Long
Beach. It is my pleasure to appear before you today to
discuss the Coast Guard"s role in providing safety and
security of the proposed Deepwater Liquefied Natural Gas
Port and associated LNG vessels.

The Commander of Sector Los Angeles - Long Beach
is responsible for the navigable waters that stretch from
the Orange County/San Diego County line to the San Luis
Obispo/Monterey county line and performs several
functions, including Captain of the Port to ensure safe
navigation. The Sector Commander is also the Federal
Maritime Security Coordinator, Officer in Charge of Marine
Inspections, Search and Rescue Coordinator and Federal
On-scene Coordinator for environmental response.

As the federal government®s lead agency for
Maritime Homeland Security, the Coast Guard plays a major
role in ensuring all facets of marine transportation of
LNG, including LNG vessels and deepwater ports, are
operated safely and securely, and that the risks
associated with the marine transportation of LNG are

managed responsibly. Today, 1 will briefly review the
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applicable laws and regulations that provide our authority
and the requirements for safe and secure operations of LNG
vessels and deepwater ports.

Today there are over 200 LNG vessels operating
worlldwide and another 100 or so under construction. While
there are no longer any U.S. flag LNG vessels, all LNG
vessels calling in the U.S., including at a deepwater
port, must comply with certain domestic regulations, in
addition to international requirements. Our domestic
regulations for LNG vessels were developed in the 1970s
under the authority of the various vessel inspection
statutes that are now codified in Title 46, United States
Code.

Relevant laws providing the genesis for LNG
vessel regulations include the Tank Vessel Act and the
Ports and Waterways Safety Act of 1972, as amended by the
Port and Tanker Safety Act of 1978. Regulations located
in Title 46 Code of Federal Regulations, CFR, Part 154,
"Safety Standards for Self-Propelled Vessels Carrying Bulk

Liquefied Gases,' specify requirements for the vessel™s
design, construction, equipment and operation. Our
domestic regulations closely parallel the applicable
international requirements, but are more stringent in the

following areas: The requirement for enhanced grades of

steel for crack arresting purposes in certain areas of the
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hull, specification of higher allowable stress factor for
certain independent type tanks and prohibiting the use of
cargo venting as a means of cargo temperature and pressure
control.

All LNG vessels in international service must
comply with the major maritime treaties agreed to by the
International Maritime Organization, such as the
International Convention for the Safety of Life at Sea,
popularly known as the SOLAS Convention and the
International Convention for the Prevention of Pollution
from Ships, known as the MARPOL Convention.

In addition, LNG vessels must comply with the
International Code for the Construction and Equipment of
Ships Carrying Liquefied Gas in Bulk, known as the IGC
Code.

Before being allowed to trade in the United
States, operators of foreign LNG carriers must submit
detailed vessel plans and other information to the United
States Coast Guard Marine Safety Center to establish that
the vessels have been constructed to the higher standards
required by our domestic regulations. Upon the MSC"s
satisfactory plan review and on-site verification by Coast
Guard marine inspectors, the vessel is issued a
Certificate of Compliance. This indicates that it has

been found in compliance with applicable design,
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construction and outfitting requirements.

The Certificate of Compliance is valid for a
two-year period, subject to an annual examination by Coast
Guard marine inspectors, who verify that vessels remain in
compliance with all applicable requirements. As required
by 46 U.S.C. 3714, this annual examination is required of
all tank vessels, including LNG carriers.

While conventional crude oil deepwater ports have
been iIn operation around the world for many years, LNG
deepwater ports were allowed when the Deepwater Port Act
was amended in 2002. Currently, there is only one LNG
deepwater port in operation in the United States. The
Coast Guard®"s regulations apply a '‘design basis'™ approach,
rather than mandate a series of prescriptive requirements.
Under a design basis approach, Cabrillo Port is evaluated
on its own technical merits, using relevant engineering
standards and concepts that have been approved by
recognized vessel classification societies and competent
industry technical bodies.

Since September 11, 2001, additional security
measures have been implemented, including the requirement
that all vessels calling in the United States must provide
the Coast Guard with a 96-hour advance notice of arrival,
increased 24 hours pre-9/11. This notice includes

information on the vessel®"s last ports of call, crew
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identities, and cargo information. This notice is also
required before a vessel can call on a deepwater port.

From this information, the Coast Guard runs it
through various intelligence databases to ensure the crew
does not pose a threat to the deepwater port. If a vessel
does not provide the 96-hour advance notice of arrival, it
will not be able to arrive at the deepwater port until it
meets that requirement.

From this information, the Captain of the Port
reviews the vessel®s history and conducts his or her own
risk assessment to determine 1f the vessel should be
boarded at-sea, where Coast Guard personnel would conduct
special "security sweeps”™ of the vessel and ensure it is
under the control of proper authorities before it is
allowed to moor with the deepwater port and offload its
cargo.

In addition to the requirements to provide the
96-hour advance notice of arrival, every SOLAS
certificated vessel is required to carry an Automatic
Identification System. This system gives the vessel"s
name, course, speed and location on the waterway. We then
compare this AIS signal to the radar coverage and ensure
that the vessel i1s transmitting as we would expect.

OFf course, one of the most important post-911

maritime security improvements has been the passage of the
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Maritime Transportation Security Act. Under the authority
of MTSA, the Coast Guard developed a comprehensive new
body of security measures applicable to vessels, marine
Ffacilities and maritime personnel. Our domestic maritime
regime is closely aligned with the International Ship and
Port Facility Security Code. The ISPS Code is a mandatory
requirement of the SOLAS Convention. It was adopted at
the IMO in December 2002 and came into effect on July 1st,
2004 .

Under the ISPS code, vessels iIn international
service, including LNG vessels, must have an International
Ship Security Certificate. To be issued an ISSC by its
flag state, the vessel must develop and implement a
threat-scalable security measures for cargo handling and
delivery of ship stores, surveillance and monitoring,
security communications, security incident procedures, and
training and drill requirements. The plan must also
identify Ship Security Officer who is responsible for
ensuring compliance with the ship®s security plan. The
Coast Guard rigorously enforces this international
requirement by evaluating security compliance as part of
our ongoing port state control program.

Another requirement under ISPS and MTSA is for
LNG carriers to have a ship security alert system. This

is a hidden button that only the crew of the vessel knows,

PETERS SHORTHAND REPORTING CORPORATION (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

32
that if triggered, sends a radio signal that the vessel 1is
involved in a Transportation Security Incident, which the
Coast Guard has a predetermined response to this signal.

In order to ensure the deepwater port is
protected from external attack, the Coast Guard®"s
deepwater port regulations require that all LNG deepwater
ports develop and implement a security plan that, at a
minimum, addresses the key security plan elements provided
in Title 33 Part 106, "Maritime Security: Outer
Continental Shelf Facilities.” A risk and consequence
analysis is completed as part of the risk mitigation
strategy.

Based on the results of the risk analysis, port
security measures are developed between the applicant and
the Coast Guard local Captain of the Port that represent
operational requirements and security procedures the
operator will have to follow as a condition of their
license. The Captain of the Port has the option of
utilizing additional assets as deemed appropriate. In
addition, the deepwater port must have a person iIn charge
of port operations who maintains radar surveillance of the
deepwater port and the area to be avoided. No port
operations would be permitted unless and until the local
Federal Maritime Security Coordinator is satisfied the

facility can operate in a safe and secure manner.
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Further more, the deepwater port regulations
allow for the adjacent coastal states, in this case
California, to petition the Captain of the Port to require
the licensee to amend their operations and security plans
if we have failed to address any hazardous items.

The basis for the operations and security plan is
the Independent Risk Assessment, which Mr. Wolford spoke
about earlier. The purpose of this work is to develop a
stand alone technical report on the potential risk to the
public from the proposed project, in this case Cabrillo
Port. The primary objective of the IRA is to assess
impacts to humans and property not associated with the
deepwater ports from an event that compromises LNG
containment.

For the Cabrillo Port project, an IRA was
conducted and reviewed by Sandia National Laboratory. The
third party assessment was conducted In response to
Sandia®s 2004 report, "‘Guidance on Risk Analysis and
Safety Implications of a Large Liquefied Natural Gas Spill
Over Water.' The 2006 IRA included Sandia"s
recommendations and mitigation measures were developed
from the IRA. These mitigation measures will then be
incorporated into the development of the operations and
security plans for Cabrillo Port.

Thank you for giving me this opportunity. 1°d
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ask that any questions be sent in writing.

Thank you.

CHAIRPERSON GARAMENDI: 1 do have a question.
Does the FSRU have the same requirements as a ship?

LIEUTENANT COMMANDER GOODING: It actually has
additional requirements, because of the Deepwater Port
Act.

CHAIRPERSON GARAMENDI: Are the staff on the FSRU
licensed and reviewed as to their security clearances?

LIEUTENANT COMMANDER GOODING: They are licensed
mariners to operate on the FSRU. And they are, as the
crew, required to go through the security checks.

CHAIRPERSON GARAMENDI: So every crew member on
the FSRU is -- their security clearance -- they are
cleared for security purposes?

LIEUTENANT COMMANDER GOODING: They"re cleared
through our national database for a threat, but they don"t
get a security clearance from the federal government.

CHAIRPERSON GARAMENDI: All right. How about the
staff on the ships that are bringing in the LNG?

LIEUTENANT COMMANDER GOODING: The 96-hour rule
applies to them, again.

CHAIRPERSON GARAMENDI: What kind of clearance do
they have?

LIEUTENANT COMMANDER GOODING: We run them
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through our national database.

CHAIRPERSON GARAMENDI: Every crew member?

LIEUTENANT COMMANDER GOODING: Yes, sir.

They have to provide their passport number, their
date of birth, their names and then we randomly check the
individuals on board the vessels.

CHAIRPERSON GARAMENDI: Are there any
notifications between the -- was it 96 hours? -- and the
arrival of the ship at the FSRU?

LIEUTENANT COMMANDER GOODING: 96 hours is the
arrival notification. And then after that there®"s a --
basically they have to stick to their time. The
regulations require that if you want to change your time,
you have to update it.

CHAIRPERSON GARAMENDI: But there®s no
requirement for Ffurther notification until they arrive at
the FSRU?

LIEUTENANT COMMANDER GOODING: [If anything
changes on board the vessel, they"re required to change
it. So if they change crew members before they get there,
if they change their arrival time, 1If they sell the ship
in the process, they have to update all that information.

CHAIRPERSON GARAMENDI: What®"s the travel time
between the FSRU and California?

LIEUTENANT COMMANDER GOODING: 1°d have to take
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that one In writing and run it through the environmental
processor.

CHAIRPERSON GARAMENDI: What®"s the speed of an
LNG ship?

LIEUTENANT COMMANDER GOODING: All that --

CHAIRPERSON GARAMENDI: Miles per hour not
nautical miles.

(Laughter.)

LIEUTENANT COMMANDER GOODING: 1 do not have that
with me, sir.

CHAIRPERSON GARAMENDI: Twenty?

LIEUTENANT COMMANDER GOODING: Usually max speed
is about 20 knots. And so if you convert it, 20 knots is
a little bit faster, so it"s about 25 miles an hour.

CHAIRPERSON GARAMENDI: Thank you.

CA/ARB STATIONARY SOURCES DIVISION CHIEF

FLETCHER: Good morning, Commissioners. Thank
you for the opportunity to provide the Alr Resources
Board®"s perspective on the air quality aspects of the
Cabrillo Port. My name is Bob Fletcher and 1*m Chief of
the Stationary Source Division at the Board.

We have actively participated in the review of
the emissions and air quality impacts of the project. Our
goals are to ensure that the Environmental Impact Report

provided a full picture of the impacts of the project and
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provided appropriate mitigation of those impacts.

As you may know, the Air Resources Board has no
direct permitting authority for the project. The U.S. EPA
must make the permitting decision and is required to do so
in a manner that is consistent with the rules of the local
air pollution control district, in this case the Ventura
County Air Pollution Control District.

ARB"s staff role has been one of providing
technical and policy advice on various air quality issues
to the State Lands Commission, other interested parties
and the project proponents.

As part of our involvement, we have consistently
encouraged the project applicant to mitigate the oxides of
nitrogen impacts of the project, including vessel
emissions out to the California coastal waters boundary.
These are emissions that are not normally subject to
regulation as part of the air quality permitting process.

The California coastal waters were established
from air quality modeling studies a number of years ago
and generally represent the off-shore areas from which
vessel emissions may impact on-shore air quality. We have
sought mitigation of vessel emissions because these
emissions account for about half of the project®s total
oxides of nitrogen emissions. And those emissions would

not necessarily be subject to mitigation via binding
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permit.

Over time, BHP has expanded the mitigation and
has, we believe, now proposed NOx emission reductions in
an amount roughly equal to the project emissions. This
would be accomplished primarily through repowering of two
tugs that routinely travel along the California coast.

We are aware that the U.S. EPA has made a
preliminary determination that the proposed project is not
subject to the Ventura County New Source Review rule, and
that the county air pollution control district disagrees
with the interpretation of that rule.

As indicated in our February 2007 memo to the
State Lands Commission, if the U.S. EPA changes its
position on the applicability of the rule, the NSR
requirements would need to be applied and full offsets for
the stationary source project emissions would be required.

Regardless of how the final permit requirements
are determined, we would still advocate for the mitigation
of vessel emissions not associated with the directly
permitted portions of that project.

Again, thank you for the opportunity to comment,
and I"m available throughout the day for comments.

CEC SPECIAL PROJECTS MANAGER PEREZ: Good
morning, Commissioners. My name is Pat Perez. 1I™m

manager of the special projects office at the California
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Energy Commission. And like the previous speaker, Mr.
Fletcher, the Energy Commission has no permitting, legal
or regulatory authority on the actual siting of LNG
Tfacilities.

What 1°d like to do is talk a little bit about
the context of why we"re here today and a little bit about
California®s current energy outlook and the work that
we"re doing to update our last forecast with respect to
natural gas.

California enjoys a unique position in this
world. If California were an independent country, it
would represent the 7th largest economy in the world. And
energy, in all its forms, is a key component of our robust
economy .

Historically, California has attempted to provide
its citizens a diverse portfolio of energy options. We
have long supported renewable energy and energy efficiency
as energy supply options, and have sought to use our
native solar, wind and geothermal resources to provide our
citizens with environmentally friendly energy options. In
fact, California has aggressively pursued cost effective
energy efficiency improvements and led the way in
renewable energy in the United States. Since 1975
California®s energy efficiency programs have reduced

natural gas use per household by more than 50 percent.
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California must continue to promote and foster
efficiency improvements in the use of renewable energy to
provide electricity to California®s growing population,
while achieving the emission reduction targets outlined in
the Global Warming Solutions Act of 2006, often referred
to as Assembly Bill 32. AB 32 establishes in California
law a requirement to achieve specific emission reduction
standards for greenhouse gas emissions, applying market
mechanisms and regulatory emissions to achieving those
goals.

California has established the renewable
portfolio standard, which directs the State to invest
their own utilities to increase the renewable portion of
their energy mix with a goal of 20 percent California®s
energy generation coming from renewable resources three
years from now.

The Energy Action Plan adopted by the Energy
Commission and the California Public Utilities Commission
calls for evaluating and developing implementation paths
to achieving renewable goals beyond 2010, and that is 33
percent renewables by 2020 in light of cost benefits as
well as risk analysis.

In addition, under Assembly Bill 32, the Energy
Commission and the California Public Utilities Commission

will propose to the Air Resources Board specific
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greenhouse gas emission standards for all electric
utilities in California. Further more, Senate Bill 1368
requires the Energy Commission to ensure that power
purchased under future contracts for the publicly owned
utilities emits greenhouse gases at no higher than the
rate of emissions of greenhouse gas emissions from what we
call combined cycle natural gas base load generation.
California®s publicly owned utilities import portions of
their electricity from out-of-state sources.

Today, California®s goals for renewable energy
are the most ambitious in the nation. However, natural
gas remains the primary fuel for electricity generation
and i1s used to create over 40 percent of the electricity
in California. That is up from 20 percent in the last 30
years.

Natural gas fire electric generation is one of
California®s cleanest options for central station electric
power. However, California produces only about 15 percent
of the natural gas that is consumed in this state. The
remainder of that gas must be imported.

Imports currently come by way of eight major
pipelines from four major production areas in other parts
of North America, the western United States as well as
Canada. While sufficient pipeline capacity currently

exists to bring the natural gas to our state, California

PETERS SHORTHAND REPORTING CORPORATION (916) 362-2345



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

42
is at the end of the pipeline and thus must compete with
our upstream customers and neighbors like Arizona and
Nevada whose use of natural gas is also increasing and at
a faster rate than California®s. As a result, use of the
existing iInter-state natural gas pipeline capacity can
vary year by year, as well as seasonal.

Gas-fired electricity generation in the United
States has more than tripled since 2000. The greatest
increase coming from the greater Texas area as well as the
southern states and, what we call, the Western
coordinating Council, which includes Canada and
California.

The rapid increase in natural gas use for
electricity generation in the U.S. will continue to
constrain California®s ability and cost to secure
sufficient natural gas supplies.

Since 2001, the California Energy Commission has
licensed 36 powerplants. We have licensing authority for
powerplants of 50 megawatts or greater, totaling roughly
13,000 megawatts, all of which are fueled with natural
gas. Thirteen powerplant facilities are currently under
review at the Energy Commission. OFf these projects, only
one facility is a combined hybrid powerplant using both
natural gas and solar thermal. An additional 14

powerplant project applications are expected in 2007. And
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if in deed approved and constructed.

In the past several years, California has
experienced volatile natural gas prices, a permanent
decrease in California natural gas production and an
increase in the cost of natural gas. To continue to
provide the citizens with a robust and growing economy,
California must assure that an abundant source of
reasonably priced natural gas is available. Liquefied
natural gas, a non-traditional supply source of natural
gas on the west coast, has the potential to provide new
natural gas supply opportunities and additional
infrastructure capacity into the west coast, while also
creating coastal industrial development challenges.

In 2005, the California Resources Agency with

participation of the California Energy Commission and the

California Public Utilities Commission held a two-day
workshop on liquefied natural gas, access issues and
deliverability for California.

From that, there were basically four major

objectives of that workshop. One was to explore ways to

43

maximize the potential cost-saving benefits to natural gas

consumers.

Secondly, identify what can be done to, A, ensure

that potential licensees for off-shore terminals operate
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terminals In a manner that maximizes potential cost-saving
benefits to consumers and guards against potential market
problems.

Thirdly explore if LNG, whether imported directly
to California or indirectly through another state or
country, will be a secure source of supply. And what, if
anything, should be done to ensure a secure source of
supply.

And, finally, facilitate a discussion on these
issues in order to elicit additional information that
should be considered by the administration.

The Energy Commission®s 2003 and 2005 integrated
energy policy report examined the supply and demand for
natural gas to meet California®s energy needs. The 2005
report expanded on the previous work conducted back in
2003 that highlighted the need for the development of LNG
Ffacilities and associated iInfrastructure to serve the
natural gas needs of the western United States.

And if 1 may pause for a moment, when we"re
talking about west coast, we"re covering from British
Columbia all the way down to Baja, California.

The 2005 report concluded that California should
support the development of LNG facilities on the west
coast, but that any proposal to provide LNG to California

must meet California®s environmental and safety concerns.
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The Energy Commission will continue to study this
issue as part of our work on the 2007 Integrated Energy
Policy Report. |In fact, staff conducted a public workshop
on March 26th and received valuable comments from the
public and key stakeholders about crucial input needs,
assumptions and key issues for preparing the 2007 Natural
Gas Assessment Report. That report will include an
analysis of the demand, supply, infrastructure, production
and delivery cost of natural gas based on the reference
case scenario.

In addition, the report will evaluate results of
at least two sensitivities of natural gas price to changes
in crude oil prices. The Energy Commission staff is
pursuing a new approach for conducting its long-term
natural gas assessment. Single point forecasts that
natural gas prices, for example, will be used only as a
reference point for discussion In order to consider a
broader range and their implications on energy policy.

Other changes since the 2005 report include
lessons learned from Hurricane Katrina that demonstrated
how LNG and natural gas platforms are vulnerable;
secondly, security of LNG; the inclusion and updates of
LNG facilities under construction in North America; the
treatment of the South Coast Air Quality Management

District"s challenge of the California Public Utilities
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Commission™s natural gas quality rules and what impact
that may have on LNG imports; and, finally, the impacts of
reducing greenhouse gas emissions on fuel use looking at
it from more of a regional North American approach.

A staff draft report is expected to be complete
in May and a committee hearing is scheduled for June 7th
to present the preliminary results. A committee draft
integrated energy policy report will be issued in
September followed by additional hearings to receive
comments from the public and interested participants.

The proposed new natural gas assessment should be
completed by this fall and adopted by the Commission iIn
November 2007 as required by Senate Bill 1389. Although
the impacts of recent legislation and the Governor-®s
Executive Order to reduce greenhouse gases may not be
Tfully reflected in the demand forecast that will be used
for this assessment, the impacts of these policies,
however, on both electricity and natural gas use will be
the subject of a workshop on July 9th to discuss the
policy implications of a separate analysis under the 2007
integrated energy policy report that is looking at various
electricity and natural gas scenarios. The results of
this scenario project will also be included in our final
November report.

Despite California®s successful energy efficiency
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programs, the growing use of renewable sources of energy
for electricity generation and the slower growth in
California natural gas demand compared to the rest of the
nation, iImported natural gas is needed to meet growing
demand. LNG can provide an alternate non-domestic source
of natural gas with the potential of providing additional
supply sources and introducing more competition into the
west coast natural gas market.

Having access to a diverse portfolio of natural
gas suppliers to provide competitive prices and ensure
adequate supplies is 