Letter 136

Richard Bilas
President, Californla Public Utilities Commission

505 Van Ness Avenue
San Francisco, CA 94]02-3298

Dear Mr. Bilas:

I would like to submit to your attention the following comments concemning the EIR prepared for

the proposed Lodi Gas Storage Project;

The EIR fails to recognize that Lodi is a prime grape growing area, to be exact, an area
recognized by the Federal Government as an appellation since 1986. A gas storage facility with
all its “trimmings” does not fit into the picture. Whereas every act and law concerning utilities
emphasizes the importance of impacting the environment in the least possible way, the proposed
project literally desiroys the image of the region. According to the EIR there will always be a bad

smell and noise that can not be mitigated.

The noise section of the EIR was prepared by Hoover & Keith Inc. for the proponents of Lodi
Gas Storage and reported as. isin the EIR. Tt is a mockery to expect ordinary people to
understand the contents. The CPUC should review it and offer the public a comprehensible
version.

n
The EIR proposes to halt work on the project during harvest time to minimize the interference
with working labor crews. We have crews working in vineyards all year round. The impact on

our liability toward farm laborers will be tremendous.

As submitted by various individuals during the public hearings the relief valves proposed by the
project pose serious hazard as well as the pressure proposed at the connection points where pipe

sizes differ.

[ find it absurd to plead the inadequacies of the EIR when the choice of the location for the
project is totally inappropriate. If the purpose of the project is to encourage competition among
utility companies, should that be at the expense of impairing this region’s ability to compete in
what it was geared for, and has been doing, growing quality wine grapes, for more than a hundred
and fifty years?
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I also fail to comprehend the economic sense of building a thirty three-mile pipeline to connect

with the PG&E line, which services Sacramento.Is the so called old weil of Lodi needed to [36-6

qualify for the tax credit under section 29 and the connection between a City and a contiguous

County required under section 142 to qualify for the exempt bond? Please do not ignore the fact

that this area already has five storage facilities.

Sincerely,

Laila Sorour ﬁ%@'v@}-l/\

CC: Hon Judge Janet Econome

Joel Hyatt, Commission Member

Joe Meeper, Commission Member

Carl Wood, Commisston Member

Henry Duque, Commission Member
Judith Tkle, Project Manager
Ps. Added to the list of enciosures is a copy of an article published in the Sentinel today.
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2-9-98-PACE CARBON RELEASE Page 1 of 1
~-For ir:'nmediate release For further information
cantact: _
February 9, 1998 NEWS CONTACT: Marc Carmichael
317/3210595
INVESTOR CONTACT: Jeff Whiteside
317/321-0588
INDIANAPDLIS;]%Q_{:@M&LIHC. announced today (February 9) that its subsidiary,
IEl Synfuels. Inc., became an investor along with four other national corporations in a

Delaware-based partnership that will develor. own and operate four facilties to produce
and sell coal-based synthetic fuel. The initial IE| investment is expected to be in the $7.5

million range.

IEl Investments, Inc., president, Carl L. Chapman, said that |IEl Synfuels, inc. purchased
one of 12 limited partnership units in Pace Carbon Synfuels investors, L.P., which will
operate three projects in West Virginia and one in Virginia. IEl Investments is a subsidiary
of Indiana Energy, Inc., a publicly traded holding company whose other principal operating
unit is indiana Gas Company, Inc.

Pace Carbon will convert coal fines-small coal particles-into coal pellets that can be sold to
major coal users such as utilities and steel companies. The production facilities are
expected to be in operation by June 30 of this year.

Additional investments will be funded out of federal tax savings that are realized upon the ~
sale of the coal pellets. The tax savings are provided for under Saction 29 of the Intemnal
Revenue Code, which was adopted several years ago to encourage increased domestic
fuel production and less dependence on foreign energy. Pace Carbon has secured a
private letter ruling from the hternal Revenue Servica regarding the projects, which are fully

subscribed.
Chapman said that in addition to the positive impact on Indias rgy’s net income, Pace
Carbon will provide environmental benefits by reduci alrtnes deposits that are

sometimes referred to as slurry ponds and gob hills.
iy

(Heme Page] _ .

http://www.indiana-energy.com/news/releases/pacecarbon2998. html 10/20/1999
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estitnate of the upper risk limit. Resolution of the above proceedings may also impact tuture operations
and camings contributions from ProLiance. Based on the [URC’s findings described above, management
belicves the ProLiance issues may be resolved near the levels that are already being reserved, and
theretore, wlile these procecdings are pending, does not anticipate changing the level at which it reserves
ProLiance eamnings. However, no assurance of this outcome can be provided.

Pace Carbou Synfuels Investors, L.P. On February 5, 1998, 1EI Synfuels, Inc. (1El Synfuels), a
whully-ovwned, indirect subsidiary of IEL Investments, purchased one limited partnership unit in Pace
Carben Synfuels Investors, L.P. (Pace Carbon), a Delaware limited parmership formed 1o develdp. own
and aperate four projects to produce and sell coal-based synthetic fuel. Pace Carbon converts coal fines
(small coal particles) into coal pellets that are sold o major coal users such as utilities and steel
companies. This process,is eligible for federal tax credits under Section 29 of the Intemal Revenue Code
tCode} and the Internal Revenue Service has issued a private letter ruling with rr:sﬁ?ﬁ the four
projects. -

IEL Syntuels has committed an initial investment of $7.5 million in Pace Carbon (of which $5.4 million
was paid through December 31, 1998) for an 8.3 percent ownership interest in the parmership. (e
balance of the initial investment will be paid followinyg the satistaction by Pace Carbon of certain project
milestoues regarding the operation of the coal pellet production plants and fong-term feedstock
acquisition. In addilion to its initial investment, TEl Synfuels has 3 continuing obligation to invest in Pace
Curbon up Lo approximately 343 million, with any such additlonal investmengs expected to be funded
solely from lederal tax credits that are realized from the production and sale of coal pellets by the
proeets.

The realization of the tax credi n this investment- is dependent upon a number of tactors ineluding
. amoug others (1) the production fncilitics miust have Boen in operation by June 30, 1998, (2) adequane
~~$coal fines must be available to produce the coal pellets, and (3) the coal pelleis miust be produced and
sold. All four of Pace Carbon's coal-based synthetic fuel production ficilities were placed into service by
June 30, 1998, and are currently producing and selling pellets in a ramp up mode, while continuing 1o :
improve the production process. Generally all pellets produced through December 31, 1998, have been
sold. Management believes that significant project benefits, primarily in the form of tax savings and tax
\X credits realized, will be achieved in the future but cannot be assured.

o o — .
e et v
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Haddinglon Encrgy Partners, L.P. On October 9, 1998, 1LL Ipvestments committed to invest $10 million b
in Haddingron Energy Partners, [..P. (Haddington). Haddington, a Delaware limited partyership, plans w
raise $100 million to mvest in six to ¢ight projects that represent a portfolio of development

opportamitics, including patural gas gathering and storage and electric power gencration. Haddington's
investment opportunities will fcfm%&lwmw@w
ventures. Haddington's initial closing achievéd £72 million in commitments. Through Docember 31, 1998, /
IE! Investments had paid approximately $300,000 of its commitment in Haddington, with additional
amounts lo be paid as [{addington’s portfolio grows.
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Many existing computexr programs use only two

cligits Lo idenlily @ year in Lhe date field. These

programs were designed and developed without

considering the impact of the upcoming change in the

vantary. T nat corvvected, many cuoputer applications

vould fail or create erroneous resultsa by or at the

wvear 00U, This issve relates not only teo information

technolegy (IT) but also to nen-IT related equipment
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Private Letter Ruiing 9635010

1AL Nurmber(s} $142 06-00
Thate: D322/96
Refer Reply to: CC:P&SI6 - TR-31.2215.54

LEGEND:

Sag=***

Commigsion =" **

City = ¥ 3 4
Couppy = * ¢ #
Subpdigry =* " *
Agreemem =9 9
Utiljties = ¥ 3 *
Afea=*®
Cooperative Mains =~ = *

ear T F 3

{hus iz in reply to your letter dated May 9, 1996, and prios submissions, submited on behaif
of the abave-namcd axpaysr, requestng that owr office issue lfmm lerter ruling that certain

ocroposed contracts for o Wi

not cause the LEXpaver's gas

ivgtemn faciljties to e other than Facx}mes for the loc Iocal A fumishing of gas for purposes of secuon

147 of the Internal-Revenuae Code.”
FACTS
The ¢ er i 2 public gas utility incorporated in State ang subject to the.

THemaking
autbority of Commission, Its service ares includes portions &f ﬁ%:w and configuous Lounty. It is
(™3

required 1o provide refail gus service 10 customers located wi

requedt gas

seevice. In addiven, the togpayer is m&d o msport and deliver gas (o parties witiun the

semvice area who purchase gas from

Subsidiary is 4 wholly-owned gas marketing subsidiary of the taxpayer. Subsidiary is aot &

regulated public utifity and docs not hold assets except on # ransitory =asis.

The taypayer's systemn includes Tansponiation mains and appuniénarnt facilities, distribution
facilitics. ard 3 wholly-cwned gas storege facility. The diswribution facilities include hagh-
Pressure Sour quding, regulatar stations, and low-pressure distribution mans. Gas soters the
distribution facilitics both through the wansportation mains and through direct connections with
several ipterstaw pipelines located in County. The taxpayer's gas storage facility is located within

the service arca and coanecied 1o the transportation mains.
The taxpayers gansporistion mains and

facilities are interconnected with those

of Twe ather uilities {"Unmms } and wre subjact o the erms of Agreemen: Agresment i+ 2

RS Lattor Rsngds 2 1909 T ax Managementd Ine.
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cooperstive agreement between thie taxpayer and Utilities, one of which aperates in City and the
other in Area. The interconnected netwotk of ransponation mains and appuncaant facilities
ouned by the parties and subject 1o Agreement are known collectively as the Cooperative Mains,
Under Agreemens, in gencral, sach panty must instal), own, and operase the Cooperative Mains
within their respective service areas for the bencfit of all trec parties, and ail costs with respect
o faciliues operated for the benefit of a particular party are allocsted under Agreement to thas
. There are several connectipns, both within and outside the taxpayer's gas service ayea,

rween the Cooperative Mains and interstate gas ransportation mains. None of the Cooperative
Mains, including the taxpayes's ransportation mains and appustenant {acitities, bave besn
financed with the proceeds of 1ax-cxcmpt bond issues.

The taxpayer will occasionatly make emergency transfers of gas on a iemporary basis to
other utilities by allowing a utility 1o draw, from an interstate pipehine, gas otherwise due for
delivery w the tcpayer, provided that the taxpayer has supply in excess of that required to serve
its customers’ curtent demands {including amounts available to the taxpayer by drawing from the
gas storage plan located within its service area) and that the taxpayer is fully reimbursed for the
gas and the costs of the twansfer.

The taxpayer wishes to engage in a range of transactions involving the provision of tani}
sefviges to customers within the taxpayer's service area and the purchase, sale, and brokerage of
gas supply and gas iransportation and storage services to customers located cutside of the
laxpayer's service area. Ajthough Subsidiary is prohibited under current law from selling gas
within taxpayer's service area, it intends to buy, sell, and broker gas supply and pas
rransporiation and siotage services to customers located outside of the Waxpayer's service ares.

The taxpayer has represented that the propased ttansactions with non-franchise customers
will not involve the distibution facilities, and will not harm the rights or interests of franchise
customers. No tax-axemp¢ bond procesds will be expended, and no sugmentations of alterations
wil! be rnade to the taxpayer's fransportation mains and appurtenant facilities, distibution
facilives. or 1o its gas storage facility, in order to accomplish the proposed transactions. In
addition, the taxpayer has represented that when the taxpayer or Subsidiary contracts with
non-franchise cusiomers 10 seli gas outside of the faxpayer's franchise, service area, the
wmxpayer's fitied portion of the Cooperative Mains will not be physically used o deliver the gas o
those customers; j.e. the gas will be physically dejivered cntirely by pipelines thar are pot par! of
the Cooperative Mains titled to the taxpayer.

RULING REQUESTED

The taxpayer has requested 4 suling that the sales, transters, and releases of gas or gas
ransportation or gas storage capacity described in the foregoing section, and related activities of
the taxpayer withwregard to such transactions, will not ceuse the taxpayer's sysiem fo be other
than a “system for the local furnishing of gas” for purposes of section 142{a){2) and (¥) of tbe
Code.

LAW AND ANALYSIS

Section 142(f) of thc Code provides that, for pusposes of section 142{a)(8), e local
farmishing of clectric energy or gas shall only consist of furnishing solely within the area
consisting of a city and ope contiguous coubnty, or two contiguous counties.

Section 1.103-8(a)(2) of the Fedesal Income Tax Regulations provides that to qualify as an
exempt facility, 8 facility must serve or be availabie on a regular basis for general public use. or
be a part of 2 facility 50 used.

e

RS Latter Rulings © 1999 Tex Mensgement® Inc. Rev. $/9% Py 2
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Section 1.103-8{f)1Xii) of the regwlations provides that a facility for the local fumishing of
electric energy or gas is, for purposes of applying the public use test in section 1.103-

8¢a)X2), available for use by the general public if (a) the owner or operator of the facility is
obligated, by a legislative enactment, local ordinance, regulation, or the equivalent thereof, to
furnish electric epergy or gas o all persons who desire such services and who are within the
service area of the owner or operator of such facility, and (b) it is reasonably expectzd that such
facility will serve or be available to a large »egment of the general public in such service area.

Section ]1.103-8(f)2)(ii1) of the regulations provides that the term "facilitics for the local
furnishing of clectric energy or gas” means propernty which —

(s) Is either property of a character subject to the allowance for depreciation provided
m section 167 or land,

(b} 1s used 10 produce, collect, generate, ransmit, store, distribute, or convey electric
SNETEY Of gas,
- (c} 13 used in the trade ot business of furmishing electnc energy or gas, and

(d) Is a part of a system providing service to the general populace of one or more
cofununities or municipalioes, but in no event more than 2 contiguous counties {or a
political equivalent) wheiher or not such counties are located in one State. The facilities aeed
not be located int the area served by them.

Section 142 and the regulations therzunder permit the provision of service 1o customers
located within an area no greater than a city and a contiguous county, or two contiguous counties,
However, the taxpayer generally may not utilize its assets to provide service to customers beyond
thus area. On the condition that the transactions proposed by the taxpayer do not invoive the use
of the gas distmbution facilities, the trans ion mains (i.c. the taxpayer's interest in the
Coordinated Mains) and appurtenaat facilities, and 1he wholly-owned gas storage facility in the
provision af gas sales and gas transportation and storage services to nob-franchise customers, and
on the condition that all gas that is supplied 10 customers outside the service area is transferred to
the customer without entering any of those assets, the transactions will not cause the taxpayer's
assets 10 be a part of a system providing service to the general populace of an area greater than a
city and a contiguous county.

Therefore, based upon the facts and representations outtined in this letter and in the
taxpayer's submissions, and provided the foregoing conditions are met, sales, ransfers, or
releases by the taxpayer of gas or gas transporiation or gas storage capacity, and related activities
of the taxpayer with respect to the transactions, will not cause the taxpayer's system 1o be other
gmn 2 "systern for the local furnishing of gas” for purposes of section 142(a)(8) and (f) of the

ode.

Except as specifically set forth sbove, we express o opinion concerning the federal tax
consequences af the above- described facts. Specifically, we express no opinion conceming
whether the bonds issued 1o finance the taxpayer's facilities are exempt from federal taxation,
whether the taxpayers assets qualify as facilities for the local furnishing of gas, or whether the
provision of system gas to another uiility m emergency of other circumstances is 2 disqualifyng
event. The taxpayer did not request, and we do not express, any opinion concerning whether gas
transactions entered into by Subsidiary may be attributed to the (axpayer.

This ruling is directed only to the taxpayer who requested it Section 6110(j}(3) of the Code
provides that it may not be used or cited as precedent.

RS Letfter Rulings € 1999 Tax Management® Inc. Rev, 999 P, 3
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Sincerely youwrs,
CHARLES B. RAMSEY
Chizf Branch 6
QOffice of the Assistont
Chief Cougsel
{Passthro anid
Special s}
Enclosures: 2
Copy of this ietrer
Copy for section 6110 purposes
RS Lavter Ruiings & 1999 Tux Mussgemened Inc, Rav, 5799 Py &
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Sec. 142. Exempt Facility Bond

%(a) General Rule

For purposes of this part, the term “exempt facility bond" means any bond issued as part of an
issue 95 percent or more of the net proceeds of which are to be used to provide--

(1) airports,

d2) docks and wharves,

(3) mass commuting facilities,

(4) facilities for the furnishing of water,

(5) sewage facilities, ) L
@(ﬁ) solid waste disposal facilities,
#4(7) qualified residential rental projects,

Qg)facilities for the local funishing of electric energy or ga8, =

(9) local district heating dr cooling facilities,
(10) qualified hazardous wastc_faciﬁties,

(1 1} high-speed intercity rail facilities, or

Ty

(12) environmental enhancements of hydroelectric generating facilitiest?‘
(b) Special Exen:pt}gcility Bond Rules ST
For purposes of subsection (a)—

{1) Certain Facilities Must Be Govemmentally Owned
(A) In General

A facility shall be treated as described in paragraph (1),(2), (3), or (12) of subsection (a)
only if all of the property to be financed by the net proceeds of the issue is to be owned
by a govermmental unit. 1

(B) Safe Harbor For Leases And Management Contracts
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For purposes of subparagraph (A), property leased by a governmental unit shall be
treated as owned by such governmental unit if—

(i) the lessee makes an irrevocable election (binding on the lessee and ali successors
in interest under the lease) not to claim depreciation or an investment credit with
respect to such property,

(ii) the lease term (as defined in section 168(i)(3)) is not more than 80 percent of the
reasonably expected economic life of the property (as determined under sevtion
147(b)), and

(iii) the lessee has no option to purchase the property other than at fair market value
(as of the time such option is exercised). Rules similar to the rules of the preceding
sentence shall apply to management contracts and similar types of operating
agreements,

g@) Limitation On Office Space
An office shall not be treated as described in a paragraph of subsection (a} unless-- .
(A) the office is located on the premises of a facility described in such a paragraph, and

{B} not more than a de minimis amount of the fumctions to be performed at such office
is not directly related to the day-to-day operations at such facility.

(c) Airports, Docks And Wharves, Mass Commutmg Facilities And High-speed Intercity Rail
Facilities

For purposes of subsection (a)--

%(1) Storage And Training Facilities

Storage or training facilitieg directly related to a facility described in paragraph (1), (2), (3)
or {11) of subsection (a) shall be treated as deseribed in the paragraph in which such
facility is described.

%(2) Exception For Certain Private Facilities

Property shall not be treated as described in paragraph (1), (2), (3) or (11} of subsection (a)
if such property is described in any of the following subparagraphs and is to be used for
any private business nse (as defined in section 141(b)(6)).

(A) Any lodging facility. o

(B) Any retail facility (including food and beverage facilities) in cxcess of a size
necessary to serve passengers and employees at the exempt facility.

{C) Any retail facility (other than parking) for passengers or the general public located
outside the exempt facility terminal.

(D) Any office building for individuals who are pot employees of a governmental unit
or of the operating authority for the exempt facility.

(E) Any industrial park or manufacturing facility.
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; d} Qualified Residential Rental Project
For purposes of this section--

ﬁl} Ir. Ceneral

The term "qualified residential rental project” means any project for residenriai rental
property if, at ail times during the qualified project period, such project meets the
requiregments of subparagraph (A) or (B), whichever is elected by the issner at the 1ims cf
the issuance of ihe issue with respect to such project:

(A} 20-30 Test

The project meets the requirements of this subparagraph if 20 percent or more of the
residential units in such project are occupied by individuals whose income is 30 percant
o1 less of area median gross income,

{B) 40-60 Test

The protect meets the requirements o this subparagraph if 40 percent or more of the
residential units in such project are occupied by individuals whose income is 60 perceny
or lasz of area median gross income.

For purposes of this paragraph, any property shall not be treated as failing tc be

residential rental property merely because part of the building in which such property iz
located is used for purpéses Gther thsn residential rental purposes,

#d(2; Definitions And Special Rules
For purposes of this subsection--
{AY Qualified Project Period

The term "qualified project period” means the period beginning on the 1st day on which
17 percent of the residentia! nnits in the project are occupicd and ending on the latest
0f~

{1} the date which is 1 5 years after the date on which 50 percent of the residential
units in the project are occupted,

(i1} the 13t day on which no tax-exempt private activity bond issued with respect ic
the projecr is outstanding, or

{iii) the date on which any assistance provided with respect to the project under
section 8 of the United States Housing Act of 1937 terminates.

{B) Income OFf Individuals; Area Median Gross Income

The income of individuals and area median gross income shail be determmed by the
Secretary in a manner consistent with determinations of lower income families and area
median gross income under section 8 of the United States Housing Act of 1837 (o7, i
such program is jerminated, under such program ss in cffect immediately befors such
termination). Determinations under the precading sentence shall include adjuswnonis S
farnily size. Seeton 7872(g) shall not apply in determiring the income of individnais

[} )
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under this subparagraph.
(3) Current Income Determinations
For purposes of this subsection—
(A) In General

The determination of whether the income of a resident of a unit in a project exceeds the
applicable income limit shall be made at least annually on the basis of the current

income of the resident.
(B) Continning Resident's Income May Increase Above The Applicable Limit

If the income of a resident of a unit in a project did not exceed the applicable income
limit upon commencement of such resident’s occupancy of such unit (or as of any prior
determination under subparagraph (A)), the income of such resident shall be treated as
continuing to not exceed the applicable income limit. The preceding sentence shall
cease {0 apply to any resident whose income as of the most recent determination under
subparagraph (A) exceeds {40 percent of the applicable income limit if after such
determination, but before the next determination, any residential unit of comparable or
smaller size in the same project is occupied by a new resident whose income exceeds
the applicable income limit,

##(4) Special Rule In Case Of Deep Rent Skewing
(A) In General

In the case of any project described in subparagraph (B}, the 2d sentence of
subparagraph (B) of paragraph (3) shall be applied by substituting--

(i) 170 percent” for "140 percent”, and

(i1} "any low-income unit in the same project is occupied by a new resident whose
income exceeds 40 percent of arca median gross income” for "any residential unit of
comparable or smaller size in the same project is occupied by a new resident whose
income exceeds the applicable income limit".

{B) Deep Rent Skewed Project

A project is described in this subparagraph if the owner of the project elects to have this
paragraph apply and, at all times during the qualified project period, such project meets
the requirements of clauses (i), (ii}, and (i)

(I} The project meets the requirements of this clause if 15 percent or more of the
low-income units in the project are acenpied by individuals whose income is 40
percent or less of area median gross income.

(if) The project meets the requirements of this clause if the gross rent with respect to
each low-income unit in the project does not exceed 3( percent of the applicable
incomte limit which applies to individuals gcoupying the unit.

(iii} The project meets the requirements of this clause if the gross rent with respect
to each low-income unit in the project does not exceed 1/2 of the average gross rent
with respect to units of comparable size which are not occupied by individuals who
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meet the applicable income limit.
{C) Defmitions Applicable To Subparagraph (b)

For purposes of subparagraph (B)--
{i} Low-income Unit

The term "low-income unit" means any unit which is required to be occupied by
individuals who meet the applicable income limit.

{(ii) GrossRent
The term "gross rent” includes—
(I) any payment under section 8 of the United States Housing Act of 1937, and

() any utility allowance determined by the Secretary after taking into account
such determinations under such section §.

24(s) Applicable Income Limit _
For purposés of paragraphs (3) and (4), the term "applicable income limit" means--

(A) the limitation under subparagraph (A) or (B) of paragraph (1} which applies to the
project, or

(B) in the case of a unit to which paragraph (4)}(B)(i) applies, the limitation which
applies to such unit.

%{6) Special Rule For Certain High Cost Housing Atea

In the case of a project located in a city having 5 boroughs and a population in excess of
5,000,000, subparagraph (B) of paragraph (1) shall be applied by substituting "25 percem”
for "40 percent”. +

%{7) Certification To Secretary

The operator of any project with respect to which an clection was made under this
subsection shall submit to the Secretary (at such time and in such manner as the Secretary
shall prescribe) an annual certification as to whether such project continues to meet the
requirements Qf this subsection. Any fajlure to comply with the provisions of the preceding
sentence shall not affect the tax-exempt status of any bond but shall subject the operator to
penalty, as provided in section 6652(j).

d

%(e) Facilities For The Fumishing Of Water

For purposes of subsection (a)(4), the term “facilities for the furnishing of water” means any
facility for the furnishing of water if—

(1} the water is or will be made available to members of the general public (including
electric utility, industrial, agricultural, or commercial users), and

(2} either the facility is operated by a goverminental unit or the rates for the fmpisbjng or
sale of the water have been established or approved by a State or political subdivision
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thereof, by an agency or instrumentality of the United States, or by a public service or
public utility commission or other similar body of any State or political subdivision
therzof.

| %A Local Fumishing Of Electric Energy Or Gas.
For purposes of subsection (a)}(8) -

(1) In General.

The local furnishing of electric energy or gas from a facility shall only include fumishing
solely within the area consisting of --

(A) a ci_ty_Aand 1 conﬁguot_&s country, or

(B) '3 ontiguous oﬂies.
lj (2) Treatment Of Certain Electric Energy Transmitted Qutside Local Area.
\*\ (A) In General.

A facility shall not be treated as failing to meet the local furnishing requirement of
subsection (a)(8) by reason of electricity transmitted pursuant to an order of the Federal
Energy Regulatory Comsmission under section 211 or 213 of the Federal Power Act (as
in effect on the date of the enactment of this paragraph} if the portion of the cost of the
facility financed with tax-exempt bonds is not greater than the portion of the cost of the
facility which is allocable to the local furnishing of electric energy (determined without
regard to this paragraph).

(B) Special Rule For Existing Facilities.

In the case of a facility financed with bonds issued before the date of an order referred
to in subparagraph (A) which would (but for this subparagraph) cease to be tax-exempt
by reason of subparagraph (A), such bonds shall not cease to be 1ax- exempt bonds (and
section 150(b)4) shall not apply) if, to the extent necessary to comply with
subparagraph {A) —

(i) an escrow to pay principal of, premium (if any), and interest on the bonds is
established within a reasonable period after the date such order becomes final, and

{11) bonds are redeemed not later than the earliest date on which such bonds may be
redeemed. 2

{3) Termination Of Future Fmanciog.—

For purposes of this section, no bond may be issued as part of an issue described in
subsection (a)}(8) with respect fo a facility for the local furmishing of electric energy or gas
. on or after the date of the enactment [ August 20, 1996} of this paragraph unless—-

{A) lhe facility will--

(i) be used by a person who is engaged in the local furnishing of that energy source
on January 1, 1997, and

(i) be used to provide service within the arca served by such person on January
1.1997 {or within a county or cify any portion of which is within such area), or
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(B) the facility will be used by a successor in inferest to such person for the same use
and within the same service area as described in subparagraph (A).

(4) Election To Terminate Tax-exempt Bond Financing By Certain Furnishers. -
(A) In General -

In the case of a facility financed with bonds issued before the date of the enactment
[August 20, 1996] of this paragraph which would cease to be tax-exempt by reason of
the failure to meet the local furmishing requirement of subsection (a}(8) as a result of a
service area expansion, such bonds shail not cease to be tax-exempt bonds (and section
150{b)(4)} shall not apply) if the person engaged in such local furnishing by such facility
makes an election described in subparagraph (B).

(B) Election.—

An election is described in this subparagraph if it is an election made in such manner as
the Secretary prescribes, and such person (or its predecessor in interest) agrees that.-

(i) such election i3 made with respect to all facilities for the local furnishing of
electric energy or gas, or both, by such person,

(i1) no bond exenipt from tax under section 103 and described in subsection (a)(3)
may be issued on or after the date of the enactment of this paragraph with respect to
all such facilities of such person,

(111} any expansion of the service area—

(I} 1s not financed with the proceeds of any exempt facility bond described in
subsection (a}(3), and

(II} is not treated as a nonqualifying use under the rules of paragraph (2), and

{iv} all outstanding bonds used to finance the facilities for such person are redeemed
not later than 6 months after the later of--

(1) the earliest date on which such bonds may be redesmed, or
(IT) the date of the election.
(C) Related Persons.—
For purposes of this paragraph, the term "person’ includes a group of related persons
{within the meaning of section 144(2)(3)) which includes such person.
#¥l2) Local District Heating Or Cooling Facility
(1) In General

For purposes of subsection (a)}9), the term “locat district heating or cooling facility” means
property used as an integral part of a local district heating or cooling system.

(2) Local District Heating Or Cooling System
(A} In General
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For purposes of paragraph (1), the term "locsl district heating or cooling system" means
any local system consisting of a pipeline or network (which may be connected to a
heating or cooling source) providing hot water, chilled water, or steam to 2 or more
users for—

(1) residential, commercial, or industrial heating or cooling, or
(1) process steam.
{B) Local System

For purposes of this paragraph, a local system includes facilities furnishing heating and
cooling to an area consisting of a city and 1 contiguous county.

1) Qualified Hazardous Waste Facilities

For purposes of subsection (a)(10), the term "qualified hazardous waste facility” means any
facility for the disposal of hazardous waste by incineration or entombment but only if--

XA(1) the facility is subject to final permit requirements under subtitle C of title II of the
olid Waste Disposal Act (ag in effect on the date of the enactment of the Tax Reform Act
of 1986), and

(2) the portion of such facility which is to be provided by the issue does not exceed the
portion of the facility which is to be used by persons other than--

(A) the owner or operator of such facility, and

(B) any related person (within the meaning of section 144(a)(3)) to such owner or
operator.

{i) High-speed Intercity Rail Facilities
(1) In General ‘

For purposes of subsection (a)(11), the term "high-speed intercity rail facilities” means any
facility (not including rolling stock) for the fixed guideway rail transportation of
_passengers and their baggage between metropelitan statistical areas (within the meaning of
section 143(k)(2)(B)) using vehicies that are reasonably expected to operate at speeds in
excess of 150 miles per hour between scheduled stops, but only if such facility will be
made available & members of the general public as passengers.

(2} Election By Nongovernmental Owners ‘

A facihity shall be treated as described in subsection (a)(11) only if any owner of such
facility which is not a governmental unit irrevocably elects not o claim--

(A) any deduction under section 167 or 168, and

(B) any credit under this subtitle, with respect to the property to be financed by the net
proceeds of the issue,

(3) Use Of Proceeds
A bond issued as part of an issue described in subsection (a)(11) shall not be considered an
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exempt facility bond unless any proceeds not used within a 3-year period of the date of the
issuance of such bond are used (not later than & months after the close ot such period) to
redeem bonds which are part of such issue.

1 ey
e

#1(3) Environmental Enhancements Of Hydroelectric Generating Facilities.
(1) In General

For purpases of subsection (a)(12), the term “environmental enhancements of hydroelectric
generating facilities" means property -~

(A) the use of which is related to a federally licensed hydroelectric generating facility
owned and operated by a governmental unit, and

(B) which -- (i) protects or promotes fisheries or other wildlife resources, including any
fish by-pass facility, fish hatchery, or fisheries enhancement facility, or (if) iz a
recreational facility or other irmprovement required by the terrns and conditions of any
Federal licensing permit for the operation of such gencrating facility.

(2) Use Of Proceeds.

A hond issued as part of an issue described in subsection (a)(12) shall not be considered an
exempt facility bond unless at ]east 80 percent of the net proceeds of the issue of which it
is a part are used to finance property described in paragraph (1}BXi). 3

(Added Pub. L. 99-514, title XTI, Sec. 1301(b), Oct. 22, 1986, 100 Stat. 2606, and
amended Pub. L. 100-647, title I, Sec. 1013(a)(1), (39), title VI, Sec. 6180(a)-(b}2), Nov.
10, 1988, 102 Stat. 3537, 3544, 3727, 3728; Pub. L. 101-239, title VII, Sec. 7108(e)(3),
(n)(1), 7816(s)(1), Dec. 19, 1989, 103 Stat. 2313, 2318, 2423; Pub. L. 104-188, Sec. 1608,
Aug. 20, 1996, 110 Stat. 1755; Pub. L. 105-206, title VL, Sec. 6023(5), July 22, 1998, 112
Stat 685.)

Sec. 143. Morigage Revenne Bonds: Qualified Mortgage
Bond And Qualified Veterans' Mortgage Bond

#4(1) Qualified Mortgage Bond Defined. —

For purposes of this title, the term "qualified mortgage bond' means a bond which is issued
as part of a qualified mortgage issue.

#)2) Quatified Mortgage Issue Defined
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Sec. 29. Credit For Produacing Fuel From A

Nonconventional Source

&fa) Allowance Of Credit

There shall be allowed 2s a credit against the tax imposed by this chapter for the taxable year
an amount equal to—

(1) $3, multiplied by
{2) the barrei-of-oil equivalent of qualified fuels--
{A) sold by the taxpayer to an unrelated person during the taxable year, and
(B) the production of which is attributable to the taxpayer.
{b} Limitations And Adjustments

1) Praseout Of Credit
The amount of the credit allowable under subsection {a) shall be reduced by an amount
which bears the same ratio to the amount of the credit (determined without regard to this
paragraph) as—
{A) the amount by which the reference price for the calendar year in which the sale
occurs exceeds $23.50, bears to

(B) $6.

%42) Credit And Phaseout Adjustment Based On Inflation

The $3 amount in subsection (2) and the $23.50 and $6 amounts in paragraph (1) shall each
be adjusted by multiplying such amount by the inflation adjusttment factor for the calendar
vear in Which the sale occurs. In the case of gas from a tight formation, the §3 amount in

subsection (a) shall not be adjusted.
ﬂ@) Credit Reduced For Grants, Tax-exempt Bonds, And Subsidized Energy Financing

(A} In General

The amount of the credit allowable under subsection (a) with respect to any project for
any taxable year (deternined after the application of paragraphs (1} and (2)) shall be
reduced by the amount which is the product of the amount so determined for such year

and a fraction--
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(ilz_ the munerator of which is the sum, for the taxable year and all prior taxable years,
Ol-

(I} grants provided by the United States, a State, or a political subdivision of a
State for use in connection with the project,

(I} proceeds of any issue of State or local government obligations used to
provide financing for the project the interest on which is exempt from tax under
section 103, and

(IIl) the aggregate amount of subsidized energy financing (within the meaning of
section 48(a){4)(C)) provided in connection with the project, and

(i) the denominator of which is the aggregate amount of additions to the capital
account for the project for the taxable year and all prior taxable years.

(B) Amounts Determined At Close Of Year

The amounts under subparagraph (A} for any taxable year shall be determined as of the
close of the taxable year.

##(4) Credit Reduced For Energy Credit

The amount allowable as a credit under subsection (a) with respect to any project for any
taxable year (determined after the application of paragraphs (1), (2), and {3)) shall be
reduced by the excess of~

(A) the aggregate amount allowed under section 38 for the taxable year or any prior
taxable year by reason of the energy percentage with respect to nroperty used i the
project, over

{B) the aggregate amount recaptured with respect to the amount described in
subparagraph (A)--

(i) under section 49(b} or 50(a) for the taxable year or any prior taxable year, or

(i) under this paragraph for any prior taxable year. The amount recaptured under
section 43(b) or 50{a) with respect to any property shall be appropriately reduced to
take into account any reduction in the credit allowed by this section by reason of the
preceding sentence.

#8(5) Credit Reduced For Enhanced Oil Recovery Credit

The amount aliowable as a credit under subsection (@) with respect to any project for any
taxable year (determined afier application of paragraphs (1}, (2), (3), and (4)) shall be
reduced by the excess (if any) of —

(A) the aggregate amount allowed under section 38 for the taxable year and any prior
taxabie year by reason of any enhanced 0il recovery credit determmined under section 43
with respect to such project, over

(B) the aggregate amount recaptured with respect to the amount deseribed in
subparagraph {( A) under this paragraph for any prior taxablc year.
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$54(6) Application With Other Credits

The credit allowed by subsection (z) for any taxable year shall not exceed the excess (if
any) of—-

{A) the regular tax for the taxable year reduced by the sum of the credits allowable
under subpart A and section 27, over

(B) the tentative minimum tax for the taxable year.
(c) Definition Of Qualified Fuels
For purposes of this section—
(1) In General
The term “qualified fuels” means--
{A) oil produced from shale and tar sands,
(B} gas produced from--
(i) geopressured brine, Devonian shale, coal seams, or a tight formation, or
(1) biomass, and

{C) hiquid, gaseous, or solid synthetic fuels produced from coal {(including lignite),
including such fitels when used as feedstocks.

(2} Gas From Geopressured Brine, Etc.
— {A) In General

Except a8 provided in subparagraph (B), the determination of whether any gas is
produced from geopressered brine, Devonian shale, coal seams, or a tight formation
shail be made in accordance with section 503 of the Natural Gas Policy Act of 1978,

(B) Special Rules For Gas From Tight Formations

The term "gas produced from a tight formation" shall only include gas from 2 tight
formation--

(i) which, as of April 20, 1977, was committed or dedicated to interstate commerce
{as defined in section 2(18) of the Natural Gas Policy Act of 1978, as in effect on the
date of the enactment of this clause), or

(i1} which is produced from a well drilled after such date of enactment.

4&,3) Biomass
The term "bicmass" means any organic material other than--

(A} oil and natural gas {or any product thereof), and
(B) coal (including lignite) or any product thereof,
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(d) Other Definitions And Special Rules

For purposes of this section—-

##1) Only Production Within The United States Taken Into Account

Sales shall be taken into account under this section only with respect to qualified fuels the
production of which 1s within—

(A) the United States (within the meaning of section 632(1)), or
(B) a possession of the United States (within the meaning of section 638(2)).

) Computation Of Inflation Adjustment Factor And Reference Price
{A) In General

The Secretary shall, not later than April 1 of each calendar year, determine and publish
in the Federal Register the inflation adjustment factor and the reference price for the
preceding calendar year in accordance with this paragraph.

(B) Inflation Adjustment Factor

The term “inflation adjustment factor” means, with respect to a calendar year, a fraction
the numerator of which is the GNP implicit price deflator for the calendar year and the
denominator of which is the GNP implicit price deflator for calendar year 1979. The
term GNP implicit price deflator” means the first revision of the implicit price deflator
for the gross national product as computed and published by the Department of
Commerce.

(C) Reference Price

The term "reference price” means with respect to a calendar year the Secretary’s
estimate of the annual average welthead price per barrel for all domestic crude oil the
price of which is not subject to regulation by the United States.

?E(B) Production Adtributable To The Taxpayer

In the case of a property or facility in which more than 1 person has an interest, except to
the extent provided in regulations prescribed by the Secretary, production from the
property or facility {as the case may be) shall be allocated among such persons in
proportion to their respective interests 1n the gross sales from such property or facility.

%4) Gas From Geopressured Brine, Devonian Shale, Coal Seams, Or A Tight
ormation. —

The amount of the credit allowable under subsection (a) shall be determined without regard
to any production attributable 1o a property from which gas from Devonian shale, coal
seams, geopresaured brine, or 2 tight formation was produced in marketable quantities

before January 1, 1930.

S¥(s) Barrel-of-oil Equivalent
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The term "barrel-of-oil equivalent” with respect to any fuel means that amount of such fuel
which has a Btu content of 5.8 million; except that in the case of qualified fuels described
in subparagraph (C) of subsection (c}{1}, the Btu content shall be determined without
regard to any matenial from a source not described in such subparagraph.

%(6} Barrel Defined
The term "barrel” means 42 United States gallons.

%{7) Related Persons

Persons shall be treated as related to each other if such persons would be treated as a single
employer under the regulations pregcribed under section 52(b). In the case of a corporation
which is a member of an affiliated group of corporations filing a consolidated returmn, such
corporation shafl be treated as selling qualified fuels to an unrelated person if such fuels are
sold to such a person by another member of such group.

(8) Pass-thru In The Case Of Estates And Trusts

Under regulations prescribed by the Secretary, rules similar to the rules of subsection (d) of
section 52 shall apply.

%(c) Application With The Natural Gas Policy Act Of 1978
(1) No Credit If Section 107 Of The Natural Gas Policy Act Of 1978 Is Utilized

Subsection (a) shall apply with respect to any natural gas described in subsection
(c)(1)(B)X1) which is sold during the taxable year only if such natural gas is sold at a lawful

price which is determined without regard to the provisions of section 107 of the Natural
Gas Policy Act of 1978 and subtitle B of title I of such Act.

{2) Treatment Of This Section

For purposes of section 107(d) of the Natural Gas Policy Act of 1978, this section shall not
be treated as allowing any credit, exemption, deduction, or comparable adjustment
applicable to the computation of any Federal tax.

ﬁ(f) Application Of Section
This section shail apply with respect to qualified fuels --
(1) which are —

(A) produced from a well drilled after December 31, 1979, and before January 1, 1993,
or

(B) produced in a facility placed in service afier December 31, 1979, and before
Jarmary 1, 1993, and

(2) which are sold before January 1, 2003.

%{g) Extension For Certain Facilities.
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{1} In Generzl

In the case of a facility for producing yualified fuels described n subparagraph (B}it) o
{C) of subsection {c¥1} --

(A} for purpeses of subsection (fY(1)B), such facility shall be treated 2s being placsd
in service before January 1, 1993, if such facility is placed in seyvice hefore July 1, 1998
pursuant 1o 2 binding written contract in af¥ect beforefanuary {, 1997, and

(B} if such facility is oniginally placed in service after December 31, 1992, paragraph
{2} of subsection (f) shall be applied with respect to such facility bv substituting
"lanuary 1, 2008" for “January 1, 20037,

@(2) Special Rule.

Paragraph (1} shall not apply to auy facility which produces coke or coke gas uniess the
omigiral use of the facility commences with the taxpayer.

{Added Pub. L. 96-223, title I, Sec. 231(a), Apr. 2, 1980, 54 Stat. 268, Sec. 44D, and
amended Pub. L. 57-34, title VI Sec, 611(a), Aug. 13, 1981, 95 Swat. 339, Pub. L. 97-354,
Sec. 5(a}1), Oct. 19, 1987, 96 Stat. 1692 Pub. L. 97-448, title T, Sec. 202{a)}, Jan. 12,
1983, 56 Stat. 2396; repumbered Sec. 29 and amended Pub. L. 98.369, div. A, title IV,
Sec. 471{c), 4’*4(11), title VI, Sec, 512(c)(1), title VI, Sec. 722(d)(1}, (2), Tuly 18, 1984. 9%
Staf. 826, §31, 912, 973; Pub. L. 99-514, f1tle VII, Sec. 701(c)(3), titie XVTII, Sec.
1879(c)( 1), Oct. 22, 1986, 100 Stat. 23490, 2906; Pub. L. 1060-647, title VI, Sec. 6302, WNov.
10, 1988, 102 Stat. 2755; Pub. L. 101-508, ttfe XI, Sec. 11501(a), (5)(1), (X1},
11R813(BN1), 11816, Nov. §, 1990, 104 Stat. 1388-479, 1388-550, 1388-558; Pub. L.
102-5386, title XIX, Sec. 1918, Oct. 24, 1992, 106 Siat. 2776 ; Pub. L. 104-188, title 1, Sec.
1205(d)(3), 1207(a), Aug. 20, 1996, 110 Smr. 1755.)

[¢:]



Responses to Comments from Laila Sorour

136-1.

136-2.

136-3.

136-4.

136-5.

As discussed in Section 3.12, “Visual Resources”, of the draft EIR mitigation for the visual
impacts of the compressor facility requires the development of a site design and landscape
buffer to shield views of this facility from adjacent vantage points. The development of a
site plan and the landscape buffer includes consideration of undergrounding a portion of this
facility to reduce its visibility, creating a berm to shield this structure from view and to serve
as a base for the landscape buffer and other measures used to minimize the visibility of the
compressor. Additionally, the mitigation measure requires the planting of landscaping prior
to the construction of the facility and ongoing maintenance and monitoring of the
landscaping to ensure that it effectively screens views of this facility from adjacent vantage
points. Figure 3.12-2 depicts a photosimulation of the compressor facility with the
implementation of the mitigation. Venting of the compressor facility, as discussed in
Chapter 2, “Clarification of Major Issues”, of this final EIR, would occur infrequently.
While the proposed project does have some significant impacts, as described in the draft EIR,
most of these impacts are localized to the area immediately surrounding the project facilities.
Other facilities are nearby that are similar in scope and scale to the proposed project,
including an airport, with its attendant facilities, dairy operations, fish farming facilities, and
a major freeway.

Section 3.10, “Noise”, of the draft EIR was prepared by the consultant hired by the CPUC
to prepare the rest of the EIR. Information provided by Hoover and Keith, a well-respected
firm with acknowledged expertise in noise impact evaluations, was used in preparing the
EIR’s noise analysis. Other sources were also used by the noise expert who prepared Chapter
3.10. Hoover & Keith’s report is included as Appendix D to the draft EIR for those readers
who want to review the technical material used to conduct the analysis presented for the
general reader in Chapter 3.10.

Standard construction practice is for crews to cover trenches and ensure that the site is safe
when construction activities are halted for extended periods. Such practices would be
followed by the Applicant. Other agencies, such as the California Occupational Safety and
Health Administration have direct responsibility for addressing construction-related safety
and liability issues.

The CPUC is unaware of any serious hazard presented by the emergency blowdown valves.
The valves will be located in an enclosed area where the public will not have access. There
are no safety issues related to joining pipes of different sizes. Throughout the draft EIR, it
is stated that the pipeline would be constructed in accordance with 49 CFR 192, which are
the federal safety standards for natural gas pipelines.

The CPUC will address the impacts of the proposed project on the local community in its
decision making process.

Final Environmental Impact Report for Chapter 4. Comments and Responses to Comments
Lodi Gas Storage, LLC’s February 2000
CPUC Application 98-11-012 1-83



136-6. Under CEQA, an EIR must consider environmental effects of a project. An analysis of
economic and competitive effects is not appropriate for inclusion in an environmental
document. The economic viability or tax treatment of the proposed project is not directly
subject to CPUC jurisdiction. Customers of the Lodi Gas Storage project could include any
entity in the State of California.

Final Environmental Impact Report for Chapter 4. Comments and Responses to Comments

Lodi Gas Storage, LLC’s February 2000
CPUC Application 98-11-012 1-84



