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UNITED STATES OF AMERICA 
FEDERAL ENERGY REGULATORY COMMISSION 

Tesoro Refining and Marketing Company, 
Complainant 

V. 

SFPP, L.P. 
Respondent 

Docket No. 

NOTICE OF COMPLAINT 

Take notice that on December 1, 2006, Tesoro Refining and Marketing Company 
(Tesoro) filed a formal complaint against SFPP, L.P. pursuant to Rule 206 of the Rules of 
Practice and Procedure of the Federal Energy Regulatory Commission, 18 C.F.IL § 385.206; the 
Procedural Rules Applicable to Oil Pipeline Proceedings, 18 C.F.R. § 343.2; Sections 1(5), 8, 9, 
13, 15, and 16 of the lmerstate Commerce Act (ICA), 49 U.S.C. App. §§ 1(5), 8, 9, 13, 15 and 16 
(1984); and Section 1803 of the Energy Policy Act of 1992 ("EPAct"). 

Complainant alleges that SFPP's North Line rates are unjust and unreasonable. 
Complainant requests that the Commission determine that the rates established by SFPP for the 
shipment of refined petroleum products are so substantially in excess of SFPP's actual costs as to 
be unjust and unreasonable; prescribe new rates that are just and reasonable for the shipment of 
refined petroleum products on SFPP's North Line; determine that SFPP overcharged Tesoro for 
shipments of refined peu'oleum products on SFPP's North Line from at least December 1, 2004 
to the present, and is continuing to overcharge Tesoro for such shipments; order SFPP to pay 
refunds, reparations and damages, plus interest to Tesoro for shipments made by Tesoro on the 
North Line from December 1, 2004; award Tesoro its costs and attorneys fees in prosecuting this 
Complaint; and grant Tesoro such other, different or additional relief as the Commission may 
determine to be appropriate. 

Tesoro certifies that copies of the complaint were served on the contacts for SFPP as 
listed on the Commission's list of Corporate Officials and on SFPP's counsel. 

Any person desiring to intervene or to protest this filing must file in accordance with 
Rules 211 and 214 of the Commission's Rules of practice and Procedure (18 CFR 385.211 and 
385.214). Protests will be considered by the Commission in determining the appropriate action 
to be taken, but will not serve to make protestants parties to the proceeding. Any person wishing 
to become a party must file a notice of intervention or motion to intervene, as appropriate. The 
Respondent's answer and all interventions, or protests must be filed on or before the comment 
date. The Respondent's answer, motions to intervene, and protests must be served on the 
Complainant. 

The Commission encourages electronic submission of protests and interventions in lieu 
of paper using the "eFiling" link at ht_!Lo://ww~..l~rc.~. Persons unable to file electronically 

! 
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should submit an original and 14 copies of the protest or intervention to the Federal Energy 
Regulatory Commission, 888 First Street, N.E., Washington, D.C. 20426. 

This filing is accessible on-line at lutp://x~,x~x~ .fel'c.gov, using the "eLibrary" link and is 
available for review in the Commission's Public Reference Room in Washington, D.C. There is 
an "eSubscription" link on the web site that enables subscribers to receive email notification 
when a document is added to a subscribed docket(s). For assistance with any FERC Online 
service, please email FERCOnlinc,.':;uppor(~alt~rc.go~ ,, or call (866) 208-3676 (toll free). For 
TTY, call (202) 502-8659. 

Comment Date: 5:00 pm Eastern Time on (insert date). 

Magalie R. Saias 
Secretary 
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UNITED STATES OF AMERICA 
BEFORE M 

FEDERAL ENERGY REGULATORY COMMISSION 
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Tesoro Refining and Marketing ) 
Company, ) 

) 
Complainants, ) 

) 
) 

V. ) 
) 

SFPP, LP., ) 

Respondent. ) ) 

Docket No. 

REQUEST FOR PRIVILEGED TREATMENT OF DOCUMENTS AND 
INFORMATION 

Pursuant to Rule 206(eXl) of the Rules of Practice and Procedure of the 

Federal Energy Regulatory Commission (the Commission), I and 18 CFR § 

I 

I 

388.112 of the Commission's regulations, Tesoro Refining and Marketing 

Company (Tesoro) respectfully requests that privileged treatment be accorded 

to certain information contained in a Complaint, and in certain exhibits in 

I 
I 
I 
I 
I 

support of that complaint, that Tesoro filed with the Commission today. 

Tesoro has filed a Complaint with the Commission in which it alleges 

that SFPP, LP. (SFPP) has charged unjust and unreasonable rates on its 

North Line. In the Complaint and in sworn declarations provided by Peter I~ 

Ashton and William M. Weimer, Tesoro provides information regarding the 

quantities of the refined petroleum products that Tesoro has shipped on 

SFPP's North Line system. This information is protected and privileged 

I 18 CFR § 385.206(eX1). 

I 
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customarily revealed to members of the public and its disclosure could have a 

detrimental effect on Tesoro's competitive position. Data regarding the 

quantity of petroleum products shipped for its account is the only information 

that has been deleted from the public version of the Tesoro Complaint. 

Accordingly, Tesoro respectfully requests that the Commission accord 

privileged treatment to this shipment information in the Tesoro Complaint. 

We wish to inform the Commission that the person to be contacted 

with respect to this request for the privileged treatment of decuments is: 

Melvin Goldstein 
Goldstein & Associates, P.C. 
1757 P Street N.W. 
Washington, D.C. 20036 
Tele: (202) 872-8740 
Fax: (202) 872-8744 
Email: mgoldstein@goldstein-law.com 

i 
i 
! 
! 
! 
! 
! 

i 
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Dated: December 1, 2006 Respectfully submitted, 

Matthew A. Corcoran 
GOLDSTEIN • ASSOCIATF_~, P.C. 
1757 P Street, N.W. 
Washington, D.C. 20036 
Tel: (202) 872-8740 
Fax: (202) 872-8744 
Email: mgoldstein@goldstein-law.com 

mcorcoran@goldstein-law.com 

Attorneys for Tesoro Refining and 
Marketing Company 

I 
I 
I 
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UNITED STATES OF AMERICA 
FEDERAL ENERGY REGULATORY COMMISSION 

SFPP, L.P. § Docket No. 
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PROTECTIVE ORDER 

(Issued ) 

1. This Protective Order shall govern the use of  all Protected Materials produced by, or on 
behalf of, any Participant. Notwithstanding any order terminating this proceeding, this 
Protective Order shall remain in effect until specifically modified or terminated by the Presiding 
Administrative Law Judge CPresiding Judge") or the Federal Energy Regulatory Commission 
("Commission"). 

2. This Protective Order applies to the following two categories of  materials: (A) A 
Participant may designate as protected those materials which customarily arc treated by that 
Participant as sensitive or proprietary, which are not available to the public, and which, if 
disclosed freely, would subject that Participant or its customers to risk of  competitive 
disadvantage or other business injury; and (B) A Participant shall designate as protected those 
materials which contain critical energy infrastructure information, as defined in 18 CFR 
§ 3gg.113(c)(1) ("Critical Energy Infrastructure Information"). 

I 
I 
I 
I 
I 
I 
I 
I 
I 

3. Definitions -- For purposes of  this Order: 

(a) The term "Participant" shall mean a Participant as defined in 18 CFR § 385.102(b). 

(b) (1) The term "Protected Materials" means (A) materials (including depositions) 
provided by a Participant in response to discovery requests and designated by such Participant as 
protected; (B) any information contained in or obtained from such designated materials; (C) any 
other materials which are made subject to this Protective Order by the Presiding Judge, by the 
Commission, by any court or other body having appropriate authority, or by agreement of  the 
Participants; (D) notes of  Protected Materials; and (E) copies of  Protected Materials. The 
Participant producing the Protected Materials shall physically mark them on each page as 
"PROTECTED MATERIALS" or with words of  similar import as long as the term "Protected 
Materials" is included in that designation to indicate that they are Protected Materials. If the 
Protected Materials contain Critical Energy Infrastructure Information, the Participant producing 
such information shall additionally mark on each page containing such information the words 
"Contains Critical Energy Infrastructure Information B Do Not Release". 

(2) The term "Notes of  Protected Materials" means memoranda, handwritten notes, or 
any other form of information (including electronic form) which copies or discloses materials 
described in Paragraph 3(b)(l). Notes of  Protected Materials are subject to the same restrictions 
provided in this order for Protected Materials except as specifically provided in this order. 

(3) Protected Materials shall not include (A) any informalion or documenl contained in 
the files o f  the Commission, or any other federal or state agency, or any federal or state court, 
unless the information or document has been determined to be protected by such agency or court, 

I 
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or (B) information that is public knowledge, or which becomes public knowledge, other than 
through disclosure in violation of  this Protective Order, or (C) any information or document 
labeled as "Non-lntemet Public" by a Participant, in accordance with Paragraph 30 of FERC 
Order No. 630, FERC Star. & Reg. & 31,140. Protected Materials do include any information or 
document contained in the files o f  the Commission that has been designated as Critical Energy 
Infrastructure Information. 

(c) The term "Non-Disclosure Certificate" shall mean the certificate annexed hereto by 
which Participants who have been granted access to Protected Materials shall certify their 
understanding that such access to Protected Materials is provided pursuant to the terms and 
restrictions of  this Protective Order, and that such Participants have read the Protective Order 
and agree to be bound by iL All Non-Disclosure Certificates shall be served on all parties on the 
official service list maintained by the Secretary in this proceeding. 

I (d) The term "Reviewing Representative" shall mean a person who has signed a Non- 
Disclosure Certificate and who is: 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

(1) Commission Litigation Staff; 

(2) an attorney who has made an appearance in this proceeding for a Participant; 

(3) attorneys, paralegals, and other employees associated for purposes of  this case with an 
attorney described in Paragraph (2); 

(4) an expert or an employee of  an expert retained by a Participant for the purpose of  
advising, preparing for or testifying in this proceeding; 

(5) a person designated as a Reviewing Representative by order of  the Presiding Judge or 
the Commission; or 

(6) employees or other representatives of  Participants appearing in this proceeding with 
significant responsibility for this docket. 

4. Protected Materials shall be made available under the terms of  this Protective Order only 
to Participants and only through their Reviewing Representatives as provided in Paragraphs %9. 

5. Protected Materials shall remain available to Participants until the later o f  the date that an 
order terminating this proceeding becomes no longer subject to judicial review, or the date that 
any other Commission proceeding relating to the Protected Material is concluded and no longer 
subject to judicial review. If requested to do so in writing after that date, the Participants shall, 
within fifteen days of  such request, return the Protected Materials (excluding Notes of  Protected 
Materials) to the Participant that produced them, or shall destroy the materials, except that copies 
of  filings, official transcripts and exhibits in this proceeding that contain Protected Materials, and 
Notes of  Protected Material may be retained, if they are maintained in accordance with 
Paragraph 6, below. Within such time period each Participant, if requested to do so, shall also 
submit to the producing Participant an affidavit stating that, to the best o f  its knowledge, all 
Protected Materials and all Notes of  Protected Materials have been returned or have been 

I 
I 
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des~oyed or will be maintained in accordance with Paragraph 6. To the extent Protected 
Materials are not returned or destroyed, they shall remain subject to the Protective Order. 

6. All Protected Materials shall be maintained by the Participant in a secure place. Access 
to those materials shall be limited to those Reviewing Representatives specifically authorized 
pursuant to Paragraphs 8-9. The Secretary shall place any Protected Materials filed with the 
Commission in a non-public file. By placing such documents in a nonpublic file, the 
Commission is not making a determination of any claim of privilege. The Commission retains 
the right to make determinations regarding any claim of privilege and the discretion to release 
information necessary to carry out its jurisdictional responsibilities. For documents submitted to 
Commission Litigation Staff ("Staff), Staff shall follow the notification procedures of 18 CFR 
§ 388.112 before making public any Protected Materials. 

7. Protected Materials shall be treated as confidential by each Participant and by the 
Reviewing Representative in accordance with the certificate executed pursuant to Paragraph 9. 
Protected Materials shall not be used except as necessary for the conduct of this proceeding, nor 
shall they be disclosed in any manner to any person except a Reviewing Representative who is 
engaged in the conduct of this proceeding end who needs to know the information in order to 
carry out that person's responsibilities in this proceeding. Reviewing Representatives may make 
copies of Protected Materials, but such copies become Protected Materials. Reviewing 
Representatives may make notes of Protected Materials, which shall be treated as Notes of 
Protected Materials if they disclose the contents of Protected Materials. 

I 
I 
I 
I 
I 

8. (a) If a Reviewing Representative's scope of employment includes the marketing of energy, 
the direct supervision of any employee or employees whose duties include the marketing of 
energy, the provision of consulting services to any person whose duties include the marketing of 
energy, or the direct supervision of any employee or employees whose duties include the 
marketing of energy, such Reviewing Representative may not use information contained in any 
Protected Materials obtained through this proceeding to give any Participant or any competitor of 
any Participant a commercial advantage. 

(h) In the event that a Participant wishes to designate as a Reviewing Representative a 
person not described in Paragraph 3(d) above, the Participant shall seek agreement from the 
Participant providing the Protected Materials. If an agreement is reached that person shall be a 
Reviewing Representative pursuant to Paragraphs 3(d) above with respect to those materials. If 
no agreement is reached, the Participant shall submit the disputed designation to the Presiding 
Judge for resolution. 

I 
I 
I 

9. (a) A Reviewing Representative shall not be permitted to inspect, participate in discussions 
regarding, or otherwise be permitted access to Protected Materials pursuant to this Protective 
Order unless that Reviewing Representative has first executed a Non-Disclosure Certificate 
provided that i f  an attorney qualified as a Reviewing Representative has executed such a 
certificate, the pandegals, secretarial and clerical personnel under the attorneys instruction, 
supervision or control need not do so. A copy of  each Non-Disclosure Certificate shall be 
provided to counsel for the Participant asse~ing confidentiality prior to disclosure of  any 
Protected Material to that Reviewing Representative. 

I 
I 
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(b) Attorneys qualified as Reviewing Representatives are responsible for ensuring that 
persons under their supervision or control comply with this order. 

10. Any Reviewing Representative may disclose Protected Materials to any other Reviewing 
Representative as long as the disclosing Reviewing Representative and the receiving Reviewing 
Representative both have executed a Non-Disclosure Certificate. In the event that any 
Reviewing Representative to whom the Protected Materials are disclosed ceases to be engaged in 
these proceedings, or is employed or retained for a position whose occupant is not qualified to be 
a Reviewing Representative under Paragraph 3(d), access to Protected Materials by that person 
shall be terminated. Even if  no longer engaged in this proceeding, every person who has 
executed a Non-Disclosure Certificate shall continue to be bound by the provisions of  this 
Protective Order and the certification. 

11. Subject to Paragraph 17, the Presiding Administrative Law Judge shall resolve any 
disputes arising under this Protective Order. Prior to presenting any dispute under this Protective 
Order to the Presiding Administrative Law Judge, the parties to the dispute shall use their best 
efforts to resolve it. Any participant that contests the designation of  materials as protected shall 
notify the party that provided the protected materials by specifying in writing the materials 
whose designation is contested. This Protective Order shall automatically cease to apply to such 
materials five (5) business days after the notification is made unless the designator, within said 5- 
day period, files a motion with the Presiding Administrative Law Judge, with supporting 
affidavits, demonstrating that the materials should continue to be protected. In any challenge to 
the designation of  materials as protected, the burden of  proof shall be on the participant seeking 
protection. If the Presiding Administrative Law Judge finds that the materials at issue are not 
entitled to protection, the procedures of  Paragraph 17 shall apply. The procedures described 
above shall not apply to protected materials designated by a Participant as Critical Energy 
Infrastructure Information. Materials so designated shall remain protected and subject to the 
provisions of  this Protective Order, unless a Participant requests and obtains a determination 
from the Commission's Critical Energy Infrastructure Information Coordinator that such 
materials need not remain protected. 

12. All copies of  all documents reflecting Protected Materials, including the portion of  the 
hearing testimony, exhibits, transcripts, briefs and other documents which refer to Protected 
Materials, shall be filed and served in sealed envelopes or other appropriate containers endorsed 
to the effect that they are sealed pursuant to this Protective Order. Such documents shall be 
marked "PROTECTED MATERIALS" and shall be filed under seal and served under seal upon 
the Presiding Judge and all Reviewing Representatives who are on the service list. Such 
documents containing Critical Energy Infrastructure Information shall be additionally marked 
"Contains Critical Energy Infrastructure Information - Do Not Release". For anything filed 
under seal, redacted versions or, where an entire document is protected, a letter indicating such, 
will also be filed with the Commission and served on all parties on the service list and the 
Presiding Judge. Counsel for the producing Participant shall provide to all Participants who 
request the same, a list of  Reviewing Representatives who are entitled to receive such material. 
Counsel shall take all reasonable precautions necessary to assure that Protected Materials are not 
distributed to unauthorized persons. 

I 
I 
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If any Participant desires to include, utilize or refer to any Protected Materials or 
information derived therefrom in testimony or exhibits during the hearing in these proceedings in 
such a manner that might require disclosure of  such material to persons other than reviewing 
representatives, such participant shall first notify both counsel for the disclosing participant and 
the Presiding Judge of  such desire, identifying with particularity each of  the Protected MateriaLs. 
Thereafter, use of  such Protected Material will be governed by procedures determined by the 
Presiding Judge. 

I 13. Nothing in this Protective Order shall be construed as precluding any Participant from 
objecting to the use of  Protected Materials on any legal grounds. 

I 
I 

14. Nothing in this Protective Order shall preclude any Participant from requesting the 
Presiding Judge, the Commission, or any other body having appropriate authority, to find that 
this Protective Order should not apply to all or any materials previously designated as Protected 
Materials pursuant to this Protective Order. The Presiding Judge may alter or amend this 
Protective Order as circumstances warrant at any time during the course of  this proceeding. 

I 15. Each party governed by this Protective Order has the right to seek changes in it as 
appropriate from the Presiding Judge or the Commission. 

I 
I 
I 
I 
I 
I 
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16. All Protected Materials filed with the Commission, the Presiding Judge, or any other 
judicial or administrative body, in support of, or as a part of, a motion, other pleading, brief, or 
other document, shall be filed and served in sealed envelopes or other appropriate containers 
bearing prominent markings indicating that the contents include Protected Materials subject to 
this Protective Order. Such documents containing Critical Energy Infrastructure Information 
shall be additionally marked "Contains Critical Energy Infrastructure Information - Do Not 
Release." 

17. I f the Presiding Judge finds at any time in the course of  this proceeding that all or part of  
the Protected Materials need not be protected, those materials shall, nevertheless, be subject to 
the protection afforded by this Protective Order for three (3) business days from the date of  
issuance of  the Presiding Judge's decision, and if the Participant seeking protection files an 
interlocutory appeal or requests that the issue be certified to the Commission, for an additional 
seven (7) business days. None of  the Participants waives its rights to seek additional 
administrative or judicial remedies after the Presiding Judge's decision respecting Protected 
Materials or Reviewing Representatives, or the Commission's denial o f  any appeal thereof. The 
provisions of  18 CFR " 388.112 and 388.113 shall apply to any requests for Protected Materials 
in the files of  the Commission under the Freedom of  information Act. (5 U.S.C. § 552). 

18. Nothing in this Protective Order shall be deemed to preclude any Participant from 
independently seeking through discovery in any other administrative or judicial proceeding 
information or materials produced in this proceeding under this Protective Order. 

19. None of  the Participants waives the right to pursue any other legal or equitable remedies 
that may be available in the event o f  actual or anticipated disclosure of  Protected Materials. 

20. The contents of  Protected Materials or any other form of  information that copies or 
discloses Protected Materials shall not be disclosed to anyone other than in accordance with this 

I 



Jnofflclal FERC-Generated PDF of 20061201-0200 Received by FERC OSEC 12/01/2006 in Docket#: OR07-1-000 

I 
I 
I 
I 
I 
I 
i 
I 
I 
I 
I 
I 
I 
I 
I 
l 
I 
I 
I 

Protective Order and shall be used only in connection with this (these) proceeding(s). Any 
violation of this Protective Order and of any Non-Disclosure Certificate executed hereunder shall 
constitute a violation of an order of the Commission. 

21. The addenda reflected in Attachment A are hereby incorporated by reference, in the 
event of conflict, the language of the addenda shall control. 

It is so ordered. 

Presiding Administrative Law Judge 
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ATTACHMENT A 

UNITED STATES OF AMERICA 
FEDERAL ENERGY R E G U L A T O R Y  COMMISSION 

SFPP, L.P. § Docket No. 

NON-DISCLOSURE CERTIFICATE 

I hereby certify my understanding that access to Protected Materials is provided to me 
pursuant to the terms and restrictions of  the Protective Order in this proceeding, that I have been 
given a copy of  and have read the Protective Order, and that I agree to be bound by it. I 
understand that the contents o f  the Protected Materials, any notes or other memoranda, or any 
other form of  information that copies or discloses Protected Materials shall not be disclosed to 
anyone other than in accordance with that Protective Order. I acknowledge that a violation of  
this certificate constitutes a violation of  an order of  the Federal Energy Regulatory Commission. 

By: 

Title: 

Representing: 

Date: 
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SWORN DECLARATION OF WILLIAM M. WEIMER IN SUPPORT OF TESORO 
REFINING AND MARKETING COMPANY'8 COMPLAINT AGAINST 8FPP, 

L.P. 

I 

I 
Pursuant to 18 U.S.C. § 1746, William M. Wei~er states 

as follows: 

I 
I 
I 

1. My name is William M. Weimer. My business 

address is 300 Concord Plaza Drive, San Antonio, TX 78216. 

am presently employed as Director of Supply Logistics for 

Tesoro Refining and Marketing Company (Tesoro). Based upon 

my personal knowledge obtained in that capacity, I state 

I 

I 

the following. 

2. Tesoro owns and operates several refineries in 

the Western United States. Since it does not control all 

I 

I 

the pipelines that are necessary to transport crude oil to 

its refineries or all the pipelines that transport 

petroleum products from those refineries to its customers, 

I 

I 

I 

I 

Tesoro relies on common carrier pipelines. One of the 

principal common carrier pipelines that Tesoro uses is the 

SFPP North Line, which originates at Concord, CA and 

facilitates delivery to Reno, NV. 

3. Over the past three years, Tesoro has shipped 

millions of barrels of petroleum products from Concord to 

I 
Reno on the SFPP North Line. Tesoro is currently shipping 

I 

I 
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petroleum products on the North Line and intends to 

continue to do so in the future. 

4. Tesoro therefore has a substantial economic 

interest in the rates SFPP has charged and continues to 

charge on the North Line. 

5. Between December 2004 and November 2006, Tesoro 

has shipped the following quantities of petroleum products 

in interstate commerce on the North Line: 

[Privileged Information Removed] 
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i i  
I 

i i  
I 
I 

[Privileged Information Removed] 

I, William M. Weimer, hereby state under penalty of 

perjury that the foregoing is true and correct to the best 

of my information and bellef. 

Executed on Nove,%ber ~9 T~, 2006.~~/~,. , ~ ~  

William M. Weimer 

3 - 
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UNITED STATES OF AMERICA 116 FERC ¶63,059 
FEDERAL ENERGY REGULATORY COMMISSION 

Docket No. IS05-230-000 

I INITIAL DECISION 

I 
I 
I 
I 
l 
I 
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(Issued September 25, 2006) 

APPEARANCES 

Albert S. Tabor, Jr., Esq., Andrea M. Halverson, ESq., Charles F. Caldwell, Esq., Dean 
H. Lefler, Esq. and Susan M. Schwager, Esq., on behalf of SFPP, L.P. 

Gordon Goock Esq. and Elisabeth R Myers, Esq. on behalfofBP West Coast Products 
LLC and ExxonMobil Oil Corporation. 
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1. SFPP, L.P. (SFPP) is a jurisdictional entity that operates various pipelines 
transporting petroleum products throughout Texas, New Mexico, Arizona, Oregon, 
California and Nevada. The instant proceeding concerns only SFPP's North Line, which 
runs between Concord, California and Reno/Fallon, Nevada. In 2001, SFPP undertook to 
replace a segment of 14" diameter North Line pipe running from Concord to Sacramento, 
California with 20" diameter pipe. SFPP also relocated most of the new Concord- 
Sacramento segment to what it determined to be a less populated/less environmentally- 
sensitive route. 

2. On April 28, 2005, SFPP filed tariff FERC No. 111 to increase its North Line rate 
to reflect the cost of replacing the Concord-Sacramento segment. BP West Coast 
Products, L.L.C. and ExxonMobil Oil Co. (together, BP/EM), Chevron Products Co., 
ConocoPhillips Co. and Valero Marketing and Supply Co. (collectively, CCV) and 
Tesoro Refining and Marketing Company (Tesoro) protested the April 28, 2005 filing on 
numerous grounds. These include allegations that: (1) SFPP had maintained the North 
Line imprudently; (2) the new 20" segment does not benefit interstate shippers; (3) the 
filing reflects inadequate cost support; and (4) SFPP used inappropriate throughput data 
to calculate the new North Line rate. Instant Docket No. IS05-230-000 is limited to the 
April 28, 2005 SFPP filing and the specified protests. The issues presented here cannot 
be resolved in such isolation, however. 

3. This case is but one in a protracted series of litigation between SFPP and certain 
SFPP shipper customers stretching back to November 1992--a number of which remain 
pending before the Commission in some context or other. These disputes concern 
various SFPP pipelines (separately or in combination) and different timeframes, but 
commonly involve the same shippers and issues. The several proceedings impact one 
another dynamically, rendering their common issues ever more convoluted and 
inextricable as each persists before the Commission. 

4. The additional circumstance that SFPP's capital and ownership structures have 
morphed markedly over the intervening years of litigation complicates matters further 
still. SFPP was an oil pipeline limited partnership owned by Santa Fe Southern Pacific 
Railroad (SFSPR) when the first complaints were filed in 1992. From 1988 through early 
1998, the SFPP/SFSPR corporate relationship and capital structure remained materially 
unchanged: SFSPR maintained two general partnership interests and 47 percent of the 
limited partnership interests in SFPP through a series of wholly-owned subsidiary 
corporations. In March 1998, however, SFPP was acquired by KinderMorgan Energy 
Partnership (KMEP), a master limited partnership (MLP) already controlling several 

! 
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other jurisdictionai entities.' KMEP's acquisition of SFPP resulted in significant changes 
to SFPP's capital structure and balance sheet, as well as a materially different and more 
complex SFPP ownership structure. These changes/differences are pertinent because 
they are responsible in significant degree for the enduring intractableness of the issues 
presented both here and in the other eases with which this proceeding is intertwined. 

5. The North Line was among the pipelines subsumed in a set of"global" complaints 
filed in 1996 against all SFPP pipelines in Docket No. OR96-2, et al. Later in 1996 and 
in 1997, shippers filed additional complaints challenging all of SFPP's FERC- 
jurisdictional rates and charges, including those of the North Line. ARCO Products Co. 
v. SFPP, L.P., 82 FERC ¶ 61,043 (1998). The Commission subsequently consolidated 
these latter complaints into Docket No. OR96-2, et al., but held the entire consolidated 
proceeding in abeyance because it presented essentially the same or similar issues to 
those still pending from the original 1992 complaints in Docket No. OR92-8, et al. In 
2000, amended and new complaints were filed and set for hearing by the Commission. 
SFPP, L.P., 91 FERC ¶ 61,142 (2000); ARCO Products Co. v. SFPP, L.P., 92 FERC ¶ 
61,244 (2000). Two more rounds of"global" complaints against all SFPP pipelines--- 
including the North Line--followed in 2003 and 2004. These complaints were 
consolidated into a new Docket No. OR03-5-000; issues confined to the North Line and 
SFPP's Oregon Line were set for hearing in Docket No. OR03-5-001. Chevron Products 
Co. v. SFPP, LP., 114 FERC ¶ 61,133 (2006). That docket involves a different test year 
than the instant docket, but again presents essentially the same issues. The other 
referenced (and still pending) proceedings present at least some of those issues as well. 

I 
I 
I 
I 
I 
I 

6. Compounding the various North Line/SFPP proceedings' entanglement with one 
another is the fact that a number of opinions not specifically addressing the North Line or 
SFPP arguably have profound implications for both. The most germane of these to the 
instant case trace the Commission's evolving tax allowance policy. They include, in 
chronological order: City of  Charlottesville v. FERC, 774 F.2d 1205 (D.C. Cir. 1985) 
(City of  Charlottesville); Lakehead Pipeline Co., L.P., 71 FERC ¶ 61,338 (1995) 
( Lakehead), reh ' g denied, 75 FERC ¶ 61,181 (1996) ( Lakehead 1/); SFP P, L.P, Opinion 
No. 435, 86 FERC ¶ 61,022 (1999), order on reh'g, Opinion No. 435-A, 91 FERC 
961,135 (2000), order on reh'g, Opinion No. 435-B, 96 FERC ¶ 61,281 (2001), order on 
reh 'g, Opinion No. 435-C, 97 FERC ¶ 61,138 (200 !); BP West Coast Prods., LLC v. 
FERC, 374 F.3d 1263 (D.C. Cir. 2004) (BP West CoasO; Policy Statement on Income 
Tax Allowances, 111 FERC ¶ 61,139 (2005) (Policy Statement); SFPP, L.P, 111 FERC ¶ 
61,334 (2005) (June 1 Order); SFPP, L.P, 113 FERC ¶ 61,277 (2005) (December 16 
Order). 

I 
I 

t KMEP's general partner is Kinder Morgan GP, Inc. (KMPG), a non- 
jurisdictional subchapter C corporation. 

I 
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7. In BP West Coast, the U.S. Court of Appeals reversed and remanded Commission 
orders in Docket No. OR92-8, et al. Though not concerned with North Line rates 
specifically, those orders had granted SFPP an income tax allowance under the tax 
allowance policy established in Lakehead/Lakehead II despite the fact that SFPP, a 
limited partnership pass-through entity, did not itself actually pay any income taxes) 
The court, however, found that granting an income tax allowance to an entity that did not 
itself pay any costs the allowance was intended to reimburse was impermissible, and 
remanded the issue to the Commission for further action. The Policy Statement was 
issued in response to the BP West Coast remand, and was based in substantial part on 
comments received by the Commission in response to a general notice of inquiry 
concerning the appropriateness of granting income tax allowances to regulated utility 
partnerships or similar pass-through entities. 3 In it, the Commission stated that a pass- 
through entity legitimately may claim an income tax allowance if its owner(s) can 
demonstrate an "actual or potential income tax liability on the public utility income 
earned through the [ownership] interest." Policy Statement at P 1. 

8. The June 1 Order also was issued in response to the BP West Coast remand, and 
indicated that the Commission would apply the Policy Statement instead of Lakehead/ 
Lakehead 11 in Docket No. OR92-8, et al. and Docket No. OR96-2, et al. The December 
16 Order, in turn, examined whether SFPP had satisfied the Policy Statement standard for 
claiming income tax allowances in those dockets. 4 The Commission concluded the 
record was insufficient in that regard due to changes made to the applicable legal 

2 The prior policy, established in City of  Charlottesville, presupposed corporate 
ownership of a jurisdictional pipeline by a tax-paying subehapter C corporation, and 
determined the pipeline's tax allowance in accordance with the corporate owner's income 
tax liability attributable to the pipeline's jurisdictional activities. The policy essentially 
imputed the income tax liability stemming from the pipeline's jurisdictional activities as a 
"second-tier" cost to the corporate owner(s), and granted the pipeline a pass-through rate 
allowance to reimburse the corporate owner(s) for paying a commensurate income tax. 
The policy did not contemplate jurisdictional pipeline ownership by pass-through entities 
that themselves paid no tax on the pipeline's jurisdictional activity income. Lakehead/ 
Lakeheadll essentially imputed the income tax liability attributable to the pipeline's 
jurisdictional activities as a "third-tier" cost to the pass-through entity's corporate 
owner(s) in proportion to percentage ownership interest. 

3 Inquiry Regarding Income Tax Allowances, Docket No. PL05-5-000, Request for 
Comments (December 2, 2004). 

4 The December 16 Order also addressed a number of other relevant cost-of- 
service issues, including SFPP's return on equity (ROE), capital structure, Purchase 
Accounting Adjustments (PAA), debt categorization, and overhead and litigation cost 
allocations. 

! 
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standard after the record had closed, and directed SFPP to file additional information to 
assist the Commission in determining the appropriate allowance. The Policy Statement, 
June 1 Order and December 16 Order all were issued during the course of the instant 
proceeding---the December 16 Order just weeks prior to hearing commencement s 

9. The hearing was conducted from Janllary 24, 2006 through February 16, 2006. 
The evidentiary record closed on March 8, 2006. Initial briefs were filed on April 3, 
2006; reply briefs were filed on April 24, 2006. 

II. ISSUE ANALYSES 

A. Is SFPP's North Line Expansion In California "Used And Useful" To 
Interstate Service? 

Participant Positions 

SFPP 

10. SFPP contends as a threshold matter that Concord-Saeramento replacement 
segment costs are recoverable in North Line rates because the new segment is "used and 
useful" to North Line interstate service. On SFPP's account, the Commission employs 
the "used and useful" test exclusively to ensure that utility rate base only includes assets 
that actually have been put into service. SFPP argues the "used and useful" standard has 
been satisfied insofar as the 20" Concord-Sacramento replacement segment is concerned 
became the segment has been completed and currently is utilized to ship every barrel 
transported under the North Line rates at issue in this proceeding. 

11. SFPP dismisses Commission Trial Staff(Trial Staff) and BP/EM allegations that 
the 20" Concord-Saeramento replacement segment fails the "used and useful" test. SFPP 
in'st reiterates its contention that the 20" segment necessarily satisfies the "used and 
useful" standard because every interstate barrel the North Line transports passes through 
it. In addition, SFPP maintains that it replaced the old 14" segment because the pipe was 
aging, not to increase capacity. It argues no participant has demonstrated that replacing 
the 14" segment was unnecessary, and that the 20" replacement segment is "used and 
useful" on additional bases as well: interstate shippers currently benefit from the 14" to 
20" capacity expansion, and population growth trends likely will lead to increased 
interstate throughput in the future. 

12. SFPP argues further that no participant has demonstrated the old 14" Concord- 
Sacramento segment was imprudently maintained. SFPP states that although Tesoro 

s No participant requested leave to supplement the record in this proceeding to 
address the December 16 Order prior to hearing commencement. 

II 
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introduced U.S. Department of  Transportation (DOT) documents discussing releases 
from various SFPP lines, the documents do nothing to establish SFPP imprudence 
because they neither evaluate SFPP's management decisions/maintenance practices nor 
demonstrate that SFPP failed properly to maintain the pipeline. 

13. SFPP also contends the underlying decision to construct the 20" Concord- 
Sacramento replacement segment was prudent. SFPP submits that a party claiming costs 
to have been imprudently incurred must establish "serious doubt" with respect to 
prudence by showing some standard of good engineering judgment or some norm of 
prudent utility behavior was violated. SFPP emphasizes that an affirmative burden to 
establish prudence is imposed on the utility only after a challenging party establishes 
such doubt. SFPP maintains no participant has demonstrated that SFPP acted 
imprudently either in deciding to build or in constructing the 20" replacement segment. 
According to SFPP, just the opposite is true: the record reflects unrebutted evidence 
demonstrating it was prudent for SFPP to replace the old 14" pipe with a relocated 20" 
segment. 

staff 

14. Trial Staff asserts SFPP has failed to demonstrate the Concord-Sacramento 
replacement segment is "used and useful" in providing interstate service. Trial Staff 
notes the old 14" segment had adequate capacity to satisfy past and present interstate 
shipper demands, adding SFPP has demonstrated neither that the replacement segment 
reduces costs to such shippers nor that they receive any benefit from the new segment's 
expanded capacity. Trial Staffalso alleges that SFPP purposefully conflates the "used 
and useful" test with the "prudence" test in an attempt to support the inappropriately 
narrow rate recovery inquiry SFPP advocates. On Trial Staff's account, a prudently 
constructed asset may fail the "used and useful" test, and the fact that an asset is used to 
provide a service does not necessarily render it useful in providing that service. 

BP/EM 

15. BP/EM also assert the Concord-Sacramento replacement segment is not "used and 
useful" in providing North Line interstate service. BP/EM first characterize SFPP's 
emphasis on prudence as a "straw man" argument intended to divert attention---and the 
burden of  proof--away from the appropriate ''used and useful" analysis and SFPP. This 
point notwithstanding, BP/EM submit that if  prudence is to be considered, it should be 
done in the context of  whether SFPP's pre-replacement management decisions, pipeline 
operations and maintenance practices were responsible for the 14" segment's 
deterioration in the first place, not whether it thereafter was prudent for SFPP to replace 
and relocate the deteriorated segment. Turning to the "used and useful" issue, BP/EM 
underscore the circumstance that replacing the old 14" Concord-Sacramento segment 
with a 20" segment did not increase North Line capacity east of Sacramento--i.e. the 

I 
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line's interstate capacity. BP/EM thus claim the new 20" Concord-Sacramento segment 
leaves interstate shippers in an identical situation to when they shipped on the old 14" 
segment and, as a consequence, neither the new pipe nor its increased capacity 
legitimately may be characterized as useful m interstate shippers. BP/EM therefore 
conclude that any increased cost associated with the new segment cannot be reflected in 
North Line interstate rates because the segment fails the "used and useful" test. Instead, 
BP/EM argue that interstate shippers should continue to pay the rates they paid to ship on 
the old 14" segment. 

Tesoro 

16. Tesoro initially deferred to other shippers and Trial Staff on this issue, but on 
reply brief argues the Concord-Saeramento replacement segment fails the "used and 
useful" test because that test is part of  the prudent investment theory, and reasonable 
utility management would not have incurred the replacement costs at issue. Tesoro 
concedes that SFPP's decision to construct the 20" replacement segment was motivated 
by problems on the 14" segment, but attributes those problems to imprudent SFPP 
pipeline management and maintenance. Moreover, according to Tesoro, SFPP 
inadequately manages and maintains the 20" replacement segment as well. Tesoro relies 
on extensive DOT hazardous release documentation to support these claims. This 
evidence, in Tesoro's view, conclusively demonstrates that SFPP imprudence underlay 
the need to replace the old 14" segment and, by extension, no part of  the 20" replacement 
segment should be deemed useful to North Line interstate shippers. 

I Discussion/Analysis 

I 
I 
I 
I 
I 
I 
I 

17. The "used and useful" standard is an element of  the "prudent investment" theory, 
and generally prescribes that an asset may be included in utility rate base only if the asset 
provides current service to the ratepayers who are asked to pay for it. See, e.g., New 
England Power Co., 42 FERC ¶ 61,016 at 61,078 (1988). Strictly speaking, the "used 
and useful" standard is subsumed within the broader "prudent investment" standard, not 
the other way around. This implies that BP/EM is correct in taking the position that 
prudence is not at issue here. The Joint Stipulation of  Contested Issues controlling the 
parameters of  this proceeding supports the same conclusion. It specifies as the threshold 
issue "Is SFPP's North Line Expansion in California 'Used and Useful' to Interstate 
Service.'?" Tr. 74. Nowhere does it suggest a prudence component to the used and useful 
inquiry, s Id. at 74-92. Still, it is difficult to conceive how the 20" replacement segment 

The Joint Stipulation of  Contested Issues addresses prudence in the context of  
SFPP's system-wide security and integrity maintenance history under Issue E. In addition 
to imposing the entire cost of  replacing the 14" Concord-Sacramento segment on SFPP, 
Tesoro proposes specific disallowances for environmental management and remediation 
expenses from SFPP's proposed cost of  service and a return on equity (ROE) at the low 

I 
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I 
I 
I 
I 
I 
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anything but replace and relocate the 14" segment in light of the prevailing 
circumstances. 

20. Tesoro and BP/EM allege the 14" Concord-Sacramento segment's poor condition 
was attributable to SFPP's imprudent North Line operation and maintenance practices. If 
true, these allegations would nullify any conclusion that the costs of replacing/relocating 
the 14" segment were prudently incurred and therefore should be reflected in North Line 
rates. Although it undoubtedly was prudent for SFPP to replace/relocate the deteriorated 
14" pipe in 2001, it would be inappropriate to include the cost of doing so in rates if 
imprudent SFPP management decisions, pipeline operations and maintenance practices 
were responsible for the 14" segment's deterioration in the first place. The record before 
me, however, provides inadequate support for the conclusion imprudent SFPP 
management decisions, pipeline operations or maintenance practices were the proximate 
cause of the 14" segment's deterioration, hence the need to replace/relocate it. 

21. There is no suggestion the 14" segment was improperly routed in 1967. SFPP 
therefore cannot reasonably be held responsible for subsequent population growth along 
the old 14" segment's route. Neither can it reasonably be held responsible for post-1967 
determinations that the old 14" segment traversed environmentally sensitive areas. It 
follows that any incremental costs exclusively attributable to the need to relocate the 
Concord-Sacramento segment cannot be deemed imprudent---even if the cost of 
replacing the deteriorated 14" pipe is deemed imprudent. 

22. The evidence concerning SFPP's pipeline operation and maintenance practices is 
suggestive of imprudence but does not establish "serious doubt" with respect to 
prudence--particularly insofar as the old 14" segment is concerned. Most of the 
documents submitted to establish imprudent SFPP pipeline operation or maintenance 
practices implicate the 20" replacement segment, other North Line segments or discrete 
SFPP pipelines rather than the 14" segment to which the instant inquiry necessarily must 
be directed. See generally Ex. TES-28; Ex. TES-29; Ex. TES-37; Tr. 652-62. See also 
Ex. TES-20; Ex. TES-21; Ex. TES-22. Moreover, the evidence specifically directed to 
the 14" segment generally documents hazardous releases attributable to outside 
mechanical force (i.e. third-party) damage or pipeline corrosion. See, e.g., Ex. TES-28 at 
2-3. That evidence reflects some criticism of SFPP failures to detect such damage and 
corrosion, but it does not attribute those failures to SFPP neglect, charge any SFPP 
misfeasance in maintaining or operating the 14" segment or allege any pipeline integrity 
management rule violations. Ex. TES-28 at !, 3; Ex. TES-36. As a consequence, it does 
little to demonstrate SFPP imprudence insofar as the 14" Concord-Sacramento segment is 
concerned. Even the single relevant event for which SFPP admitted accountability by 
pleading guilty to two misdemeanor counts of discharging diesel fuel into an 
environmentally sensitive marsh and two additional misdemeanor counts of failing 
promptly to report the spill proves nothing more than the empirical facts the discharge 

I 
I 
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occurred and SFPP conceded it had failed to report the discharge in a timely manner. 7 
See Ex. TES-28 at 1, 3; Ex. TES-38; Ex. TES-39. I therefore find and conclude the 
record before me falls far short of  establishing "serious doubt" as to whether SFPP's 14" 
Concord-Sacramento segment operation or maintenance practices were prudent. It 
follows that the cost of.r~lacing (in addition to relocating) the 14" segment may be 
included in North Line interstate rates provided SFPP 8 demonstrates the replacement 
segment is currently "used and useful" to North Line interstate shippers. 

23. I reject as overly liberal the "used and useful" interpretation proposed by SFPP. 
SFPP essentially contends the 'based and useful" standard is satisfied if an asset is merely 
constructed and placed into service. This interpretation is patently incorrect since it 
would reduce the "used and useful" standard to a single prong (i.e. "used") standard. As 
Trial Staff correctly points out, an asset may be used to provide service without being 
useful in providing the service. The question here is not whether the 20" replacement 
segment is used to provide interstate service on the North Line. The replacement 
segment is undeniably a sine qua non of current interstate service since every interstate 
barrel shipped over the North Line must first pass through the Concord-Sacramento 
portion of  the pipeline. Ex. SFN-1 at 2; Ex. BPX-45. The question here concerns 
whether the 20" replacement segment is currently used and useful in providing interstate 
service. 

I 
I 
! 

I 
I 
I 

24. BP/EM and Trial Staffemphasize the fact that expanding the Concord-Sacramento 
segment's capacity from 14" to 20" did not increase the North Line's interstate capacity 
because SFPP did not expand the capacity of  any other North Line segment east of  
Sacramento. 9 Since each of  these segments has less than 14" of  capacity, |° BP/EM and 
Trial Staff conclude that none of  the 20" replacement segment's expansion capacity 
conceivably may be deemed either used or useful to current interstate ratepayers. 

7 SFPP claims it entered into a plea bargain on these four counts to avoid further 
litigation. Ex. SFN-1 at 4. Notably, the permitting process to relocate the Concord- 
Sacramento segment to its present route was long underway when the discharge occurred 
in April 2004. ld. 

s In contrast to the preceding prudence inquiries, in which the initial burden of  
proof fell on those alleging imprudence, the "used and useful" inquiry imposes the 
burden of proof on the rate inclusion proponent: SFPP. 

! 
! 
! 

9 BP/EM contends that the 20" replacement segment actually reduced North Line 
interstate capacity because a Sacramento booster station was shut down as unnecessary to 
serve current interstate demand. See Tr. 803. I do not fred this contention persuasive. 

00 The North Line segments east of  Sacramento have capacities ranging from as 
little as six inches to as much as twelve inches. 

i 
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25. SFPP counters that the 20" replacement segment is "used and useful" to interstate 
shippers because: (1) interstate demand is expected to increase due to projected 
population growth east of Sacramento; (2) the incremental cost of constructing a 20" 
replacement segment more than doubled the Concord-Sacramento segment's actual 
transportation capacity and therefore was more cost-effective than constructing a 14" 
replacement segment; (3) the 20" replacement segment enhances overall North Line 
reliability because the 20" segment will require less major maintenance than the original 
14" segment; (4) the 20" replacement segment has lower power and drag reducing agent 
(DRA) costs than the 14" segment; (5) the 20" replacement segment reduces the 
probability that over-subscription on the intrastate (Concord-Sacramento) segment of the 
North Line will result in pro-ration to interstate (east of Sacramento) destinations." 
SFPP adds it would be inequitable---and a windfall to interstate shippers---to impose the 
entire cost of the 20" replacement segment on intrastate shippers since it is impossible to 
provide North Line interstate service without using the Concord-Sacramento segment. 

26. The applicable standard is whether the 20" replacement segment is presently "used 
and useful" to interstate shippers. I therefore reject any contention that the 20" 
replacement segment satisfies the standard on account of anticipated increases in 
interstate demand or reduced probability that intrastate over-subscription prospectively 
may result in interstate pro-ration. These are speculativefu~e events, and therefore 
establish no present use or usefulness to interstate shippers.' The same holds true for 
any cost efficiency associated with SFPP's decision to more than double the Concord- 
Sacramento segment's actual transportation capacity by investing in a 20" replacement 
pipe instead of a 14" pipe. That inveslyaent very well may have secured SFPP and 
interstate shippers future cost savings. Potential--even probable--future cost/rate 
savings, however, do not satisfy the present use requirement. Similar reasoning applies 
to the claim that 20" replacement segment enhances overall North Line reliability 
because it will require less major maintenance than the original 14" segment. First, this 
claim begs the question of why a 14" replacement segment would not achieve the same 
result. Second, the claim is again prospective and speculative: although it seems 
reasonable to presume a new pipe will have fewer major maintenance problems than a 
34-year-old one, there is no way currently to determine whether time will bear out this 
presumption, and the record suggests just the opposite. Compare Ex. TES-31 with Ex. 
TES-32 and compare Ex. TES-34 with Ex. TES-35. See also Ex. TES-37. Finally, it is 
uncertain whether SFPP's assertion that the 20" replacement segment has lower power 

I 
I 
I 

" SFPP artfully crafts some of these rationales to create the impression that it is 
contrasting the 20" replacement segment with a 14" replacement segment when in fact it 
is contrasting the 20" replacement segment with the old 14" pipe. 

mz There was no history of pro-rationing on the old 14" Concord-Sacramento 
segment. See, e.g., Ex. TES-26 at 2 [PROTECTEDI. 

I 
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only if  and when the associated capacity proves "used and useful" to interstate shippers-- 
most likely when SFPP expands capacity on the North Line segments east of  Sacramento. 
In the meantime, i f  SFPP desires to recover the cost associated with its 6" Concord- 
Sacramento expansion capacity investment, it must seek to do so from the only ratepayers 
who could possibly benefit fi'om that investment at this time: intrastate shippers. 

29. Problematic is how to quantify the costs attributable to only 14" inches of  the 
replacement segment's capacity when the record has not been developed in a manner 
consistent with that objective. The simplest option would be to rule SFPP has failed to 
satisfy its burden of  proof on this issue--which is technically accurate since SFPP made a 
case for including a 20" Concord-Sacramento replacement segment in rates, not a 14" 
segment--and deny any rate recovery whatsoever. Having determined it was prudent for 
SFPP to replace and relocate the old 14" Concord-Sacramento segment, however, it 
hardly seems just or reasonable to impose such a harsh result. A more equitable solution 
would be to permit only 70% (14/20) of  the replacement segment costs to be included in 
North Line interstate rates. I nevertheless recognize this solution could easily either 
overcompensate or undercompensate the legitimate cost of  replacing/relocating the 14" 
Concord-Sacramento segment to a significant degree. Accordingly, I believe the best 
course is to establish a rebuttable presumption that 70% of the replacement segment costs 
legitimately may be included in North Line interstate rates, and to require SFPP to make 
a prompt Is compliance filing reasonably demonstrating the cost SFPP would have 
incurred had it constructed a 14" replacement segment instead of  the 20" segment. I 
believe it is reasonable to establish a second rebuttable presumption that costs attributable 
to relocating the segment would not vary based on the 20"/14" capacity differential. And 
while interstate shippers should have a meaningful opportunity to rebut these 
presumptions in a concurrent or responsive filing, 161 am loathe to prolong/complicate yet 
another SFPP docket's final resolution with further hearing procedures. Instead, the 
Commission should determine what- - i f  any--adjustment to the 70% presumption is 
appropriate based on the compliance filings. 

I 
I 
I 
I 
I 

,s Since SFPP failed to make the appropriate record on this issue, I do not consider 
it unreasonable to require the compliance filing within 45 days of  the Commission order 
(or reconsideration order) concerning this Initial Decision. 

,6 Any responsive filing should be required within a maximum of 45 days, and 
preferably within 30 days. 

I 
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I B. In Determining the Allowed Return in this Case, What is the Appropriate 
Rate Base? 

I 1. Whether SFPP's Proposed Rate Base For Designing Its North Line 
Rate Is Justified And Appropriate? If Not, What Are The 
Appropriate Rate Base Modifications For Designing SFPP's Test 
Year North Line Rate? I 

I Participant Positions 

I 
I 
I 
I 
I 
I 
I 
I 

SFPP 

30. SFPP asserts it calculated rate base in accordance with Commission oil pipeline 
ratemaking precedent. SFPP consequently maintains it has demonstrated its proposed 
rate base is justified, appropriate and should be used to calculate the North Line interstate 
rate. 

Trial Staff 

3 i. Trial Staff submits the appropriate rate base for oil pipelines is net depreciated 
trended original cost. On Trial StalTs account, pipelines constructed in 1983 or before 
are entitled to add new assets to rate base at original cost so long as a one-time 
adjustment is made to account for a change from the reproduction cost methodology 
utilized by the Interstate Commerce Commission (ICC) when that agency regulated oil 
pipelines. The adjustment involves (i) multiplying debt ratio against depreciated original 
cost and (ii) multiplying equity ratio against depreciated reproduction cost--the sum of 
the two operations comprising the starting rate base. 17 Except as argued under specific 
rate base sub-issues, infia, Trial Staff accepts SFPP's proposed rate base as justified and 
appropriate in designing a test year North Line rate. 

CCV 

I 
I 

32. CCV also accept SFPP's proposed test year North Line rate base, save two 
exceptions discussed under specific rate base sub-issues: (1) the 1998-2004 capital 
structure calculations impacting SFPP's deferred return calculation; and (2) the 
amortization rate calculation. 

I 
l 
I 

BP/EM 

33. BP/EM address this issue only insofar as they contend the 20" Concord- 
Sacramento replacement segment fails to satisfy the "used and useful" standard and 

,7 The same depreciation percentage is used in both components of  the adjustment. 

I 
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therefore must be excluded from rate base in its entirety. BP/EM instead advocate 
restoring the costs removed from rate base due to the old 14" segment's retirement. 

Discussion/Analysis 

i 34. All but the issue addressed here by BP/EM are discussed subsequently under more 
specific topics. Insofar as that single issue is concerned, I previously ruled the 20" 

i Concord-Sacramento replacement segment is "used and useful" to interstate shippers--- 
albeit to an indeterminate degree at this stage. I therefore summarily reject BP/EM's 
contention that the cost of the 20" replacement segment must be removed from North 

I Line rate base and substituted with the cost previously removed due to the old 14" 
segment's retirement. The appropriate rate base for calculating North Line interstate 
rates presumptively shall include 100% of the cost associated with relocating the 

I Concord-Sacramento segment and 70% of the cost of associated with constructing the 
20" replacement segment, as those figures may be adjusted by the Commission upon 

I consideration of the previously-specified compliance filings. 

2. Whether SFPP's Proposed Starting Rate Base For Designing Its 

i North Line Rate Is Justified And Appropriate? If Not, What Is The 
Appropriate Cost-Of-Service Treatment For SFPP's Starting Rate 
Base In Designing SFPP's Test Year North Line Rate? 

I 35. The Commission adopted a trended original cost (TOC) rate base formula in 
Williams Pipe Line Company, 31 FERC ¶ 61,377 (i 985) (Opinion No. 154-B). The TOC 

I formula replaced the valuation formula previously applied to oil pipelines the ICC. by 
The transition required the Commission to establish a going-forward value or "starting 

i rate base" (SRB) for existing plant by making a one-time upward adjustment. The 
adjustment essentially multiplies equity rate base by the rate of return inflation factor to 
derive a rate base "write-up." The pipeline amortizes this write-up over the existing 

i plant's remaining life in the same manner as depreciation; it also is allowed to earn a 
return on the write-up balance until the balance is fully amortized. 

I 
I 
I 
I 
I 

Participant Positions 

SFPP 

36. SFPP ma/ntains it calculated the SRB write-up in accordance with Opinion No. 
154-B. Is It vigorously disputes the Trial Staff/Tesoro suggestion that the write-up should 
not be included in rate base simply because it will be fully amortized in late 2008. 
According to SFPP, the amount of time remaining until the write-up balance fully 

ta SFPP concedes the calculation reflects a $29,000 error identified by Trial Staff. 
Ex. S-4 at 85-86 [PROTECTED]; Ex. SFN-49 at 31-32. 

I 
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amortizes is crucial in determining whether that rate component should be removed. 
SFPP stresses that in this case the write-up will not be fully amortized until over three 
and one-half years after SFPP filed the North Line rate at issue. It submits that excluding 
the write-up in this circumstance equates to converting a 25 year amortization period into 
a 21 year period. SFPP adds that the Commission's test period principles contemplate 
adjustments for known and measurable changes that will occur up to only nine months 
aRer the end of  the base period, not for changes occurring approximately four years after 
the base period ends. 

Trial Staff 

37. Trial Staffopposes including the SRB write-up in rate base. Instead, it advocates 
imposing a declining annual surcharge on ratepayers to recover the equivalent of  the 
write-up return balance over four years. Trial Staff analogizes the write-up balance to a 
non-recurring item, also emphasizing it is a comparatively minor and declining rate base 
component. Trial Staff maintains that including this declining/foreseeably expiring 
component in rate base will artificially (and indefinitely) inflate North Line rates because 
the base poriod balance will continue to generate undiminished return until the line's next 
rate case---potentially long after the write-up is fully amortized. Trial Staffunderscores 
the fact the Commission adopted a similar surcharge for an expiring East Line rate 
component in Opinion No. 435-8. 

Tesoro 

I 
I 
I 

38. Tesoro echoes Trial Staff's suggested imposition of  a declining annual surcharge 
to recover the write-up return balance over four years. Is Tesoro disputes SFPP's 
contention that excluding the write-up because it will be fully amortized in late 2008 
equates to converting a 25 year amortization period into a 21 year period, claiming the 
contention ignores Staff's proposed surcharge. 

Discussion/Analysis 

! 

I 
I 
! 

II 

39. SFPP accepts Trial Staff's $29,000 adjustment to the SRB calculation. Ex. SFN- 
49 at 31-32. I therefore find and conclude the adjustment is appropriate. In contrast, 1 
consider Trial Staff's proposal to impose a four year declining annual surcharge on 
ratepayers in lieu of  reflecting the SRB write-up in rate base to be inappropriate. Trial 
Staff's attempt to analogize the write-up to a non-recurring charge is unavailing. It has 
been reflected in North Line rates for more than 21 years. Tr. 2037-38. The fact that less 
than four years of  the initial 25 year amortization period now remain does not transform 
the write-up into a non-recurring item. True, the write-up balance declines annually, and 
this characteristic will inflate North Line return on equity to some degree because the 

19 Tesoro also cites the calculation error referenced in footnote 18, supra. 

I 
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embedded base period figure will remain constant while the write-up continues to 
amortize. But Trial Staffitselfconcedes that the embedded write-up is small in any 
event--indeed, this is Trial Staff's principal justification for removing it from rate base. 
Moreover, the interim until SFPP will file its next North Line rate case is pure 
speculation at this point. 2° 

40. More important, removing the SRB write-up from North Line rate base at this time 
would contravene one of  the most integral Commission ratemaking principles. The 
purpose of  the Commission's base/test year benchmarks is to provide a reasonable 
prospective framework to set rates. The framework anticipates that rates may be skewed 
by future events. R therefore specifies a nine month test period within which reasonably 
known and measurable future changes may impact rate base/return on equity. See 18 
C.F.R. § 346.2 (a) (1) (ii) (2006). Known and measurable changes falling outside this 
nine month period presumptively may not be considered---except, for good cause shown, 
the Commission may allow reasonable deviation from the nine month limitation. Id. 
Key here is the reasonable proscription. A workable ratemaking paradigm requires rate 
base to be determined at some reasonably fixed point in time. Although it may have been 
quite reasonable for the Commission to have deviated from the nine month limitation by 
three months under arguably analogous circumstances in Opinion No. 435-B, the 
deviation which Trial Staff advocates here is somewhere between 3½ and 4 years. If  that 
is appropriate, why not 5 years? Why not 107 The obvious answer is ratemaking 
requires some reasonable limitation on taking future events into account. Commission 
regulations establish the presumptive limitation at nine months. The record before me 
provides no legitimate basis to deviate from it to the degree Trial Staff advocates. I 
therefore fred and conclude the SRB write-up reflected in SFPP's filing should be used to 
calculate North Line rates in this proceeding. 

i 
! 

i 
I 
I 
I 

20 1 note, however, that the record suggests such a filing will happen sooner rather 
than later due to projected population growth (and capacity expansion) on the North Line 
east of  Sacramento---particularly in light of  this Initial Decision's 6" excess capacity 
disallowance for the Concord-Sacramento replacement segment. Moreover, the 
Commission may act sua sponte at any time in the future i f  it believes North Line rates 
become unjust or unreasonable due to the SRB write-up component. 

! 
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I 3. Whether SFPP's Proposed Inflation-Adjusted Deferred Return In 
Developing Its North Line Rate Is Justified And Appropriate? If 

I Not, What Is The Appropriate Inflation-Adjusted Deferred Return 
For Designing SFPP's Test Year North Line Rate? 

I Participant Positions 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

SFPP 

4 I. SFPP states Opinion No. 154-B requires the equity return inflation component to 
be extracted and amortized over the life of  the pipeline rather than recovered in the year it 
was earned, asserting that its North Line deferred return calculation is consistent with the 
Commission's decisions in Opinion No. 435 and Opinion No. 435-A. SFPP maintains 
Trial Staff's interpretation of  those opinions is flawed, and Trial Staff's recommended 
inflation rate is incorrect as a consequence. SFPP claims it demonstrated this flaw in 
rebuttal testimony which Trial Staff made no attempt to rebut through cross-examination. 

Trial Staff 

42. Trial Staff submits the Opinion No. 154-B ratemaking approach defers a portion 
of  each year's equity return to future periods by applying an inflation factor to three 
variables: (1) the equity portion of  original cost rate base, (2) net SRB write-up, and (3) 
accumulated net deferred return. On Trial Staff's account, the resulting deferred return is 
added to a future year's rate base as part of  the accumulated net deferred return on which 
future return is calculated; current deferred return is simultaneously amortized over the 
pipeline's remaining life. Trial Staffemphasizes that deferred return is calculated by 
applying the prior year's inflation factor to the equity portion of  that year's SRB write- 
up, but at the start of  the current year. The calculus, according to Trial Staff, matches 
prior year inflation to prior year rate base. Trial Staff contrasts this scenario with SFPP's 
methodology, which it casts as mechanically miscomputing deferred return by matching 
current year inflation to prior year equity SRB. Trial Staff alleges that SFPP concedes 
the inflation factor and SRB write-up years must match, but does not compute inflation- 
adjusted deferred return in accordance with that concession. 

CCV 

43. Insofar as SFPP's capital structure relates to deferred return, CCV take the 
position that it should be adjusted to remove the 1988 PAA resulting from KMEP's 
acquisition of SFPP. CCV argue SFPP did not dispute this position on initial brief, and 
therefore should be deemed to have conceded and accepted the CCV position because 
SFPP was required to "open fully" on initial brief. 

I 
I 
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Discussion/Analysis 

44. CCV's position concerning the 1988 PAA is addressed under Issue C-3. 
Accordingly, I will not discuss it here except to the extent CCV argue SFPP should be 
deemed to have conceded and accepted CCV's position because SFPP did not dispute 
that position on initial brief. SFPP addressed the 1988 PAA in its initial brief under Issue 
C-3. See SFPP IB at 19-20. Moreover, as I previously ruled in response to CCV's April 
28, 2006 motion to strike/disregard portions of  SFPP's reply brief for the same reason 
CCV raise here: 

I 
I 
I 
I 

SFPP was under no obligation in its initial brief to attempt to anticipate, 
address or rebut any testimony, evidence or argument which might have 
been advanced at hearing or in opposing initial briefs to undercut SFPP's 
case-in-chief. Bearing the burden of  proof, the objective of  SFPP's initial 
brief necessarily was to demonstrate that SFPP had satisfied the burden of  
affirmatively proving its case, not to answer challenges to that case...The 
appropriate place for SFPP to address such rebuttal evidence and argument 
was in its reply brief. This holds true irrespective of whether SFPP knew or 
reasonably could have anticipated the rebuttal evidence and argument 
advanced by other participants at hearing or in initial briefs. 

I 

I 

I 

I 

I 

I 

I 

I 

I 

Order on Motion to Strike or Disregard Portions of Reply Brief at P 2, Docket No. IS05- 
230-000 (May 3, 2006). I find and conclude SFPP satisfied its obligation to "open fully" 
on initial brief for all the preceding reasons. 

45. I also reject Trial Staff's contention SFPP erred by not calculating each year's 
deferred return by multiplying the prior year's trended rate base by the prior year's 
inflation factor. First, Trial Staff's reliance on Opinion No. i 54-B is misplaced. Opinion 
No. 154-B's inflation rate discussion specifically states "[w]hat is important is that the 
index used to decrease the nominal equity rate of  return is also used to increase the equity 
rate base." 31 FERC at 61,835. Under Trial Staff's approach, however, the annual 
capitalized return component does not coincide with annual nominal return. Ex. SFN-49 
at 34-35. And while Opinion No. 154-B states in a footnote that the prior year's inflation 
rate would be used as the current year's estimated rate---hence rate base would be written 
up at the start of  the current year rather than the end--the footnote simply expands on the 
main text discussion concerning which inflation index should be used in the fast place, 
and applies only i ra  CPI or GNP deflator is selected. 31 FERC at 61,835, n. 35. It does 
not mandate the calculus Trial Staff endorses. Further, Opinion No. 435 specifically 
addresses the inflation rate SFPP should apply--albeit in the context of  the East and West 
Lines. That opinion states the inflation rate used to determine the portion of  equity cost 
of  capital that should be capitalized is "the actual inflation rate in the year in which the 
investment is made." 86 FERC at 61,091. SFPP logically has extended this same 
methodology to the North Line. Ex. SFN-28 at 9-10; Ex. SFN-49 at 34. It would be 

I 
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I inconsistent to do otherwise. I therefore find and conclude SFPP has applied the proper 
inflation rate in this case. 

I 4. Whether SFPP's Proposed Methodology For Calculating Each 
Year's Deferred Return Is Justified And Appropriate? If Not, What 
Is The Appropriate Methodology For Caleulating Each Year's 
Deferred Return In Designing SFPP's Test Year North Line Rate? I 

I 
I 
I 
I 

46. The income tax allowance now begins to complicate matters. Although the 
allowance is discussed in greater detail under subsequent issues, a simplified summary is 
attempted here. The income tax allowance impacts SFPP's debt/equity ratio (i.e. capital 
structure) for ratemaking purposes. The allowance skews the true capital structure in a 
manner that inflates the implied interest expense. This inflation artificially lowers the 
return on equity. The lower return on equity, in turn, under-recovers the income tax 
allowance. The Opinion No. 154-B/Opinion 435-A solution to this circular problem is to 
calculate the debt/equity ratio with deferred return--which has an embedded debt 
component---transferred entirely to the equity side of  the TOC rate base. n 

! 
! 

I 
! 
! 
! 

I 
! 
! 
! 

Participant Positions 

SFPP 

47. SFPP contends it calculated deferred return using the methodology prescribed in 
Opinion No. 154-B/Opinion No. 435-A. SFPP believes the only issue concerning its 
deferred return calculus not previously addressed under Issue A-3 is Trial Staff's 
proposal to depart from that methodology insofar as the adjustment to capital structure to 
account for deferred return is implicated. According to SFPP, Trial Staffproposes to use 
SFPP's actual capital structure to calculate the weighted cost of  capital for determining 
both the overall return on rate base and the synchronized interest expense for income tax 
purposes. SFPP maintains Trial Staff's proposal runs contrary to the Opinion No. 154- 
B/Opinion No. 435-A prescription that deferred return should be treated as 100% equity 
as SFPP did in the North Line rate filing. 

trial staff 

48. Trial Staffconcedes on initial brief that SFPP used the Opinion No. 154-B 
methodology except as previously discussed. On reply brief, however, Trial Staff adds 

21 The resulting capital structure has the desired effect of  imputing the same 
interest expense for income tax and return on rate base purposes, but it increases both the 
weighted cost of  capital and the overall return on capital. This increased return on capital 
is exclusively attributable to the income tax allowance and has appreciable rate impacts. 

I 
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that the use of  an adjusted capital structure to determine a cost of  service n is 
inappropriate here because SFPP is not entitled to any income tax allowance. Trial Staff 
maintains denying SFPP's proposed $2,649,000 income tax allowance and adopting Trial 
Staff's recommended cost of  capital--two rate components which Trial Staff 
characterizes as distinct from deferred return--would moot the instant issue. 

Discussion/Analysis 

49. I find and conclude Trial Staff concedes that: (1) the Opinion No. 154-B deferred 
return methodology is appropriate; and (2) SFPP ganeraily has followed that 
methodology insofar as deferred return is concerned. What Trial Staff disputes is 
whether SFPP is entitled to incorporate its proposed cost of  capital and income tax 
allowance into the deferred return rate component. Those questions are resolved in 
accordance with the findings and conclusions reached under Issues C and D of this Initial 
Decision. I note here, however, that I s¢¢ no conceptual inconsistency between Trial 
Staff's proposal and the Opinion No. 154-B/Opinion No. 435-A prescription that deferred 
return should be treated as 100% equity. SFPP's North Line deferred return is a function 
of  both SFPP's cost of  capital and its income tax allowance. If  the level of  either of  those 
components changes from what is reflected in the filing, the change(s) necessarily will 
affect the amount of  deferred return that would be treated as 100% equity in accordance 
with Opinion No. 154-B/Opinion No. 435-A because the change(s) simultaneously affect 
the underlying capital structure on which deferred return is calculated. As I understand it, 
Trial Staff's proposal removes the income tax allowance, thereby altering the cost of  
capital and leaving SFPP to use its actual capital structure in applying the Opinion No. 
154-B/Opinion No. 435-A methodolo~. Treating deferred return as 100% equity seems 
incoherent under these circumstances.- 

I 
I 
I 
I 
I 
l 

22 Which implicitly subsumes the deferred equity component. 

z31 admit I find this issue confusing--a situation which the record does little to 
alleviate. I explain my understanding to provide the participants and the Commission 
with as clear a basis as possible for critique if my understanding--hence, the findings and 
conclusions it supports--is inaccurate. 

I 
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I 5. Whether SFPP's Proposed Methodology For Calculating Its Test 
Period Amortization Rate Is Justified And Appropriate? If Not, 

I What Is The Appropriate Methodology For Calculating Test Period 
Amortization For Designing SFPP's Test Period North Line Rate? 

I Participant Positions 

I 
I 
I 
I 

SFPP 

50. SFPP states it averaged year-end 2003 and end of test period property balances to 
derive a 3.31% amortization rate for test period AFUDC u and deferred return. SFPP 
submits this methodology "more accurately reflects test period principles" than using a 
year-end 2004 property balance, as Trial Staffand CCV advocate. Although SFPP 
concedes the Trial Staff/CCV approach is reasonable if  correctly applied, SFPP contends 
this would require three modifications to CCV's calculations, two of which it notes Trial 
Staff endorses. SFPP maintains a correctly modified Trial Staff/CCV approach would 
increase SFPP's test period cost of  service by $95,000. 

I 
I 
I 
I 

Trial Staff 

51. Trial Staffcounters that SFPP erred in developing a composite amortization rate 
by averaging year-end 2003 and end of test period (i.e. September 30, 2005) property 
balances. On Trial Staff's account, this approach links a relatively high depreciation 
expense to a relatively low plant balance, thereby exaggerating the amortization rate and, 
as a consequence, the cost of  service. Trial Staff attributes the exaggerated amortization 
rate to SFPP improperly skipping over the 2004 base period in deriving the rate. Trial 
Staffrelies on what it characterizes as the proper 2004 base period and 2005 test period 
figures to derive a rate of  2.67%. 

! 

I 
! 
! 

I 
I 

CCV 

52. CCV echo Trial Staff's criticism that SFPP erroneously averaged year-end 2003 
and end of  test period property balances to derive the 3.31% amortization rate. CCV 
nevertheless agree with SFPP that the error's North Line cost of  service impact is 
minimal. 

Discussion/Analysis 

53. I summarily reject SFPP's claim that averaging year-end 2003 and end of test 
period property balances to derive the amortization rate for test period AFUDC and 
deferred return is preferable here because it "more accurately reflects test period 

24 Allowance for Funds Used During Consu'uction. 

I 
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principles" (Ex. SFN-49 at 28) than using a year-end 2004 property balance. First, the 
record is devoid of  any explanatory or evidentiary support for that claim. More 
important, Trial Staff/CCV are correct that ignoring the 2004 base period in this case 
conveniently couples a comparatively high depreciation expense to a comparatively low 
plant balance, resulting in an artificially exaggerated amortization rate. It is immaterial 
that the cost of  service impact of applying SFPP's methodology may be negligible in this 
instance. The proper methodology should be used. I therefore find and conclude Trial 
Staff's methodology should be used to derive the amortization rate here. 2s Ex. S-4 at 88- 
89 [PROTECTED]; Ex. S-5 at 21. 

I 6. Whether SFPP's Proposed Treatment Of Accumulated Deferred 
Income Taxes ("ADIT') In Designing Its North Line Rate Is Justified 
And Appropriate? If Not, What Is The Appropriate Treatment Of 

I ADIT In Designing SFPP's Test Year North Line Rate? 

I 
I 
I 
I 
I 
I 

Participant Positions 

SFPP 

54. SFPP states the ADIT reflected in its North Line rate filing was developed using 
the maximum corporate marginal income tax rates for all years. SFPP submits it is now 
necessary to adjust the ADIT reflected in the filing to conform to the income tax 
allowance specified in the December 16 Order. According to SFPP, the adjustment needs 
to be made beginning in 1989--the year the SFPP partnership initially was formed-- 
since that is when SFPP's income no longer was wholly consolidated on a parent 
company's corporate income tax return, and consequently no longer would have been 
subject to tax at the presumptive maximum corporate marginal income tax rate under the 
December 16 Order. u SFPP maintains it did not present adjusted ADIT information in 
this proceeding because it would have been necessary to determine the weighted income 
tax rates for each year going back to 1989, a task which the December 16 Order directed 
SFPP to undertake in compliance filings due February 28, 2006. 

I 
I 

55. SFPP asserts the required ADIT adjustments would have two effects on cost of  
service. First, they would increase rate base. This would increase deferred return, 
amortization of  deferred return and allowed return on rate base---all of  which would 
increase cost of  service. Second, the adjustments would over-fund the portion of ADIT 

I 
I 
I 

2s I nevertheless agree with SFPP that Trial Staff's proposed test period 
amortization on the 2004 deferred return component should be doubled. Ex. SFN-49 at 
29-30. 

26 The ADIT balances reflected in the filing are larger than they would be if  
calculated under the December 16 Order according to SFPP. 

I 
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accrued at the maximum corporate marginal income tax rates prior to 1989. This is 
because a lower income tax rate would apply under the December 16 Order when the 
book tax timing differential reverses. SFPP suggests the over-funded amount should be 
amortized, with the annual amortization used to adjust the income tax allowance--likely 
reducing cost of  service in SFPP's view. SFPP notes that annual changes to the weighted 
income tax rate under the December 16 Order could produce additional layers of 
over/under-funded ADIT depending on whether the rate decreases or increases. These 
additional layers would need to be amortized and used to adjust the income tax allowance 
on SFPP's account. 

I 
I 
I 
I 
I 

rriat Staff 

56. Trial Staff emphasizes ADIT accounts for timing differences between actual tax 
liability computed using liberalized depreciation and book tax liability computed using 
straight-line depreciation. Trial Stafftakes the position that because SFPP is a 
partnership which does not itself incur any tax liability, the tax liability timing differential 
for which ADIT accounts is meaningless insofar as SFPP's cost of  service ratemaking for 
the rate-effective period is concerned. Trial Staffadds that any ADIT adjustments arising 
out of  the December 16 Order's impact on the original SFPP rate filing in this case 
should be the subject of  a compliance filing rather than being presented for the first time 
on rebuttal, as SFPP has done here. 

CCV 

I 57. CCV address this topic exclusively under Issue D-2. 

! 
! 

I 
I 
I 
I 
I 

BP/EM 

5 8. BP/EM generally adopt the position that SFPP pays no income taxes, so it has 
none to defer. BP/EM first focus on the historical differentiation for ratemaking purposes 
between book depreciation and tax depreciation, noting that the differentiation survives 
from a time when the public utility model was purely corporate. BP/EM underscore the 
fact that tax depreciation occurs over a much shorter period than book depreciation and is 
accelerated even further by other mechanisms. The resul4 according to BP/EM, is that 
tax depreciation shelters more income from taxes than book depreciation does. The 
Commission mitigated this disparity's impact on ratepayers by requiting the differential 
to be deducted from rate base in the return calculus. It also required the differential to be 
deposited into an account representing prepaid utility income taxes--i.e, the ADIT 
account. BP/EM stress the ADIT account was no mere accounting mechanism; it 
accumulated actual dollars for the corporate utility by virtue of  the income tax component 
embedded in rates. But the utility eventually would exhaust its tax depreciation, 
thereafter paying its corporate income taxes by drawing down the ADIT account-- 
eventually to zero. BP/EM also point out that if the ADIT account accumulated more 

I 
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than the corporation eventually would require to cover future income tax payments, the 
excess had to be flowed back to ratepayers. 

59. BP/EM next point out what they characterize as the fatal flaw in SFPP's claim: it 
is not a corporation. SFPP has been a partnership since 1989. As such, SFPP itself pays 
absolutely no income taxes and logically cannot have any to defer. In fact, BP/EM argue, 
the circumstance that SFPP inappropriately has been collecting ADIT through rates since 
1989 means a reckoning is required. BP/EM contend: (1) the ADIT account should be 
restored to its full amount by reincorporating the deductions proposed by SFPP; (2) since 
the ADIT account is over-funded, the entire account should be credited to income (as a 
negative) and as an offset to income tax liability (referencing Issue D-2-a); (3) the ADIT 
account should continue to be deducted from rate base (as it is now) until the account has 
been amortized sufficiently to offset any taxable income/income tax allowance; and (4) 
the cost of  service should reflect the deduction of  tax depreciation fi'om the taxable 
allowed return proposed by SFPP (referencing Issue D-2-b). 

Discussion/Analysis 

I 
I 
l 
I 
I 
I 
I 
I 
I 
I 

60. I previously noted the December 16 Order was issued just weeks prior to hearing 
commencement in this docket. I also noted no participant requested leave to supplement 
the record here to address the December 16 Order's relevance to this proceeding prior to 
hearing commencement. 27 These are problematic circumstances for everyone involved. 
First, neither SFPP's North Line tariff filing nor its direct case in support of  that filing 
accord with the order. This implies one of  three alternatives: (1) SFPP's tariff filing and 
direct case should be evaluated without considering the December 16 Order; (2) SFPP's 
tariff filing and direct case should be evaluated with full consideration of  the order--with 
which they are patently inconsistent through no fault of  SFPP's; or (3) SFPP's tariff filing 
and direct case, as supplemented by its rebuttal case, should be evaluated in accordance 
with the December 16 Order. None of  these alternatives is entirely satisfactory or 
equitable. 

61. The December 16 Order specifically addresses both SFPP and many of the issues 
presented in this proceeding. Disregarding it surely will impede any consistent resolution 
among the various pending proceedings. Still, the December 16 Order was issued almost 
eight months aRer the North Line tariff filing and nearly four months after SFPP filed its 
direct supporting case. May SFPP reasonably be held responsible for failing to conform 
the tariff and direct supporting case to the order's specifications under these 

2~ SFPP extensively referenced the December 16 Order in its January 5, 2006 
rebuttal testimony. See generally Ex. SFN-43. Although this afforded the other 
participants no opportunity to challenge SFPP's reliance on the order in accordance with 
the procedural schedule, the hearing had been underway for two full weeks before anyone 
disputed its relevance/applicability here. See Tr. 1168-69. 

! 
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circumstances? Clearly not. But should SFPP be permitted to conform its supporting 
ease in a rebuttal context that precludes meaningful opportunity for challenge by other 
participants? Again, clearly not. 

62. I find and conclude it would be inappropriate to disregard the Policy Statement, 
June 1 Order or December 16 Order for purposes of this proceeding. True, all were 
issued at inopportune points in this docket's procedural schedule and none specifically 
concerns the North Line. But the expediency in ignoring these intervening issuances is 
far outweighed by the fact that each is clearly relevant/arguably controlling here. And 
while it would be inequitable to penalize SFPP for failing to craft its proposed tariff and 
direct supporting case in accordance with subsequently issued Commission 
guidance/directives, it would be similarly inequitable to penalize opposing participants by 
permitting SFPP to preclude any meaningful opportunity for challenge by using its 
rebuttal case to make its direct supporting case by proxy. This holding should not be 
construed as approving SFPP's failure to seek immediate leave to amend its tariff 
filing/direct case upon issuance of the December 16 Order, or the earlier Policy Statement 
for that matter. Neither should it be construed as approving any challenging participant's 
failure to seek timely determinations with respect to Policy Statement~December 16 
Order applicability here. Each side of the issue could (and should) have been more 
proactive in this regard, thus it would be inequitable to hold either side more accountable 
than the other. 

63. I repeat I am loathe to prolong/complicate yet another SFPP docket's final 
resolution with further hearing procedures. But there appears to be no equitable 
alternative, save requiring SFPP to address Policy Statement~December 16 Order impacts 
on its proposed North Line tariffin the context of the compliance filing required under 
Issue A, supra, zs This solution mitigates the harsh result of ruling SFPP has failed to 
satisfy its ADIT burden of proof--tecimically accurate here as well since SFPP filed a 
tariff and direct supporting case that calculated ADIT using the maximum corporate 
marginal income tax rates for all years, which is patently inconsistent with the Policy 
Statement~December 16 Order. z9 Moreover, SFPP already should have determined the 
requisite underlying weighted income tax rates for 1989 forward since the December 16 
Order directed SFPP to submit that information in its February 28, 2006 compliance 
filings in Docket No. OR92-8 et al. and Docket No. OR96-2, et al. An ADIT compliance 
filing in accordance with the Policy Statement~December 16 Order also would afford 
opposing participants the meaningful opportunity to challenge SFPP's ADIT claim they 

I 
I 
I 

This aspect of the compliance filing would be obviated by a final determination 
that SFPP is entitled to no income tax allowance. 

z9 Even SFPP's rebuttal case fails to cure this deficiency because it lacks any 
adjusted ADIT data conforming to the December 16 Order. See Ex. SFN-43 m 20-21. 

I 
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have thus far been denied. 3° I therefore find and conclude the ADIT issue should be 
resolved in the context of  the compliance filing required under Issue A, supra, and in 
accordance with the following analyses--assuming SFPP is entitled to an income tax 
allowance. 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

64. SFPP maintains any ADIT adjustment grounded in a partnership income tax 
allowance should relate back to 1989, the first year SFPP operated in partnership form. ~1 
CCV and BP/EM counter that Commission policy restricts any such adjustments' 
effective date to the year a regulatory decision is made, in this case 2005. I agree with 
CCV and BP/EM. The Commission previously rejected an identical SFPP argument in 
Opinion No. 435, stating "Commission practice is to base its decision on the policy in 
effect in the year a regulatory decision is made, and then apply that decision to the time 
frame to which the case applies." 86 FERC at 61,093-94. The Policy Statement and 
December 16 Order both were issued in 2005. It follows that any allowable ADIT 
adjustments must be made prospectively, beginning on the June 1, 2005 rate effective 
date. 3z 

65. I reject BP/EM's contention that the entire ADIT account should be credited as a 
negative to income and as an offset to income tax liability because the account is over- 
funded--at least at this point in the analysis. BP/EM's position implicates the entire 
ADIT account balance. That balance has been accumulating for many years, including 
years prior to 1989 when SFPP relied exclusively on corporate marginal rates to estimate 
its income tax liability. This circumstance indicates the account currently must be over- 
funded to some degree. SFPP has not paid income taxes at corporate marginal rates since 
it became a limited partnership in 1989. Moreover, the ADIT account is specifically 
designed to over-collect actual income tax liability in earlier years. Prematurely reducing 
or eliminating whatever total anticipated income tax liability the accelerated accrual was 
collected to pay in later years necessarily generates a surplus. Quantifying that surplus, 
however, requires knowledge of  the income tax allowance SFPP ultimately will be 
granted. BP/EM's position is valid only if that allowance is zero. Any non-zero 
allowance implies income tax liability to be paid out of  the ADIT account, therefore 
precluding the 100% ADIT account eredit/offset BP/EM advocate. It follows that a 

I 
l 
I 
I 

3o I see no reason to extend the timeframes specified in footnotes 15 and 16 on 
account of  the additional ADIT issue. I note, however, the December 16 Order 
establishes rebuttable presumptions which may shift the burden of  proof on this issue. 

Ji The SFPP limited partnership was formed December 18, 1988. 

J2 Whether SFPP's proposed adjusunents are quantitatively appropriate necessarily 
must be determined from the compliance filing since SFPP submitted no data to support 
the conceptual adjustments proposed in its rebuttal testimony. 

I 
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ruling on what the appropriate credit/offset should be must be deferred until SFPP's 
income tax allowance is determined. 

66. I agree with BP/EM that the ADIT account should continue to be deducted from 
rate base until the account has been sufficiently amortized to offset any taxable 
income/income tax allowance. This ensures shippers will not pay a return on cost-free 
deferred tax capital--a situation that is exacerbated to whatever degree the ADIT account 

i is currently over-funded. 

C. In Determining the Allowed Relarn in this Case, What Is the Appropriate 
I Cost of Capital? 

Participant Positions 

I SFPP 

I 
I 
I 
I 
I 
I 
I 
I 

67. SFPP proposes to calculate its test year cost of capital using a target capital 
structure comprised of 60% equity and 40% long-term debt, then applying the 
Commission's DCF methodology to a set of five MLP oil pipelines "approved" as proxy 
companies in Opinion No. 435. This produces an indicated test period cost of capital 
totaling 8.63%. On SFPP's account, the 60% to 40% equity to long-term debt ratio 
reflects its KMEP parent's year-end 2004 business strategy, and that ratio is well within 
the range previously approved by the Commission. SFPP characterizes the BP/EM, CCV 
and Tesoro positions on this issue as "effective abandonment" of the DCF methodology. 

Trial Staff 

68. Trial Staffputs SFPP's appropriate base period capital structure at 41.53% equity 
and 58.47% long-term debt, and the appropriate test period capital structure at 35.46% 
equity and 64.54% long-term debt. This produces an indicated test period cost of capital 
totaling 7.04%. Trial Staffdismisses SFPP/KMEP's target capital structure as irrelevant, 
unjustified and completely unsupported by legal precedent, emphasizing it is 
Commission policy to use the actual capital structure of the entity financing the pipeline 
so long as it produces just and reasonable rates. 

BP/EM 

l 
I 
l 

69. BP/EM generally confine their discussion of this topic to whether cash 
distributions legitimately may be substituted for dividends in the DCF methodology's 
dividend yield formula or for purposes of calculating dividend growth, both of which are 
specifically addressed under Issue C-5. BP/EM cast as a corollary issue of first 
impression whether the MLPs included by SFPP in its proxy group are in fact eligible for 
such inclusion. BP/EM challenge such inclusion, endorsing instead Trial Staff's 

I 
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alternative proxy group of four dividend-paying partnerships and those entities' earnings 
growth projections. 

CCV 

I 
1 
I 
I 
I 

70. CCV describe SFPP's proposed 60% equity and 40% debt capita/structure as 
neither reflective of SFPP's actual capital structure nor supported by relevant 
Commission precedent. CCV allege SFPP misinterprets test period principles, stressing 
that the Commission's long-established policy is to use a pipeline's actual capital 
structure--or its parent's actual capital structure if the parent finances the pipeline--to 
calculate a cost of service rate. CCV note SFPP advantageously employs its or KMEP's 
actual capital structure(s) for other purposes in this proceeding (e.g., A F U I ~  and 1994- 
2004 deferred return), but here disingenuously proposes an inconsistent target structure to 
even further advantage. CCV also question the sincerity of SFPP/KMEP's expressed 
commitment to a 60% to 40% equity to debt ratio in light of an allegedly inconsistent 
pattern of behavior dating back to 2001. Using SFPP's actual capital structure produces 
an indicated test period cost of capital totaling 6.95% according to CCV. 

I 
I 
I 
I 

Tesoro 

71. Tesoro generally emphasizes that SFPP's proposal to use a target or theoretical 
capital structure consisting of 60% equity and 40% debt instead of its actual capital 
structure artificially inflates the indicated cost of  capital by between 1.62% if Trial Staffs 
position is adopted to as much as 2.07% ifTesoro's 6.56% cost of capital figure is 
accepted. Tesoro characterizes the differences as a function of varying views on 
subsequent sub-issues, including PAA, short-term debt inclusion, and DCF 
methodological assumptions~most important among these being the actual/hypothetical 
capital structure disparity. 

I 1. Whether SFPP's Proposed Capital Structure For Designing Its North 
Line Rate Is Justified And Appropriate? If Not, What Is The 

I 
I 
I 
I 
I 

Appropriate Capital Structure For Designing SFPP's Test Year 
North Line Rate? 

Discussion/Analysis 

72. I summarily reject SFPP's proposed use of any "target" capital structure in lieu of 
the actual SFPP/KMEP capital structure. Using a hypothetical capital structure to 
calculate cost of capital--or for any other purpose--is wholly inconsistent with base/test 
period principles. This holds particularly true when the actual capital structure is 
otherwise known or readily ascertainable. Accord Opinion No. 154-B, 31 FERC at 
61,836; Tr. 387. Further, the Commission specifically addressed this issue in the 
December 16 Order, concluding "SFPP's argument that KMEP had a corporate 'goal' of 

I 
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I 40 percent debt and 60 percent equity is irrelevant. Since the 40 percent debt and 60 
percent equity capital is a subjective goal, it could just as easily have been 35 percent 

I debt and 65 percent equity . . . .  .December 16 Order at P 66. The suggestion of 
arbitrariness is obvious. In addiuon, the record confirms that SFPP/KMEP behavior 
since the 60% to 40% equity to debt goal ostensibly was established in 2001 has been 

I discernably at odds with achieving that goal. See, Ex. CCV- I at 5-6 e.g., 
[PROTECTED]; Ex. CCV-3; Ex. TES-1 at 21 [PROTECTED]. See also Ex. SFN-28 

i at 12. 

2. Is The Opinion No. 154-B Methodology Appropriate For Determining 
SF'PP's Return On Equity? 

Participant Positions 

I SFPP 

I 
I 
I 
I 
I 
I 

73. SFPP states it did not propose this issue, but Opinion No. 154-B and subsequent 
Commission decisions do not suggest any particular methodology for determining a 
carrier's return on equity (such as the DCF methodology) is an integral component of the. 
Opinion No. 154-B methodology. SFPP defers further discussion to Issue C-5, where it 
argues its methodology--including the use of distributions in the DCF formula---is both 
appropriate and upheld in the December 16 Order. 

Trial Staff 

74. Trial Staff maintains SFPP's actual capital structure is the appropriate starting 
point under the Opinion No. 154-B methodology. Since SFPP is entitled to no income 
tax allowance in Trial Staff's view, SFPP cannot use an adjusted capital structure to 
determine its cost of service under that methodology. 

BP/EM 

II 
Ii 
II 
II 
II 

75. BP/EM address this issue exclusively under Issue C-5. 

Tesoro 

76. Tesoro claims the Opinion No. 154-8 TOC ratemaking methodology includes 
three separate rate bases in the return computation: (1) the depreciated original cost rate 
base; (2) the depreciated original cost write-up subsumed in the equity portion of the 
starting rate base write-up; and (3) the deferred return. Tesoro relies on its Issue B-2 
position insofar as starting rate base is concerned. It next characterizes the Opinion No. 
154-B rationale for including deferred return as the circumstance that shippers would 
benefit from dividing the rate of return into a "real' rate and an "inflation" rate, with the 

I 
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current cost of service reflecting the real rate and the deferred return component 
reflecting the inflation rate impact on the equity portion of rate base. Tesoro sU'esses that 
shippers pay an incremental equity return on the deferred return component until it is 
fully amortized, stating Opinion No. 154-B explained deferred return as a mechanism to 
allow new pipelines with high rate bases to compete against older pipelines with much 
lower rate bases by deferring recovery of front-end costs incurred by new market 
entrants. Tesoro submits it is time to revisit the blanket application of this aspect of the 
Opinion No. 154-B methodology--particularly as it applies to pipelines like the North 
Line, which face neither new market entrants nor any meaningful competition. 

I 
I 
I 
I 
I 
I 
I 

Discussion/Analysis 

77. There is no claim the general Opinion No. i 54-B methodology for determining 
SFPP's return on equity should not apply here. I therefore find and conclude it is 
appropriate for SFPP to apply that methodology to the extent its application is otherwise 
consistent with Opinion No. 154-B. Such consistency is principally examined in the 
immediately-following sections. ~3 I observe here, however, that although Tesoro appears 
to be correct in its assertion that Opinion No. 154-B adopted the TOC ratemaking 
methodology primarily to enhance the competitiveness of new pipelines vis-a-vis older 
ones with lower rate bases, the opinion also specifically references "other modes ofoil 
transport" and "competition generally." See 31 FERC at 61,834. Whether the North Line 
faces competition from other pipelines therefore is not dispositive. And while the hearing 
transcript reflects some suggestion the North Line does not face significant competition 
from other modes ofoil transport, Tesoro declines to cite even that scant record evidence 
to support the contention it is permissible to reject the deferred return component of the 
Opinion No. 154-B methodology in this case, relying instead on a conclusory Initial 
Decision statement in a discrete proceeding. This falls far short of the Commission 
standard for changing an established methodology. 

I 
I 
I 
I 
I 
I 

33 Trial Staff's position is addressed under Issue B-4, and more comprehensively 
under Issue D. Tesoro's position is resolved in accordance with Issue B-2 insofar as 
starting rate base is concerned. 

I 
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I 3. Whether SFPP's Proposed Capital Structure For Designing Its North 
Line Rate Should Be Adjusted For Purchase Accounting Adjustments 

I ("P.AA')? If Yes, What Are The Appropriate PAA Adjustments For 
Designing SFPP's Test Year North Line Rate? 

I 
II 
I 
II 

II 

II  
II 
I 
! 

II 

II 
I 
l 

II 
I 

Participant Positions 

SFPP 

78. SFPP complains that in testimony flied prior to the December 16 Order, Trial 
Staff, CCV and Tesoro removed PAA pertaining to KMEP's pipeline acquisitions in their 
entireties fi'om the equity portion of KMEP's capital structure, thereby artificially 
deflating the equity portion of that structure. SFPP maintains Paragraph 72 of the order 
confirms it is solely the PAA equity component that should be removed from the equity 
component ofthe acquiring company's capital structure, but Trial Staff, CCV and Tesoro 
all declined to revise their testimony to reflect that principle despite being offered the 
opportunity to do so. SFPP also maintains deducting both the equity and debt 
components from the equity portion of the acquiring company's capital structure leads to 
absurd results irrespective of the December 16 Order. In addition, it complains that Trial 
Staff, CCV and Tesoro removed PAA relating to both carrier and non-carrier property, 
the latter of  which is non-jurisdictional. Finally, SFPP asserts Trial Staff's position on 
this issue is based on an erroneous presumption that PAA are included in SFPP rate base. 

Trial Staff 

79. Trial Staff counters that PAA are patently unacceptable for ratemaking purposes, 
characterizing them as accounting adjustments to an asset's book value (original cost 
minus accumulated depreciation) to reflect an acquisition price exceeding book value. 
Trial Staff maintains PAA can have a significant effect on the debt/equity ratio reflected 
in an entity's capital structure, artificially inflating the equity portion of that structure. It 
contends the Commission's general rule on write-ups therefore requires acquired assets to 
be included in rate base at no more than depreciated original cost unless it is shown by 
clear and convincing evidence that the assets produce substantial ratepayer benefits. 
Trial Staffasserts SFPP has failed to satisfy this requirement here, so the PAA must be 
removed from KMEP's capital structure. It vigorously disputes SFPP's claim that 
Paragraph 72 of the December 16 Order establishes that PAA equity components alone 
should be removed, instead citing the order at Paragraph 65 to support removing the 
adjustments in their entireties. 

CCV 

80. CCV rely primarily on the December 16 Order and the February 13, 2006 Order 
on Rehearing of that order (Order on Rehearing, 114 FERC ¶ 6 i, 136 (2006)) to rebut 

II 
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SFPP's characterization of  the Commission's PAA policy. CCV argue that SFPP 
completely mischaracterizes the December 16 Order and the rehearing order on this 
topic, maintaining both orders required SFPP to remove all PAA from the equity 
component of  capital structure because SFPP did not demonstrate there was any debt 
component to the relevant PAA. CCV paint SFPP's references to a PAA debt component 
and the non-carrier portion of  capital structure as red herrings injected to muddle the 
facts. Adjusted to remove PAA, the capital structure SFPP should use for ratemaking 
purposes consists of  34.68% equity and 65.32% debt according to CCV. 

Tesoro 

8 I. Tesoro also focuses primarily on the December 16 Order/rehearing order as proof 
the Commission has ruled SFPP is not permitted to include PAA in developing new rates. 
Tesoro endorses the adjustments proposed by CCV as best capturing the relevant PAA 
impacts on SFPP's test period capital structure due to their more thorough consideration 
of  historical data. 

Discussion/Analysis 

82. SFPP's position on this issue is meritless. The December 16 Order and the 
rehearing order unequivocally require SFPP to remove all PAA from the equity 
component of  its capital structure for ratemaking purposes. See December 16 Order at P 
65; Order on Rehearing, 114 FERC ¶ 61,136 at P 15. Moreover, there is nothing in 
Paragraph 72 of the December 16 Order that reasonably suggests--let alone "makes 
clear" as SFPP alleges--that only some PAA equity sub-component should be removed 
from the equity portion of  SFPP's capital structure. Paragraph 72 directs SFPP "to 
remove the PPA [sic] from the Form 6 accounts . . ,  and reconstitute the relevant balance 
sheet, income statements, and cash flow statements for rate making purposes. This 
means removing those portions of  the increase in rate base and equity accounts 
attributable to the PPA [sic] . . . .  " December 16 Order at P 72. There is no disjunction 
between this language and that reflected in Paragraph 65, which states: "the use o fa  PPA 
[sic] is consistent with generally accepted accounting principles and is acceptable under 
Commission accounting practices for booking, but not rate-making, purposes . . . .  [A] 
PPA [sic] write-up may not be used for rate-making purposes." Id. at P 65 (emphasis 
added). Further, the record in this proceeding clearly establishes that the PAA at issue 
are all equity adjustments; they subsume no debt components. ~ See Ex. CCV-6 at 5, 7 
[PROTECTED]; Ex. CCV-44 at 2. Accordingly, I find and conclude the following 

The "absurd results" SFPP illustrates (Ex. SFN-46 at 3-4) might be valid, but 
they are entirely hypothetical. In addition, the record reflects no support for analogizing 
those results to the PAA at issue because, in contrast to SFPP's hypothetical equity/debt 
financing scenario, there simply is no evidence here that the financing for any relevant 
acquisition subsumed a debt component. 

I 
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adjustments must be made to the SFPP/KMEP capital structure for ratemaking purposes: 
(1) remove the $788 million PAA increase in equity attributable to KMEP's acquisition 
of  SFPP; (2) add $272 million in equity as an offset to negative PAA attributable to 
KMEP's acquisition of  Trailblazer Pipeline Company and KMIGT; (3) remove the $6.4 
million PAA increase in equity attributable to KMEP's acquisition of  TransColorado Gas 
Transmission Company; (4) remove the $61.2 million PAA increase in equity attributable 
to KMEP's acquisition of  Kaston Pipeline Company, L.P.; (5) remove the approximately 
$65 million PAA increase in equity attributable to KMEP's acquisition of  Calnev Pipe 
Line. 3s 

I 4. Whether SFPP's Proposed Cost Of Debt For Designing Its North Line 
Rate Is Justified And Appropriate? If Not, What Is The Appropriate 

I 
I 

Cost Of Debt For Designing SFPP's Test Year North Line Rate? 

Participant Positions 

SFPP 

I 
I 
I 
I 
I 
I 
I 
l 

83. SFPP maintains it followed Commission precedent to calculate a 6.57% cost of 
North Line debt. It criticizes Trial Staff, CCV and Tesoro for including in their debt cost 
calculi $416,900,000 in commercial paper and certain tax-exempt/special purpose bonds 
(including industrial revenue bonds). According to SFPP, including debt maturing in less 
than one year runs contrary to the Commission's general historical practice of  only 
including debt with maturities exceeding one year. Including money raised through 
issuance of industrial revenue bonds is likewise inappropriate in SFPP's view because 
those bonds are purpose-specific and consequently could not have been be used to 
finance North Line rate base. 

Trial Staff 

84. Trial Staff challenges SFPP's proposed cost of  debt, arguing SFPP 
mischaracterized $513 million worth of  long-term debt as short-term debt. It contends 
KMEP used the debt at issue to meet long-term financial needs and also reported the debt 
to the Securities and Exchange Commission (SEC) as long-term debt. In addition, Trial 
Staffnotes KMEP was SFPP's surrogate for DCF analysis purposes, asserting that all 
KMEP bond debt should be included as a consequence. Trial Staffcasts doubt on SFPP's 
claim that tax exempt/special purpose bonds were unavailable for North Line financing, 
emphasizing that KMEP concentrates all operating partnership/subsidiary cash assets in 
joint accounts and places no restrictions on moving cash among those entities. Trial Staff 

I 
I 

as I am unable to determine on the evidentiary record before me whether the 
carrier/non-carrier distinction SFPP cites is meaningful and, if  so, in what amount. No 
participant--including SFPP--adequately addresses PAA rate base inclusion/exclusion. 

I 
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maintains these assets should be included in the debt cost calculation in this proceeding 
because the bond proceeds are available to finance any KMEP operation, including the 
North Line. It therefore advocates a base period debt cost of  6.09% and a test period cost 
of  5.96%. 

I CCV 

I 
I 
I 
I 
I 
I 
I 
I 
I 

85. CCV maintain both the commercial paper and tax-exempt/special purpose bonds 
at issue should be included in SFPP's cost of  debt, producing a 5.97% figure as of  June 
30, 2005. CCV assert the December 16 Order directly addresses how SFPP should treat 
the short-term debt at issue, concluding it should be treated as long-term debt because 
KMEP treats it that way. CCV makes a similar argument concerning the bonds, claiming 
KMEP not only treats them as long-term debt, but also consolidates the bond proceeds 
into joint cash accounts with no entity-specific restrictions or accounting mechanisms. 

Tesoro 

86. Tesoro maintains SFPP's proposed 6.57% test period cost of  debt relies on an 
overstated long-term debt component and therefore produces an inflated cost of  capital. 
Tesoro instead endorses a base period KMEP debt cost totaling 6.09% and a test period 
cost totaling 5.96% based on KMEP's own SEC filings. According to Tesoro, those 
filings clearly demonstrate KMEP treats commercial paper as long-term debt--which 
Tesoro states is consistent with SFPP's position in the dockets underlying the December 
16 Order. Tesoro also underscores the fact that KMEP concentrates all operating 
partnership/subsidiary cash assets in joint accounts and places no restrictions on the 
ability to move cash between entities, dismissing as a consequence SFPP's claim that 
those assets cannot be used for North Line purposes. Tesoro notes in addition that SFPP 
was unable to differentiate SFPP-related/secured bond issuances from any other KMEP 
debt. 

Discussion/Analysis 

I 
I 
I 
I 
I 

87. The debt component of  a pipeline's capital struct.ure generally excludes 
commercial paper with a one year or less maturity from issuance. ~ See, e.g., Trailblazer 
Pipeline Co., 106 FERC ¶ 63,005 at P 82, vacatedas moot, 107 FERC ¶ 61,008 (2004). 
Because debt levels/interest rates attributable to short-term instruments like commercial 
paper fluctuate constantly, those instruments generally are not useful debt cost indicators 
for ratemaking purposes. In this case, however, the record establishes KMEP itself 

s~ I conslrue this standard to mean debt with an initial maturity fi~m issuance of  
more than one year constitutes long-term debt. It follows there may be instances where a 
debt instrument maturing in less than one year legitimately may be characterized as long- 
term debt because its maturity date is more than one year fi'om issuance. 

I 
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the group Trial Staff endorses. SFPP also underscores the fact that Trial Staff agrees 
SFPP should be placed at the proxy group median to determine its return on equity, 
dismissing other participant recommendations to place SFPP at the bottom of the range as 
patently inconsistent with the December 16 Order. Turning to distributions, SFPP 
stresses the DCF formula relies on an equity investment's cash payments to investors to 
ascertain the investors' projected return. On SFPP's account, these payments are 
dividends in the corporate context and distributions in the case of  MLPs. SFPP asserts 
the December 16 Order expressly accepted this correspondence and, as a consequence, it 
was appropriate for SFPP and Trial Staffto substitute distributions for dividends in their 
DCF calculations. SFPP vigorously disputes any claim that distributions are 
fundamentally different from dividends because distributions constitute a return of  capital 
rather than the return on capital that dividends represent. SFPP maintains it is 
appropriate to use distributions in a DCF return calculation in any event because market- 
driven MLP investment yields are lower than those of  comparable corporations. 

Trial Staff 

91. Trial Staffsupports substituting cash distributions for dividends in the DCF 
dividend yield calculation and for calculating dividend growth in this proceeding. It 
relies principally on the December 16 Order finding there is no practical alternative to 
this approach insofar as MLPs are involved. Trial Staff stresses that while it presents an 
alternate return on equity based on a proxy group consisting of  natural gas pipeline 
corporations, the alternative is not intended to advocate that the Commission cease using 
an MLP proxy group for oil pipelines. Instead, it is intended as a hypothetical approach 
in the event the Commission determines it is inappropriate to use an MLP proxy group 
here based on a finding that cash distributions are returns o f  capital rather than returns on 
capital. Trial Staff disputes BP/EM's claim this is a case of  first impression insofar as 
MLP proxy group inclusion is implicated, citing Opinion No. 435 and the December 16 
Order as proof to the contrary. It also challenges any claim that High Island Offshore 
System, L.L.C., 110 FERC ¶ 61,043 (HIOS), reh 'g denied, 112 FERC ¶ 61,050 (2005) 
stands for the proposition that MLP cash distributions cannot be utilized in a DCF 
analysis. Although Trial Staffexcludes one member of  the proxy group proposed by 
SFPP because it ceased to be publicly owned as of  July 1, 2005, it otherwise endorses 
that proxy group and places SFPP at the group median--which produces a 12.27% 
nominal return on equity for SFPP in this proceeding. 

BP/EM 

92. BP/EM address this issue at length and in extensive detail. To summarize, they 
argue: (1) cash distributions cannot sensibly be substituted for dividends in the DCF 
dividend yield formula; (2) cash distributions are unrelated to earnings, and therefore to 
growth in dividends; and (3) the appropriate methodology to derive the rate of  return on 
equity for SFPP in this proceeding is to use Trial Staff's alternate proxy group, and to 

I 
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the 10.42% nominal rate produced under Trial Staff's hypothetical alternative and stands 
in stark contrast to a 14.40% nominal test period rate produced by simply treating 
distributions as identical to dividends in the DCF model as SFPP proposes. CCV 
maintain SFPP's proposal relies on the December 16 Order in error because that order 
was premised on a lack of  practical alternatives, which is not the case here. 

Tesoro 

96. Tesoro focuses primarily on the HIOS concern that MLP distributions are not 
comparable to corporate dividends insofar as they constitute returns o f  capital rather than 
returns on capital. Tesoro maintains the record in this proceeding is clear that MLP 
distributions are in fact returns of  capital, and this fact disqualifies any rate of  return on 
equity proposal that simply substitutes distributions for dividends in the DCF model. 
Accordingly, Tesoro endorses any of  three proposed alternatives: (I) the CCV and 
Tesoro proposals to use an oil pipeline MLP proxy group, excluding KMEP and placing 
SFPP at the low end of  the group's range of  reasonableness (Ex. CCV-I at 11-12 
[PROTECTED]; Ex. TES-I at 39-40 [PROTECTED]); (2) the Tesoro proposal to use 
an oil pipeline MLP proxy group, but eliminating the MLP distributions' return of  capital 
components by focusing exclusively on earnings per unit and placing SFPP at the median 
of  the group's range of  reasonableness (Ex. TES-I at 33-35 [PROTECTED]; Tr. 1798- 
99); or (3) the Trial Staff alternative based on a proxy group consisting of  natural gas 
pipeline corporations. 

Discussion/Analysis 

97. This issue is not technically one of  fwst impression, but it has yet to be definitively 
resolved by the Commission. The HIOS opinion expresses concern with respect to the 
comparability between dividends and dis~butions, specifically noting that distributions 
may "include a return of  a portion of the partners' original investment." 110 FERC ¶ 
61,043 at P 126. Because such inclusion skews DCF results by inflating dividend yield, 
the opinion continues, "the Commission will not consider including an MLP in the proxy 
group unless the record demonstrates that the distribution used as the "dividend" includes 
only a payment of  earnings and not a return of  investment." Id. Although I cannot agree 
that HIOS is necessarily limited to natural gas pipelines in this respect as SFPP suggests, 
neither can I ignore the fact HIOS unambiguously acknowledges that oil pipeline proxy 
groups necessarily must consist of  MLPs because those entities comprise the entire oil 
pipeline sector at this point: 

The Commission's decision in SFPP to employ MLPs as a comparison 
group is limited to oil pipelines as there no longer existed sufficient 
companies in that industry to provide a satisfactory reference group, so that 
the only entities in the oil pipeline business that could be included in the 
proxy group were MLPs. 

I 



Jnofflclal FERC-Generated PDF of 20061201-0200 Received by FERC OSEC 12/01/2006 in Docket#: OR07-1-000 

I Docket No. IS05-230-000 39 

I 
I 
I 
I 
I 
I 
I 
I 
I 

Id. at P 129 (referencing Opinion No. 435). It is this industry circumstance--not the 
absence of  participant-proposed proxy group/range of  reasonableness alternatives in the 
underlying dockets~that compelled the December 16 Order to conclude with respect to 
SFPP "there is no practical alternative to treating distributions as the equivalent of  
dividends and using distributions in the conventional discounted cash flow (DCF) 
formula. ''37 December 16 Order at P 77, n. 104. Unfortunately, it is an enduring 
circumstance. 

98. Although not dispositive, the record before me strongly suggests distributions 
subsume at least some return of  capital component. ~ If  so, using them as dividend 
surrogates in the DCF formula violates HIOS. The record in this proceeding is divided-- 
i f  not outright confused--on the subject. This is not surprising since the expert witnesses 
seem to be similarly divided/confused. I therefore find and conclude that while 
distributions present an issue of  crucial importance--and one in need of 
prompt/definitive resolution--it would border on arbitrary for me to attempt such 
resolution based on the record developed in this proceeding. The better course would be 
for the Commission either to initiate an expedited rulemaking or convene a technical 
conference 39 of  industry, legal and financial experts to present/vet evidence on the subject 
that could serve as the basis for a definitive policy statement--perhaps one addressing the 
MLP business structure in general. As things stand, oil pipeline industry evolution and 
structural innovation have outmoded the historical DCF rate of  return on equity 
paradigm. 

I 
I 
I 
I 
I 
I 
I 
I 

99. The preceding analysis compels me to find and conclude there still remains no 
practical alternative to treating distributions as the equivalent of  dividends in the DCF 
formula. Though not a completely satisfactory result, it at least preserves ratemaking 
consistency among the various SFPP pipelines and proceedings." In further accord with 
Opinion No. 435 and the December 16 Order, I also find and conclude SFPP should be 
placed at the median of  the four member MLP oil pipeline proxy group endorsed by Trial 

3~ In HIOS, by contrast, the Commission was able to resort to a non-MLP natural 
gas pipeline proxy group for the natural gas pipeline at issue. See 110 FERC ¶ 61,043 at 
P 129. 

I expressly find and conclude HIOS is not dispositive on this question either, 
stating only that distributions may include a return of investment. See 110 FERC ¶ 
61,043 at P 126. 

59 On the record, 

40 It also acknowledges that distributions are the primary means by which ordinary 
investors determine the capitalized value of  publicly-traded MLP interests. 

I 
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Staff. 4n See Ex. S-I at 30-33. That group constitutes the comparable universe.ofMLP oil 
pipelines and no party has made a persuasive case that SFPP's risk is materially different 
from the risk exhibited by the group's members. AccordHlOS, 110 FERC ¶ 61,043 at 
PP 128-29; Transcontinental Gas Pipe Line Corp., 90 FERC ¶ 61,279 at 61,926 (2000), 
reh 'g denied, 94 FERC ¶ 61,066 (2001). Applying these inputs to the DCF formula 
yields a 12.27% nominal return on equity, which I f'md is justified and appropriate for 
SFPP in this proceeding. 

I 6. Whether SFPP's Proposed Rate Of Return On Eqnlty In Designing 
Its North Line Rate Is Justified And Appropriate? If Not, What Is 

I The Appropriate Rate Of Return On Equity For Designing SFPP's 
Test Year North Line Rate? 

I 100. This issue is resolved in accordance with Issue C-5. 

i 7. Has SFPP Prudently And Properly Maintained The Security And 
Integrity Of Its Pipeline System? If Not, What Should Be The 
Regulatory Consequences With Respect To The Rate That SFPP Can 

I Properly Charge? 

101. This issue is resolved in accordance with Issue A. 

! 
D. What is the Appropriate Income Tax Allowance In this Case? 

I 1. Is SFPP's Income Tax Allowance Justified and Proposed 
Appropriate For Determining Its North Line Rate? If Not, What Is 

i The Justified and Appropriate Income Tax Allowance For Designing 
SFPP's Test Year North Line Rate? 

I 
! 

102. SFPP argues it is entitled to an income tax allowance based on a weighted tax rate 
of  37.92%. Every other participant argues that SFPP is entitled to no tax allowance 
whatsoever or, at best, a minimal allowance based on marginal income tax rates ranging 
from 1.23% to 4.50%. 

! 
! 

I 
I 

4, I endorse Trial Staff's rationale for excluding Kaneb Pipeline Partners, L.P. 
from the group approved in Opinion No. 435 and the December 16 Order. And while I 
consider it undesirably circular to include KMEP in the SFPP proxy group, I defer to the 
Commission's Opinion No. 435/December 16 Order determinations that excluding 
KMEP from the available pool ofoi l  pipeline MLPs removes a significant segment of  the 
oil pipeline industry from consideration, thereby skewing market perception of  the 
industry as a whole. 

! 
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As A Matter  Of  Law? 

I Participant Positions 
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SFPP 

103. SFPP asserts it is entitled to an income tax allowance as a matter of  law. 
According to SFPP, the Policy Statement expressly reverses Lakehead/Lakeheadll and 
permits any entity or individual owning public utility assets to claim an income tax 
allowance provided only that it has an actual or potential income tax liability to be paid 
on income generated by its utility assets. SFPP argues that both the June 1 Order and the 
December 16 Order apply the Policy Statement standard to SFPP in the context of  
individual rate proceedings, as the Policy Statement contemplates, and that the Policy 
Statement cannot properly be applied in this case without applying those orders as well. 
SFPP emphasizes the December 16 Order specifies the precise manner by which SFPP 
should prove actual or potential income tax liability to satisfy the Policy Statement 
standard, contending that the income tax allowance reflected in the North Line tariff 
filing is appropriate because it conforms to the December 16 Order's specifications. 

104. SFPP focuses on the meaning of"actual or potential income tax liability" as the 
key element here. On SFPP's account, that term is derived from the City of  
Charlottesville principle that an income tax allowance may reflect "actual or estimated 
taxes paid or incurred." SFPP submits that the emphasis on a tax-pass-through entity 
partner~member's actual or potential income tax liability arises from the circumstance 
that some such partners/members are themselves governmental entities (e.g., 
municipalities or cooperatives) that have no actual or potential income tax liability 
because they pay no taxes. SFPP also maintains City of Charlottesville makes clear the 
income tax determination is no different in principle from any other expense, thus the 
determination must focus on when liability for the expense is incurred even though the 
actual payment may be made at some future point in time. In addition, SFPP contends 
the December 16 Order's reliance on City of  Charlottesville forecloses any argument that 
SFPP fails to satisfy the "actual or potential income tax liability" standard because it 
cannot demonstrate that every SFPP partner actually pays taxes on SFPP's regulated 
utility income. SFPP emphasizes the December 16 Order found it sufficient in this 
regard i ra  parmer is required to file a Form 1040 or Form 1120 reflecting a partnership 
income or loss. SFPP defends this finding's legitimacy on the basis that the Policy 
Statement, June 1 Order and December 16 Order all were issued in response to the BP 
West Coast remand order and therefore constituted legitimate exercises of Commission 
discretion/authority. 

! 
! 
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105. Trial Staff disputes SFPP is entitled to an income tax allowance as a matter of law. 
It emphasizes that SFPP did not move for partial summary judgment on this issue, adding 
there are at least two genuine issues of  material fact concerning SFPP's income tax 
allowance claim: (1) whether KMEP's public limited partners actually received taxable 
income from SFPP in 2004; and (2) whether SFPP's public limited partners have actual 
or potential income tax liability for income generated by SFPP's regulated utility assets. 
Trial Staffpointedly declines to address whether City of  Charlottesville, BP West Coast 
and subsequent Commission issuances apply here, characterizing that debate as a 
collateral attack on the hearing order in this proceeding. 42 Trial Staffnevertheless takes 
issue with SFPP's recitation of  the Policy Statement standard as limited to "actual or 
potential income tax liability," stressing that the pertinent language is "actual or potential 
income tax liability on the public utility income earned through the interest." 

BP/EM 

106. BP/EM not only contest SFPP's claim it is entitled to an income tax allowance as 
a matter of  law, they maintain BP West Coast affmnatively precludes SFPP from 
claiming any such allowance as a matter of  law. BP/EM argue that one of the grounds 
cited by the BP West Coast court in rejecting the Commission's application of  the 
Lakehead/Lakehead I1 tax allowance policy was the aliowance's benefits were not 
restricted to corporate partners. According to BP/EM, the record here confirms SFPP has 
no mechanism either to restrict tax allowance benefits to corporate partners or to 
apportion the benefits between corporate partners at the corporate rote and individual 
partners at their lower individual rate(s). BP/EM raise as a corollary question whether 
the Policy Statement and December 16 Order are consistent with the BP West Coast 
remand order. BP/EM submit that they are not, and question the Commission's authority 
to "trump" the U.S. Court of  Appeals in this manner. In contrast to the December 16 
Order, BP/EM cite with approval the Commission order in leans-Elect NTD Path 15, 
LLC, 113 FERC ¶ 6 I, 162 (2005) (Trans-Elect), which requires the utility to tender 
evidence of actual or potential partner tax liability on utility income to qualify for an 
income tax allowance. 

I 
I 
I 
I 

42 This is inaccurate. Trial Staffvigorously disputes the December 16 Order's 
applicability to this proceeding under Issue D-l-b, infra. It does the same to a lesser 
degree insofar as the Policy Statement is implicated. 

I 
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107. CCV 43 summarize the rationale for an income tax allowance as follows: a 

regulated company subject to income taxes should have the opportunity to earn its 
allowed return on a post-income tax hash. CCV distinguish this situation from SFPP's, 
stressing that SFPP is not subject to income taxes. CCV therefore rely on BP West Coast 
to argue SFPP should not have the benefit of  an income tax allowance because such 
allowance is unnecessary for SFPP to earn its allowed return. According to CCV, BP 
West Coast confu'ms that income taxes must be treated as any other cost would be, and 
neither hypothetical taxes nor any other hypothetical expense legitimately may be 
included in a cost of  service. CCV maintain BP West Coast also confirms that the 
Commission's Lakehead/Lakehead II income tax policy wrongly focused on income tax 
liability/costs at an ownership level rather than at the regulated utility level. CCV 
criticize the Policy Statement for repeating this mistake, concluding as a consequence 
SFPP's reliance on the Policy Statement is unavailing. 

Tesoro 

I 
I 
I 
I 
! 

I 
I 
! 
! 
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108. Tesoro relies on BP West Coast for the proposition SFPP is not entitled to an 
income tax allowance as a matter of  law. Tesoro submits that i fBP West Coast is 
controlling, the consequence is unambiguous: SFPP cannot include an income tax 
allowance in its cost of  service because it is an MLP which pays no taxes. Assuming 
SFPP's status is not an absolute bar to claiming an income tax allowance, Tcsoro argues 
in the alternative that the Policy Statement entitles SFPP to an allowance only insofar as 
it demonstrates actual or potential tax liability on income earned. Tesoro maintains the 
Policy Statement indicates this should be achieved through a "blended rate that reflocts 
the owning interest," which Tesoro quantifies at 4.50%. 

Discnssion/Analysis 

109. I find and conclude as a threshold matter of  law that BP West Coast is both 
applicable and controlling here. That decision, while not specifically concerned with the 
North Line, directly addresses both the Commission's income tax allowance policy and 
that policy's application to SFPP. Moreover, the Policy Statement, June 1 Order and 
December 16 Order all were issued consequent to the BP West Coast remand---and in full 
accordance with it in the Commission's view. It therefore would be utterly senseless to 
evaluate SFPP's compliance with the Policy Statement, June 1 Order or December 16 
Order without regard to whether those issuances are consistent with the remand order that 
precipitated them. SFPP is entitled to rely on its compliance with the Policy Statement, 
June I Order and December 16 Order to support an income tax allowance only insofar as 
those issuances arc consistent with BP West Coast. Accordingly, I reject SFPP's implied 

43 ConocoPhillips does not join in this position. CCV IB at 19, n. 3. 

I 
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suggestion that the legitimacy of  its income tax allowance turns exclusively on 
compliance with the Policy Statement, June 1 Order and December 16 Order. I reject 
Trial Staff's suggestion that evaluating SFPP's income tax allowance in light of City of 
Charlottesville, BP West Coast, the Policy Statement, June I Order or December 16 
Order constitutes a collateral attack on the hearing order in this proceeding for the same 
~ o n .  

110. Turning to the main issue,** I note first that SFPP's assertion it is entitled to an 
income tax allowance as a matter of  law is undermined by its own argument. SFPP 
maintains the Polio, Statement permits any entity owning public utility assets to claim an 
income tax allowance provided it has an actual or potential income tax liability to be paid 
on income generated by its utility assets. SFPP then emphasizes that the Policy 
Statement contemplates such liability will be demonstrated in the context of individual 
rate proceedings. What SFPP fails to reconcile, however, is the sole purpose of such 
proceedings is to present, challenge and evaluate demonstrative evidence---i.e, ostensible 
facts. In this case, SFPP must establish a number of facts to satisfy the Policy Statement. 
These include demonstrating that i t - o r  in SFPP's view, its owner partners--has/have an 
actual or potential income tax liability to be paid on income generated by SFPP's utility 
assets. But no matter how easily SFPP might be able to prove these facts (vigorously 
disputed here), the proof cannot be made as a matter of law. 4s SFPP acknowledges as 
much when it touts compliance with the December 16 Order's evidentiary specifications 
as satisfying the Policy Statement's "actual or potential income tax" liability standard. 
Those specifications require SFPP to identify its various partner owners, factually 
establish their characteristics and their respective interests, demonstrate their respective 
income tax liabilities and that those liabilities are attributable to SFPP utility income, etc. 
December 16 Order at PP 44-46. Whether SFPP has satisfied those requirements in this 
proceeding implicates matters of  fact, not of  law. 

111. SFPP's emphasis on the meaning of"actual or potential income tax liability" is 
similarly unavailing. Although I agree the meaning of  this phrase is crucial to resolving 
the income tax allowance issue in a broader context, it does not support SFPP's 
contention that it is entitled to an income tax allowance as a matter of  law. I grant for the 
sake of  argument SFPP's assertion that the phrase is derived from the City of 
Charlottesville principle that an income tax allowance may reflect any "actual or 
estimated taxes paid or incurred." SFPP then proceeds to claim City of Charlottesville's 

** I assign no weight to Trial Staff's emphasis on SFPP's failure to seek summary 
judgment on this issue. Failure to seek summary judgment does not constitute a waiver 
of  the right to have an issue decided as a matter of  law, nor does it diminish the force of  
any argument(s) advanced to that end. 

4s The Polio, Statement expressly states this is a fact-specific issue. Polio, 
Statement at P 42. 

! 
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emphasis on a tax-pass-through entity partner/member's actual or potential income tax 
liability arises from the circumstance some such partners/members may be governmental 
entities (e.g., municipalities or cooperatives) which have no actual or potential income 
tax liability because they pay no income taxes. This implies that while such entities 
should not be included in calculating an income tax allowance because they are legally 
exempted from paying income taxes, all other entities/individuals necessarily shouM be 
included because they do not enjoy the exemption. The reasoning is sensible, but flawed. 
It presupposes a tax-pass-through entity partner/member ultimately pays income taxes 
simply because it cannot claim the governmental exemption. One of  the principal 
attractions of  the partnership business structure is it provides income tax advantages-- 
both to the partnership and to its partners/members. It therefore is immaterial from an 
"actual or potential income tax liability" perspective whether the partnership or its 
partners/members is/are exempted from income taxation by virtue of  government entity 
status or by virtue of  other favorable income tax laws and regulations. The key is 
whether income taxes ultimately are paid. There is absolute certainty a government 
entity will never pay any income taxes. But there is equal certainty a tax-pass-through 
entity like SFPP will never pay any income taxes either. More important, there is an 
extremely high probability--albeit less than certainty~that tax-pass-through entity 
partners/members ultimately will escape income taxation on at least some of the 
partnership income flowed-through/attributed to them. The flaw in SFPP's interpretation 
of  the City o f  Charlottesville "actual or estimated taxes paid or incurred" standard is it 
presupposes every dollar of  income tax liability attributable to utility income ultimately 
will be paid by someone at some time. The complex partnership structures erected by 
MLPs like SFPP/KMEP, however, are specifically designed to virtually ensure this will 
not occur. Presumably, that is one reason the Policy Statement, June 1 Order and 
December 16 Order impose the factual burden of quantifying the appropriate income tax 
allowance on SFPP. Regardless, it clearly constitutes a reason SFPP cannot claim an 
income tax allowance as a matter of  law. 

I 
I 
I 
I 

112. SFPP counters that City o f  Charlottesville confirms the income tax allowance 
determination is no different in principle from that of  any other expense, thus it must 
focus on when liability for the expense is incurred even though the actual payment may 
be made at some future point in time. I agree, but this is beside the point. SFPP again 
uncritically presupposes every dollar of  tax liability attributable to its utility income 
ultimately will be paid by someone at some time. The preceding discussion illustrates 
this is not necessarily true, and SFPP has not factually demonstrated it is true in this 
case. 46 I observe that SFPP is careful not to use the term "cost" here and throughout. 
This may seem inconsequential, but it is not. "Cost" is a term of art in utility ratemaking. 
All "costs" are expenses paid by the utility itself at the utility level. Income taxes or 

I 
I 

*s SFPP emphasizes the December 16 Order deems proof sufficient in this regard ifa 
partner is required to file a Form 1040 or Form 1120 reflecting a partnership income or loss. 
This topic is addressed in more detail infra. 

I 
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income tax liability (e.g., deferred income taxes) legitimately may be characterized as 
"costs" insofar as the utility bears the ultimate responsibility to pay them. But however 
one might characterize financial liabilities for which the utility itself does not bear 
ultimate responsibility, they cannot legitimately be designated "costs." It follows that 
while all actual/potential utility "costs" may be characterized informally as expenses, all 
actual/potential expenses attributable to utility operations may not be characterized 
formally as "costs." In contrast to previous discussion, where the key is whether anyone 
must make a particular payment at some time, the key to a "cost"-based analysis is 
whether the utility must make that payment at some time. 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
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113. The BP West Coast remand order confirms this conclusion. The order criticizes 
the Commission's Lakehead/Lakehead II income tax allowance policy/application on 
numerous grounds, but its central criticism concentrates on the ratemaking fundamental 
that the income tax allowance is no different than the allowance for any other cost, and it 
may be included in cost of  service only because it is a cost. See, e.g., BP West Coast, 374 
F.3d at 1288 (emphasis in original). As I read it, the court's entire income tax allowance 
analysis turns on this fundamental. To illustrate, the court initially confirms "[t]here is no 
question that as a general proposition a pipeline that pays income taxes is entitled to 
recover the costs of  the taxes paid fi'om its ratepayers." ld. at 1286 (referencing City o f  
Charlottesville). The court then confirms "[t]axes, including federal income taxes, are 
costs." Id. (citing City of  Charlottesville, 774 F.2d at 1207). What the court expressly 
finds problematic in applying these straightforward principles to a utility limited 
partnership subsumed within a consolidated group, however, are the circumstances that 
(i) it is difficult to segregate the taxable income specifically attributable to the utility's 
jurisdictional activities and (ii) a limited partnership operating jurisdictional pipelines 
incurs no income tax liability, ld. (citing City of  Charlottesville, 774 F.2d at 1207; 26 
U.S.C. § 7704 (d)(l)(E)). The court consequently rejects: (1) SFPP's contention it 
should be granted a tax allowance based on a supposition that SFPP itself was responsible 
for paying 100% of the income tax attributable to its jurisdictional income at the 
corporate rate; and (2) the Commission conclusion SFPP should be granted a tax 
allowance based on the 42.7% corporate interest in the SFPP limited partnership. Id. at 
1288. The court concludes that, consistent with ratemaking principles and governing 
law, SFPP is entitled to no allowance for income taxes SFPP did not itself pay. 4~ /d. at 
1288. Notably, the court criticizes the Commission's "reasoning" to the contrary at some 
length, finding the Commission order on review merely recites separately unassailable 
premises to reach a conclusion that does not follow fi'om them. M. at 1288-90 (emphasis 
marks in original). The court also criticizes in this regard the Commission's reliance on 
FPC v. Hope Natural Gas Co., 320 U.S. 591 (1944) (Hope), ultimately holding Hope 
supports a conclusion "where there is no tax generated by the regulated entity, either 

I 
I 

47 The court indicates this conclusion is based "on the record before [it]" (ld.), a 
point the Commission emphasizes in the Policy Statement. 

I 
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standing alone or as part of  a consolidated corporate group, the regulator cannot create a 
phantom 4a tax in order to create an allowance to pass through to the ratepayer." 374 F.3d 
at 1291. 

1 i 4. I previously noted the Policy Statement, June I Order and December 16 Order all 
were issued consequent to the BP West Coast remand---and in full accordance with it in 
the Commission's view. I also noted that while SFPP relies on its compliance with the 
Policy Statement, June 1 order and December 16 order to support an income tax 
allowance here, it is entitled to do so only insofar as those issuances are consistent with 
BP West Coast. What remains is to determine whether the Policy Statement, June I 
Order and December 16 Order are consistent with the BP West Coast remand order. 

I ! 5. The Policy Statement expressly acknowledges at the outset that BP West Coast 
concludes an income tax allowance may recover "only the costs of the regulated 
entity..."49 Policy Statement at P 3. The Policy Statement also expressly acknowledges 
that BP West Coast rejects the proposition that a regulated utility partnership may be 
granted an income tax allowance to encourage capital flow to public utility industries 
regulated by the Commission. ld. at P 5. The Policy Statement summarizes the court's 
reasoning on this point as "[t]hus, i fa  partnership paid no income taxes, or had no 
potential income tax liability, no cost was incurred and therefore an income tax allowance 
would reimburse the entity for a phantom cost." ld. These preliminary statements are 
fully consistent with BP West Coast. 

116. The Policy Statement explains that while the BP West Coast remand order 
addressed only the Commission's Order No. 435 Opinions, it was apparent the order had 
implications for other proceedings and regulated utilities as well. Id. at P 6. In light of  
these broader implications, the Commission sought public comment concerning whether 
BP West Coast applied only to the specific facts of the Order No. 435 proceedings or 
extended to other capital structures involving partnerships and other forms of  pass- 
through ownership. Id. The Commission specifically asked i fBP West Coast precluded 

This characterization apparently was coined by the Administrative Law Judge 
who issued the Initial Decision with which the Commission order on review disagreed 
regarding SFPP's tax allowance. See 374 F.3d at 1287. In my view, however, the term 
"phantom" implies at least some appearance of  reality. A limited partnership does not 
exhibit the slightest appearance of  actual income taxation at the partnership level. 
Accordingly, I adopt the Court of  Appeals' alternate characterization of  income taxation 
at the partnership level as being "fictitious." ld. at 1293. 

49 The Polio, Statement immediately thereatter characterizes BP West Coast as 
also concluding that "taxes are but one cost paid by a corporate partner as part of  its cost 
of  doing business." Id. (citing BP West Coast, 374 F.3d at 1288). This characterization 
does not appear to be entirely accurate. 

! 
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an income tax allowance under a number of  partnership permutations, and whether such 
preclusion would result in inadequate infrastructure investraent incentives, ld. Each of 
the 42 sets of  comments received advocated one of four general positions. Id. at P 7. 
Although none argued to preserve the Lakehead/Lakehead H policy, three favored 
preserving certain existing income tax allowances; three favored an allowance for 
partnerships wholly owned by taxpaying corporations filing consolidated returns; 24 
endorsed a tax allowance for all entities (to assure tax factors would not control 
investment vehicle selection); and 10 opposed any tax allowance for non-tax-paying 
entities such as MLPs. Id. The group of  10 opposing any tax allowance for non-tax- 
paying entities cited BP West Coast to support its position, ld. at P 20. The group of 24 
endorsing a tax allowance for all entities argued the BP West Coast court did not have 
before it the realities of partnership taxation and therefore did not consider them in 
reaching its tax allowance conclusions, ld. at P 21. 

117. Based on the comments provided, the Policy Statement concludes an income tax 
allowance should be granted to: 

all entities or individuals owning public utility assets, provided that an 
entity or individual has an actual or potential income tax liability to be paid 
on that income from those assets. Thus a tax-paying corporation, a 
partnership, a limited liability corporation, or other pass-through entity 
would be permitted an income tax allowance on the income imputed to the 
corporation, or to the partners or the members of  pass-through entities, 
provided that the corporation or the partners or the members have an actual 
or potential income tax liability on that public utility income. 

I 
I 
! 
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ld. at P32.  

118. The Policy Statement continues: 

Given this important qualification, any pass-through entity seeking an 
income tax allowance in a specific rate proceeding must establish that its 
partners or members have an actual or potential income tax obligation on 
the entity's public utility income. To the extent that any of  the partners or 
members do not have such an actual or potential income tax obligation, the 
amount of any income tax allowance will be reduced accordingly to reflect 
the weighted income tax liability of  the entity's partners or members.so 

so The Policy Statement here adds a footnote characterizing this as a "[t]echnically 
complex issue that would be addressed in individual rate proceedings . . . .  " Policy 
Statement at n. 27. As discussed infra, the December 16 Order addresses the issue in the 
context of  SFPP's East and West Line rate proceedings. 

I 
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119. In reaching the preceding conclusion, the Policy Statement expressly reverses the 
income tax allowance policy established in Lakehead/Lakehead II, explaining that 
"Lakehead mistakenly focused on who pays the taxes rather than on the more 
fundamental cost allocation principle of  what costs, including tax costs, are attributable to 
regulated service, and therefore properly included in a regulated cost of  service." Id. at P 
33 (footnote omitted). The Policy Statement expressly dismisses any assertion that its 
newly articulated/explained income tax allowance policy is premised on fictitious taxes 
in violation of the BP West Coast remand order. According to the Policy Statement, the 
comments received demonstrate the remand order's fictitious tax "assumption was 
incorrect" because "[w]hile the pass-through entity does not itself pay income taxes, the 
owners of  a pass-through entity pay income taxes on the utility income generated by the 
assets they own via the device of  the pass-through entity." Id. (footnote omitted). The 
Policy Statement also notes that numerical examples reflected in the comments "establish 
that the return to the owners of  pass-through entities will be reduced below that of  a 
corporation investing in the same asset if  such entities are not afforded an income tax 
allowance on their public utility income. '¢1 Id. 

120. The Policy Statement's plain language compels me to conclude it suffers many of  
the same deficiencies criticized by the court in the BP West Coast remand order. Most 
notably, it completely disregards the court's central holding: an income tax allowance 
may be included in a utility's cost of  service only insofar as it reflects an actual/potential 
cost to the utility. See BP West Coast, 374 F.3d at 1288; 1291-92. As previously noted, 
"cost" is a term of  art in utility ratemaking. Costs are expenses paid by the utility itself at 
the utility level. Income taxes or income tax liability legitimately may be characterized 
as costs only insofar as the utility bears the ultimate responsibility to pay them. The BP 
West Coast remand is clearly rooted in this proposition insofar as the income tax 
allowance is concerned. The Policy Statement attempts to finesse its failure to accede to 
it---and to the corollary conclusion that deviating from it imputes fictitious taxes to the 
util i ty--by asserting "[w]hile the pass-through entity does not itself pay income taxes, the 
owners of  a pass-through entity pay income taxes on the utility income generated by the 
assets they own via the device of  the pass-through entity." Policy Statement at P 33 
(footnote omitted). This assertion serves the Policy Statement no better than it served 
SFPP's interpretation of  the City o f  Charlottesville "actual or estimated taxes paid or 
incurred" standard, examined supra at P 111. The common flaw is the presupposition 
that every dollar of  income tax liability attributable to utility income ultimately will be 
paid by someone at some time. As previously illustrated, this result does not necessarily 
follow, and the complex partnership structures erected by MLPs like SFPP/KMEP are 

I 
I 

sl The Policy Statement here adds a footnote emphasizing that the comment record 
in the Policy Statement docket suggests there is a substantial amount of  existing 
investment at issue, ld. at n. 30. 

I 
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specifically designed to virtually ensure it will not. The Policy Statement's inconsistency 
with the remand order on this central point, then, is two-fold: (1) it permits an income 
tax allowance at a non-utility level; and (2) it does not ensure the allowance reflects 
actual and equivalent income tax payments at some point in time. 

I 
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12 I. The Policy Statement attempts to legitimize its deviation from BP West Coast in 
this regard by first casting doubt on the court's understanding of  partnership taxation, 
then relying on its own record to impliedly conclude the court's "assumption was 
incorrect" insofar as what expenses properly may be included in a regulated cost of  
service is concerned, s2 Policy Statement at PP 33-34. Tellingly, the Policy Statement 
expressly concludes "Lakehead mistakenly focused on who pays the taxes rather than on 
the more fundamental cost allocation principle of what costs, including tax costs, are 
attributable to regulated service, and therefore properly included in the cost of  service." 
ld. at P 33. This conclusion is inconsistent with BP West Coast in two fundamental 
respects. First, BP West Coast itself focuses on who has ultimate liability to pay the tax 
on regulated utility income---its central holding is that the utility itself must be liable to 
pay the tax in order to receive a rate allowance for that purpose. Second, the Policy 
Statement quote conflates expenses with costs. BP West Coast's fundamental proposition 
is that expenses constitute costs for utility ratemaking purposes only if  they ultimately are 
paid at the utility level. 

I 
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122. The Policy Statement deviates from BP West Coast in other respects as well. It 
focuses in substantial portion on protecting existing infrastructure investment and 
encouraging additional investment. Id. at PP 8-10, 12-14, 24-28, 30 (summarizing 
comments); 33, 36-37 (discussion). Principal among the Commission's concerns is the 
disincentive to partnership---particularly MLP--investment/ownership structures. The 
Policy Statement emphasizes that failing to grant the same tax allowance to both 

s2 The Policy Statement directs its critique to comments relying on BP West Coast 
and the ostensible inadequacy of  the record before the court, ld. at PP 13, 21, 33-34. My 
review of BP West Coast, however, reveals no support for either conclusion. The remand 
order's income tax allowance discussion confirms throughout that the court had a clear 
understanding of  both partnership taxation and the types of  expenses that properly may 
be included in a utility's regulated cost of  service. I note, moreover, that the record in the 
Policy Statement docket consists exclusively of public comments, ld. at P 42. And while 
I decline to offer an opinion with respect to the evidentiary weight such comments should 
carry, I observe that they were not subjected to rebuttal or cross-examination in the 
Policy Statement proceeding. Whatever their persuasiveness/evidentiary weight, they 
cannot legitimize a policy patently inconsistent with a decision rendered by the U.S. 
Court of  Appeals on the record before i t  The Commission may disagree with the court. 
Its disagreement may even be well-founded. But that does not grant it the authority to 
ignore the court's conclusions/directives and proceed to the contrary. 
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partnerships and corporations reduces the overall partnership return below that of  a 
similarly situated corporation, the implication apparently being that such disparate 
treatment either will discourage investment or is in some way unjust, unreasonable or 
unduly discriminatory. Whether this structural concern is valid or not,so it is inconsistent 
with BP West Coast because the Policy Statement discusses it at a second-tier ownership 
level instead of  at the first-tier regulated utility level BP West Coast requires. The Policy 
Statement is here premised on an assumption that because BP West Coast supports an 
income tax allowance for first-tier corporate utilities/cousolidated group subsidiaries, it 
similarly supports an income tax allowance for first-tier partnership utilities i f  those 
utilities are owned by corporate partners. Proceeding from this faulty assumption, the 
Policy Statement concludes there is no logical reason to restrict the pass-through 
allowance to corporate partners. Instead, it should be apportioned pro rata among all 
owners---i.e, to any entity or individual having an actual or potential income tax liability 
attributable to regulated utility income. The flaw in this reasoning is the premise. BP 
West Coast restricts the income tax allowance benchmark to the utility level. The utility 
may include an income tax allowance in rates only if  the utility itself has actual/potential 
income tax liability. A corporate utility/consolidated group subsidiary satisfies this 
requirement. A utility operating as a tax pass-through entity does not. Why? Because 
while a corporate utility's income is taxed at the utility or consolidated group level, and 
therefore constitutes a real cost to the utility, the pass-through entity's income is flowed 
to its owners untaxed, and consequently does not represent a real cost at the utility level. 
Quoting BP West Coast slightly out of  context, in this instance the Policy Statement: 

may well be correct that i f  such an allowance were allowable at all, it 
should have been allowed for the imputed taxes potentially incurred by all 
[owners] who realized taxable income from the untaxed profits of the 
limited partnership of  the pipeline. For the reasons set forth above, we hold 
that the first step of  this analysis is erroneous---that is, we hold that no such 
allowance should be included. 

374 F.3d at 1291. 

I 
I 
I 

123. The Policy Statement's emphasis on the concern that failing to grant the same tax 
allowance to both partnerships and corporations reduces the overall partnership return 
below that of  similarly situated corporations highlights other inconsistencies as well. 
Chief among these is the remand order's admonition that it is not the "business of the 
Commission to create a tax liability when neither an actual or estimated tax is ever going 
to be paid or incurred on the income of the u t i l i ty . . . "  Id. at 1292. The Policy Statement 
addresses this criticism as follows: "Because public utility income of pass-through 

I 
I 

so I recognize the Commission and the venture capital community have crucial 
substantive interests in the broader objectives of  encouraging, rewarding and protecting 
investment in essential energy infrastructure. 

I 
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entities is attributed directly to the owners of  such entities and the owners have an actual 
or potential income tax liability on that income, the Commission concludes that its 
rationale here does not violate the court's concern that the Commission has created a tax 
allowance to compensate for an income tax cost that is not actually paid by the regulated 
utility." Policy Statement at P 34. To adopt the court's observation elsewhere in BP 
West Coast, the Policy Statement "is once again simply declaring" that pass-through 
entity owners have an actual or potential income tax liability on the public utility income, 
and "[t]o rephrase a proposition is not the same as supplying supporting reasoning." 374 
F.3d at 1290. 

I 
I 
I 
I 
I 
I 

124. In addition, the Policy Statement's corporation/partnership disparity concern 
focuses on overall return rather than rate of return inasmuch as the income tax allowance 
is implicated. Hope stands for the ratemaking fundamental that a utility must have the 
opportunity to earn its allowed equity return. Simplistically stated, that return consists of  
rate base multiplied by rate of  return, plus costs. The income tax allowance never 
influences rate base or rate of  return, and only influences overall return insofar as it 
represents a legitimate cost to the utility. Granting a fictitious income tax allowance to a 
utility therefore permits it to exceed--by the tax allowance amount--its allowed return. 
It follows that i f  partnerships somehow constitute disadvantaged energy infrastructure 
investment vehicles vis-/L-vis corporations, the appropriate regulatory solution lies in their 
allowed rates of return rather than in their overall returns, s4 

125. It also follows that any partnership charging rates subsuming an income tax 
allowance has, from rate inception, reaped a windfall at ratepayer expense. This 
inevitably implies refunds are due. But while it strains credibility to presume 

I 

I 

I 

I 

l 

I 

I 

s4 Or in restructuring the utility as a corporation. As the court similarly observed 
in BP West Coast, the corporation/partnership income tax allowance disparity is a 
product ofthe business form selected, "not of  the regulated or unregulated nature of  the 
pipeline or any comparable investment or of  the risks involved therein." 374 F.3d at 
1291. Presumably, pipelines like SFPP changed from corporate to partnership structure 
in the first place because a partnership structure was more attractive. If, solely by virtue 
of  eliminating an illegitimate income tax allowance, the parmership structure is rendered 
less attractive than a corporate one, the rational pipeline re, spouse would be to switch 
back to a corporate structure. If that switch still would provide inadequate investment 
incentive to achieve Commission objectives, the indicated regulatory solution would 
seem to be to increase partnership rates of return to levels capable of  attracting the 
desired investment. In contrast to indirectly inflating the return rate through an 
illegitimate income tax allowance, this solution should fall squarely within the 
Commission's legitimate authority/discretion and be wholly consistent with BP West 
Coast. As I read it, BP West Coast in no way prohibits the Commission from 
encouraging, rewarding or protecting infrastructure investment by legitimate means (e.g., 
increased rates of  return)--only from doing so through illegitimate ones. 

I 
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sophisticated entities like SFPP/KMEP have failed to recognize their partnership income 
tax allowances constitute windfalls, I do not see how they fairly may be held accountable 
for acting in full accordance with Commission policy. That opinion aside, matters before 
me are confined to SFPP's 2005 North Line rate filing. It has been necessary for me to 
examine Policy Statement consistency with BP West Coast for the sole purpose of  
determining whether SFPP is entitled to rely on the Policy Statement to claim an income 
tax allowance in this case. ss The Policy Statement was issued during the course of  this 
proceeding, and I pointedly have underscored the Commission's commitment to basing 
final determinations on the policy in effect when a pertinent regulatory decision is made 
and applying that decision to the time frame to which a particular case applies. 
Accordingly, no refunds would be implicated here even i fBP  West Coast prohibits SFPP 
from including an income tax allowance in its North Line rates pursuant to the 2005 
Policy Statement. 

126. My final observation concerning the Policy Statement is that it seems internally 
inconsistent as well. It specifies that "any pass-through entity seeking an income tax 
allowance in a specific rate proceeding must establish that its partners or members have 
an actual or potential income tax obligation on the entity's public utility income." Policy 
Statement at P 32. This language imposes the burden of  proof on the pass-through entity 
(i.e. rate applicant), as it should. Immediately thereafter, however, the Policy Statement 
indicates "[t]o the extent that any of  the partners or members do not have such an actual 
or potential income tax obligation, the amount of any income tax allowance will be 
reduced accordingly to reflect the weighted income tax liability of the entity's partners or 
members." ld. (emphasis added) (footnote omitted). This language suggests the Policy 
Statement presumes from the outset that 100% of the pass-through public utility income 
is taxable to partners/members, thereby standing the burden of  proof on its head by 
eliminating the pass-through entity's threshold obligation to make an affirmative case for 
partner/member tax liability, s~ The Policy Statement does not expressly acknowledge 
this presumption. Neither does it provide any guidance with respect to how the 
technically complex issue of  developing a pass-through entity's marginal tax rate should 

I 
! 

I 
I 

ss I do not suggest that my analysis has no implications for the Policy Statement in 
general. BP/EM have indicated they consider this proceeding to be the vehicle through 
which the entire income tax allowance policy issue ultimately will be resolved-- 
presumably before the Commission and Court of  Appeals. 

As previously noted, the omitted footnote characterizes this as a "[t]echnically 
complex issue that would be addressed in individual rate proceedings . . . .  " Policy 
Statement at n. 27. 

I 
I 
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be addressed in individual rate proceedingsSV----whieh requires a discussion of the 
December 16 order at this point. ~ 

127. Before engaging in that discussion, however, I am compelled to find and conclude 
the Policy Statement is fatally inconsistent with BP West Coast. The fundamental 
inconsistency lies in the fact that the Policy Statement completely disregards the court's 
central tenet that an income tax allowance may be included in a utility's cost of  service 
only insofar as it reflects an acami/potential cost to the utility. SFPP exhibits no 
actual/potential liability to pay tax on any income attributable to its regulated utility 
operations. Accordingly, BP West Coast precludes SFPP from reflecting an income tax 
allowance in its North Line rates irrespective of  whether SFPP has satisfied the Policy 
Statement. I therefore find and conclude as a matter o f  law that SFPP is precluded from 
reflecting any income tax allowance in North Line rates, s9 

II 
I 
I 
I 
I 
I 
I 
il 
I 
I 
I 

s~ The Policy Statement elsewhere indicates that "any pass-through entity desiring 
an income tax allowance on utility operating income must be prepared to establish the tax 
status of  its owners, or ifthere is more than one level of  pass-through entities, where the 
ultimate tax liability lies and the character of the tax incurred." Id. at P 42. 

ss The June I Order concluded SFPP would be entitled to a full income tax 
allowance in Docket No. OR96-2, et aL and Docket No. OR96-2, et al. i f  SFPP could 
establish that it satisfied the Policy Statement. The December 16 Order examines that 
question. 

s9 This ruling logically obviates the need to address subsequent income tax 
allowance topics. I do so in the alternative to provide the Commission with analysis it 
may require in the event it rejects my primary ruling. 

Returning to the ADIT ruling deferred at Paragraph 65, I also find and conclude at 
this point in the analysis that SFPP's entire ADIT account balance should be credited as a 
negative to income and as an offset to income tax liability because the account is 100% 
over-funded. How that should be accomplished is discussed under Issues D-2-a and D- 
2-b, infra. 

I 
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I Income Tax Allowance For SFPP In Designing A Test Year North 
Line Rate? 
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SFPP 

128. SFPP maintains the appropriate methodology for it to use in developing an income 
tax allowance is specified in the December 16 Order. SFPP states the order directed it to 
separate its respective unit-holders into six broad categories: (1) Subehapter C 
corporations; (2) individuals; (3) mutual funds; (4) pension funds, IRAs, KEOGH plans 
and other entities that customarily do not pay income taxes but would be expected to 
have taxpaying owners/beneficiaries; (5) pension funds, IRAs, KEOGH plans and other 
entities that customarily do not pay income taxes but might be required to pay taxes on 
SFPP/KMEP income deemed "unrelated business taxable income" (UBIT); and (6) 
institutions or exempt entities such as municipalities, having no obligation to pay 
out/declare income. The order further directed it to provide supporting detail on the unit- 
holders within each category and to categorize pass-through entities such as partnerships 
based on the entity ultimately subject to an actual or potential income tax liability. It was 
then required to identify the unit-holder percentage falling into each category, calculate 
the percentage of  partnership income imputed to each group, and use those percentages to 
develop a weighted tax allowance. 

129. SFPP also argues that the stand-alone principle and tax normalization procedure it 
followed in the North Line filing accurately reflects the methodology specified in the 
December 16 Order. Under SFPP's approach, the income tax allowance is equal to the 
tax SFPP, on a stand-alone basis, would pay on its allowed equity return. SFPP 
emphasizes the December 16 Order directs it to develop the income tax allowance at the 
partnership/entity level rather than at the partner/individual level advocated by opposing 
participants, emphasizing further that the order directs it to then calculate the percentage 
of  partners in each of  the six specified categories as well as the percentage of taxable 
partnership income allocated to each category. SFPP contends the December 16 Order 
also specifies how to calculate the appropriate tax rate for each type of partner and how to 
weight each type's tax rate to derive the weighted average rate. Following this procedure 
produces the weighted income tax rate of  37.92% reflected in SFPP's rebuttal 
testimony. ~ 

60 SFPP acknowledges it normally would be defending the allowance reflected in 
the April 28, 2005 North Line rate filing and supporting case-in-chief, but the 
circumstance that the Policy Statement, June 1 Order and December 16 Order all were 
issued during the course of  this proceeding compelled it to change positions on rebuttal 

! 
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130. Trial Staffvigorously disputes that SFPP is entitled to seek an income tax 
allowance in aecordance with the Policy Statement, June 1 Order and December 16 Order 
in this proceeding. Trial Staff contends the December 16 Order was explicitly confined 
to its underlying dockets, and it therefore must be presumed the Commission did not 
intend the order to have broader applicability--particularly to a case with an imminent 
hearing commencement date. st In addition, Trial Staff complains it would be 
fundamentally unfair to participants opposing an income tax allowance in this proceeding 
to mechanically apply the December 16 Order under these circumstances. Trial Staff 
instead emphasizes the Policy Statement's "actual or potential tax liability" requirement, 
focusing on the level of  actual income eligible for taxation from KMEP to each of  its 
limited partners. This methodology yields a weighted federal income tax rate of  1.23%. 62 

131. Trial Staff underscores the fact that SFPP's interpretation of  the December 16 
Order imposes rebuttable presumptions concerning marginal income tax rates that shift 
the burden of  proof from SFPP the rate applicant--to its opponents. It is manifestly 
unfair in Trial Staff's view to impose this new burden on income tax allowance 
opponents after their affirmative cases already had been filed. Equally important in Trial 
Staff's view is SFPP's interpretation of  the December 16 Order forecloses the question of  
whether SFPP is entitled to any income tax allowance at all because taxable income is 
"imputed" to partner groups without requiring proof that those groups actually received 
taxable regulated income from SFPP. Trial Staffstresses the hearing order in this 
proceeding set all issues raised by the North Line rate filing for hearing, and those issues 
necessarily include a threshold question of  whether SFPP partners satisfy the Policy 
Statement requirement of  "actual or potential tax liability." in addition, Trial Staff 
distinguishes the December 16 Order on the basis that the East Line/West Line rates 
involved in the underlying dockets were established as early as 1992, when the law 
governing the merits of the income tax allowance component of cost of  service differed 
from current law. Trial Staff further distinguishes the December 16 Order on the bases 

I 
I 
l 
I 
I 

(filed January 5, 2006) to reflect an income tax allowance conforming to the Policy 
Statement, June 1 Order and December 16 Order. SFPP IB at 33-34. 

sJ The hearing commencement date was January 24, 2006. 

62 This figure was derived using the 2004 tax year. See Ex. S-4 at 79 
[PROTECTED]; Ex. S-7A [PROTECTED]. Although Trial Staff apparently did not 
compute a composite income tax rate reflecting a state marginal tax rate component, it 
advocates using a similar methodology for that purpose instead of  simply applying the 
8.84% California corporate rate SFPP uses. Trial StafflB at 23-24; Trial StaffRB at 29 
and n. 99. 

I 
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that: (1) the evidentiary records in most, if  not all, of  the underlying dockets were closed 
prior to Policy Statement issuance, so the order established rebuttable presumptions to 
accommodate this unique circumstance/facilitate calculating allowances that already had 
been approved on the merits in the various underlying dockets; and (2) the state income 
tax portion of  the composite tax rate would likely differ here because while the East and 
West Lines implicate Arizona and New Mexico tax rates, the North Line filing implicates 
California tax rates. 

I BP/EM 

I 
i 
! 
! 

l 

132. BP/EM criticize SFPP's mechanical reliance on the December 16 Order, 
summarizing the appropriate income tax allowance methodology in this proceeding as a 
five part process. First, the amount of  North Line taxable income must be determined. 
This is achieved on BP/EM's account by identifying and subtracting all non-ADIT- 
related offsets and deductions to "taxable allowed return on equity." Second, full test 
year tax depreciation must IX offset against taxable income rather than being booked to 
the ADIT account. Third, a composite federal/state income tax rate must be determined. 
BP/EM characterize this as a function of  interrelationship between taxable income and 
tax rates, contending that the Policy Statement yields a de minimis rate if  fairly applied. ~ 
Fourth, the "Net to Tax Multiplier" should be eliminated because the calculation awards 
an incremental income tax allowance on the income tax allowance itself. Fifth, any 
remaining income tax allowance must be offset by credits from the ADIT account 
because that account is already over-funded. 

! 
! 
! 

l 
! 
! 

l 

CCV 

133. CCV argue the December 16 Order must be applied in conjunction with the Policy 
Statement and the June 1 Order to derive the appropriate SFPP income tax allowance. 
According to CCV, this requires SFPP's ownership percentages to be traced back through 
its intermediate parent (Kinder Morgan OLP-D), and its ultimate parent (KMEP), to the 
owners of  KMEP's limited parmership units. CCV generally rely on a 2004 SFPP 
ownership study for this purpose, but depart from the study insofar as it excludes i-share 
interests accounting for ~pproximately 26% of SFPP's partner ownership and 25% of its 
total capital investment. CCV assign a zero percent tax rate to i-share interests because 
they are ownership vehicles "not entitled to allocations of  income, gain, loss, deductions 

6J BP/EM maintain the state rate component should be zero because Nevada 
imposes no income tax. 

t~ CCV highlight the fact that SFPP includes i-share capital in its return on equity 
calculation, but excludes i-share ownership interests fi'om its weighted federal income tax 
calculation. 

II 
II 
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or cash distributions until such time as KMEP is liquidated. ''6s In addition, CCV assign a 
zero percent tax rate to all other non-corporate unit-holders based on what CCV 
characterize as SFPP's complete failure to provide any evidence regarding their income 
tax liabilities. CCV accept SFPP's proposed 40.3% composite federal/state income tax 
rate for corporate unit-holders (i.e. KMI and its subsidiaries), ~ resulting in a blended 
income tax rate of  4.50% based on their weighted ownership interests. CCV maintain its 
methodology is not inconsistent with the December 16 Order because the order must be 
construed in conjunction with the Policy Statement and June 1 order that preceded it. 
Construing the December 16 Order in isolation as support for using taxable income for 
weighting purposes, as SFPP does, has nonsensical consequences on CCV's account. 

Tesoro 

I 
I 
I 

134. Tesoro supports CCV's position, emphasizing that CCV's approach properly 
interprets the December 16 order by focusing on ownership weights rather than taxable 
income weights. Tesoro argued in the alternative under Issue D-2-a that the Policy 
Statement entitles SFPP to an allowance only insofar as it demonstrates actual or 
potential tax liability on income earned, adding the Policy Statement indicates this should 
be achieved through a "blended rate that reflects the owning interest." As previously 
outlined, CCV quantify that rate at 4.50% based on ownership weights. 67 

I 
I 
I 
I 
I 

Discussion/Analysis 

135. The December 16 Order expressly purports to supplement the Policy Statement 
insofar as the methodology for developing the marginal tax rate for pass-through entities 
is concerned, u Accordingly, I am compelled to reject Trial Staff's threshold contentions 
that (i) the December 16 Order was explicitly confined to its underlying dockets and (ii) 

6s CCV IB at 22 citing Ex. CCV-1 at 33 [PROTECTED]; Tr. 1706. CCV also 
claim SFPP conceded on the record that i-shares have no foreseeable actual or potential 
tax liability. CCV IB at 22 (citing Tr. 1706). 

** Ex. CCV-I at 33 [PROTECTED]. 

I 67 Tesoro also states it supports the income tax rate calculation presented by 
BP/EM, presumably referring to BP/EM's five part methodology. 

I 
! 

I 

The December 16 Order strongly suggests it is not confined to the captioned 
dockets, SFPP's East and West Lines or SFPP in general. See December 16 Order at PP 
3, 21-23, 29-34. This lends additional support to my prior ruling that it would be 
inappropriate to disregard the Policy Statement, the June 1 Order or the December 16 
Order for purposes of  this proceeding. See P 62, supra. 

I 
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the Commission did not intend the order to have any broader applicability to SFPP. I 
instead find and conclude the December 16 Order is applicable--if not controlling--here 
to the extent it is consistent with the Policy Statement. The qualifier should assuage Trial 
Staff's legitimate concern that it would be inappropriate to mechanically apply the 
December 16 Order without considering the concomitant Policy Statement requirement 
that SFPP demonstrate actual or potential income tax liabilities for the public utility 
income KMEP limited partners earn through their derivative interests in SFPP. 69 

136. The December 16 Order generally concludes that any flow-through entity 
"partner...required to file a Form 1040 or Form 1120 return that includes a partnership 
income or l o s s . . ,  has an actual or potential income tax liability for the partnership 
income." December 16 Order at P 28 (footnote omitted)7 ° The order then addresses this 
standard's relationship to the weighted tax rate, multiple levels of  pass-through entities, 
and the tax benefit allocation among partners. It first cites the Commission's long-held 
presumption that a Subehapter C corporation owning a regulated utility interest is taxed 
at the maximum corporate rate of  35%, adopting on this basis a rebuttable presumption 
that SFPP/KMEP corporate partners pay the maximum marginal tax rate of 35% for 
purposes of  calculating SFPP's income tax allowance. Id. at P 30. Turning to the "more 
difficult" task of  determining the marginal tax rates for partners other than Schedule C 
corporations, the order notes that while such partners "may have a wide range of  tax 
brackets, and in theory any SFPP limited partner or KM_EP unit holder could fall into 
these different brackets . . ,  it would be very difficult for a regulated pass-through entity 
to obtain actual tax data on the marginal tax rates of the entity filing the return." ld. at P 
31. To address this difficulty, the Commission takes "administrative notice" of  two IRS 

II 
I 
II 
I 
II 
I 
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69 Although I am sympathetic to Trial Staff's corollary complaint concerning the 
unfairness of  imposing rebuttable marginal income tax rate presumptions on income tax 
allowance opponents after their affirmative cases had been filed in this proceeding, the 
December 16 Order--not SFPP--is the source of  any such unfairness. And as previously 
noted, neither Trial Staff nor any other participant requested leave to supplement the 
record in this proceeding to address the December 16 Order's implications during the 
more than five week interim between its issuance and hearing commencement, and the 
hearing had been underway for an additional two weeks before Trial Staff questioned the 
order's relevance/applicability. See Tr. 1168-69. Trial Staff clearly could have been 
more proactive in this regard. I therefore f'md and conclude any claim of unfairness 
based on the December 16 Order's timing must be rejected. 

70 The omitted footnote confirms "the Commission is not requiring that the 
regulated entity have actual income that would be taxable to its partners in the relevant 
test year . . . .  " Id. at n. 45. 

I 
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publications, 71 relying on the publications' individual income tax data compilations 
indicating 74.7% of  total 1994 federal income taxes and 79.5% of  total 1999 federal 
income taxes were paid by Form 1040 taxpayers in the 28% bracket or higher to adopt a 
rebuttable presumption of  a 28% marginal tax rate for all entities not filing a Form 1120 
corporate return. Id. The order characterizes this as a "conservative estimate of  the 
marginal tax bracket of  individuals holding SFPP or KMEP interests, either directly or 
indirectly, given that the complainants argue that KMEP serves mostly as a tax shelter for 
wealthy individuals." Id. at P 32. It concludes "[t]hus, it is likely that the use of  the 28 
percent bracket actually understates the marginal tax rate of  most individuals who have 
invested in SFPP or KMEP partnership interests." Id. The order also applies the 28% 
presumption to entities/individuals with UBIT. ld. Summarizing, the December 16 
Order states: "Thus, unless a party provides evidence to the contrary, the marginal tax 
bracket for partners that are Schedule C corporations or LLCs filing Form 1120 return of  
[sic] 35 percent, for partners that are tax payers other than a Schedule C corporation the 
marginal tax bracket is 28 percent, and for municipalities and other exempt entities the 
relevant marginal tax bracket is zero." ld. (footnote omitted). 

137. Turning to multi-level ownership structures, the December 16 Order observes "it 
is not unusual for a partnership or LLC to be owned by another partnership or LLC, and 
for that entity in turn to be owned by Form 1040 or 1120 partners." ld. at P 33. It then 
states "[t]here is no objection to such arrangements as long a [sic] partner that is subject 
to an actual or potential income tax level can be identified during the test year at issue in 
a particular proceeding." Id. The order specifies "it is the obligation of  the regulated 
entity to identify who has the ultimate responsibility for income that is subject to an 
actual or potential income tax liability." Id. 

138. The December 16 Order notes that one o f  BP West Coast's criticisms of  the 
Lakehead/Lakehead II income tax allowance policy was it did not achieve its goal of 
precluding an allowance for non-corporate partners because those parmers still shared 
ratably in the partial corporate partner allowance according to their limited par~ership 
interests rather than their ultimate income tax liabilities. Id. at P 34. The order states 
"this issue can be resolved in the instant case by using the weighted marginal tax bracket 
of  the different unit holders to determine the tax allowance. This reflects the cost to the 
partnership of  the marginal tax brackets of the partners, thus assuring that ratepayers are 
not charged more than the income tax cost imputed to the partnership." ld. at P 34 
(emphasis in original). The order continues, "[t]his is the same methodology the 
Commission uses when computing weighted cost of  capital which reflects the fact that 
debt and equity instruments are imputed different cos t s . . . "  concluding "[t]he same logic 
applies to the determination of  the income tax allowance." Id. 

I 
I 

~1 Individual Income Tax Rates and Tax Shares, 1994; Individual Income Tax 
Rates and Tax Shares, 1999. 

! 
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139. The December 16 Order ultimately defers deciding whether SFPP satisfies the 
Policy Statement, instead requiring SFPP to provide additional information because the 
Policy Statement changed the applicable legal standard aRer the records closed in all of  
the underlying dockets at issue, ld. at P 44. Specifically, the order directs SFPP to 
separate its respective unit-holders into six broad categories and to include supporting 
detail on the unit-holders within each of these categories: ( i)  Subchapter C corporations; 
(2) individuals; (3) mutual funds; (4) pension funds, IRAs, KEOGH plans and other 
entities that customarily do not pay income taxes but would be expected to have 
taxpaying owners/beneficiaries; (5) pension funds, IRAs, KEOGH plans and other 
entities that customarily do not pay income taxes but might be required to pay taxes on 
SFPP/KMEP income deemed UBIT; and (6) any institutions or exempt entities such as 
municipalities, having no obligation to pay out/declare income, ld. at P 45. The order 
further directs SFPP to provide supporting detail on the unit-holders within each category 
and to categorize pass-through entities such as partnerships based on the entity ultimately 
subject to an actual or potential income tax liability. Id. Finally, the order requires SFPP 
to identify the unit-holder percentage falling into each category, calculate the percentage 
of  partnership income imputed to each group, and use those percentages to develop a 
weighted tax allowance, ld. at PP 45-46. 

140. SFPP relies on compliance with the December 16 Order to claim the weighted 
income tax allowance of  37.92% reflected in its rebuttal testimony. Accordingly, the 
issues here are: (1) whether SFPP is entitled to rely on compliance with the December 16 
Order; (2) if  so, whether SFPP has satisfied the December 16 Order in this case; and (3) if 
not, what are the implications of  SFPP's failure to satisfy the December 16 Order? 

141. I previously ruled the December 16 Order is applicable, if  not controlling, in this 
proceeding to the extent it is consistent with the Policy Statement. 73 The December 16 
Order expressly supplements the Policy Statement insofar as the methodology for 
developing SFPP's marginal tax rate is concerned, and it would be non-sensical to apply 
the Policy Statement~December 16 Order to SFPP's East and West Lines but not to its 
North Line. The issue here is the SFPP/KMEP marginal income tax rate. That rate is not 
line-specific; it should be uniform for all SFPP pipelines. I therefore find and conclude 
SFPP is entitled to rely on compliance with the December 16 Order to prove it is entitled 

I 
I 
I 
I 

n The order states "the Commission recognizes [the percentage of  taxable 
partnership income imputed to each group] may not be the same as the percentage of  the 
actual units held by each group depending on how expenses, deductions and income are 
allocated among the partners." ld. at P 46. 

731 see no need to belabor the point that I consider the Policy Statement to be 
patently inconsistent with the BP West Coast remand order in certain fundamental 
respects, except to underscore the fact that the December 16 Order necessarily exhibits 
the same flaw insofar as it adopts/expands upon those inconsistencies. 

I 



Jnofflclal FERC-Generated PDF of 20061201-0200 Received by FERC OSEC 12/01/2006 in Docket#: OR07-1-000 

I 
I 
I 
I 
l 
I 
I 
I 
I 
I 
I 
I 
I 
i 

I 
I 
I 
I 

Docket No. IS05-230-000 62 

to an income tax allowance in this case---provided the December 16 Order is consistent 
with the Policy Statement. 

142. The Policy Statement concludes an income tax allowance should be granted to: 

all entities or individuals owning public utility assets, provided that an 
entity or individual has an actual or potential income tax liability to be 
paid on that income from those assets. Thus a tax-paying corporation, a 
partnership, a limited liability corporation, or other pass-through entity 
would be permitted an income tax allowance on the income imputed to the 
corporation, or to the partners or the members of  pass-through entities, 
provided that the corporation or the partners or the members, [sic] have an 
actual or potential income tax liability on that public utility income. Given 
this important qualification, any pass-through entity seeking an income tax 
allowance in a specific rate proceeding must establish that its partners or 
members have an actual or potential income tax obligation on the entity's 
public utility income. 

Policy Statement at P 32 (emphasis added). This language clearly imposes an affirmative 
burden of  proof on any pass-through entity seeking an income tax allowance in a specific 
rate proceeding: the entity must establish the actual or potential income tax liability on 
public utility income for each partner or member interest reflected in the claimed 
allowance. Unbundled, the Policy Statement burden of  proof imposes at least two 
discrete obligations. First, the pass-through entity must establish the fact and magnitude 
of  each partner/member's actual or potential income tax liability. Second, the entity must 
conclusively link that liability to its public utility income from regulated service. The 
December 16 Order deviates from these requirements. 

143. The December 16 Order summarily concludes any fiow-through entity 
"partner...required to file a Form 1040 or Form 1120 return that includes a partnership 
income or l o s s . . ,  has an actual or potential income tax liability for the partnership 
income." December 16 Order at P 28 (footnote omitted). Proceeding from this 
conclusion, the order adopts rebuttable presumptions that: (I) SFPP/K_MEP corporate 
(Form 1120) partners pay the maximum marginal income tax rate of 35%; and (2) all 
SFPP/KMEP entities not filing a Form 1120 corporate return pay income taxes at a 28% 
marginal tax rate. Id. at PP 30-31. These presumptions are problematic for a number of 
reasons. Most important, they reverse the Policy Statement burden of proof. The Policy 
Statement imposes the burden of  proof on the pass-through entity seeking an income tax 
allowance. This not only accords with the fundamental ratemaking tenet that the rate 
proponent bears an affirmative burden to prove its case, it also reflects the circumstance 
that the rate proponent is in a privileged position insofar as the pertinent information is 
concerned. As the Policy Statement recognizes: "This is a fact specific issue for which 
the relevant data is uniquely within the control of  the regulated entity." Policy Statement 

I 
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at P 42. It follows that the rebuttable presumptions adopted in the December 16 Order 
not only improperly reverse the burden of  proof, but at the same time make it virtually 
impossible for tax allowance opponents to rebut the presumptions because they do not 
have the requisite dam. ~4 

I 
I 
I 
I 
I 
I 
I 
I 
I 

144. The December 16 Order's inconsistency with the Policy Statement is further 
confirmed by briefly revisiting City of Charlottesville. SFPP is no doubt correct that the 
Policy Statement derives its "actual or potential income tax liability" standard from the 
City of Charlottesville principle that an income tax allowance may reflect any "actual or 
estimated taxes paid or incurred." SFPP--and the December 16 Order--apparently 
concentrate on the standard's "estimated" and "incurred" components to conclude it 
covers theoretical as well as actual tax liability. The more logically-consistent 
interpretation is that City of Charlottesville was concerned with ensuring a tax allowance 
for both current and future actual tax liabilities--that is, that the standard's "estimated" 
and "incurred" components were intended to cover tax payments (i.e. costs) actually 
made, but at some future point in time. ¢s In contrast to SFPP's reading (see discussion at 
P 111, supra), this interpretation squares with the City of Charlottesville distinction 
between governmental entities having no actual or potential income tax liability because 
they are legally exempt from paying income taxes and non-exempt entities/individuals. 
The former would never be required to pay income taxes; the latter might or might noL 
Again, the standard is keyed to whether income taxes ultimately will be paid. Abstract or 
theoretical tax liabilities do not in themselves satisfy this key requirement. That is why 
the Policy Statement necessarily imposes the burden of  proof on "any pass-through entity 
seeking an income tax allowance in a specific rate proceeding [to] establish that its 
partners or members have an actual or potential income tax obligation on the entity's 
public utility income." Policy Statement at P 32. The December 16 Order's 
presumptions eviscerate and reverse this burden by (i) uncritically presupposing every 
dollar of  tax liability attributable to regulated utility income ultimately/necessarily will be 

I 
I 
I 

74 Although each presumption is procedurally troubling in that it reverses the 
burden of  proof, the 35% corporate rate presumption seems less so on substantive 
grounds than the 28% non-corporate rate presumption because the corporate rate would 
not vary from one Subchapter C corporation to another. Any corporate allowance 
nevertheless would have to be discounted to reflect the circumstance that non-corporate 
partners share ratably in the corporate allowance according to their limited partnership 
interests. 

I 
I 
I 

~s The December 16 Order implicitly acknowledges this point when it defends the 
conclusion that offsets for deductions, losses or other subtractions are irrelevant as being 
"consistent with the philosophy in City of Charlottesville that the actual or potential tax 
liability test does not require that actual cash tax payments be paid by an entity on 
regulated income in aparticularfisealyear." December 16 Order at P 28 (emphasis 
added). 

I 
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paid by someone at some time and (ii) imposing a burden to demonstrate the contrary on 
tax allowance opponents. 

145. The December 16 Order's reliance on the 1994 and 1999 IRS publications is 
problematic as well. First, the order takes "administrative notice" of  these taxpayer data 
compilations to support its 28% marginal tax rate presumption for all entities not filing a 
Form 1120 corporate return. December 16 Order at P 31. Research reveals scant 
reference to--and no discrete definition of--administrative notice. I therefore proceed 
from the premise the December 16 Order uses the term in lieu of either "judicial notice" 
or "official notice"---most likely the latter since Commission regulations expressly 
provide the Commission 76 may take official notice "of  any matter that may be judicially 
noticed by the courts of  the United States or of  any matter about which the Commission, 
by reason of  its functions, is expert." 18 C.F.R §385.508 (d) ( i)  (2006). Individual 
income tax rates obviously do not fall within the category of matters about which the 
Commission is expert by reason of  its functions. As a consequence, the Commission may 
take official notice of  them only insofar as they may be judicially noticed. Judicially- 
noticeable facts fall into one of two categories: adjudicative facts or legislative facts. 
Adjudicative facts relate directly to the immediate parties to a specific proceeding; 
legislative facts are established truths of  universal applicability that cannot reasonably be 
questioned and are not party/case-specific. See generally Richard J. Pierce, Jr. 
ADMINISTRATIVE LAW TREATISE (4 th ed. 2002) §§ 10.5-10.6. The individual 
income tax data on which the 28% presumption is based indisputably falls into the 
legislative fact category. They are raw data compilations covering the universe of  
taxpayers filing Form 1040 returns for the years 1994 and 1999. The validity of  the data 
itself cannot reasonably be questioned and it clearly is neither specific to the December 
16 Order's underlying dockets nor to the parties involved in those dockets. 77 And therein 
lies the problem. In extrapolating from the general (legislative fact data) to the particular 
(adjudicatory fact presumption), the December 16 Order misuses judicial notice by 
conflating legislative facts with adjudicatory ones. There simply is no way to determine 
from the compiled data whether any individual KMEP par~er actually fell within the 
28% bracket in 1994 or 1999, 7s let alone in the relevant base/test periods. 7~ Neither is 

I 
I 

I 

I 
I 

76 18 C.F.R §385.508 (d) (1) (2006) references "[a] presiding officer." The 
regulations define "presiding officer" to include "one or more Members of  the 
Commission." 18 C.F.R §385.102 (e) (1) (2006). 

77 The same obviously holds true for the instant proceeding. 

71 The data confirms the maximum probability of this being the case was only 
74.7% in 1994 and 79.5% in 1999. Moreover, the December 16 Order itself concedes 
such partners "may have a wide range of  tax brackets, and in theory any SFPP limited 
partner or KMEP unit holder could fall into these different brackets. December 16 Order 
at P31 .  

I 
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146. The preceding analysis compels me to find and conclude SFPP is not entitled to 
rely on compliance with the December 16 Order to justify its income tax allowance 
claim. Accordingly, I need not address whether SFPP has satisfied the December 16 
Order in this case, or if  not, what that failure implies--except to find and conclude: (1) 
SFPP has provided inadequate evidence in this proceeding to satisfy the December 16 
Order's requirements in any meaningful way; ~ and (2) that failure implies either that 
SFPP is entitled to no more than a 4.50% income tax allowance based on SFPP's 
proposed 40.3% composite federal/state income tax rate for its corporate unit-holders 
alone, ~ or SFPP must be required to make a compliance filing in this docket similar to 
the one required in the dockets underlying the December 16 Order. u See December 16 
order at PP 44-47. 

I c. Whether SFPP's Proposed Income Tax Allowance For Designing 
Its North Line Rate Is Justified and Appropriate? If Not, What Is 
The Appropriate Income Tax Allowance For Designing SFPP's 

I Test Year North Line Rate? 

I 
147. This issue is resolved in accordance with Issues D-l-a and D-l-b. 

I 
I 
I 
I 
I 
I 
I 
l 
I 

16 Order's suggestion that the methodology for deriving a utility's imputed cost of  
capital is analogous to the order's methodology for imputing the 28% non-corporate 
income tax rate is specious. 

See generally Ex. SFN.43. In addition, I fred and conclude SFPP failed to 
comply with the December 16 Order in developing the weighted tax rate underlying the 
rebuttal case income tax allowance claim. The Policy Statement, December 16 Order and 
the evidentiary record in this proceeding indicate SFPP should have developed the 
weighted tax rate using actual ownership interests rather than allocated taxable income. 
See, e.g., Policy Statement at P 42; December 16 Order at P 28; Ex. CCV-I at 29-32 
[PROTECTED]; Tr. 1799-1804. 

KMI and its subsidiaries, based on their 35% maximum corporate income tax 
rates. I am unable to determine from the record whether this figure discounts for the 
circumstance non-corporate partners share ratably in any partial corporate partner 
allowance according to their limited partnership interests. 

u Although I do not endorse the compliance filing alternative in this instance, 
requiring SFPP to make a compliance filing in meaningful accordance with the December 
16 Order would not be inconsistent with the order. 

I 
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152. CCV challenge SFPP's over-funded ADIT amortization proposals as completely 
unsupported by the record in this proceeding. CCV similarly criticize SFPP's reliance on 
a future compliance filing to satisfy a burden of proof it failed to satisfy here--- 
particularly since such a filing would not be subject to discovery or cross-examination. 
In addition, CCV vigorously oppose adjusting the AD1T account retroactively to 1989 in 
accordance with whatever income tax allowance SFPP is granted in this proceeding. 
CCV maintain Commission policy precludes SFPP from modifying the North Line ADIT 
balance prior to the date of its 2005 North Line rate application in this proceeding. And 
since SFPP no longer incurs/is subject to deferred taxes, CCV support the BP/EM 
position that the entire ADIT account balance should be returned to ratepayers because it 
constitutes excess ratepayer-supplied capital. 

Discussion/Analysis 

153. I agree that ADIT must be consistent with whatever income tax allowance is 
granted--both prospectively and retroactively to 1989. The ADIT account accumulates 
actual dollars for SFPP through the income tax component embedded in North Line rates. 
The rationale underlying this accumulation is that once SFPP has exhausted its 
accelerated tax depreciation, it must satisfy any annual income tax liabilities by drawing 
down the accumulated ADIT account--ultimately to zero at the end of  the pipeline's 
longer book depreciation period. If the account is over-funded, the excess must somehow 
be returned to the ratepayers who provided it. This requires both quantifying the over- 
funded amount and determining the proper mechanism through which to return it. 

I 
I 
I 
I 
I 

154. Although SFPP itself has neither incurred nor been subject to deferred income 
taxes since 1989, the Policy Statement~December 16 Order permit it to impute income tax 
liability to corporate partners at a 35% rate and to non-corporate partners at a 28% rate. 
This almost certainly means the ADIT account has been over-funded in significant degree 
since 1989 because (i) the account over-collected in its earlier years in anticipation of  
under-collecting SFPP's presumed 35% marginal corporate income tax liability in later 
ones and (ii) SFPP's imputed post-1989 income tax liability under the December 16 
Order is necessarily less than the amount actually collected after 1989 to cover SFPP's 
presumed 35% marginal corporate tax liability due to the SFPP weighted rate's 
overwhelmingly predominant 28% non-corporate partner tax liability component. See 
generarlly Ex. SFN-43 at 20. The December 16 Order's imputed 35% corporate partner 

I 
I 
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much of the necessary post-1989 information for purposes of its February 28, 2006 
compliance filing. As previously stated, any compliance filing in accordance with the 
December 16 Order also must afford opposin~ participants a meaningful opportunity to 
challenge SFPP's ADIT-related information. 

I b. Whether Full Tax Must Be Taken In The Test Year Depreciation 
As An Offset To SFPP's Income Tax Allowance, If Any, Rather 

i 
Than "Booked" To An ADIT Account? 

Participant Positions 

I SFPP 

I 
I 
II 
I 
I 
I 
I 
I 
I 

156. SFPP asserts this issue contemplates a change to its ADIT calculation 
methodology, which SFPP maintains is both an established approach and consistent with 
Commission precedent. SFPP argues that any participant proposing to change an 
established methodology bears a burden to prove not only that the methodology is 
unreasonable, but also that its proposed alternative is just and reasonable. SFPP claims 
there is no record support for either conclusion. 

Trial Staff 

157. Trial Staff addresses this topic only to the extent SFPP is not entitled to an income 
tax allowance. 

BP/EM 

158. BP/EM contend full tax depreciation must be taken in the test year for two 
reasons. Because there is no tax at the partnership level: (1) all tax depreciation 
necessarily is flowed-through to partners in the tax year rather than being held in any 
kind of  reserve account; and (2) there consequently can be no deferred income taxes. It 
follows there can be no ADIT account, which BP/EM submit is confirmed by the fact that 
SFPP's annual report, Form 6, reflects zero ADIT. BP/EM emphasize SFPP nevertheless 
has collected ratepayer/consumer dollars and "booked" those dollars into an ADIT 
account for the entire duration of  its existence in partnership form. In BP/EM's view, 
this is inappropriate and SFPP rates should reflect full tax depreciation. 

Ii 

II 
! 

u Again, I see no reason to extend the timeframes specified in footnotes 15 and 16 
on account of  the additional ADIT issue. 

! 
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determine the percentage of  income allocated to the various categories of  partners, and 
then develop a weighted average of  the corresponding marginal income tax rates" 
because those percentages are used to calculate a weighted federal and state income tax 
rate which, in turn, is used to calculate the net-to-tax multiplier used to calculate the 
income tax allowance. SFPP maintains no step beyond development of  the income 
percentages allocated to SFPP partner categories involves SFPP's taxable income. 

Trial Staff 

161. First characterizing the term "taxable income" as a misnomer for SFPP except at 
the partner level, Trial Staffargues that i f  an income tax allowance is to be granted in this 
case, it is necessary to determine SFPP's tax year 2004 regulated ordinary business 
income as a step in developing the allowance. Trial Staff summarizes the relevant 
inquiry under the Policy Statement as whether an owner of  an interest in the regulated 
partnership has an "actual or potential income tax liability on the public utility income 
earned through the interest." In Trial SlaWs view, common sense indicates the first step 
in determining such owners' income tax liabilities is to determine what amount of  public 
utility income is eligible to become taxable income to the owners. Trial Staffdisputes 
whether SFPP actually traced its 2004 regulated ordinary business income through its 
chain of  ownership to KMEP's limited partners, however, arguing SFPP did not 
demonstrate it had the accounting capability to differentiate SFPP income from other 
commingled and unregulated OLP-D/KMEP income. Instead, Trial Staff emphasizes, 
SFPP simply allocated income among various categories of KNIEP partners/taxpayers. 
Trial Staffunderscores that SFPP acknowledged the difficulty of  tracing SFPP's 
regulated income on the record at hearing, a difficulty Trial Staff attributes to a 
complicated-by-design business organizational structure. Trial Staff concludes SFPP 
failed to satisfy the burden to prove its owners' actual or potential income tax liabilities 
here because it could not factually trace SFPP's regulated income to them. 

I 
I 

BP/EM 

162. BP/EM maintain it is essential to determine SFPP's taxable income if an income 
tax allowance is to be granted. BP/EM also maintain the amount reported to the IRS on 
Form 1065 is inadequate to this end. 

! Discussion/Analysis 

I 
! 
I 

163. All participants agree it is necessary to determine the amount of  income on which 
any income tax allowance is based. I concur. An income tax allowance presupposes an 
income tax liability, which in turn is a function of  an underl ing income. Whether the 
income tax allowance reflects a true cost to the utility itself, or a pass-through liability 

90 1 have determined this is not the case with respect to SFPP. 

I 
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to its owners, the underlying cost/liability must be quantified in some manner that is 
neither arbitrary nor capricious. A true cost is readily quantifiable, and is by definition 
appropriately allocated to the utility that pays it. Pass-through liabilities, in contrast, 
demonstrate no such certainty in themselves. It follows that such liabilities not only must 
be reasonably quantified, but rationally allocated/distributed as well. 

164. Trial Staffs  concern over referencing SFPP's "taxable income" reflects crucial 
insight. Speaking in such imprecise shorthand confuses the simple circumstance that 
SFPP has no taxable income. It is a partnership and as such pays no income taxes; it 
therefore has no taxable income. It has regulated ordinary business income--100% of  
which is passed-through to owners at multiple levels. Those owners may or may not 
have actual or potential income tax liability for the public utility income earned through 
their interests. Any that do properly may be said to have taxable income derived through 
their ownership interest(s) in SFPP, but not a share of"SFPP taxable income." The 
material underlying income figure for Policy Statement purposes, then, is not necessarily 
the total regulated ordinary business income SFPP passes through to its owners. It is 
instead the amalgamated amount of  SFPP-derived regulated ordinary business income for 
which SFPP can demonstrate its owners have actual or potential income tax liabilities. 

165. The Policy Statement addresses the underlying income determination only by 
implication. It contemplates that any pass-through entity's income tax allowance will be 
determined in accordance with the entity owners' total actual or potential income tax 
liabilities on regulated public utility income. Quoting the Policy Statement: 

I 
I 
I 

any pass-through entity seeking an income tax allowance in a specific rate 
proceeding must establish that its partners or members have an actual or 
potential income tax obligation on the entity's public utility income. To the 
extent that any of the partners or members do not have such an actual or 
potential income tax obligation, the amount of  any income tax allowance 
will be reduced accordingly . . . .  9, 

! 

I 
I 
I 
! 

9l I cite this language for the sole purpose of  illustrating the Policy Statement 
requires each pass-through owner contributing to the utility's total income tax allowance 
to demonstrate the fact and magnitude of  its proportionate income tax obligation for the 
pass-through entity's total public utility income. As previously noted, in my view the 
second sentence of  the cited language suggests a presumption with respect to the total 
pass-through owner income tax liability which is both impermissible in that it implicitly 
reverses the threshold burden of proof, and inconsistent with the immediately preceding 
Policy Statement mandate that the pass-through entity must affirmatively establish its 
partner/members' actual or potential income tax obligations on the pass-through entity's 
public utility income. 

I 
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Policy Statement at P 32. BP West Coast concerns notwithstanding, I find and conclude 
this standard facially satisfies the requirement that Commission policy be established in a 
manner which is neither arbitrary nor capricious. It is at least rational to assume that 
somewhere up the ownership chain SFPP/KMEP partners/members ultimately receive 
some indeterminate amount of  SFPP-dedved regulated utility income and also incur 
some degree of  actual or potential tax liability for it. ~ It does not necessarily follow, 
however, that every (or any particular) partner/member actually receives such income. 
Neither is it self-evident how much SFPP-derived income in fact reaches any particular 
partner/member. These uncertainties must be eliminated and conclusively quantified in 
order to derive the composite taxable income figure material to the tax allowance. 

166. A conclusion the Policy Statement was crafted with consideration to the preceding 
uncertainties is supported by the fact that it expressly defers to individual rate 
proceedings the "technically complex" task of  establishing the fact and magnitude of  
each individual actual or potential partner/member income tax liability supporting the 
pass-through entity's total income tax allowance claim, ld. and n. 27. Although the 
Policy Statement begs the question of  precisely how these demonstrations must be made 
in the context of  individual rate proceedings, the logical implication is that they must be 
factual/evidentiary. What other reason could there be to defer them to individual rate 
proceedings? 

167. Conversely, there is no logical basis on which to presume in any individual rate 
proceeding that every flow-through entity "partner...required to file a Form 1040 or 
Form ! 120 return that includes a partnership income or l o s s . . ,  has an actual or potential 
income tax liability for the partnership income." December 16 Order at P 28 (footnote 
omitted). Nor is there any logical basis on which topresume in such evidentiary 
proceedings either a 28% tax rate for all Form 1040 fliers or that SFPP/KMEP income 
allocations reflect actual SFPP-derived partner/member incomes and income tax 

I note here that whether such owners have taxable income-reducing offsets (e.g., 
unrelated losses, credits, 743(b) depreciation, etc.) should be immaterial to their actual or 
potential tax liability on SFPP income--so long as that liability can be established/ 
quantified before the offsets are applied. I do not see how this situation differs from the 
long-accepted corporate utility practice of  reducing otherwise taxable income through 
non-cost offsets, thereby reducing the utility's ultimate income taxpayment in a 
particular year as distinguished from the pre-offset tax liabilitY on which its income tax 
allowance was based. Moreover, it smacks of confiscation to require SFPP/KMEP pass- 
through partuers/members essentially to subsidize SFPP rates by reducing the 
partuer/members' tax liabilities for SFPP-derived income---hence, the tax allowance 
reflected in rates--by the value(s) of  whatever non-utility-related offsets, credits or 
deductions the partner/members otherwise might have. 

I 
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liabilities. Compare Policy Statement at P 42 with December 16 Order at PP 32, 43-46. 
These presumptions reverse the burden of proof which the Policy Statement rationally 
imposes on the pass-through entity seeking an income tax allowance. They also 
disregard the ratemaking axiom that rate proponents bear the affirmative burden to prove 
their cases, as well as the circumstance that the rate proponents have a virtual monopoly 
on the requisite evidence. 93 Most importanL the December 16 Order presumptions 
directly contravene the Policy Statement's evidentiary requirement that "any pass- 
through entity seeking an income tax allowance in a specific rate proceeding must 
establish that its partners or members have an actual or potential income tax obligation on 
the entity's public utility income." Policy Statement at P 32. As previously illustrated, 
the Policy Statement re, quires the pass-through entity seeking a tax allowance to make 
this factual demonstration in the context of an evidentiary rate proceeding. The 
December 16 Order arbitrarily supplants this requirement with evidentiary presumptions 
concerning the existence, magnitudes and distributions of pass-through entity 
partner/member tax obligations for the entity's public utility income. These 
presumptions impute a composite taxable income figure by extension. And irrespective 
of whether the presumptions may be deemed to have the minimum required rational 
bases---which I previously concluded they do not--they clearly had no legitimate factual 
bases in the underlying records. See December 16 Order at PP 31-32. Accordingly, l 
find and conclude that while the general standard for demonstrating SFPP-derived 
taxable income articulated in the Policy Statement is rational, the same does not hold true 
for the supplemental guidance provided in the December 16 Order. 

168. What remains is to determine whether SFPP has in this proceeding factually 
established the income material to its tax allowance claim in accordance with the Policy 
Statement--that is, whether SFPP has demonstrated the total of its pass-through owners' 
individual actual or potential income tax liabilities on SFPP-derived regulated public 
utility income. The answer clearly is no. The Policy Statement required SFPP factually 
to demonstrate the actual or potential income tax liability on SFPP-derived income for 
each partner/member ownership interest subsumed in the claimed allowance. It therefore 
was incumbent on SFPP (i) to establish the fact and magnitude of each discrete 
partner/member's actual or potential income tax liability and (ii) to conclusively match 
that liability to SFPP-derived public utility income from regulated service. Accord 
Tram-Elect, 113 FERC ¶ 61,162. SFPP did neither. Instead, it relied exclusively on the 
net income figure reflected on line I of its 2004 Form 1065 partnership return and simply 
allocated/imputed that amount among the various partner/unit-holder categories specified 
in the December 16 Order. See Ex. SFN-36 at 6; Ex. SFN-41; Ex. SFN-41-A [ALL 
PROTECTED]. See also December 16 Order at PP 44-46. All the net income figure 
reflects, however, is the total income SFPP initially sent up the partnership chain. There 

I 
I 

93 To reiterate, the Policy Statement characterizes this evidence as "uniquely 
within the control of the regulated entity." Policy Statement at P 42. 

I 
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I is no evidence in the record before me that SFPP or any other Kinder Morgan entity has 
the accounting capability to trace SFPP-derived income up that chain to "where the 

I ultimate tax liability lies," let alone to establish the ultimate "character of the tax 
incurred" as the Policy Statement requires. Policy Statement at P 42. SFPP expressly 
concedes as much. See Tr. 1190-93. 

I 169. The preceding analysis compels me to find and conclude that although SFPP was 
required to establ!sh the composite partner/member taxable income figure material to its 

I tax allowance claim through demonstrative evidence, it has completely failed to do so in 
this proceeding. This ruling notwithstanding, SFPP clearly relied on the December 16 

I Order and arguably complied with it in substantial degree. Here again, it would be 
unduly harsh to penalize SFPP for good faith reliance on the SFPP-specific guidance 
reflected in the December 16 Order irrespective of whether that guidance comported with 

I the Policy Statement. SFPP therefore should be granted a supplemental opportunity to 
factually establish the composite partner/member taxable income figure material to a tax 
allowance claim in accordance with the Policy Statement in the context of a compliance 

I filing. Opposing participants also should be granted a meaningful opportunity to 
challenge that filing. 

I sh How To Determine The "Taxable Income" Of SFPP For Purposes 
Of Determlmng The Component For An Income Tax Allowance? 

I 170. This issue is resolved in accordance with Issue D-3. 

I 4. Is It Necessary To Determine The "Taxable.Income" Of The 
Relevant Partners For Purposes Of Determm.mg An Income Tax 

I Allowance? If So, How Should It Be Determined? 

I 171. This issue is resolved in accordance with Issue D-3. 

a. How To Determine The "Taxable Income" Of The Relevant 
I Partners For Purposes Of The Component On Income Taxes, 

Including The Reclassification Of Categories Of Partners, The 
Question Of Whether Allocations Of Income To The KMEP 

I General Partner Should Be Excluded Because It Is A 
Management Fee, And The Question Of Whether Passive Loss 

I 
I 
I 

Carryforwards, 743-B Depreciation, And Tax Credits Can Be 
Ignored In The Calculations, Each Of Whieh Operates To Lower 
The Amount Of "Taxable Income" Flowed Through From The 
KMEP Partnership? 

172. This issue is resolved in accordance with Issue D-3. 

I 
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. How Should The "Tax Rate" Appfieable To The Relevant Partners 
Be Determined? 

173. This issue is resolved in accordance with Issue D-3. 

I a. How To Determine The "Tax Rate" For The Relevant Partners, 
Including The Question Of "Stand Alone" Versus Consideration I Of Assumed Outside Income And Including The Question Of 
Whether Presumptions Of Tax Rates Are "Arbitrary And 

I Capricious"? 

174. This issue is resolved in accordance with Issue D-3. 

I b. Should It  Be Presumed That  The Tax Rate On Individuals For  
Income Received From SFPP Partnership Affiliates Is 28% When 
The Maximum Tax Rate On Qualified Dividends Is 15%? 

I 175. This issue is resolved in accordance with Issue D-3. 

E. What  Is the Appropriate Level of Operation and Maintenance Expenses I in this Case? 

1. Whether SFPP's Allocation of General And Administrative ( i ~ ,  
In Its North Rate Is Justified And Overhead) Expense Designing Line 

Appropriate? If Not, What  Is The Appropriate Allocation Of  

i 
General And Administrative Expense For Designing SFPP's Test 
Year North Line Rate? 

I 
I 
I 
I 
I 
I 

Participant Positions 

SFPP 

176. SFPP summarizes the participant disputes under this issue as: (1) whether SFPP's 
use of  targeted allocations within the so-called "Massachusetts" formula is reasonable; 
(2) whether to include all KMEP subsidiaries in the allocation; and (3) how to determine 
the overhead expenses to be allocated after resolving the first two questions; and (4) 
whether and how PAA should be included in the allocation. 

177. SFPP states KMEP uses the Massachusetts formula to allocate overhead expenses 
incurred on behalf of its general partner (KMGP) among KMEP's subsidiaries, including 
SFPP. SFPP describes the Massachusetts formula as equally weighting gross revenues, 
labor costs and gross plant to allocate overhead costs for ratemaking purposes to properly 

I 
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I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

reflect the parent relationship, adding that the allocation should reflect the relative focus a 
parent company gives to each subsidiary. KMEP overhead expenses arise from two 
sources according to SFPP--KMEP's reimbursement to its parent (KM1) for certain 
corporate-type services reflected in a "KMI Cross-Charge" and costs incurred by entities 
to which KMGP has delegated management responsibility (KMGP Serviees--a KMGP 
subsidiary and KM Serviees---a KMR subsidiary). To determine the 2004 overhead 
expenses to be allocated, the $170.5 million total corporate overhead reflected on 
KMEP's Form 10-K must be adjusted twice. First, overhead costs identified with 
specific operations or entities must be directly assigned to them rather than allocated 
through the Massachusetts formula. Second, since each KMEP entity capitalizes a 
portion of its allocated KMEP overhead for financial reporting purposes, KMEP must 
consolidate those amounts and add the total to the overhead it reports in its Consolidated 
Statement of  Income to reconcile with overhead allocated through the Massachusetts 
formula. These two adjustments increase the allocation total to $178.5 million. 

178. KMEP makes two more adjustments when applying the Massachusetts formula to 
allocate the $178.5 million figure. It first excludes certain subsidiaries whose inclusion 
KMEP deems contrary to the formula's objective due to a lack of  KMEP management 
involvement. KMEP then identifies certain cost categories which it matches to four 
specific subsidiary groups ("tiers"), allocating these cost categories on group-specific 
bases rather than individually across the board. In SFPP/KMEP's view, this "targeted 
tier" allocation better satisfies the Commission preference for direct cost assignment prior 
to resorting to socialized allocation among all subsidiaries. SFPP/KMEP characterize 
"targeted tier" allocation as a "refine[ment]" to the Massachusetts formula that more 
closely aligns cost allocation with cost incurrence. They also maintain it is appropriate to 
increase the gross property amounts associated with six KMEP subsidiaries--including 
SFPP----to reflect PAA associated with those entities, thereby modifying the indicated 
overhead cost allocation percentages for all KMEP subsidiaries under the Massachusetts 
formula. 

Trial Staff 

I 
I 
I 
I 
I 

179. Trial Staff argues SFPP's four tier overhead cost allocation scheme is inconsistent 
with the Massachusetts formula, and SFPP has not established the propriety of its formula 
deviations/modifications. It levies the same criticism on SFPP's inclusion of  PAA in the 
underlying gross plant factors, which Trial Staff maintains both overstates and distorts 
the appropriate overhead cost allocation under the Massachusetts formula. Trial Staff 
criticizes SFPP for including PAA in its carrier/non-carrier overhead cost allocation 
under the so-called "Kansas/Nebraska" formula on similar grounds. In addition, it 
disputes whether SFPP established the propriety of  excluding nineteen 94 subsidiaries 

94 SFPP initially proposed to exclude nineteen subsidiaries, but reduced that 
number to seventeen at hearing. See Tr. 1602-03. 

I 



Jnofflclal FERC-Generated PDF of 20061201-0200 Received by FERC OSEC 12/01/2006 in Docket#: OR07-1-000 

I Docket No. IS05-230-000 79 

I 
I 

from the overhead cost allocation pool. Finally, Trial Staffcontends SFPP did not 
convincingly demonstrate it did not double-count certain overhead costs, noting that 
some such costs appear to be both capitalized and expensed in developing the North Line 
ra te .  

I 
I 
I 
I 
I 
I 
I 
I 
I 

CCV 

180. CCV once again take issue with SFPP's ostensible failure to "open fully" in its 
initial brief, arguing SFPP should be deemed to have conceded any CCV testimony or 
hearing position(s) on this topic not addressed there. Turning to substance, CCV first 
argue SFPP's exclusion of any KMEP subsidiary from the Massachusetts formula 
overhead cost allocation pool unreasonably shitts overhead costs to the remaining 
entities--including SFPP--and lacks any legitimate foundation. CCV contend SFPP 
presented no credible evidence to support excluding such subsidiaries, and could neither 
cite nor explain any analysis, process or documentation providing the bases for the 
exclusions---save three operating agreements applying to only five of the seventeen 
excluded entities. On CCV's account, even these few operating agreements do not avail 
SFPP became the agreements tl?, emselves confirm KMEP cominues to exercise 
management responsibility and oversight in each case. 

181. CCV challenge SFPP's four tier Massachusetts formula modification on 
substantially the same grounds. They charge in addition that SFPP's Massachusetts 
formula application methodology vacillates from year-to-year/proceeding-to-proceeding 
depending on SFPP's primary objective at the time, citing various Commission and 
CPUC proceedings and SFPP's disparate applications of the formula in those 
proceedings. This charge aside, CCV characterize the four tier method as arbitrary, self- 
serving and internally inconsistent, extensively citing the record in this proceeding to 
support the characterizations. 

I 
I 
I 
I 
I 

Tesoro 

182. Tesoro states it has three major points of disagreement with SFPP regarding its 
overhead cost allocation under the Massachusetts formula: (1) whether to include all 
KMEP subsidiaries in the formula; (2) whether SFPP's four tier formula modification is 
acceptable; and (3) whether PAA should be excluded in performing the allocation. 
Tesoro submits that Commission precedent, including SFPP-specific decisions, is directly 
dispositive in Tesoro's favor on the first and third points, and there is absolutely no basis 
to accept SFPP's four tier Massachusetts formula modification. Tesoro cites Williams 
Natural Gas, 85 FERC ¶ 61,285 at 62,137 (1998) (Williams) for the proposition that even 
minor benefits derived from a parent entity require a subsidiary's inclusion in the 
Massachusetts formula calculus. Tesoro maintains each KMEP subsidiary excluded by 

I 
I 
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SFPP satisfies this criterion and, consequently, the exclusions were impermissible. 
Tesoro next emphasizes SFPP was unable to state the four tier modification's analytic 
basis, or to explain how SFPP determined which subsidiaries should be grouped together 
and why. It also echoes CCV's charge that SFPP's Massachusetts formula application 
methodology varies dramatically from proceeding-to-proceeding to demonstrate the 
current iteration's arbitrariness. Last, Tesoro contends Commission precedent is 
conclusive that PAA must be excluded in performing the Massachusetts formula 
allocation in order to reflect the correct amount of  gross property plant and equipment of  
KMEP's regulated subsidiaries. 

I 
I 
I 
I 
I 
I 

Discussion/Analysis 9s 

183. The Massachusetts formula originates with Distrigas of  Massachusetts Corp., 34 
FERC ¶ 63,034 (1986), aff~d in part and modified in part on other grounds, 41 FERC ¶ 
61,205 (1987) (Distrigas). Essentially, it is the mechanism established by the 
Commission for a parent entity to equitably allocate residual (i.e. non-directly assignable) 
costs incurred to provide generalized benefits to its subsidiaries among those subsidiaries. 
The allocation test is whether the subsidiary receives a benefit from the parent cost 
center(s). If  so, it receives an allocation; i f  not, it does not. It follows that excluding any 
subsidiary from the allocation pool increases the amount allocated to every subsidiary 
remaining in the pool. Since Distrigas permits any amount allocated to a subsidiary 
pipeline under the Massachusetts formula to be included in the pipeline's rates, excluding 
other subsidiaries from the parent's allocation pool increases the pipeline rate. ~ 
Accordingly, the Commission requires even marginal beneficiaries to be included in the 
allocation pool. See Williams, 85 FERC at 62,137. 

I 
I 
I 
I 
I 
I 
I 

184. The preceding summary reflects the Massachusetts formula endorsed by the 
Commission. It is incumbent on any rate applicant deviating from or proposing to 
modify that formula affirmatively to demonstrate its deviation/modification is just and 
reasonable. SFPP proposes to deviate from the Massachusetts formula by excluding 
seventeen KMEP subsidiaries from the cost allocation pool. It also proposes to modify 
the formula by establishing a four-tiered cost allocation scheme instead of the 

9s I have adequately addressed CCV's objection to SFPP's alleged failure to "open 
fully" in its initial brief under Issue C-3. 

Excluding seventeen subsidiaries from KMEP's overhead cost allocation pool, 
as SFPP proposes, requires allocating an additional $29.1 million among the remaining 
subsidiaries. Ex. Ex. SFN-33 at 5-12 [PROTECTED]; Ex. CCV-1 at 44-46 
[PROTECTED]. A substantial portion of  this sum would be allocated to SFPP, with a 
derivative amount reflected in the North Line rate. See Ex. SFN-29, Schedule 18 
[PROTECTED]; Ex. SFN-30 at 5 [PROTECTED]. 

I 
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undifferentiated one established in Distrigas. It follows that SFPP bears an affirmative 
burden to prove that each of  these proposals is just and reasonable. See, e.g., Olympic 
Pipe Line Co., 100 FERC ¶ 63,005 at P 21, aft'd, 101 FERC ¶ 61,245 (2002~. The record 
before me, however, is conclusive SFPP has failed to do so on both counts." 

l 
I 
I 
I 
l 
I 
I 
I 
I 
I 
I 
I 
I 

185. SFPP has demonstrated no legitimate basis to exclude any KMEP subsidiary from 
the Massachusetts formula calculus. Its sole justification lies in a single wimess's 
assertions that (i) KMEP management has no involvement in the operation of  the 
excluded subsidiary asset (ii) KMEP has only a percentage equity ownership and does 
not operate the excluded subsidiary asset, or (iii) KMEP has no equity ownership of  the 
excluded subsidiary asset but is paid a fee to operate it. Ex. SFN-3 at 10-I 1; Ex. SFN-33 
at 6 [PROTECTED]. These assertions' inappropriately narrow focus on operational 
control aside, the witness demonstrated no knowledge whatsoever with respect to their 
analytic underpinning(s). Tr. 1572-73, 1575-76. In fact, the assertions fred their only 
evidentiary support in three operating agreements coveting five of  the seventeen 
excluded subsidiaries. Ex. SFN-3 at 11-12; Ex. SFN-7; Ex. SFN-8; Ex. SFN-9. On 
cross-examination, however, the sponsoring witness conceded he knew little about those 
agreements. Tr. 1573, 1607. He also acknowledged that KMEP provides various 
management/accounting services to all seventeen excluded subsidiaries--including the 
five covered by the operating agreements. Tr. 1608-14, 1625. AccordEx. CCV-I at 43 
[PROTECTED]. Also see generally Ex. CCV-25 [PROTECTED]. Moreover, the 
operating agreements expressly reserve to the designated "Owner" managerial oversight 
and authority with respect to transportation contract administration, permanent capacity 
assignments, all contracts exceeding one year, as well as operating and capital 
expenditure budgets. Ex. SFN-7 at 7-10; Ex. SFN-8 at 8-10; Ex. SFN-9 at 7-9; Tr. 1616- 
25, 1630-32. Although none of  the designated owners is KMEP, the record confirms the 
reserved managerial oversight and authority must reside with KMEP/KMR n because 
none of  the entities designated as "Owner" in the agreements has any employees. Tr. 
1620-22, 1625, 1632. In sum, I find and conclude SFPP has failed to satisfy its burden of  

97 The December 16 Order/rehearing order are similarly conclusive that PAA must 
be excluded in performing the Massachusetts formula allocation in order to reflect the 
correct value for gross property plant and equipment. December 16 Order at P 85 and n. 
114; Order on Rehearing, 114 FERC ¶ 61,136 at P 17 and n. 22. The same holds true for 
including PAA in the carrier/non-carrier overhead cost allocation under the Kansas/ 
Nebraska formula. December 16 Order at P 89. Although SFPP's PAA position may 
have some merit insofar as non-jurisdictional entities are concerned (see Order on 
Rehearing, 114 FERC ¶ 61,136 at P 17), that possibility cannot be addressed here 
because the record contains no relevant evidence. 

I 
I 

9s KMEP delegates its management functions to KM_R--which may in turn 
delegate them to certain KMR subsidiaries. Tr. 1617-19. 

I 
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proof insofar as the seventeen excluded subsidiaries are concerned, s* SFPP must include 
the seventeen excluded subsidiaries in its Massachusetts formula calculus. Accord 
December 16 Order at P 85. 

186. SFPP has similarly failed to satisfy its burden of  proof insofar as it proposes a four 
tier modification to the Massachusetts formula. Here again, SFPP's sole justification lies 
in a single witness's ~°° assertion that a four tier scheme better satisfies the Commission 
preference for direct cost assignment by more closely aligning cost allocation with cost 
incurrence. I observe as a threshold matter that although SFPP's desire to advance 
Commission objectives by devising/implementing methodological enhancements is 
laudable in the abstract, there is no evidence any enhancement is necessary in this regard. 
My review of Commission opinions discussing Diatrigas and the Massachusetts formula 
reveals no indication that the formula's undifferentiated approach is in any way 
inadequate. Moreover, the record reflects no evidence SFPP's four tier approach better 
aligns cost allocation with cost incurrence. To the contrary, the record confirms that the 
approach's sponsoring witness: (I) had no role in either its development or any 
underlying analyses; (2) did not supervise those activities; and (3) could not explain the 
criteria for developing, differentiating among, or assigning subsidiaries to the four tiers. 
Tr. 1567-72; 1574-76. The record also contains evidence that KMEP may not have the 
ability accurately to segregate overhead costs by individual entity or business unit. See, 
e.g., Ex. CCV-25 at 14 [PROTECTED]; Ex. CCV-70 at 15. It also suggests a number of  
entities were improperly categorized here in any event. See Ex. CCV-1 at 48-49 
[PROTECTED]. For all these reasons, I am compelled to find and conclude SFPP has 
failed to satisfy its burden of  proof insofar as it proposes to use a modified four tier 
Massachusetts formula. SFPP must allocate overhead costs in accordance with the 
undifferentiated approach adopted in Distrigas. 

187. In general, I find and conclude the appropriate Massachusetts formula overhead 
cost allocation is reflected in Exhibit CCV- l at 51-53 & Table 13 [PROTECTED]. I do 
not accept the "capitalized overhead" adjustment recommended at pages 46-47 of  that 
exhibit. CCV-I at 46-47 [PROTECTED]. The record confirms KMEP does not allocate 
capitalized overhead through the Massachusetts formula. Tr. 1590-96 [Tr. 1591-96 
PROTECTED].  

i 
I 
I 
I 

99 1 reject any SFPP suggestion that some of these subsidiaries should be excluded 
in any event because they do not meet the "marginal benefit" threshold referenced in 
Williams. The appropriate way to allocate overhead costs under the Massachusetts 
formula is to reflect the relative focus KMEP gives to each individual subsidiary, not to 
transfer the costs associated with comparatively minor attention levels to others. To this 
end, 1 endorse the allocations reflected in Exhibit CCV-26 at 1-2 [PROTECTED I. 

t0o The witness proposing the seventeen subsidiary exclusions. 

I 
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i 2. Whether SFPP's Proposed Depreciation Expense For Designing Its 
North LIne Rate Is Justified And Appropriate? If Not, What Is The i Appropriate Depreciation Expense For Designing SFPP's Test Year 
North Line Rate? 

I 188. This issue is uncontested. I therefore the amortization and depreciation accept 
expense reflected in Exhibit SFN-28 at 34. 

i 3. Whether SFPP's Proposed Investment And Operating Expense 

i 
I 

Allocation Factors for Designing Its North Line Rate Are Justified 
and Appropriate? If Not, What Is The Appropriate Investment And 
Operating Expense Allocation Factors For Designing SFPP's Test 
Year North Line Rate? 

189. This issue is resolved in accordance with Issue E- 1 and foomote 97. 

i 
I 

i 4. Whether SFPP's Development And Allocation Of Environmental 
Rcmediation Expense In Designing Its North Line Rate Are Justified 
And Appropriate? If Not, What Is The Appropriate Development 
And Allocation Of Environmental Remediation Expenses For 
Designing SFPP's Test Year North Line Rate? 

Participant Positions 

i SFPP 

I 
I 
I 
I 
I 
i 

190. SFPP proposes a normalizing adjuslyaent to its environmental remediation expense 
to address the circumstance that such costs vary considerably fi'om year to year. The 
adjuslment reflects SFPP's average annual environmental remediation expense over the 
five year period fi'om 2000 to 2004, and increases the base period North Line 
environmental remediation expense from $1,008,000 to $1,412,000. In SFPP's view, the 
adjustment results in a more representative amount being reflected in rates than would 
strict adherence to base/test period principles. 

st /f 

191. Trial Staffcritieizes SFPP's approach as ignoring the Commission's "known and 
measurable" change(s) standard and not being reflective of  actual and current experience. 
It argues the appropriate methodology to determine North Line environmental 
remediation expense is to average actual 2004 costs with eight months of  annualized 

! 
! 
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actual cost data from 2005. Trial Staff contends this produces a $1,612,000 t°~ annual 
North Line environmental remediation expense. 

CCV 

I 
I 
I 

192. CCV accept SFPP's $1,008,000 base period environmental remediation expense 
figure, but oppose any normalizing adjustment. CCV maintain the adjustment violates 
base/test period principles because it considers costs falling far outside the base period. 
They also cite lower environmental remediation expense figures from the first eight 
months of  2005, as well as 2006-2007 projections, to criticize any upward adjustment to 
the base period expense, claiming those figures support a downward adjustment if  
anything. 

I 
I 
! 

I 
I 

Tesoro 

193. Tesoro stresses that normalizing adjustments only may be applied to non-recurring 
costs. Since SFPP treats environmental remediation expense as a recurring item, its 
normalization approach is invalid---a situation which is compounded on Tesoro's account 
by the fact that five year averaging necessarily includes pre-base period costs in the test 
period amount. Tesoro adds that replacing/rerouting the Concord-Sacramento segment 
should cause base period North Line environmental remediation expenses to decline on a 
permanent basis rather than increase as the normalization adjustment implies. It relies on 
eight months of  annualized 2005 data indicating a $109,000 decline in base period 
expense to support this position, endorsing an $899,000 test period test period 
environmental remediation expense for the North Line. 

! 
! 

Discussion/Analysis 

194. Excepting Trial Staff, all participants accept $1,008,000 as the appropriate base 
period North Line environmental remediation expense. Where they disagree is whether 
and how that expense should be adjusted to reflect test period changes. 

! 

I 

195. I reject the SFPP proposal to increase the figure to $1,412,000 to reflect the North 
Line's average annual environmental remediation expense over the five year period from 
2000 to 2004. This proposal is patently inconsistent with the base/test period principles 

! 

i 
1o~ Ex. S-4 at 110, 112 [PROTECTED]. 1 cannot ascertain this figure's 

provenance. SFPP's base period environmental remediation expense is $1,008,000, and 
it proposes to normalize that amount to a test period figure totaling $1,412,000. See Ex. 
SFN-28 at 30. 

! 
! 
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reflected at 18 C.F.R. § 346.2 (a) (i), (ii) (2006) in a number of respects. |°2 It normalizes 
recurring costs, egregiously exceeds the specified base/test periods and is backward- 
looking instead of prospective. It does not reflect reasonably known and measurable 
changes and fails to demonstrate good cause to deviate from the presumptive nine month 
test period limitation. In addition, the record confirms the $1,412,000 figure results 
primarily from aberrational expenses in 2001. See Ex. SFN-28 at 30. SFPP therefore has 
failed to demonstrate any upward adjustment to the $1,008,000 base period 
environmental remediation expense is appropriate. 

196. Tesoro, conversely, has failed to demonstrate any downward adjustment is 
appropriate. Relying on eight months of armualized 2005 environmental remediation cost 
data is inconsistent with the test period principles specified at 18 C.F.R. § 346.2 (a) (ii) 
(2006). In addition, it seems disingenuous for Tesoro to emphasize SFPP's continuing 
inability to stern the need for North Line environmental remediation despite replacing/ 
relocating the Concord-Sacramento segment in order to question the prudence of SFPP's 
underlying capital investment (see, e.g., Ex. TES-28; Ex. TES-29; Ex. TES-37; Tr. 652- 
62), but to argue here that SFPP successfully has reduced its North Line environmental 
remediation costs by an indicated $109,000 per year. 

197. 1 find the just and reasonable North Line environmental remediation expense in 
this proceeding to be the unadjusted base period amount of $1,008,000. 

I 5. Whether SFPP's Development And Allocation Of Litigation Expense 
In Designing Its North Line Rate Are Justified And Appropriate? If 

I Not, What Is The Appropriate Development And Allocation Of 
Litigation Expense For Designing SFPP's Test Year North Line Rate? 

I Participant Positions 

I 
I 
I 
! 

SFPP 

198. SFPP contends it has demonstrated in this proceeding that it is subject to rigorous 
regulatory litigation and that it has incurred significant expenses related to that litigation. 
It therefore proposes to include $540,000 in the North Line cost of service, which amount 
SFPP maintains accounts for actual past period litigation costs and reflects the portion of 
those costs properly attributable to the North Line. SFPP does not support recovering its 
litigation costs through a surcharge as other participants advocate. It nevertheless 
submits if litigation costs must be recovered in this docket through the same type of five 

I 
I 

t02 It also is inconsistent with SFPP's general insistence on strict adherence to base]test 
period principles elsewhere. 

I 
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year surcharge approved in other SFPP proceedings, the appropriate annual North Line 
surcharge would be $1,027,000. 

I 
I 
I 
I 
l 
I 
I 
II 
I 
I 

199. Trial Staff challenges SFPP's litigation expense development/allocation 
methodology. It states SFPP proposes a $129,000 adjustment to its $2,786,000 base year 
figure for a litigation expense in this proceeding totaling $2,916,000. It represents that 
SFPP allocates litigation expense equally among its four pipelines if SFPP believes its 
entire system is affected, arguing instead that relative throughput volumetric allocations 
are the appropriate way to reflect SFPP's system-wide litigation costs/benefits and 
putting the North Line share of  those costs at 8.89%. Trial Staff opposes any allocation 
whatsoever for litigation expenses connected to SFPP proceedings not specifically 
addressing or affecting the North Line. In Trial Staffs view, it is impossible to develop a 
normalized litigation cost to include in the North Line cost of  service due to the multi- 
faceted nature of  the various on-going rate proceedings, adding that SFPP's proposed 
normalization also violates base/test period principles because it relates back over 13 
years. Finally, Trial Staff opposes indefinitely embedding litigation costs in the North 
Line rate, recommending instead that the costs be amortized over a five year period. 

CCV 

200. CCV emphasize the December 16 Order allocates litigation costs attributable to all 
SFPP lines on a voinmetric basis. They advocate applying the same procedure here to set 
the North Line share of  those costs at 8.89%. CCV oppose any North Line allocation 
whatsoever for litigation expenses exclusively attributable to other lines, arguing this 
exclusion would be consistent with the December 16 Order as well and noting SFPP 
seeks full litigation cost recovery in those dockets. According to CCV, this methodology 
produces a test period North Line litigation expense totaling $192,000. 

Tgsoro 

I 
I 
l 
I 
l 

201. Tesoro cites various Commission decisions as support for allocating litigation 
costs attributable to all SFPP lines on a volumetric basis, deriving a North Line share for 
those costs of  8.89%. Tesoro opposes any North Line allocation for litigation expenses 
exclusively attIibutable to other lines based on the December 16 Order. Applying this 
methodology, Tesoro maintains, produces a test period North Line litigation expense 
totaling $399,000. 

Discussion/Analysis 

202. Like seemingly every other SFPP proceeding, this case has been an expensive one. 
The record puts SFPP's actual litigation costs in this docket from May to November 2005 

I 
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alone at $1.2 million. Ex. SFN-50. It credibly estimates SFFP's total cost for the entire 
proceeding to approach $5 million. Id. This cost magnitude indisputably is due in 
substantial degree to opposing parties including and litigating a number of  issues here in 
test case detail rather than in any conceivable proportion to the modest overall rate impact 
the underlying filing will produce. That is their right and prerogative. But, having 
elected to take SFPP so thoroughly to task here, opposing parties cannot legitimately 
complain about SFPP recovering the litigation costs it was compelled to incur--whether 
through the surcharge they advocate or embedded in rates as SFPP requests. The 
question is not whether SFPP is entitled to recover the entire regulatory litigation expense 
associated with this docket; it clearly is entitled to do so. See, e.g., BP West Coast, 374 
F.3d at 1293 (citing Iroquois Gas Transmission System v. FERC, 145 F.3d 398 (D.C. Cir. 
1998)). The question is how much of the litigation expense associated with this 
proceeding SFPP is entitled to recover through the North Line rate. 

203. Were this an ordinary rate case, there is little question SFPP would be permitted to 
embed North Line base/test period regulatory litigation expense in the pipeline's cost of  
service and recover it on an annual basis as a recurring item. See, e.g., Amerada Hess 
Corp., 71 FERC ¶ 61,040 at 61,169-71 (1995). As noted, however, this proceeding's 
ostensible importance has been elevated far above that of  an ordinary rate case. That 
elevation merely exacerbates the circumstance that this docket is but the latest j°3 of  many 
in which virtually identical issues common to all SFPP pipelines have been exhaustively 
litigated, appealed, re-litigated, etc.--with no end in sight. Indeed, the myriad SFPP 
litigations have become so intertwined and inextricable from one another that the 
Commission has been compelled to resort to allocating SFPP litigation expenses on a 
volumemc basis through a surcharge mechanism in a number of  cases. Trial Staff, CCV 
and Tesoro advocate the same procedure here. SFPP opposes it. 

204. The December 16 Order seems to construe Opinion No. 435 and Opinion No. 435- 
A as precluding SFPP from embedding any regulatory litigation expense whatsoever in 
its cost of  service rates, instead requiring SFPP to recover such expenses only through 
volumetric surcharges amortized over five years. See December 16 Order at PP 90-93 
(citing 86 FERC at 61,105-06; 91 FERC at 61,512-13). I do not interpret the orders that 
way. Opinion No. 435-A expressly acknowledges that "[l]itigation related to the 
pipeline's cost of  service and the structure of  its tariff are part of  its normal, ongoing 
operations, and such costs are recoverable as part of  the pipeline's cost of  service." 91 
FERC at 61,512 (citation omitted). Further, Opinion No. 435 and Opinion No. 435-A 
were complicated by both non-regulatory litigation costs and a significant "reparations" 
issue---neither of  which is pertinent here. More important, Opinion No. 435 and Opinion 
No. 435-A had to address over five years worth of  additional litigation costs SFPP had 
incurred litigating the underlying dockets in the intervening period between 1994 and 

~0a Even this characterization no longer applies, as recently-instituted Docket No. 
OR03-5-001 demonstrates. 

I 



Jnofflclal FERC-Generated PDF of 20061201-0200 Received by FERC OSEC 12/01/2006 in Docket#: OR07-1-000 

I Docket No. IS05-230-000 88 

I 
I 
I 
I 
I 
I 
l 
I 
I 
I 

1999/2000. As I read the opinions, the amortized surcharge was intended to recover 
those extranrdinary/non-recurring costs (offset by reparations) only, with no restriction 
on SFPP's ability to include recurring regulatory litigation expenses in future cost of  
service or to recover those expenses on a prospective basis through rates. See 86 FERC 
at 61, i 05; 91 FERC at 61,512. Accord Opinion 435-B, 96 FERC at 62,074-75. I 
therefore see no Opinion No. 435 et al. rationale for compelling SFPP to recover any 
indicated test period regulatory litigation expenses properly attributable to the North Line 
through an amortized surcharge. Instead, I find and conclude SFPP is legally entitled to 
embed those expenses in the North Line cost of service and recover them through the 
North Line rate. 1°4 

205. I also fred and conclude there is inadequate basis to allocate any indicated test 
period regulatory litigation expenses on a volumetric basis in this docket. First, the 
record indicates doing so would violate Hope because it would deprive SFPP of any 
opportunity to recover a significant portion of  those costs. The record confirms that 
accepting the 8.89% volumetric allocation indicated for the North Line (Ex. SFN-50) and 
advocated by Trial Staff(Ex. S-4 at 115 [PROTECTED]), CCV (Ex. CCV-57) and 
Tesoro (Ex. TES-15 [PROTECTED]) enables SFPP to recover a maximum total 
regulatory litigation expense of  only $1,996,000 amortized over five years--and nothing 
thereafter. Ex. SFN-49 at 5-6; Ex. TES*15 [PROTECTED]. But the record strongly 
suggests SFPP's actual regulatory litigation expense in this docket will be markedly 
higher (see Ex. SFN-50), and I find that suggestion reasonable based both on the 
litigation expense figures cited in the December 16 Order I°s and the vigor demonstrated 
by opposing parties in the proceeding conducted before me. Opinion No. 435-A is 
instructive on the latter topic, concluding: 

I 
I 
I 

there appears to be no necessary connection between relative historical 
throughput and the relative volume of litigation generated by a particular 
group of  shippers. It is quite possible that one group would have 
substantially less throughput, yet generate the greater portion of a given 
litigation based on the complexity of  the issues and how aggressively the 
issues are pursued. 

I 
! 

I 
I 

104 Since the parties have elected to make this North Line proceeding a test case in 
a number of  respects---thereby guaranteeing protracted litigation on rehearing and at the 
Court of  Appeals---they cannot plausibly argue the regulatory litigation expenses related 
to the North Line cost of  service/tariff structure proposed in this docket will be anything 
but recurring for years to come. 

los See December 16 Order at P 93. 

I 
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91 FERC at 61,513. The various issues North Line shippers have elected to litigate in 
test case detail in this docket are exceedingly complex, and characterizing shippers as 
"aggressive" discredits their efforts here. Finally, in contrast to the proceedings 
underlying the December 16 Order, it is clearly possible for SFPP to develop a 
normalized test period regulatory litigation expense in this docket, as the direct case in 
support of  the North Line rate filing demonstrates. Ex. SFN-26 at 9-14; Ex. SFN-28 at 
33. I therefore accept as just and reasonable the method by which SFPP developed its 
North Line normalized test period regulatory litigation expense, except insofar as it 
incorporates litigation expenses exclusively attributable to other lines. Those expenses 
should be excluded and full cost recovery sought in the relevant dockets. Accord 
December 16 Order at P 96. 

6. Whether SFPP's Proposed Fuel And Power Cost For Designing Its 
I North Line Rate Is Justified And If What Is Appropri.ate T Not, The 

Appropriate Fuel And Power Cost For Deslgnmg SFPP's Test Year 

i 
North Line Rate? 

Participant Positions 

I 
I 
I 
I 
I 
I 
I 

206. SFPP proposes a $345,000 test period adjustment to reflect lower power and drag 
reducing agent (DRA) costs attributable to replacing the 14" Concord-Sacramento 
segment with a 20" pipe and certain mainline pump upgrades. Trial Staff agrees this 
adjustment was appropriate, but contends SFPP should have made an additional test 
period adjustment to reflect an incentive payment of  over $1 million it received for 
reducing North Line power consumption by replacing the 14" segment. Trial Staff 
submits SFPP should reduce the North Line cost of  service by this additional amount. 
Tesoro maintains SFPP achieved approximately $735,000 in test period cost savings by 
replacing the 14" segment with 20" pipe, attributing the savings to lower power and DRA 
costs, as well as the elimination of  its Elmira pump station. SFPP responds that Trial 
Staff's proposed incentive payment adjustment is inappropriate because SFPP received 
the payment three months outside the test period and it was a non-recurring item. SFPP 
dismisses Tesoro's $735,000 test period cost savings estimate as based on outdated 
2000/2001 data, underscoring that SFPP presented actual 2005 data confirming the 
$345,000 figure's accuracy. 

Discussion/Analysis 

I 
I 
I 

207. I accept SFPP's proposed $345,000 test period adjustment. The record establishes 
SFPP based that figure on actual 2004 data and confirmed its accuracy with annualized 
2005 data. Ex. SFN-26 at 14-15; Ex. SFN-28 at 31; Ex. SFN-49 at 22. The record also 
confirms Tesoro's $735,000 estimate is based on outdated information. Compare Ex. 
TES-17 with Ex. SFN-49 at 21-22. I reject Trial Staff's proposed incentive payment 
adjustment because it is inconsistent with the base/test period principles reflected at 18 

I 
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! 
C.F.R. § 346.2 (a) (i), (ii) (2006). The payment was a one-time item and fell three 
months outside the applicable test period. Trial Staffmade no attempt to demonstrate 
good cause to deviate from the indicated test period insofar as the incentive payment is 
concerned. 

I F. What is the Appropriate Throughput Volume in this Case? 

i 1. Whether S .FPP's Proposed Throughput Volume Level For Designing 
Its North Line Rate Is Justified And Appropriate? If Not, What Is 
The Appropriate Throughput Volume Level For Designing SFPP's 

I Test Year North Line Rate? 

Participant Positions 
! 

SFPP 

I 

I 

I 

I 
I 

I 

208. SFPP proposes to use a base period 2004 throughput volume of 13,865,807 barrels 
to calculate the North Line rate. SFPP maintains it had no basis to know actual 
throughput would deviate from 2004 volumes when it filed the North Line tariffin April 
2005. It states actual North Line interstate deliveries have remained largely flat from 
2000-2005 despite a 2.4% annual population growth in Reno and Sparks, Nevada during 
that period, contending this circumstance illustrates the unreliability of basing test period 
adjustments on population growth projections. SFPP also challenges the validity of using 
April-September 2005 average daily volumes to project an annual volume figure because 
April-September is peak travel season and North Line volumes are always greater during 
that period than in other months. In fact, according to SFPP, actual North Line interstate 
throughput was slightly lower in 2005 than it was in 2004. SFPP dismisses any 
suggestion that operational problems or pro-rationing artificially suppressed actual North 
Line throughput. It contends the pipeline did not experience an unusual number of 
outages in 2005 and any pro-rationing is attributable to shipper over-nominations rather 
than the pipeline's inability to transport actual volume tenders. 

I 
l 
II 
I 
It 

Trial Staff 

209. Trial Staff argues SFPP's reliance on base period North Line throughput ignores 
significant known and measurable changes requiring an upward test period adjustment. 
Trial Staff asserts there is significant evidence North Line interstate transportation 
demand increased over the final six months of the test period. It emphasizes the pipeline 
was "frozen" in May and July 2005 because nominations had reached or exceeded total 
capacity and that the pipreline's Roseviile-Reno segment was in pro-ration in August and 
September 2005 for the same reason. Trial Staffmaintains these nomination increases 
demonstrate a known and measurable increase in interstate transportation demand that 
requires North Line throughput volume to be adjusted upward for ratemaking purposes. 

I 
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It relies on economic growth projections within the North Line service territory to 
corroborate this conclusion, claiming in addition that actual North Line test period 
throughput was constrained by service interruptions that should not occur in the future. 
On these bases Trial Staff advocates annnalizing the last six months of test period 
throughput data to derive the appropriate ratemaking volume. Applying this 
methodology results in an aunualized North Line throughput totaling 14,036,098 barrels. 

I 
! 

I 
I 
I 
I 
! 
! 

I 

CCV 

210. CCV stress SFPP's anticipated need to expand North Line capacity in the future as 
the rationale to increase the base period throughput volume. They cite annual population 
growth in a number of areas within the North Line service territory, as well as SFPP's 
$95 million investment in the expanded Concord-Sacramento segment, to support an 
inference that greater volumes will flow over the North Line than base period throughput 
indicates. This would generate an SFPP windfall at current shipper expense according to 
CCV. They therefore suggest basing North Line rates on the pipeline's post-expansinn 
capacity rather than pre-expansion throughput in order to shift some expansion-related 
risk away from pre-expansion shippers. Notwithstanding this suggestion, CCV calculate 
the just and reasonable North Line rate using the base period throughput volume. 

Tesoro 

21 I. Tesoro proposes a test period throughput volume of 14,120,038 barrels. It bases 
this proposal primarily on population growth and throughput studies/projections, 
underscoring SFPP was aware of these studies/projectious before it filed the North Line 
tariff. Tesoro challenges SFPP's contention the pipeline's 2005 actual test period 
throughput was not suppressed by unusually frequent peak-season outages, as well as its 
focus on nominations rather than tenders, asserting that nominations constitute an 
appropriate demand indicator. 

Discussion/Analysis 

1 
I 
! 

I 
I 

212. SFPP acknowledges that anticipated increased demand was a contributing factor in 
its decision to increase the Concord-Sacramento segment capacity from 14" to 20". Ex. 
SFN-1 at 4-5. The record, moreover, strongly suggests North Line interstate 
transportation capacity eventually will be expanded to accommodate population growth 
at various locations served by the pipeline, ld. at 5, 7. These circumstances, however, 
are immaterial to the issue at hand. First, I rejected under Issue A any contention the 20" 
replacement segment satisfies the "used and useful" standard due to anticipated increases 
in interstate demand or a reduced probability that intrastate over-subscription 
prospectively might result in interstate pro-ration, finding instead these are speculative 
future events and consequently provide no present use or usefulness to interstate shippers. 
Similar reasoning applies here--but this time in SFPP's favor. Although SFPP 

I 
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ultimately may elect/be compelled to expand the North Line segments east of  
Sacramento, it has yet to do so and there is no record evidence as to when such expansion 
might occur. It therefore would be entirely speculative to inflate North Line base period 
interstate throughput volumes based on economic/population growth projections. There 
is no necessary correlation between the two, and the record indicates North Line 
interstate throughput has not increased commensurate to actual population growth within 
its interstate service territory--if at all. See Ex. SFN-31 at 2, 4; Ex. SFN-49 at 41; Ex. 
SFN-54 [PROTECTED]; Tr. 770-71. Second, I excluded under Issue A the costs 
associated with the 6" of  Concord-Sacramento expansion capacity from North Line 
interstate rates on the basis that anticipated future demand did not satisfy the "[currently] 
used and useful" requirement. Opposing participants cannot equitably receive the rate 
benefit of  that exclusion and simultaneously be permitted to claim the 6" of  excluded 
capacity supports inflating base period North Line interstate throughput, thereby securing 
the additional per barrel rate benefit the inflation implies. Moreover, the 6" capacity 
exclusion assuages any concern SFPP might reap a windfall at current interstate shipper 
expense, so there is no merit to the suggestion North Line interstate rates should be based 
on the pipeline's post-expansion capacity rather than its throughput. |~s Excluding the 6" 
capacity expansion eliminates any possibility expansion-related risk will be imposed on 
interstate shippers--at least until SFPP expands North Line capacity east of  Sacramento. 

213. I am compelled to reject the Trial Staff, CCV and Tesoro suggestions that the new 
Concord-Sacramento replacement segment will increase interstate throughput because it 
will cause fewer service interruptions/pro-rations than the old 14" segment. Once again, 
the reasoning is sensible but the conclusion does not necessarily follow and runs contrary 
to the record evidence. Compare Ex. TES-31 with Ex. TES-32 and compare Ex. TES-34 
with Ex. TES-35. See also Ex. TES-37. This circumstance may be unflattering to SFPP, 
but it militates against inflating North Line base period interstate throughput volumes 
based on fewer anticipated service interruptions/pro-rations. The circumstances the 
pipeline was "frozen" in May and July 2005 and pro-rated in August and September 2005 
because nominations reached or exceeded total pipeline capacity are similarly unavailing 
to Trial Staff, CCV and Tesoro in this regard. Nominations do not correlate to actual 
shipments, and there is no evidence SFPP ever failed to accommodate any actual North 
Line interstate tender(s). See Tr. 638-41,644-49. Additionally, extrapolating a test 
period throughput volume by annualizing the last six months of  test period data (i.e. 
April-September 2005 throughput), as Trial Staffand Tesoro propose, necessarily 
overstates actual throughput because North Line volumes are always greater during that 
period than in other months. Ex. SFN-31 at 2; Ex. SFN-54 [PROTECTED]. 

i~s Replacing the 14" pipe with 20" pipe did not increase post-expansion interstate 
capacity in any event because no North Line segment east of  Sacramento is more than a 
12" in diameter. 

I 
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I 214. The foregoing analysis demonstrates there is no legitimate basis to make any test 
period adjustment to the 2004 North Line interstate base period throughput volume of I 13,865,807 barrels, except in accordance with the findings/conclusions under Issue F-2, 
infra. I therefore find and conclude that volume is justified and appropriate for 
ratemaking purposes in this proceeding. 

I 2. Whether adjustments are appropriate to the factors used to separate l SFPP's North Line jurisdictional costs from non-jurisdictional costs? 

Participant Positions 

I 215. SFPP uses 2004 base period volumes to calculate the factors applied to separate 
jurisdictional costs from non-jurisdictional costs in its "Route Directory." Trial Staff 

I to adjust the Route Directory (i) to reflect its proposed test period throughput proposes 
volume adjustment, (ii) to include "Richmond Station and Pipelines" category intrastate 

i volumes and (iii) to reflect intrastate volumes associated with a new West Sacramento 
Airport connection. The first adjustment is mooted under Issue F-l,  supra. SFPP 
concedes the second adjustment's reasonableness, ~°7 but disputes the appropriateness of 

I reflecting the airport volumes. SFPP maintains it had no reasonable basis to know/ 
measure the volumes that might be delivered to the airport when it filed the North Line 
tariffin April 2005. 

i r3 i~ol l¢c i rm/A.QIwQ;~ Discussion/Analysis 

i 
! 

I 
! 

216. I find and conclude the West Sacramento Airport connection should be reflected in 
the Route Directory. Although the connection did not become operational until 
September 15, 2005 (Ex. S-20), that date falls within the test period. Moreover, SFPP 
concedes it contracted for the connection prior to the April 2005 North Line tariff filing. 
Ex. SFN-31 at 6; Ex. SFN-49 at 42. I therefore find good cause in this limited instance to 
deviate from the prescribed test period in accordance with 18 C.F.IL §346 (a) (ii) (2006) 
and rely on the post-test period data reflected in Exhibit S-8 at 17-19, Exhibit S-21 and 
Exhibit S-22 [ALL PROTECTED] to determine the appropriate volumes and 
jurisdictional/non-jurisdictional apportionment percentages. 

II 

II 

G. What is the Just And Reasonable North Line Rate in this Case? 

217. This issue is generally resolved in accordance with all other findings and 
conclusions reflected in this Initial Decision. 

! 

I 
Io7 See Ex. SFN-49 at 45-47. I accept that concession. 

I 
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i 1. Whether. SFPP Has Shown A Substantial Divergence Between Its 
North Line Costs And The Current Ceiling Rate Revenue Which 

I Precludes The Pipeline From Charging A Just And Reasonable Rate? 

218. All participants link the answer to this issue to the findings and conclusions 
i reached under the amalgam of other issues and do not address it on a discrete basis. This 

issue therefore is generally resolved in the affirmative in accordance with all other 
t findings and conclusions reflected in this Initial Decision. 

2. Whether The Voluntary Filing Of A Rate Increase By SFPP Operates 
t To Terminate "Grandfathered" Status Under The Energy Poficy Act 

Of 1992, With The Result That The North Line Rate May Be Rolled- 
Back Below The Previously Existing Rate Including Any Previously 

I "Grandfathered" Rate Level? Existing 

I 
I 
I 
I 
I 
I 

Participant Positions 

SFPP 

219. SFPP asserts the Commission determined in ARCO Products v. SFPP, L.P., 106 
FERC ¶ 61,300 at PP 59-62, reh 'g denied, 111 FERC ¶ 61,334 (2004) (ARCO) that the 
North Line interstate rate in effect prior to the April 2005 tariff filing in this docket was 
grandfathered. It disputes any claim the April 2005 filing waived/extinguished that 
protection or allows the Commission to set a North Line interstate rate in this proceeding 
that falls below the prior grandfathered rate of $1. i 9/barrel. In addition, SFPP maintains 
the Energy Policy Act of 1992 (EPAct) confirms Congressional intent that rate filings 
should not affect the grandfather protection established in EPAct. It vigorously disputes 
anfy ° claim the Commission has not previously addressed this issue, citing Order No. 561- 
A o8 to demonstrate the contrary. 

BP/EM 

I 
I 
I 
I 
I 

220. BP/EM devote considerable attention to this issue, which they characterize as 
another "of first impression." Reducing their position to bare bones, BP/EM contend: 
(1) the presiding judge and Commission have authority to reduce North Line interstate 
rates below the $1.19/barrel index-adjusted 2004 rate, as well as the initially- 
grandfathered $1. ! 0/barrel rate; (2) EPAct does not preclude reducing the 2004 rate---or 
any other index-adjusted rate--because that/those rate(s) was/were not in effect in 1992 
and therefore is/are not grandfathered under EPAct; and (3) SFPP's voluntary rate filing 

I~ Revisions to Oil Pipeline Regulations Pursuant to the Energy Policy Act of  
1992, Order No. 561-A, FERC Stats. & Regs. ¶ 31,000 (1994). 

I 
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in this docket removes the $1.10/barrel rate's grandfather protection and, as a 
consequence, that rate no longer establishes a minimum North Line interstate rate. 
BP/EM cite Chevron U.S.A.v. Natural Resources Defense Council, Inc., 467 U.S. g37, 
843-4-4 (1984) (Chevron) and United States v. Mead Corp., 533 U.S. 218 (2001) (Mead) 
to support a two-prong argument that (i) the Commission must comply with the 
unambiguous Congressional intent reflected in EPAct (Chevron) and (ii) the Commission 
cannot exercise any interpretive authority concerning EPAct because the statute expressly 
grants no such authority (Mead). They conclude proper application of Chevron~Mead 
doctrine to EPAct restricts any post-1992 grandfather protection to ICC § 13 complaint 
filings and does not cover protests because only "complaint" is referenced there, 
underscoring that the statute elsewhere references "protest, investigation or complaint. "t~ 

CCV 

221. CCV submit the presiding judge is free to prescribe a North Line rate at any just 
and reasonable level supported by substantial evidence. In CCV's view, this necessarily 
includes a rate below any previously-existing rate ostensibly grandfathered under EPAct. 
They note the Commission set the North Line tariff filing for investigation and hearing 
pursuant to ICA §§ 13(1) and 15(1), the latter of  which grants the Commission broad 
power and authority to determine and prescribe just and reasonable rates. CCV contend 
as a consequence that no prior or existing rate constitutes a "rate floor" if  the 
Commission determines it is unjust or unreasonable. Since the instant proceeding was 
not initiated by shippers, as contemplated in ICA § 13, EPAct is simply inapplicable here 
on CCV's account. It does not limit Commission power and authority under ICA § 15(1) 
to prescribe just and reasonable rates at whatever level is supported by the record. 

I 
I 
I 

Discussion/Analysis 

222. This issue is moot. I have predominately upheld SFPP's North Line interstate 
tariff filing--albeit with important exceptions. Although my various rulings make it 
impossible for me to determine with precision what the indicated North Line interstate 
rate is, I cannot imagine how those rulings could possibly suppress it below the prior 
index-adjusted rate of  $1.19/barrel, let alone below the ostensibly grandfathered rate of  
$1.10/barrel. 

I 
I 
!1 

223. As framed by SFPP and BP/EM, this issue also is purely a question of law. 
Although I am flattered by the parties' repeated confidence in my ability to resolve test 
case issues/matters of  first impression in such a limited context--which I have attempted 

1o9 BP/EM indicate they intend to make an even more comprehensive case on this 
issue in pending Docket No. OR03-5-001, referenced supra at footnote 102. See BP/EM 
IB at 52. 

II 
II 
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to do to the extent required to decide this case---I decline to accommodate SFPP and 
BP/EM in this instance, providing their position summaries solely in the interest of  
completeness and for Commission/Court of  Appeals convenience. CCV has adequately 
and accurately described the Commission's authority in this proceeding and I see no 
reason or need to add anything further. 

3. What  Is The Just And Reasonable Rate That SFPP Should Be 
Allowed To Charge On The North Line? 

224. This issue is generally resolved in accordance with all other findings and 
conclusions reflected in this Initial Decision. 

4. Are Interstate North Line Shippers To Receive Refunds, With 
Interest, And, If  So, What  Level? 

225. This issue is generally resolved in the negative in accordance with all other 
findings and conclusions reflected in this Initial Decision. 

I 
I 
I 

III. MATI 'ERS NOT DISCUSSED 

226. This Initial Decision's failure to discuss any matter raised by the participants, or 
any portion of  the record, does not indicate it has not been considered. Rather, any such 
matter(s) or portion(s) of  the record has/have been determined to be irrelevant, 
immaterial or meritless. Arguments made on brief which were otherwise unsupported by 
record evidence or legal precedent have been accorded no weight. 

I 
I 
I 

IV. ORDER 

227. Wherefore, it is ordered, subject to review by the Commission on exceptions or on 
its own motion, as provided by Commission Rules of Practice and Procedure, that within 
thirty (30) days of  the issuance of  the final Commission order in this proceeding, SFPP 
shall comply with the findings and conclusions reflected in this Initial Decision, as 
adopted or modified by the Commission. 

I 
I 
I H. Peter Young 

Presiding Administrative Law Judge 

I 
I 



Jnofflclal FERC-Generated PDF of 20061201-0200 Received by FERC OSEC 12/01/2006 in Docket#: OR07-1-000 

I Docket No. IS05-230-000 69 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

rate should approximate SFPP's pre-1989 marginal corporate income tax rate, ss and so 
should have a relatively minor/constant impact on post-1989 ADIT over-funding. The 
imputed 28% non-corporate partner rate, in contrast, not only implies a significant ADIT 
differential, but also apparently varies annually to an appreciable degree in accordance 
with SFPP/KMEP income allocations. See Ex. SFN-43 at 19-20; Tr. 1319; 1325-27. 
This rate would have a more profound impact on post-1989 AD1T over-funding. 
Unfortunately, the record in this proceeding is devoid of  any quantitative evidence 
concerning these impacts. Whatever they may be, I find and conclude any ADIT account 
over-funding must be flowed-back through ratepayer offsets/credits to whatever income 
tax allowance the Commission may grant SFPP. Consistent with the Opinion No. 435 
principle that "Commission practice is to base its decision on the policy in effect in the 
year a regulatory decision is made, and then apply that decision to the time frame to 
which the case applies" (86 FERC at 61,093-94), these and any other ADIT adjustments 
must be made prospectively, beginning on the June !, 2005 rate effective date. It follows 
that SFPP's ADIT retroactive adjustment/amortization proposals must be rejected. 

155. I once again note the December 16 Order was issued just weeks prior to hearing 
commencement in this docket, and that no participant requested leave to supplement the 
record here to address the December 16 Order's relevance to this proceeding prior to 
hearing commencement. And once again, these are problematic circumstances for 
everyone involved. None of  (i) SFPP's North Line tariff filing (ii) its direct case in 
support of  that filing or (iii) its rebuttal case addressed to the December 16 Order satisfies 
the order insofar as income tax allowance impacts on ADIT are implicated, u This is 
understandable to some degree since the December 16 Order itself found it necessary to 
require SFPP to provide significant additional or reformatted information to address the 
income tax allowance policy changes articulated in the Policy Statement and December 
16 Order by means of  a February 28, 2006 compliance filing in Docket No. OR92-8, et 
al. and Docket No. OR96-2, et aL s7 See December 16 Order at PP 44-47. Consistent 
with my rulings under Issue B-6, I find and conclude SFPP should be required to quantify 
the income tax allowance implications for the ADIT account here in the context of  the 
compliance filing initially required under Issue A. This solution accords with the 
procedure adopted in the December 16 Order, and SFPP already should have compiled 

ss The match is not perfect due to under-funded deferred taxes prior to 1974 and a 
1987 federal income tax rate change. Tr. 1328. 

I say "implicated' because neither the Policy Statement nor the December 16 
Order specifically discusses ADIT consequences. 

sT It is unknown whether/to what degree the February 28, 2006 compliance filing 
addressed ADIT, and in any event that filing neither pertains to the North Line nor 
legitimately may be considered a part of  the evidentiary record in this docket. 

I 
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I 
In accordance with Rule 711 of the Commission's Rules of Practice and 

Procedure, 18 C.F,R. § 385.711, Tesoro Refining and Marketing Company ("Tesoro') 

I 
I 

submits this Brief on Exceptions to the Initial Decision ("ID") issued by Presiding 

Administrative Law Judge H. Peter Young (~AIJ") on September 25, 2006. Judge 

Young's Decision is reported at 116 FERC ~ 63,059 (2006). 

l 
l 
I 

As we discuss below, the hearing record and evidence evaluated by the AI.J 

clearly demonstrates that SFPP has been charging Tesoro and other shippers on its 

North Line excessive rates and that refunds must be awarded pursuant to the 

Interstate Commerce Act and the Commission's Regulations. 

STATEMENT OF THE CASE 

I 
I 

This case involves the rates that SFPP, L.P. (SFPP) may properly charge 

shippers on its interstate pipeline from Concord, CA to Reno/Fallon, NV for the 

shipment of petroleum products. This route is known as the ~North Line "1 and has 

I 
I 

been the subject of a number of previous Commission proceedings. 2 

Up until 2001, SFPFs North Line consisted of a 14-inch diameter pipeline. 

SFPP replaced the portion of its line that ran from Concord to Sacramento with a 

I 
I 
I 

20-inch pipe, that became operational in December 2004. On April 28, 2005, SFPP 

filed FERC No. 111 which it claimed was designed to increase North Line rates in 

order to recover the costs of the 20-inch line. s SFPP filed this rate increase under 

Section 342.4(a) of the Commission's Regulations which permits a pipeline to seek 

I 
I 
I 

' m a t q l .  
2 See Docket No. OR96-2, et a~;Arco Products Co. v. SFPP, L.P., 82 FERC q 61,043 
(1998); Docket No. OR96-2, eta/.; Docket No. OR92-8, eta/.; SFPP, L.P., 91 FERC 
61,142 (2000);ARCO Products Co. v. SFPP, L.P., 92 FERC ~ 61,244 (2000); Docket 
No. OR03-5-000; Docket No. 0R03-5-001; and Chevron Products Co. v. SFPP, LP., 
114 FERC ~ 61,133 (2006). 
8 ID a t ~  1-2. 

I 
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I 
! 

rate increases in excess of indexed rates only when there is such a "substantial 

I 
I 

divergence between the actual costs experienced by the carrier and the rate resulting 

from the application of the index such that the rate at the ceiling level would 

preclude the carrier from being able to charge a just and reasonable rate. ~4 

I 
I 

SFPP's indexed rate for the 2004 calendar year is $1.1934. 6 This rate is 

indexed to $1.2367 per barrel for 2005. The rate increase SFPP proposed to 

implement was $1.3934. e As stated i nARCO Products v. SFPP, L.P., 7 the 

I 
I 
I 
I 
I 

Ugrandfathered rate" for the SFPP North Line under Section 1803(a) of the Energy 

Policy Act of 1992 is $1.10 per barrel. 8 

A number of shippers on the North Line, including Tesoro, protested SFPFs 

April 28, 2005 rate increases. In their protests, these shippers maintained that a 

proper cost of service analysis for the North Line would indicate that (i) no rate 

increase above the SFPP's current $1.1934 rate was justified; 9 (ii) SFPP was not 

adversely affected by any substantial divergence between the indexed rates that 

SFPP was permitted to charge and the costs that SFPP was incurring;, ~° and (iii) 

I 

I 

SFPP's current $1.1934 rate was so substantially in excess of its actual costs that 

SFPP% $1.1934 rate was unjust and unreasonable within the meaning of Section 

342.2(cX1) of the Commission's Regulations. u 

I 
I 
I 
I 
l 

' 18 C.F.R. § 342.4(a) (2005). 
5 SFPP FERC TariffNo. 111, Schedule I, Rate Table. 
61d. 
7 ARCO Prc~zcts v. SFPP, L.P., 106 FERC ~ 61,300; Reh~ den/ed, 111 FERC 1 61, 
334 (2004). As stated inARCO, the SFPP North Line rate is grandfathered. The 
~rlandfathered rate is $1.10 per barrel. 

06 FERC ~ 61,300 at PP 59-60. 
' Protest and Motion for Intervention of Tesoro Refining and Marketing Company, 
Docket No. IS05-230-000, at 3-4, 14 (June 1, 2005). 
lo Id .  at  14. 
i1 Id. at 14. 

- 2 -  
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I 
! 

On the basis of this position, the shippers requested the Commission to 

! 

I 

suspend SFPP's rate increases, establish an investigation and hearing into the rate 

increases, roll-back SFPP current rates to just and reasonable levels and order 

refunds of all excessive rates paid by shippers. '2 

I 
I 

On May 31, 2005, the Commission issued an order finding that "there is 

insufficient data at this time to resolve these disputes. "~ The Commission set the 

matter for hearing) 4 

I 
I 
I 

The hearing ordered by the Commission was conducted from January 24, 

2006 to February 16, 2006. 

On September 25, 2006, Judge Young issued his initial decision. In the ID, 

Judge Young reviewed each of the cost of service issues raised by the parties. He 

found that substantial reductions must be made to the cost elements that SFPP 

I 

I 

had included in its cost of service. The ID finds, for example, that only 70% of the 

costs incurred by SFPP in constructing the 20-inch line from Concord to Sacramento 

may be included in the intorstato rate base as ~used and useful" in interstate 

I 

I 

commerce. ~ Judge Young further found that SFPP was not entitled to any income 

tax allowance; I' that no increase should be permitted in SFPP% base period 

environmental costs; '7 and that SFPP's capital structure should be adjusted so that 

I 
I 
I 
I 
I 

it includes considerably more debt (and less equity) than SFPP proposed. Is The ID 

further finds that SFPP's return on equity and long term debt cost should be reduced 

Id. at 15-16. 
,s SFPP,  L.P., 111 FERC 961,299, at P 25 (2005). 
14 Id.  at P 25. 
~ ID at ~ 34. 
*s ID at ~ 109. 
1~ ID at ~ 197. 
*s ID at ~ 82, 87-88. 

- 3 -  
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I 
! 

below the amounts SFPP claimed in its cost of service. ~9 The ID also reduces the 

! 

I 

amount SFPP is entitled to receive in depreciation, 2° overhead allocations, 2. and 

amortization of property balances, ffi 

Tesoro agrees with Judge Young's findings with respect to the North Line's 

I 
I 

status as ~used and useful" to interstate service, the appropriate rate base for 

designing the North Line rate, the appropriate capital structure, that Purchase 

Accounting Adjustments (PAA) should be excluded, the cost of debt, the income tax 

I 
I 

allowance, the allocation ofgeneral and administrative expenses, the depreciation 

expense, the appropriate investment and operating expense allocation factors, and 

the appropriate fuel and power costs. 

I 
I 
I 

However, as we discuss in greater detail below, we respectfully disagree and 

take exception to Judge Young's findings with respect to the appropriate amount of 

SFPP's litigation expenses, environmental expenses, return on equity, and 

throughput. 

We also take strong exception to Judge Young's conclusion that shippers are 

I 
I 

not entitled to refunds and that SFPP is entitled to continue to charge $1.3934 per 

barrel for the shipment of petroleum products. As we explain in detail below, SFPP, 

as a matter of law, must make refunds of at least $0.20 per barrel to shippers and, 

I 
I 

at a minimum, is not entitled to charge any amount in excess of its indexed rate of 

$1.1934. In fact, based on Judge Young's findings alone, SFPP should be required to 

reduce its rate to no more than its grandfathered rate of $1.10 per barrel and should 

I 
I 
I 

make refunds in the amount of $0.2934 per barrel. 

~ I D a t  ~ 99. 
2° IDat  ~39. 
21 ID at  ~ 187. 
22 ID at  ] 53. 

- 4 -  
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! 
! 

SUMMARY OF TESORO BRIEF ON EXCEPTIONS 

! 
The Initial Decision finds that shippers are not entitled to refunds. That 

! 
! 

finding is not only incorrect on the basis of the evidence in the record, it is also 

completely inconsistent with the findings reached in the ID with respect to SFPP% 

cost of service elements. 

! 
! 

The process of evaluating SFPP's correct cost of service began with SFPP's 

own statement ofits costs. That material is presented in SFPP's Cost of Service 

Schedules, attached to SFPP FERC TariffNo. 111. Revisions were then made by 

! 

I 
! 

II 
! 

the AI.J to that cost of service on the basis of his application of Commission rulings 

to the evidence presented in the case. As indicated above, the AI.J made 

adjustments to SFPFs rate base, income tax allowance, operating expenses, 

depreciation expense, amortization of AFUDC, and amortization of deferred return. 

Taking into account SFPP's cost of service and making the adjustments that 

the ID states must be made to SFPI~s cost of service in order to conform to legal 

requirements, SFPP's cost of service indicates recoverable costs of $15,222,000. 

This data translates into a rate of $1.098 per barrel. Since SFPP had increased its 

! 
! 

rates from $1.1934 to $1.3934 in 2005, the full amount of that increase should be 

refunded to shippers according to rulings made by the AI.J in the ID. Accordingly, it 

was incorrect for the ID to state that shippers are not entitled to refunds. 

! 
! 

The rulings made by the AI.J in the ID also necessarily mean that there was 

no substantial disparity between the costs incurred by SFPP and the rates that 

were necessary to constitute just and reasonable rates. The pre-existing rates 

! 

! 

afforded SFPP a full just and reasonable recovery. In fact, they afforded SFPP an 

excessive recovery. 

-5- 
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! 

! 
In addition to the cost of service adjustments made by the ~ in the ID, the 

! 
! 

following additional cost of service adjustments should be made: 

(1) Legal Exvenses. SFPFs legal expenses should not be embedded in the 

rate base as contemplated by the ID. Instead, in accordance with established 

! 
! 

Commission precedent, SFPP's legal costs should be allocated on a volumetric basis 

over applicable portions of the SFPP pipeline system, and collected through a 

surcharge over a five year period. In addition, the surcharge should be offset in the 

! 
! 

latter part of the five year period by the amount that SFPP collected in excess of 

rates ultimately set by the Commission from shippers that did not challenge the 

rates and are therefore not entitled to refunds or reparations. These adjustments 

l 
I 
I 
I 
I 

would result in a further reduction of the rate that should be charged. 

(2) Environmental Exvenses. SFPP's environmental expenses should be 

$109,000 less in the test period than in the base period. SFPP stated that the 

construction of the 20-inch pipeline replacement for the previous 14-inch pipeline 

would result in fewer environmental expenses. Moreover, SFPP's actual experience 

for the eight month portion of the test period in 2005, is on average lower than in the 

base period. Accordingly, SFPFs test period environmental remediation expense for 

the North Line should be stated at $899,000, rather than the $1,008,000 stated in 

! 

! 

the  ID. 

(3) Retm'n 0u Eottitv: Tesoro maintains that the ID incorrectly calculates 

SFPP's return on equity because it incorrectly determines that Master Limited 

! 
! 

Partnerships (MLP) can be included in a proxy group used to determine SFPFs 

equity return. The ID also erroneously considers the distributions of the MLP proxy 

! - 6 -  

i 



Jnofflclal FERC-Generated PDF of 20061201-0200 Received by FERC OSEC 12/01/2006 in Docket#: OR07-1-000 

I 
I 
I 
I 

group, which includes a return of capital, to be equivalent to dividends, which 

represent a return o n  capital. 

(4) Thro t~I~ t :  The ID finds that there will be substantial increased 

intrastate traffic in the test year for the route from Concord, CA to the Sacramento 

! 

i 

Airport. However, the ID fails to make the adjustment to the route directory for 

intrastate and interstate traffic to reflect this increased traffic. By including 70% of 

the capital cost of the North Line expansion in the rate base, the ID accounts for 

I 
! 

Tesoro's arguments that the interstate throughput of the North Line will increase in 

the future. However, if  the ID's findings with respect to the rate base are not 

accepted, then adjustments should be made to throughput on the basis of SFPI~s 

I 
I 
I 

own studies that show that throughput will increase substantially in the near 

future. 

As we demonstrate below, making these additional four adjustments to the 

cost of service results in a rate for the North Line of $1.053 per barrel, or $0.34 per 

barrel less than SFPP's rate increase and $0.14 per barrel less than SFPFs existing 

I 
I 

ceiling rate at the time of its cost of service filing. 

Since it is the Commission's statutory responsibility to prescribe just and 

reasonable rates when presented with the facts, the Commission should, we 

I 

respectfully submit, determine the North Line rate to be no more than the 

grandfathered rate of $1.10 per barrel. 

Each of these points is developed more fully below. 

I 
! 

LIST OF EXCEPTIONS AND SPECIFICATION OF ERROR IN LAW OR FACT 

The following is a list of Tesoro's Exceptions to the Initial Decision and the 

error in law or fact leading to the exception: 

I - 7 -  
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! 

I $1.10. Since that rate is also less than the $1.1934 rate that SFPP claims it is 

I 
I 

ent i t led to charge on the  bas is  of the  Commission 's  indexation rules, SFPP is not  

adversely affected by a subs t an t i a l  d ispar i ty  between the  costs i t  is incurring and  

i ts  indexed rates .  The ID erroneously failed to reach this  conclusion. 

I 

I 

(3) The ID Erroneously Fails to Prescribe a Rate of No More Than $I.10 for 

Shipments 0f P¢trgleum PrQduct~ on the SFPP North Line. Based on the findings 

reached in the ID as to SFPFs cost of service, the ID should have prescribed a rats of 

I 
I 
I 
I 
I 

no more t h a n  $1.10 a barre l  for service on the North  Line. 

(4) Th~ ]D ErrQv~ouslv Includes SFPp ' s  Legal Costs  in  the  Carrier 's  Ra te  

Base  and  Permi t s  Those Costs to Be Recovered From North Line Shivvers.  The ID 

erroneously permi ts  SFPP's  legal costs in  pursuing regulatory l i t igation to be 

embedded in i t s  ra te  base.  The ID also fails to allocate legal costs on a volumetric 

bas is  to all of the  pipelines in the  overall SFPP pipeline system. These findings are 

erroneous as a matter of law because they are contrary to binding Commission 

precedent. ~ 

I 
I 

(5) The ID Erroneously Fai ls  to Reduce SFPP's  Environmenta l  Costs  in  

the  Tes t  Period. SFPP's  actual  average environmental  costs in  the  las t  eight  

months  of the  tes t  period were significantly lower than  i ts  costs in  the  base period. 

I 
I 

In  fact, SFPP s t a t ed  as  just i f icat ion for the construction of a new 20-inch line t h a t  

the  North  Line would incur lower environmental  costs. Under  those circumstances,  

the  ID should have es tab l i shed  SFPP's  environmental  costs a t  a lower level t han  

I 
I 
I 

environmenta l  costs in  the  base  period. The ID's fai lure to do so was erroneous as  a 

m a t t e r  of fact and  law. 

SFPP, L.P., 111 FERC ~ 61,334, P 44; SFPP, L.P., 108 FERC ~ 63,036, P 423. 
- 9  ° 
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I 
I (6) The ID Erroneously Establishes SFPP's Return on Eouitv at an 

I 
I 
I 
I 
I 
I 
I 

Inauurouriatelv High Level. The ID erroneously uses a proxy group that is composed 

exclusively of Master Limited Partnerships to determine the return on equity of 

SFPP. The ID also erroneously uses the return of capital ofthose MLFs to 

determine the dividend yield of SFPP for the purposes of a Discounted Cash Flow 

analysis. By doing so, the ID fails to implement the decision of the Commission in 

High Island Offshore System, L.L.C., 27 and is therefore erroneous as a matter of law. 

(7) The ID ]~rrone0uslv F~ls  to Reflect Increased Intrastate Traffic in the 

Te~t Pcri0~ Between Concord, CA and the Sacramento. CA Airuort or Anticivated 

Interstate Throughput Increases in Determinin~ the Revenue ReQuirement of the 

l~10rth Line. The ID correctly finds on the basis of the evidence that there will be a 

significant increase in the traffic on the SFPP North Line in the test period between 

I 
i i  
I 
I 
I 
I 
I 
I 
I 

Concord, CA and the Sacramento, CA airport. However, the ID fails to reflect that 

increased traffic in the revenues that will be earned on the North Line in the SFPP 

intrastate/interstate route directory, and ultimately in the rates that should be 

charged in the interstate portion of the North Line. In addition, if the A I ~ s  finding 

with respect to SFPP's rate base is not accepted, then further adjustments should be 

made to the throughput of the North Line in the test period to give proper credence 

to SFPP's own studies that show that throughput on two interstate portions of the 

North Line will increase substantially. 

(8) The ID Erronecuslv Fails to Determine That the Maximttm PQssiblo 

Rate That SFPP Can Proneriv Charge for North Line Traffic is $I.I0 Per B~rr~l, Rl)d 

Further Fails to Prescribe That $1.10 Rate. The adjustments that should as a 

~7 110 FERC t 61,043 (HIOS), reh~ den/ed, 112 FERC 1 61,050 (2005). 
-10 -  

I 



Jnofficial FERC-Generated PDF of 20061201-0200 Received by FERC OSEC 12/01/2006 in Docket#: OR07-1-000 

I 
I mat te r  of fact and law be made to the SFPP cost of service to reflect correct legal 

I 
I 

expenses, environmental costs, and return on equity leads to a rate of $1.053. 

Consequently, as a mat te r  of fact and law, SFPP's rate for shipment on the North 

Line should be established at  no more than $1.10, which is SFPP's "grandfathered" 

I rate under Section 1803(a) of the Energy Policy Act of 1992 (EPAct). 

I 
I 
I 
I 
I 
I 

IN StrPPORT OF TESORO'S POSITION 

A. T h e  In i t i a l  Dec i s ion  E r r o n e o u s l y  F o u n d  T h a t  Sh ippe r s  o n  t h e  S F P P  
N o r t h  L i n e  W e r e  N o t  E n t i t l e d  to Refunds ,  

Under the Commission's rules, the maximum rate an interstate oil pipeline 

can charge is determined by a trended original cost methodology, ss Under this 

methodology, the pipeline's rate base and allowed rate of return are determined. ~ 

Then the operating and capital costs that  the pipeline has incurred are similarly 

determined. ~ A comparison is then made of the pipeline's likely operating and 

capital costs in the test  period and the probable throughput of the pipeline in that  

test  period. 3! A simple arithmetic comparison between the two figures then leads to 

I 
I 

the maximum permissible rate the pipeline can charge." 

The ID that  was issued in this case does determine the costs that  the SFPP 

North Line will incur in the test  period as well as its probable throughput. As we 

I 
I 

demonstrate below, those findings lead to the conclusion that  SFPP's cost of service 

in the test  period will be $15,222,000. According to the ID, SFPP's throughput will 

I 
I 
I 

18 C.F.R. § 342.4. 
18 C.F.R. § 346.2. 

S°[d. 
31/d" 
S2ld. 

- 1 1 -  
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I 
I be 13,865,807 barrels. 83 Accordingly, SFPP's rate through a simple arithmetic 

I 

I 

process should be no higher than $1.098, or the grandfathered rate of $1.10. In 

contrast, the rate that SFPP has been charging shippers is $1.3934, or $0.2934 

higher. Clearly, under the Commission's precedents refunds of $0.2934 per barrel 

I 

I 

should be ordered, s4 Yet the ID inexplicably finds that no refunds are due to 

shippers. This finding is clearly erroneous and we respectfully urge that it be 

overruled. 

I 

I 

This conclusion follows from the following adjustments that the ID made to 

SFPP's cost of service: 

(1) Rate Base. The ID determines that only 70% ofthe cost of the North 

I 
I 
I 

Line expansion should be included in SFPP's rate base in determining the pipeline's 

cost of service. ~ As a result  of this reduction, the rate base that  SFPP proposed is 

reduced, which in turn reduces the allowed return and depreciation that  SFPP may 

properly recover in the test  period. 

(2) Devreciation. The ID found that  a depreciation amount consisting of 

I 
I 

$440,000 relat ing to 1983 should be removed in computing the start ing rate base 

amortizat ion rate. This adjustment  too reduces the cost of service. 

(3) Amortization Rate. The ID also found that  SFPP's test  period 

I 
I 

amortizat ion rate should be based on 2004 property balances as opposed to 2003 

property balances. ~ This finding reduces the test  period amortization rate from 

3.31% to 2.75% and causes a small  reduction in the cost of service. 

! 
! 
! 

~ ID a t ~ 2 1 4 .  
49 App. U.S.C. § 15(7) (1988). 
ID at ~ 34. 

~ I D a t  ~53. 

- 1 2 -  
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! 

I (4) Canital Structure. With respect to capital structure, the ID 

I 

I 

determined that: (i) Purchase Accounting Adjustments (PAA) must be accounted for 

in the capital structure; 37 (ii) SFPFs actual capital structure and not a hypothetical 

capital structure must be used for cost of service purposes; ~ (iii) SFPFs cost of debt 

I 
I 

must include commercial paper that SFPP has treated as long term capital debt; ~ 

and (iv) SFPP's return on equity must be established in accordance with Staff 

recommendations and not the 13.04% return that SFPP included in its cost of 

I 
!1 
I 
I 
I 

service. 4° 

The adjustments that the ID made lead to a test period capital structure of 

approximately 65% debt and 35% equity. 4. In addition, according to the rulings 

made in the ID, SFPP's cost of debt, which includes commercial paper but does not 

include special purpose debt, amounts to approximately 6.02%. 42 The nominal cost 

of equity determined by the ID is 12.27%. ~ Consequently, the weighted average cost 

of capital that should, according to the ID, be used to compute SFPP's test period 

return should be 7.29% rather than the 8.63% used by SFPP. ~ These adjustments 

I 
I 

reduce SFPFs allowed return by almost $1 million. ~ 

(5) Qperatin~ Exuenses. With respect to operating expenses, the ID finds 

that: (i) SFPP incorrectly applied the Massachusetts formula for allocating overhead 

I 
I 
I 
I 
I 

and an allocation methodology advocated by CCV Witness Matthew O'Laughlin 

37 I D a t  ~ 8 2 .  

SID at ~82. 
ID at ~ 87-88. 

4° IDat  ~99. 
4, Workpapers, NL Application Model (2004) ALJ Revisions, Tab ~FI" (Attached as 
Exhibit A). 

Id. at Tab "C". 
4s Id. at Tab "FI". 

Id. at Tab "C". 
Id. at Tab ~A". 
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I 
I 
I 
I 
I 
I 
I 
I 
I 

I 

should be used instead;  ~ and  (ii) t e s t  period environmental  expenses should be kept  

constant  a t  base  period levels, r a the r  than  increased as  SFPP specified in i ts  cost of 

se rv i ce .  47 

Applying the  de terminat ions  made in the ID reduces SFPP's  overhead 

allocation by $1.3 million to account for S F P F s  erroneous applicat ion of the  

Massachuse t t s  formula; and  reduces SFPP% tes t  year  environmental  expenses by 

$404,000. 'a In addition, in accordance with S F P F s  own s ta tement ,  SFPP's  fuel and  

power costs have  been reduced by $345,000 as originally included in the cost of 

servico, e 

(6) Income Tax. The ID also finds t h a t  SFPP is not  ent i t led to an  income 

tax allowance, e° This a d j u s t m e n t  reduces S F P F s  cost of service by approximately 

$2.6 million, e* 

(7) Throuehvut .  The ID also finds t h a t  SFPP's  t e s t  period throughput  

should be adjus ted  to include subs tan t i a l  sh ipments  of petroleum products on the  

i n t r a s t a t e  service from Concord to the  Sacramento  Airport.  52 The tes t  period volume 

I 
I 

t h a t  SFPP originally included in i ts cost of service was 13,866,000 barrels.  

However, the  ID's finding has  the  effect of reducing very slightly costs allocated to 

Nor th  Line in t e r s t a t e  service as well as slightly reducing the  amount  of power cost 

I savings and  environmental  costs allocated to in t e r s t a t e  service. 

I 
I 
I 
I 

I D  a t  ~ 187 .  
~7 ID a t  ¶ 197. 
~ I D  a t  ~ 197. 
~ I D  at  ~207 .  
~o ID a t  ¶ 127. 
61 Workpapers,  NL Application Model (2004)_ALJ Revisions, Tab "COS". 
~ I D  at  ~216.  
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! 

! The adjustments that the ID requires to be made in SFPP's cost of service are 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

summarized in Table No. 1 below. 

Table I 

P a r a g ~ p h  o f  

34 

39 

53 

82 

87-88 

99 
109 

187 

197 

214-216 

A I ~  Findln~Conclus~on 

! Carrier Property: Expansion cost from 14" to 20" should be 
only allocated by 70% to cost of service; costs of relocation 
are allocated 100% for North Line 
1983 depreciation erroneously included in remaining life 
calculation, A I J  recommends removal per Staff method 
Accepts Stairs test period amortization rate which uses 
2004 property balances (as opposed to SFPP using 2003 
balances) 
PAAs must be accounted for in capital structure and use of 
actual capital structure not hypothetical is recommended 
Cost of debt must include commercial paper as it is treated 
as long term, but not special purpose bonds 
Accepts Stairs test period return on equity 
As a matter of law, SFPP is not entitled to an income tax 
allowance 
Accepts CCV witness MA method per F~ CCV-I, Table 13 
for allocating overhead 
Test period environmental expenses held constant at base 
period environmental expenses 
Test period throughput and route directory should include 
Sacramento Airport connection for intrastate volumes 

A full statement of the cost of service that the ID requires is attached to this 

! 

i 

Brief on Exceptions as Exhibit A~ For the convenience of the Commission we have 

also attached a CD containing the material stated in Exhibit A~ 

As Exhibit A indicates, the changes to SFPP's cost of service that the ID 

! 
! 

requires leads to a cost of service for the test period of $15,222,000. That cost of 

service is 27% less than the cost of service filed by SFPP. Applying the North Line 

interstate throughput of 13,866,000 barrels recommended by the ID yields a rate of 

i 
! 

$1.098 per barrel, which is almost $0.10/ess than SFPP's 2004 ceiling rate of 

$1.1934. 

- 1 5  - 
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II 
II 
I 
II 

As we point out below, we believe that SFPP should be required to refund to 

shippers the difference between its grandfathered rate of $1.10 and the $1.3934 rate 

it has been charging shippers. However, at a bare minimum, the findings reached by 

the ID would require that.SFPP refund the difference between its 2004 indexed rate 

I 
I 

of $1.19 cents a barrel and the $1.3934 rate it has been charging. 

The ID's finding that SFPP does not have to provide any refunds to shippers is 

clearly erroneous and should, we respectfully suggest, be reversed. 

I B. The Initial Decision Is Clearly Erroneous in Fail ing to Find That  There  
Is No Substantial  Disparity Between  SFPP's  Indexed  Rates a n d  t h e  C o s t s  I t  

Is Incurring. 

I Under the Commission's regulations, an oil pipeline is not permitted to use a 

II 
I 
II 

cost of service methodology to increase its rates unless it demonstrates that there is 

a substantial disparity between the rate it is permitted to charge on the basis of the 

Commission's indexation rules and the actual costs it has incurred. ~ 

In this case, there is certainly no adverse impact to SFPP as a result of a 

substantial disparity between SFPP's costs and its indexed rates. In fact, SFPP's 

I 
I 

allowable costs, according to the ID, should lead to a rate that is $0.0954 below its 

indexed ceiling rates. 

Therefore, at a bare minimum, the ID should have held that SFPP failed to 

! 
! 

meet the requirements of Section 342.4(a) of the Commission's regulations by 

showing that there is a substantial disparity between its actual allowable costs and 

its indexed rates. ~ The ID should therefore have held that SFPP cannot charge any 

! 
! 
! 

18 C.F.R. § 342.4(a). 
In fact, Tesoro believes that SFPP should not be permitted to charge any rate in 

excess of its grandfathered rate of $1.10 per barrel. 

- 1 6 -  
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I 
I amount greater than its indexed costs of $1.1934. The failure of the ID to do so is 

I clearly errone~.us.. . .  

C. The Imtial  Decunon Is Clearly Erroneous in  Fail ing to Prescribe a Rate 
I of No More Than  $1.1934 Per  Bar re l  

The fact that SFPP carmot justify a rate that is greater than its indexed rates 

' l  on the basis of its allowable costs as well as the fact that SFPP has failed to 

I demonstrate that it is adversely affected by a substantial disparity between its 

indexed rates and its allowablecosts necessarily means that SFPP cannot lawfully 

I charge any rate that is higher than its indexed rate. That indexed rate was $1.1934 

in 2004. This rate is indexed to $1.2367 for 2005 and $1.3128 for 2006. The failure 

I of the ID to prescribe a maximum possible rate of $1.1934 for the period in question 

I is therefore a reversible error. ~ 

D. The Init ial  Decision ,Erroneously Inclu.des SFPP's  Litigation Costs.in 
I Its Rate Base and  Fails to Allocate Those Litigation Costs on a Volumetric 

Basis to All SFPP Pipelines. 

! 
! 

From May to November of 2005, SFPFs litigation expenses in this Docket 

were $1.2 million, and SFPP estimates that its total litigation cost for this entire 

proceeding will be nearly $5 million. ~ That is certainly an extraordinarily high 

I 
I 

amount, particularly since the findings reached in the I]9 suggest that none of these 

expenses should have been incurred, since SFPP cannot possibly justify any rate 

higher than its index ceiling rate. Despite these facts, the ID not only permits SFPP 

I 
to recover all of its litigation costs, but also permits it to include its litigation costs 

I 
I 
! 

The argument that the maximum rate for the SFPP North Line should be $1.1934 
is being made in the alternative. As we emphasize elsewhere in this Brief, we 
believe that the maximum rate for the North Line is SFPP's $1.10 grandfathered 
rate. 
5e ID at 202, citing SFN-50. 
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I 
I as a permanent  cost element  in its rate base. We respectfully suggest 'that these 

I 
I 

findings are erroneous and should be reversed. 

The 11) essentially adopts SFPPs  presentation of litigation costs. 67 However, 

SFPP's approach consists of a highly speculative and subjective calculation that  

I 
I 

departs entirely from Commission precedent. SFPP's witness, Thomas A. Turner, 

testified that  in calculating the litigation costs that  should be allocated to the North 

Line in the test  period, he first determined all of the regulatory litigation costs that  

I 
I 
I 

SFPP has been incurring for all the lines in its pipeline system. Mr. Turner then 

• devised an average of those costs by dividing the expenses incurred for each line by 

the period of t ime that  litigation has been conducted for that  line. Then, on the 

basis of his subjective judgment, Mr. Turner determined the percentage of the 

litigation expenses for each line should be allocated to the North Line. ~ 

I 
I 

It  is important  to emphasize that  Mr. Turner did not use any objective or 

quanti tat ive methodology in allocating litigation costs to the North Line. It  is also 

important  to note tha t  Mr. Turner has, himself, admitted that  none of the test 

I 
I 

period litigation costs that  he assigned to the North Line were actually incurred in 

the nine-month period after the base year. s9 Mr. Turner simply made his own 

intuitive judgment as to the appropriate allocation of litigation expenses that  would 

I 
I 
I 
I 
I 

b e  incurred in the future for the North, East  and West lines and then assigned that  

intuit ive cost es t imate  to the North Line. e This is the allocation methodology that. 

s7 ID at 1 205. 
SFN-26, pp. 9-14; 5-4, p. 113, ln. 20-p. 114, In 2. 
Tr. at  933, lines 18-21. 

6o In SFPP's rebuttal  testimony, Mr. Turner alters his methodology somewhat. 
However, this altered methodology is still highly subjective and in any event was not 
adopted by the A I J  in the ID. We therefore do not think it  necessary to discuss the 
SFPP rebuttal  test imony on legal expenses. 

- 1 8 -  
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i 
i the ID adopts. Moreover, the ID embeds SFPP'S litigation costs in its rate base and 

I 
I 

therefore permits litigation costs to be incurred for the entire life of the pipeline. 

The ID's treatment of litigation costs is wrong for a number of reasous. 

First, it relies on inherently subjective judgments. It is impossible to fathom 

i 
I 

the basis upon which Mr. Turner allocated litigation costs for the West Line and the 

South Line to the North Line. It is clearly arbitrary and capricious and therefore 

contrary to law for an administrative agency to reach a decision on the basis of 

I 
I 
i 
I 
I 

entirely subjective factors that cannot be replicated or explained in a rational 

manner. The Supreme Court has ruled that ~not only must an agency's decreed 

result be within the scope of its lawful authority, but the process by which it reaches 

that result must be logical and rational. ~1 It is even more objectionable for an 

agency to simply adopt another person's entirely subjective judgment. 

Furthermore, by adopting Mr. Turner's subjective allocation of litigation 

expenses and embedding those costs in the North Line's rate base, the ID 

contravenes binding Commission precedent. 

i 
! 

In SFPP, LP. ,  ss the Commission specifically discussed the proper treatment 

of the litigation costs SFPP was incurring. The Commission held that to avoid 

inherently subjective judgments, litigation costs that should properly be shared by a 

I 
I 
I 

number of different pipelines should be allocated on the basis of the percentage 

volume of each ofthe lines. The Commission stated as follows: 

Given this and the continued participation by West Line shippers on those 
issues during the Opinion No. 435 orders litigation, allocation of legal costs on 

! 

i 

e, Allentown Mack Sales and Serv., Inc. v. National  Labor Relations Board, 522 U.S. 
359, 374 (1998). 

111 FERC ~ 61,334 (2005). 
- 1 9 -  
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I 
! 
! 

the basis of volumes is appropriate and the result that is most adequately 
grounded in the record. ~ 

This ruling was confirmed by the December 16 Order, in which the 

I 

I 

Commission stated that it would ~allecate the regulatory costs based on the relative 

volumes of four lines... "64 

Regarding costs associated with the Sepulveda Line, the Commission stated 

I 
I 
I 
I 
I 

that the Sepuiveda =proceeding is separate and unique and any regulatory costs 

incurred in that proceeding should be allocated to it alone. Similarly...all litigation 

concerning the Watson Station charges has been consolidated in a single proceeding 

and all costs related to that proceeding should be separated. ~ 

The Commission has also rejected the =normalization" approach used by 

SFPP Witness Turner and adopted in the ID. To the contrary, the Commission has 

expressly stated that litigation costs should not be embedded or become a 

permanent part ofa carrie~s rate base. Instead, litigation costs should be 

I 

I 

amortized over a five-year period and collected through a temporary five-year 

surcharge. According to the Commission, regulatory litigation costs are =to be 

amortized over five years ... starting with calendar-year 1999 and continuing 

! 

I 

through calendar-year 2003. ~ 

The Commission further stated that it would ~follow the approach used in the 

Opinion No. 435 Orders... ~7 According to the December 16 Order, Opinion No. 435 

I 
authorized SFPP to ~recover [regulatory] costs through a surcharge amortized over 5 

I 
l 
I 

111 FERC ~ 61,334, P 44 (2005). 
113 FERC ~ 61,277, P 95 (2005). 

S~Id. at P 96. 
SFPP, L.P., 108 FERC ~ 63,036, P 423 (2004). 

s7 113 FERC ~ 61,277, P 93 (2005); See 113 FERC ~ 61,277, PP 90-93. 

- 2 0  - 

I 



Jnofflclal FERC-Generated PDF of 20061201-0200 Received by FERC OSEC 12/01/2006 in Docket#: OR07-1-000 

! 

I 
! 

I 

years. ~ The December 16 Order stated that  Order No. 435 specifically prohibited 

SFPP from embedding regulatory expenses in rates. ~ 

Using these principles, Shipper and Staff  cost of service witnesses provided 

separate  es t imates  of the proper test  period litigation expenses of SFPP. These cost 

I 
I 

est imates  range from $191,000 to $399,000 and are each based upon a methodology 

that  is consistent with prior Commission rulings. 7° Each of these es t imates  is 

significantly less than the test  period litigation expense provided by Mr. Turner in 

I 
I 
I 
! 

I 
I 
I 

his direct test imony of $540,000. 7| Accordingly, SFPP% appropriate litigation 

expense for test  year  purposes should not exceed $399,000. Indeed, one exhibit that  

revised Mr. TurneFs original litigation expense calculation determined that  on a 

volumetric basis, litigation costs would only be $192,000. 7~ 

In addition to reducing SFPP's test  year litigation expenses to a range of 

$192,000 to $399,000 and directing that  those expenses should be collected through 

a sur~arge ,  Tesoro also requests that  any litigation expense surcharge be offset for 

la ter  years by the amount that  SFPP has collected in excess of rates ul t imately set 

by the Commission from shippers that  did not challenge the rates and are therefore 

not entitled to reparations. This approach was implemented by the Commission in 

an earlier SFPP proceeding, and affirmed by the Court of Appeals for the District of 

II 
I. 
I 
I 
l 

es 113 FERC ] 61,277, P 90 (2005). 
~Id. 
70 Mr. Ashton's est imate of $399,000 at  Exh. No. TES-1 at  60, line 9 and Exh. No. 
TES-16, line 19; Mr. (YI~ughlin's est imate of $198,300 at Exh. No. CCV-1 at  61, 
line 5; and Mr. Crowley's est imate of $191,000 at  Exh. No. S-5 at  37, Workpaper 12, 
line 15. 
7, Exh. No. SFN-28 at  33, Workpaper 12, line 18. 
7~ Tr. at  941, lines 1-10; Exh. No. CCV-57, line 18. 
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I 
! 

Columbia Circuit in BP West Coast Products, LLC v. FERC. 73 In BP West Coast 

! Products, the court stated that because SFPP had: 

I 

I 

reaped a windfall by charging rates in excess of those ultimately deemed just 
and reasonable in the same past years for which it was claiming 
supplemental expenses above those it would prospectively incur as part ofits 
cost of service, it should be required to first fund its litigation expenses out of 
that pool before it could begin charging those costs to its customers anew. 74 

I 
I 
l 
I 
! 

In natural gas cases, the Commission has recognized the appropriateness of 

providing an additional benefit to a party that has shouldered the burden of 

litigation. In Will iams Natural  Gas Company, et al., 75 the Commission found an 

indemnity provision limited to active participants "who have carried the burden of 

this litigation" to be not unreasonable. 76 Therefore, to the extent that the 

Commission is able to do so, we respectfully request that any refunds or reparations 

be structured so that SFPP's legal expenses are offset from the amount otherwise 

due to shippers who did not bear the expenses of this litigation. 

I E. The Init ial  Decision Erroneously Establishes SFPP's  Envi ronmenta l  
Remedia t ion  Expenses f o r  t h e  Test  Period at $1,008,000 Ra ther  than the 

C o r r e c t  A m o u n t  o f  $ 8 9 9 , 0 0 0 .  

I As the ID correctly states, the shippers and Staff accepted SFPP% statement 

! 

I 

that its base period environmental costs were $1,008,000. The disagreement 

between the parties occurs with respect to how base period expenses should be 

adjusted in the test period. 

II 
II 
I 
II 

7s B P  West Coast Products, LLC  v. Federal Energy Regulatory Commission, et al., 362 
U.S. App. D.C. 438, 1294 (2004). 
74 362 U.S. App. D.C., 438, 1294. 
7~ 54 FERC 1 61,134 (1991). 
76 ld. at P 61,448. For the principle that a settlement with special provisions 
applicable only to active parties is not unduly discriminatory see also, Un/ted 
MunicipalDistr ibut ion Group v. FERC, 732 F.2d 202,212 (D.C. Cir. 1984) and Town 
o f  Norwood v. FERC,  202 F.3d 392, 402 (1st Cir. 2000). 
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I 
I SFPP maintained that its environmental remediation expenses in the 2000 

I 
I 

to 2004 period should be ~normalized," with the normalized average used in the test 

period. This methodology would result in an increase of environmental costs in the 

test period, even though SFPP's actual average costs in the later portion of the test 

I 
I 
I 

period were considerable below the base period. 

The ALJ quite correctly rejected SFPP's approach, holding that it: 

egregiously exceeds the specified base/test periods and is backward-looking 
instead of prospective. It does not reflect reasonably known and measurable 
changes and fails to demonstrate I~pod cause to deviate from the presumptive 
nine month test period limitation." 

I 
II 
i 

However, we believe that the AI~ erred in simply establishing SFPP's 

environmental costs for the test period at base period levels, rather than reducing 

those costs in the test period as the evidence strongly suggests. 

The principal reason put forward by SFPP for constructing the 20-inch 

pipeline that is the basis of this rate case is that the new pipeline would reduce 

I 

I 

SFPFs environmental remediation costs. According to the testimony of James B. 

Kehlet, SFPP Vice-President, Marketing West, Kinder Morgan Energy Partners, 

L.P., the new pipeline is designed to result in a "higher quality of service with less 

! 

I 

e n v i r o n m e n t a l  r i sk .  "Ts Based on this assessment, Mr. Kehlet further testified that 

SFPP's North Line environmental costs should decline as a result of the re-routing 

and expansion of the pipeline. 79 

I 
I 
I 
I 

I D  a t  ~ 1 9 5 .  
7s Exh. No. SFN-1 at 7, lines 1-2. 

Tr. at 619, line 25 to 620, line 4; Tr. At 621, lines 16-23, Tr. At 62"/, lines 16-22. 
- 2 3  - 
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! 

! 
Mr. Kehlet's expectation has, moreover, been substantiated by the evidence. 

! 

I 

S F P F s  average environmental costs in the first eight months of 2005 (i.e., the test  

period) were substantial ly less than its average base period costs, s° 

We therefore urge the Commission to establish SFPP's test  period 

I 
I 

environmental costs at  the annualized level of the first eight months of 2005, i.e., 

the test  period for this case. That amount is $899,000. 81 

It would certainly seem that  unless shippers pay lower environmental costs 

I 
l 
I 
I 
I 

for the use of the SFPP pipeline in the future, the underlying rationale for the 

construction of the new 20-inch line in the first place would be severely undercut. 

F. T h e  In i t ia l  Dec i s ion  E r r o n e o u s l y  Es tab l i shes  S F P P ' s  N o m i n a l  R e t u r n  
o n  E q u i t y  for  t he  T e s t  P e r i o d  a t  12.27% R a t h e r  t h a n  t h e  C o r r e c t  A m o u n t  o f  

9 . 9 1 % .  

Each of the participants in this proceeding submitted extensive evidence 

regarding the return on equity that  should be employed in this case. All of the 

parties agree that  a return on equity should be determined on the basis of the 

Discounted Cash Flow (DCF) methodology outlined by the Commission in Williston 

I 
! 

Basin Interstate Pipeline Company. • The parties also agreed that  in this case the 

DCF methodology should be applied to a proxy group rather than to the returns of 

SFPP itself. The principal difference between the shippers on the one hand and 

! 

I 

Staff and SFPP on the other involves the use of Master Limited Partnerships in the 

proxy group, without making substantial adjustments to reflect the fact that MLPs 

distribute capital itself rather than simply provide a return on capital. 

I 
I 
I 

so Exh. No. CCV-60. 
sl Exh. No. TES-14. 
s2 91 FERC ~ 63,005 (2000) and Williston Basin Interstate Pipeline Company, 95 
FERC ~ 63,008 (2001). 
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! 
! To a cer ta in  extent  the  difference between the  par t ies  reflects different 

! 
! 

viewpoints expressed by the  Commission itself. InHigh Island Offshore Systems, 

LLC ~ (HIOS) the  Commiss ion said t h a t  the  use of MLPs in a proxy group is 

inconsis tent  with the DCF. According to the  HIOS decision, since the  d is t r ibut ions  

II 
II 
II 
II 
II 

of MLPs are d is t r ibut ions  of capi ta l  r a the r  t han  dis t r ibut ions  on capital,  MLPs are 

fundamenta l ly  different ent i t ies  from the  ent i t ies  contemplated by the DCF 

methodology. The Commiss ion therefore held in HIOS t h a t  i t  %vill not consider 

including an  MLP in the prexy group unless the  record demons t ra tes  t h a t  the  

d is t r ibut ion  used as  the  'dividend' includes only a payment  of earuings and  not  a 

re tu rn  of investment .  "~ 

I t  is clear t h a t  the  proxy groups used by SFPP and S t a f f i n  this  case do 

include companies t h a t  d i s t r ibu te  capital  r a the r  than  re turns  on capital.  In fact, the  

! 
! 

ALJ  points out  t h a t  the  record of th is  case ~strongly suggests [ that]  d is t r ibut ions  

subsume  a t  l eas t  some re tu rn  of capi ta l  component. ~ He fur ther  commented t h a t  

as a result ,  " . . .  us ing them as dividend surrogates in  the  DCF formula violates 

II 
II 
II 
II 

HIOS. ~ 

However, in the December 16 Decision, the  Commission did use MLPs in the  

proxy group used to de termine  SFPP's  re turn  on equity. The Commissions s ta ted  

t h a t  i t  did so because "there is no practical a l te rna t ive  to t r ea t ing  dis t r ibut ions  as 

the  equivalent  of dividends and  using dis t r ibut ions  in the  conventional discounted 

cash flow (DCF) formula. "sT 

! 
! 
! 

110 FERC ~ 61,043, reh'gdenied, 112 FERC ~ 61,050 (2005). 
ID a t  97, quoting 110 FERC ~ 61,043 a t  P 126. 

~ I D a t  98. 
~ ID a t  98. 
87 113 FERC ~ 61,277 a t  P 77, n. 104. 
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I 
I Although i t  is difficult to reconcile the  HIOS and December 16 Decisions, we 

I 
I 

would suggest t h a t  the  approach advocated by Tesoro Witness  Peter  K. Ashton  in 

th i s  case does so. Mr. Ashton 's  approach also addresses  the  ID's finding t h a t  ~there 

st i l l  r ema ins  no practical a l t e rna t ive  to t r ea t ing  dis t r ibut ions  as the  equivalent  of 

I 
! 

dividends in the DCF formula. ~ss 

The approach used by Mr. Ashton involves using the MLPs that the 

Commission included in the proxy group in the December 16 Decision but computing 

I 
I 
I 
I 
I 
I 

a proxy dividend yield for these companies  by us ing earnings da ta  r a the r  t han  cash 

dis t r ibut ions ,  s8 CCV Witness  Mat thew P. O'Loughlin also employed this  method as 

a possible alternative, testifying, 

I offer a second a l te rna t ive  check in my tes t imony on the  re tu rn  on 
equity, and I do t h a t  by tak ing  the growth ra te  in earnings, as Professor 
Wil l iamson ha s  done, and  I combine t h a t  with the  yield which is a 
proxy dividend yield. The way I get a t  the  proxy dividend yield is to 
t ake  the  MLFs  d is t r ibut ions  and  take  only the proportion of those 
d is t r ibut ions  t h a t  are represented by net  income, and  in essence, I 
a ssume t h a t  100 percent  of t h a t  net  income is paid out as a dividend, 
and  I calculate a dividend yield. I combine t h a t  wi th  the  growth ra te  in  
earnings, and  I come up with a re turn  on equity es t imate .  Us ing  the  
med ian  from t h a t  second methodology, I find t h a t  t h a t  is generally 
consis tent  wi th  us ing  the  low end of the range of a s t anda rd  MLP 
methodology, g° 

! 

I 

The use of th is  methodology is the  "practical a l ternat ive"  t h a t  the  

Commiss ion  sought  to achieve in i t s  December 16 Decision and  the  AI.J a t t emp ted  

to find in th is  case. It  is  consis tent  with the DCF methodology t h a t  is dependent  on 

! 

I 

earnings  as opposed to re tu rn  of capi ta l  and  provides a fair and  reasonable  re turn  to 

SFPP. 

I 
I 

s8 I D  a t  ~ 9 9 .  

Exh. No. TES-1 a t  33, l ines 10-18. 
9o Tr. a t  1798, l ine 14 to 1799, l ine 2. 
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l 

I As the Record in this proceeding indicates, the use of Mr. Ashton's 

I 
! 

recommended methodology results in a nominal rate of roturn for SFPP of 9.91% as 

opposed to the 12.27% adopted by the ID. 91 

The advantage of using Mr. Ashten's approach is underscored by the 

I 
I 

deficiencies in the approach adopted in the ID. That approach is based largely on 

the testimony of Staff Witness Sam S. Wang who used MLPs in his proxy group and 

regarded the cash distributions of MLPs as equivalent to dividends. 

I 
I 
I 
I 
I 

Mr. Wang acknowledges that ~[i]f the Commission was to decide that the cash 

distributions from SFPP to its partners were returns of capital, I would expect that 

the Commission would then not consider the MLPs I used to be suitable proxy 

companies for SFPP in this proceeding. ~ However, Mr. Wang then mistakenly goes 

on to conclude that the distributions of MLPs are not in fact distributions of capital. 

For example, Mr. Wang appears somewhat confused by the definition of the 

term ~dividends" as used by the Commission in the DCF methodology. The 

Commission clearly states in the HIOS procoedin~ 

I 
I 

Partnerships make distributions to their partners, rather than pay dividends 
to stockholders. Those distributions may include payment to the partners of 
a share of the partnership's earnings; to that extent the distribution is 
comparable to corporate dividend payments. However, the distributions may 

I 
I 
I 
I 
I 

gl Mr. Ashton employed the Commission's DCF methodology, and included the f i v e  

MLPs selected by SFPP witness J. Peter Williamson. However to account for the 
return of capital issue, Mr. Ashton relied upon a proxy dividend yield, which 
employed earnings per share as a proxy dividend in the constant growth dividend 
model. (Exl~ No. TES-1 at 33, lines 10-18). Mr. Ashton compiled earnings per share 
data for each proxy group company, and determined the proxy dividend yield by 
dividing the proxy dividends by a six-month average share price (Exh. No. TES-8). 
Mr. Ashten subsequently determined the short-term growth factor using IBES 
earnings estimate data and the long-term growth factor using GDP forecasts from 
three sources: the Energy Information Administration (EIA), Global Insight (GI) and 
the Social Security Administration (SSA) CExh. No. TES-9). 

Exh. No. S-1 at 51, lines 9-11. 
- 2 7  - 
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I 
! 

I 
also include a return of a portion of the partners '  original investment,  unlike a 
corporate dividend. ~ 

Yet, when presented with evidence that  the distributions of MLPs were 

I 
I 

returns of capital rather than returns on capital, 94 Mr. Wang claimed that the term 

~dividends" in the DCF methodology meant cash distributions, independent of 

income, stating, ~[d]ividends are income for the shareholder, but I did not calculate 

I 
I 

income for the DCF model. There's no requ'urement to calculate income for the DCF 

model. "m Mr. Wang~s statement concerning the relationship between dividends in 

the DCF methodology and income is misguided, and reflects a misunderstanding of 

I 
I 
I 
I 
I 

the nature ofcorporato dividends. Mr. Wang consistently failed to recognize that  

even though corporate dividends are paid in cash, they are derived only from current 

or retained earnings. In fact, Mr. Wang contradicted himself  on the issue. For 

example, during cross-examination, Mr. Wang defined the term ~return of capi taF as 

~a distribution of cash resulting from depreciation, tax savings, the sale of capital 

assets  or securities, or any other transaction unrelated to retained earnings. ~ Yet 

when confronted with evidence that  the distributions of MLPs are ~unrelated to 

retained earnings," Mr. Wang refused to recognize the distinction, insisting that  

! 

I 

MLPs paid dividends. 97 

The position taken by Mr. Wang is further weakened by his erroneous 

assumption that  the DCF methodology views growth in cash distributions as 

I 
I 
I 
I 

equivalent to growth in earnings. During cross-examination, Mr. Wang stated, "I 

believe the assumption of the Commission's DCF model as I used i t  over here is that  

110 FERC ~ 61,043 at  P 126 (emphasis added). 
94 Tr. at 1955, lines 2-14, Exh. Nos. BPX-65, BPX-66 and BPX-67. 

Tr. at 1977, lines 1-3. 
N Tr. at 1966, lines 19-22. 
97 Tr. at 1977, lines 1-3. 

- 2 8  - 
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! 
! 

they are the same, the growth in earnings corresponds to the growth in cash 

! 
! 

distribution. ~ In fact, however, cash distributions can and do grow at a rate 

considerably greater than earnings as this reflects a return of capital in addition to 

the return of capital derived from earnings. Thus, on the one hand, Mr. Wang failed 

! 
! 

to recognize the relationship between corporate dividends and earnings and why 

cash distributions exceed earnings, and on the other hand, he argues for equivalency 

between earnings from which dividends are paid and cash distributions. It is only 

! 
! 
! 
! 
! 

dividends that are paid out of earnings that is the appropriate measure to use in the 

DCF model and Mr. Wang is simply wrong in trying to equate dividends with 

distributions. 

This fundamental defect in Mr. Wang% methodology, which was unfortunately 

adopted by the ID, should lead to the rejection of the return on equity calculated in 

the ID. 

Although we urge the Commission to adopt the methodology recommended by 

Mr. Ashton as outlined above for calculating SFPP's return on equity, there are two 

! 
! 

other alternative methodologies which we believe are also consistent with the 

Commission's HIOS and December 16 Decisions. 

1. In his testimony Mr. (TI~ughlin outlined a procedure outlined in the 

! 
! 

Sepulveda m and OR96-2 initial decisions, which used a proxy group of MLPs, 

and substituted distribution yields for dividend yields, but selected the lower 

end of the range ofreturns, as opposed to the normally selected median 

! 
! 
! 

Tr. at 2000, lines 20-23. 
Initial Decision Finding Sepulveda Replacement Rate Unjust and Unreasonable, 

112 FERC ~ 63,020 (2005). 

- 2 9  - 
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I 
! 

value. I°° Tesoro witness Ashton also offered this methodology as a possible 

I 
! 

solution to resolving the issue of cash distributions including a return of 

capital.  ~°1 

2. In his  direct test imony, Mr. Wang developed an a l ternat ive  proxy group t h a t  

I 

I 

did not include MLPs. I°2 

Either of these alternatives is preferable to the clearly defective use of the 

median range of MLPs in determining SFPP's equity return. 

I G. I n  t h e  E v e n t  t h e  A L J ' s  F i n d i n g s  W i t h  R e s p e c t  to  R a t e  B a s e  A r e  No t  
A c c e p t e d ,  T h e n  T h r o u g h p u t  o f  t h e  N o r t h  L i n e  S h o u l d  Be  I n c r e a s e d  A b o v e  

I 
I 
I 

t h e  L e v e l  S p e c i f i e d  i n  t h e  In i t i a l  D e c i s i o n  

The IX) recognizes t h a t  there will be increased i n t r a s t a t e  traffic on the  North 

Line from Concord to Sacramento.  1c~ However, the ID also finds t h a t  throughput  on 

the  in t e r s t a t e  portions of the  North Line will be the  same in the t e s t  period as in  the 

base  period. 1°4 

I 

I 

We respectfully disagree and  believe t h a t  the  clear weight of the  evidence 

indicates that there will be a substantial increase in interstate throughput in the 

test period. That evidence consists of SFPP's own statements as well as reports 

! 

I 

from independent  consul tants  t h a t  ant ic ipate  an  expansion in throughput  volume on 

the  Nor th  Line. 1c6 However, we do not press th is  point  i f  the  Commission accepts 

the  A].J 's  f inding with respect  to SFPP's r a t e  base  for the  North  Line. As we pointed 

I out  above, the  ALJ found t h a t  70% of the  cost of the  North Line expansion should be 

I 
I 
I 

,co Exh. No. CCV-1 a t  11, line 16 to 12, line 12; Tr. a t  1797, line 24 to 1798, line 13. 
101 Exh. No. TES-1 a t  40, lines 4-10. 
1c~ Exh. No. S-1 a t  51, lines 5-13. 
,os IX) at  1 212. 
,o4 ID a t  ~ 214. 
~06 Exh. No. TES-1 a t  12, l ine 5 to 15, line 13. 

- 3 0  - 
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I 
I 
I 
I 

allocated to the  ra te  base. This f inding was based  in par t  on the conclusion t h a t  the  

expanded capacity which the  20-inch line envisioned as compared to the  14-inch line 

should not be paid by in t e r s t a t e  shippers.  We agree with this  finding and urge the  

Commiss ion to adopt  it. 

I 
I 

However, i f  the  Commiss ion does not  do so, then  the  throughput  o f the  North 

Line should be increased. In the  remain ing  portion of this  section, we discuss the  

reasons why throughput  should be adjus ted  i f  the  Commission does not accept the  

I 
i 
! 
! 
I 

AI.J 's  recommendat ion on ra te  base.  

In his  direct tes t imony,  SFPP Witness  Kehlet  s t a ted  t h a t  "SFPP expects t h a t  

throughput  on the  Nor th  Line will increase over the  long term, "1~ and  t h a t  one of the  

benefi ts  to shippers  of the  expansion of the North  Line is the abil i ty to increase 

throughput.  *°7 He also test i f ied t h a t  populat ion growth ra tes  in the  Reno and  other  

nearby areas  are expected to increase by 1.5-2.0% per year, and thus  one mus t  p lan  

for ant ic ipated  increases in throughput.! ~ 

In his tes t imony,  Tesoro Witness  Ashton  described the  evidence from SFPP 

I 
I 

indicat ing t h a t  be th  SFPP as well as various th i rd  par t ies  ant ic ipate  an  expansion 

in throughput  volume. *~ Mr. Ashton therefore recommended a tes t  period increase 

in throughput  over the  base  year. n° Mr. Ashton's  recommended increase in 

I 
I 

th roughput  is also supported by the  tes t imony of Staff  Witness  Bonnie J. Pride. Ms. 

Pride test i f ied t h a t  " there  is sufficient evidence to war ran t  certain upward 

a d j u s t me n t s  to 2004 base  year  volumes to reflect the  throughput  in the reasonably  

I 
I 
I 

10~ Exh. No. SFN-1 a t  7, line 15. 
lo7 Exh. No. SFN-1 a t  6, l ines 8-19. 
1~ Exh. No. SFN-1 a t  5, l ines 1-4. 
10o Exh. No. TES-1 a t  12, l ine 5 to 15, line 1 3 .  

11o Exh. No. TES-1 a t  15, l ines 9-13; Exh. No. TES-3. 
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I 

I foreseeable future. "ul She cites much of the same evidence to support her opinion 

I 

I 

t h a t  Mr. Ashton used. u2 In addition, Ms. Pride indicates  t h a t  there  was evidence 

that demand had increased significantly in recent months during the test period. 

She cites, for example, evidence that the interstate portion of the North Line was 

I 
I 

"frozen" i.e., nominat ions  equaled capacity, and  then  la te r  in the  summer  of 2005, 

the  pipeline was prorated because nominat ions  exceeded capacityJ m 

During the course of the  hearing,  SFPP witnesses  claimed t h a t  t e s t  period 

I 
I 
I 
I 
I 

throughput volumes should be reported at the same level as base period volumes 

because actual throughput volume on the interstate portion of the line did not 

increase in 2005, a fact explicitly recognized and considered by Mr. Ashton.  u~ 

However, SFPP's analysis of throughput fails to consider the demand that existed 

for transportation service and the factors that prevented shippers from shipping at 

full capacity in 2005. That evidence should be considered to establish a reasonable 

estimate of test period throughput volumes. 

It is certainly significant in this respect that the SFPP pipeline was prorated 

I 
I 

in  2005, bu t  not in 2004. As Mr. Ashton  explained in his test imony,  th is  evidence of 

prorat ioning is critical because i t  shows tha t  there was an  increase in the  demand  

on the  North Line in 2005 relative to 2004. Mr. Ashton testified: 

I 
I 
I 
I 
I 

[W]hat you're interested in in terms of looking at the future and looking at 
whether base period volumes should be altered is in fact whether shippers are 
demanding additional capacity on the line, so the fact that line was at 
capacity or being prorated, particularly during the summer months in 2005, 
particularly given that it was not - it is my understanding was not prorated 
at all during 2004 is relevant to me as an economist looking at the available 
capacity and the actual demand for capacity on the line and the fact that 

,i, Exh. No. S-8 at 7, lines 8-i0. 
t~ Exh. No. S-8 at 9, line 9 to I0, line 21. 
t~ Exh. No. SFN-8 at 7, line 17 to 8, line 19; Exh. No. TES-23; Exh. No. TES-24. 
m Exh. No. TES-1 at 15, lines 16-22. 

- 32 - 
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! 
! 
! 

demand  clearly was increasing during 2005 relat ive to 2004 subs t an t i a t e s  
the  use of a higher  throughput  volume in the  tes t  period. ~ls 

Mr. Ashton also test if ied t h a t  dur ing the summer  of 2005 when the  North  

! 
! 

Line was being prorated,  there  were numerous shutdowns on the line. The evidence 

shows t h a t  the  shutdowns  were more numerous  during 2005 t h a n  2004. ne This 

evidence responds to S F P F s  claim t h a t  throughput  on the line is not likely to 

! 
! 

increase in the  t e s t  period because actual  sh ipments  in  2005 were below the 

capacity of the  line. ~7 The fact is t h a t  i t  was SFPP's  own m i s m a n a g e m e n t  and  

resu l t ing  shutdowns of the  l ine t h a t  prevented shippers  from being able to use the  

I 
II 
I 

l ine during peak demand  season a t  i ts  peak capacity. The evidence shows t h a t  

dur ing the  months  of J a n u a r y  through September,  in 2005 the  in te r s t a t e  portion of 

the  l ine was shu t  down 14 days, whereas in  2004 i t  was only shut  down 12 days. ~Ls 

In view of the  fact t h a t  the  line was being prorationed during 2006 and  not 2004 and  

was subject  to more shut-downs, i t  is cer tainly more probable t han  not  t h a t  

! 
! 

throughput  volume will be higher in the tes t  year  to reflect the increase in demand 

and  capacity resul t ing  from the  expansion of the line. 

Accordingly, a t e s t  period throughput  should be es tabl i shed  a t  l eas t  a t  

II 
II 
II 
II 
I 
B 

14,120,038 barre ls  i f  the  Commiss ion does not accept the  ID's finding regarding the  

Nor th  Line ra te  base.  '19 

115 Tr. a t  1913, lines 8-19. 
1,6 Exh. No. TES-26; Exh. No. TES-33; Exh. No. TES-34; Exh. No. TES-35. 
z,7 Tr. At  629, l ines 1-18 
,,8 Tr. a t  684, l ines 1-9; Tr. a t  685, l ine 6 to 686, line 5; Ex]~ No. rITES 34; Exh. No. 
TES-35. 
~ This  figure represents  an  increase in throughput  volume for the  tes t  period of 
approximately 1.8%. This figure is calculated using a consensus of various 
throughput  s tudies  to compute a s imple average of the  conclusions reached in these 
s tudies  in  order to de te rmine  a one-year ra te  of growth in throughput.  (See TES I a t  
p. 12-15, Exhibi t  No. PKA-3). 
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I 

I H. The Init ial  Decision Should Be Modified So As To Prescribe a New 
Rate and  Award Refunds to Shippers o n  t h e  Bas i s  o f  the Exceptions 

I Discussed Above. 

In a previous portion of this brief on exceptions, we indicated the rate that 

I would result from simply implementing the determinations reached by the ~ as 

I 
I 

regarding SFPP's cost of service. That rate is $1.098. However, that rate would be 

reduced even further if the Commission accepts Tesoro's position with respect to the 

exceptions discussed in this Brief. 

I 
I 
I 
I 
I 
I 
I 
I 
I 

We are attaching as Exhibit B to this Brief the cost of service filed by SFPP in 

this proceeding as adjusted to reflect beth the determinations reached in the ID as 

well as the exceptions to the ID discussed by Tesoro in this Brief. As Exhibit B 

indicates, the maximum rate that SFPP would be permitted to charge its shippers 

based on the ID findings and Tesore's exceptions is $1.053. Table 2 below 

summarizes the calculation of this $1.053 amount~ 

Table 2: 

Revised Cost of Service - SFPP North Line Inters ta te  Service 
Based on A I ~ s  Findings  and Conclusions and  Tesoro's Exceptions 

Test 
Description 
Overall Return on Rate Base 
Income Tax Allowance 
Operating Expenses Excl. Depreciation 
Depreciation Expense 
Amortization of AFUDC 
Amortization of Deferred Return 
Total Cost of Service 
Barrel Throughput 

Pe~od 
$3,528 

$0 
$8,786 
$2,000 

$21 
$263 

$14,598 
13,866 

I Rate ~1.053 

I 
! 

Since SFPP charged its shippers $1.3934, and not $1.053, SFPP should 

clearly be ordered by the Commission to make substantial refunds to its shippers. 

- 3 4 -  
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I 
I For the reasons we discussed at  length above, those refunds should be the difference 

I 
I 

between the grandfathered rate of $1.10 and the $1.3934 rate that  SFPP has been 

charging. 

In addition, the Commission should prescribe $1.10 as the maximum rate 

I that  SFPP can charge shippers on the North Line. 

I POLICY CONSIDERATIONS WARRANTING FULL COMMISSION REVIEW 

I 
I 
I 
I 

When an inters tate  oil pipeline rate is protested and subject to a Commission 

investigation, i t  is the statutory responsibility of the Commission to determine 

whether the rate is jus t  and reasonable. ~° It  is similarly the Commission's 

statutory responsibility to prescribe the jus t  and reasonable rate i f  i t  finds that  the 

carrier's rate is excessive. ~21 These jus t  and reasonable rate requirements are an 

integral part  of the public transportation policy of the United States. They are 

! 

I 

designed "to set enforceable rates that  would permit the carriers to earn a fair 

return, while protecting the shippers and the public from economic harm. ' ' ~  The 

Commission cannot authorize even a slight deviation from the just  and reasonable 

I 
I 

standard because not even a li t t le unlawfulness is permitted. ~ 

The Initial Decision issued by the A L l  in this case complies with the just  and 

reasonable requirement in many respects. However, with regard to the issues 

I 
I 
l 
I 

outlined in Tesoro's exceptions, the ALJ departed from this requirement. That 

departure should be corrected by the Commission prior to the inevitable judicial 

~o 49 USC App U.S.C. § 15(7) (1988). 
121 Id .  

Farmers Union Central Exchange v. FERC, 734 F.2d 1486, 1504 (D.C. Cir. 1984). 
Id. at 1508 citing (Consumers Federation of America, 515 F.2d at  358 n. 64 quoting 

FPC v. Texaco Inc., 417 U.S. 380, 399). 
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I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

review of th is  case. Furthermore,  i t  is  the  clear public policy of the  Uni ted  S ta te s  

t h a t  refunds be ordered when a carrier  charges a ra te  t h a t  ha s  been found to be 

un jus t  or unreasonable  and  the  ra te  has  been protested by shippers. .24 In order to 

achieve compliance with t h a t  s ta tu tory  requirement,  i t  is essent ia l  t h a t  refunds be 

ordered in  this  case. 

CONCLUmON 

For the  foregoing reasons,  the  Ini t ia l  Decision should be modified in the  

m a n n e r  discussed above. In addition, SFPP should be ordered to refund to i t s  

shippers  the  amount  of $0.2934 per  barrel,  which represents  the  difference between 

a maxim permiss ib le  ra te  of $1.10 and  the $1.3934 ra te  SFPP has  been charging. In 

addit ion,  the  current  m a x i m u m  permiss ible  ra te  of SFPP for the  North  Line should 

be prescribed as  $1.10 per  barrel  

,24 49 App. U.S.C. § 15(7) (1988). 
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I 
I 
I 
! 

I 
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I 
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I 
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I 
I 

Pursuant to Rule 2010 of the Rules of Practice and Procedure of the 

Federal Energy Regulatory Commission, 18 C.F.R. § 385.2010, I hereby 

certify that I have served, by electronic mail and first class mail, both 

m 

I 

Confidential and Public copies of the Brief of Tesoro Refining and Marketing on 

Exceptions to Initial Decision on all parties on the official service list compiled 

by the Secretary in the proceeding. 

I Dated at Washington, D.C. this 25 day of October, 2006. 

I 
I 
I 
I 
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1757 P. Street 
Washington D.C: 20036 
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(An mmmmber~ ~ Tlmu.lm~ds) 

Line 
~ o  

l Cost of Service 

2 Bm'rel Throughput 

3 Bah'el-Miles Throughput 

4 R e s ~  Revenues Under Proposed Rates 

5 Resulti~ Revenues Under Current Ceiling Rates 
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SFPP, L.F. 
North L~ae Inter~ate Co~t of S e r v ~  
(S00O's) 

Line 

1 Overall Return on Rate Base 

2 Income Tax Allowance 

3 0 p e r a t ~  Expenses Excl. Deprecia6on 

4 De~i~on ~ 

5 Amo~zafion of AFUDC 

6 Amurfzation of ~ Retu~ 

7 Total Cost of Service 

m 
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| H m m H H m H D 

Smtemcnt A 

Base Tes~ 

Statement C, Line 16 $3,347 $3,901 

Statement D, Line 13 $0 $0 

Statement B, Line 21 $9,262 $9,037 

State~em B, Line 13 $1,711 $2,000 

Statement F2, Lines (3 + 8) $23 $22 

Stamment E2, Line 14 $263 $263 

Sum Lines (1 through 6) $141606 )157.22 
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North L~¢  Interstate O p e r a ~ g  Expenses 
(SOOe's) 

"fib B 

Line FF-~C Base 

OPERATIONS AND MAINTENANCE 
I 300 Salaries and Wages Schedule 18 
2 310 ~ and Supplies S~hedule 18 
3 320 Outside Services Sd~lule 18 
4 330 ~ Fuel ~ad Power Schedu]e 18 
5 340 Oil Losses and Shortages ~ e  18 
6 350 ~ Schedule 18 
7 390 Othe~Expem.u~ Schedule 18 
8 Total Operations Expense Lines (I through 7) 

9 500 Salaries andWages Schedule 18 
10 510 Materia~ and Su~pEes Schedule 18 
11 520 Outside Services Schedule 18 

• 12 530 Rentals Sched~e 18 
13 540 ~ m',d Amortization Schedule IB, Li~e 9 
14 550 E,mp|oyeeBe~ef~ Schechde 18 
15 560 Ins;uan~ Schedule 18 
16 570 ~ and Oiher Losses Schedule 18 
17 580 PipelineTax~ S~3edule 18 
18 590 OthecExpem~ Schedule 18 
]9 • Toad General Expense Lines (9 though I~) 

20 Total ~ Expemes 

21 To~ O p e ' a ~  Exp. Excl. D&A 

Stetemem B 

Tern: Period Te~a Period 
A d . m m ~  
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$216 

$0 $1,665. 
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$o 
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! - -  . 

$419 

Lines (8 + 19) $10)972 $64 

Lines (20 - 13) _~9 ,262  (~2251 
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330 Adjustment to annuallze eloc~ic power s=vlo~ ~ withNorth Line expansion 
350 Adjustment to refle~t lowes right-of-way c o ~  for the new 20*inch v. ~ old 14-inch 
520 Adjustment to nomsalize FERC litlgmlon expense 
540 Adju_qme~ to reflect full year depr~iafion on 2004 ~pilal additions offset by te~ pe s i~  ~ 
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TabC 

SFFP, LP. 
i~qorth Line Interstate Overall Return on Rate Base 

(SO00',) 

Line 

I Net Trended OriginaI Cost Rate Base [I] 

2 Net Deferred Retum [I] 

3 Subtotal 

Stalement El, Line 16 
Statement El, Line 14 

Lines (l - 2) 

Statement C 

Base Test 

Period 

$41,889 $53,523 

$5~917 $6,052. 
$35,972 $47,471 

I 
4 Debt Ratio 

5 Equ~ Ratio 

1.0-Ln 5 

WorkFep~ 5, Line 10 

58.02% 64.91% 

41.98% 35.09% 

I 
I 

6 Adjusted Debt Portion of Subtotal 

7 Eqaity Portion of Subtotal 
g Net Deferred Return 
9 Adjusted Equity Portion of Subtotal 

Lines(3* 4) 

Lines {3 * 5) 
L'me2 

Lines (7 + g) 

$20,872. $30,812 

$15,t00 $16,659 

$51917 $6f052 
$21,017 $22,711 

I 
I 
I 
I 
I 
I 
I 

10 Adjusted Debt Ratio 
11 Adjusted Equity Ratio 

12 Cost of Debt 
13 Equity Rate of Return (Real) 
14 Weighted Cost of Capital 

15 Net Trended Original Cost Rate Base 
16 Ovet'aU Re/urn on Rate Base 

17 Weighted Cost of Debt 
18 Net Trended Original Cos/Rate Base 
19 Intecest Expanse 

Lines ( 6 / 0  
Lines (9 / 0 

Workpeper 6, Line (a) 
Docket No. IS05-191-000 

Lines ((10 * 12) + (11 * 13)) 

Line 1 
Lines 04  * 15) 

Lines (10 * 12) 
Line 1 

Line~ (17 * 18) 

[ 1 ] Base Period represents average and Test Period represents and-of-year 

49.83% 57.57% 
50.17% 42.43% 

6.19% 6.02% 

9.78% 9.01% 
7.99% 7.29% 

$41,889 $531523 
$3 347 $3 901 

3.08% 3.470/. 

$411889 $53,523 
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SFPP, L.E 

North Line Interstate Income Tax Allowance 

($000%) 

Tab D 

Statement D 

Line Bese Te~ 
~ .  ~ ~ pc, i~ Pcri~ 

1 Overall Return on Rate Base Statement C, Line 16 $3,347 $3,901 

m 

m 

m 

2 Interest Expense Statement C, Line 19 $1,292 $1~855 

3 Ratum on Equity Lines (1 - 2) $2,055 $2,046 

4 Am~rt~etion of Deferred Return Statement E2, Line [4 $263 $263 

5 Depreciation of ITC Basis Reduction Workpaper 4, Line 10 $14 $14 

I 
I 
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6 Amortization of Equity AFUDC Stet .emont I~., Line 3 $25 $23 

7 Amortization of Tax Rate Adjustments Workpaper 4, Line 9 $'20 $20 

8 Taxable Allowed Return Lines (3 + 4 + 5 + 6 - 7) $2,337 $2,326 

9 Composite Income Tax Rate Schedule 8 0.00% 0.00% 

I 
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I0 Net-to-Tax Multiplier Line 9 / (l - Line 9) 0.00% 0.00% 

II IncomeTaxAUowance- Unadju.~ted Lines (8" I0) $0 $0 

12 Amortization of Tax gateAdjusUnents Line 7 $0 $0 

I 13 Income Tax Allowance Lines (I 1 - 12) 
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SEPP, L~.  
NeMI ~ h , t ~ t e  AFUDC Cal~laltom 
0m*'.) 

Lme 

1 Z q ~ y  R ~ o  
2 De~ Ram 
3 Neemal Eqeity P~e of ~e~e~ 
4 Cost of De~ 

5 CPIS 

6 A.q2IX~ - Base % 

7 AFUDC Bue CP1S A~t~oas 

8 Eq~y pomoo of AFUDC 

9 Au~muhaed .ru~i~/AFUDC 

10 De~ pocboa of AFUDC 
11 ~ D m ~  ~ Booked 
12 Net De~ Portion of AFUDC 

13 A~muhm~l Debt AFUDC 

14 ToXa/AJ~lmmlaled AFUDC 

"I~mb Fm_ 

mm L mm m m 

S o ~ e  ~ 1~5 ~ 19S7 ~ ~9S9 t990 

Worklmpex 5, ~ 10 39.26% 393.6% 39.26% 39.26% 392,6% 43.47~ 44.110% 
1.0 - Line I 60.74% 60.74% 60.74% 60.74% 60.74% 56.53% 55.2(P& 

Cempmable 'Vih~ 15.6~W~ 15.53% 12.$3% 16.16% 16.15% 16.3~F~ 17.~4% 
S~edl~ 9 10.51% 10.51% 10.51% 10.51% 10 .51% 10 .51% 10.51% 

Sd~tele lB, Line 3 $638 Y~9 $3,564 $8,257 $3,234 $737 

Fad). No. 357 (RLZ-45) 29.3% 29.3% 29.3% 29.3% 29.3% 29.3% 29.3% 

m l 

P~le 1" 

S ~ F I  
P ~ e  i o f 2  

1992 ~ 1994 

45+4"PA 44.01% 42.82% 44.79% 
54.53% 55.99% 57.18% 55.21% 
14.79% 14.63% 14.4,11% 14.40~ 
I0.51% I0.51% I0.51% I0.42% 

$1,723 $872 $1,652 $1,132 

29.3% 29.3% 29.3% 29.3% 

Lmm (5" 6) $187 $255 $1.630 $2,419 $654 $216 $291 $505 $256 $484 $332 

Line6 (1 • 3 * 7) $12 $16 ~ $154 $41 $15 $23 $34 $16 $30 $21 

Cunm.lmive Liae $ $12 $27 $109 $263 $304 $320 $343 $377 $393 $423 $445 

Lm~ (2 * 4 * 7) $12 $16 $104 $154 $42 $13 $17 $29 $45 $29 $19 
Sehedale 5 • $0 $2 $6 ~,0 $34 ~16 $22 ~ $19 $40 ~;16 

Lme (10- 11) $12 $14 $104 $154 $8 ($3) ($5) ($19) ($41 ($11) $3 

Ctmmlmive Liae 10 $12 $26 $130 $284 $292 $289 $285 $265 $261 $251 $254 

(9 + 13) $23 $53 $239 $547 $397 $609 $627 $642 $654 $674 $699 
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m 

SFEP, I,P. 

Lhte l a~r~ t t~  AFL'DC Cakalattm 

Cam',)  

Lme 

2 Debt R~mo 
3 Nominal Equ~  Rme of R e i n  
4 Cot~ of Detx 

5 CPIS Addiliom 

6 AFUDC- Base % 

7 AFUDC 8~e  CPIS Add~o~ 

8 Equ/ly Pomon of AFUDC 

9 A ~ : ~ t e d  Eqe~y AFUDC 

10 Debt Potion of AFUDC 
I1 liner'eel D ~  ~ n  Booked 
12 Net Debt Poaiort o f AFUDC 

13 Arammuhaed De~ AFUDC 

14 T o ~ ~  

Work~per 5, L;'- 1 o 
1.0- Line I 

S ~ d u / e  9 

Sched~e IB, Line 3 

No. 357 (RLZ~5) 

Liaee(5" 6) 

Lmm(l  *3 )7 )  

~ L i n e  8 

IAnm (2 "4  • 7) 
S¢.hedele 5 

t . ~  (lo - 11) 

~ L m e  10 

Liam (9 + 13) 

m 

"~lb F ]  

~996 1997 1998 1999 

43.21% 42.55% 43.49% 43_56% 46.54% 56.7~% 
56.79% 57.45% 56.51% 56.44% 53.46% 43.22% 
14.41% 13.63% ~.2.64% 1272% 15.3"7% 15 5~(~ 
10,23% 9.96% 9.64% 7.79% 6.95% 7.34% 

$602 $1,236 $1,755 $858 $2,068 $1,674 

29.3% 29.3% 29.3% 29.3% 29.3% 293% 

R m a m  

$176 S362 $514 $251 

$11 $21 ~.8 $14 

$456 $477 $.5~S $519 

$10 $21 $28 $11 
$]1 ~ ]  $23 $55 
($)) ~o) $5 ($44) 

$253 $2~3 $258 $214 

$7O9 $730 $763 $733 

~ 2  

State~e~ FI 

Page2 of 2 

I 

Te~ 

2ool 2 ~ 2  2 _ ~  ~ g s ~  

54.18% 44~7.8% 41.13% 41.98% 3509% 
4552~ 55.72% 55ff7% 5802~ 64.91% 
12.23% 15.86% 12.93% 13.04% 12.27% 
7.23% 7.0~% 6.77% 6.19% 6.02% 

Y~62 S668 $2.684 $25,820 $25,820 

29.3% 29.3% 29.3% 29.3% 29.3% 

$606 $491 $252 S196 $71)6 $7.565 $7.565 

$43 $43 $17 SI4 $42 $414 $326 

$562 ,WOOS $622 5636 $6TA $1,092 51.004 

$23 $16 $s ss s31 s272 s296 
, ~ 7  .~63 $14 $12 $37 $621 $621 
($35) ($4~ CSS) (1;4) ~s5) (5349) (5326) 

$179 $131 $126 $I7.2 Sl16 ($233) ($209) 

$741 $737 ~'748 $758 $794 Y~59 $794 
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a t m R i m  I l U i l l  

S F ~ ,  )L.]r. 

~ Lfae I~mmale AZ~DC ~ e d a m d u  
( S e ~ , )  

Line 

1 A c ~ u m ~ e d  r~l~,ty AFUDC 

2 Am,~1~sh~ Rme 

3 ~ n  ofEq~ity ~ 

4 ~ u b ~ d  ~ of E q ~ y  .AFUI3C 

:; ~e( Eq~y  AF'UDC 

6 Aocumtdmd De~ AF,.YDC 

7 Amot~c~oo Rate 

8 Amo(hzmon o f  I:)el~ AR,'I:)C 

9 Acc~mu/med ~ o f  De~  AFUIX:  

10 Ne~ De~ AFUDC 

n i 

"fitb I~2 

s'm~m= R .  Liae 9 $~2 $27 5109 

Wod[Fe~l" 1, ]~oc 9 2.84% 2.74% 2.82% 

Avg. ~ 1 "Line2 SO 51 $2 

Cume[mi,~ IAm 3 $0 $I $3 

Line* (I -4)  511 $26 $106 

Smemem Ft. Line 13 12 26 130 

2 2.84% 2 . 7 4 %  2.82% 

Avg. Line 6 * L.me 7 $0 5[ $2 

O.mullldYC L~ne 5 $0 $I $3 

Lmm (6 - 9) $12 ~ $127 

[,iael (4 + 9) $1 $2 $6 

2 79% 2.90% 

$5 $8 

$8 $16 

$2.55 $288 

2J~ 

2.79% 2.90% 

$6 SS 

$9 $1T 

t'~76 $275 

$17 $33 

,urn u m n m i 

r ~ l  

Solleme~ F2 

}hqle I oC2 

$320 Q~,43 $377 $393 $423 $445 

3.06% 3.09~ 3.16% 3.35% 3.30% 3.39% 

$I0 $10 $11 $13 $13 515 

$36 $36 $47 $60 $74 

$307 $329 $333 $350 ~ 5 6  

259 21L5 265 • 261 251 254 

3.06% 3.09% 3.16% 3 . 3 5 %  330% 3.39% 

5'9 $9 $9 $9 SS $9 

$35 $44 $52 $61 $69 

$263 $250 at222 $209 $190 $185 

$52 $'/1 $91 $113 $135 $158 
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@I I I U 

Net'eb ldmz ~ A I q I D C  m 
(soee.~) 

Line 

1 AccumuJwd Eq, m,/a.FUDC 

2 Amomz~oa Rsm 

3 . , . ,mm~uon of ~ AFLR3C 

,t Accmmlmd ~ & E q m ~  AFUDC 

5 )Ca Eq)my A.FUDC 

6 A(:cmnukled De~ AFLq~C 

7 ~ o o  Ram 

$ Amo,r~z~ou of Debt Ar"LrDC 

9 ~ Amo~zsnce o f I ~  .~c'Ul~ 

~0 Net Deb( AFUDC 

mm mm mm 

lbb 1~2 

S o u ~  1995 ~ 1997 ~ 

Statem~l FI. Line 9 $456 $477 $505 $519 $562 

W o ~  1, Line 9 3.49% 3 . 3 5 %  3 . 2 4 %  2.79% 2.71% 

Avg. Line I • Lme 2 $16 $16 $16 $14 $15 

Cumulmive Lu~ 3 $104 $120 $136 $150 $165 

Lmes (1 - 4) $351 $357 $369 $369 $398 

~ f l .  Liae 13 253 253 255 214 179 

Line2 349% 3 . 3 5 %  3 . 2 4 %  2.79% 2,71% 

Avg Line 6 *' [,me 7 $9 $$ $8 $7 $5 

C~z~UlSt~ L~x~ | $78 $87 $95 $102 $107 

].,~es (O - 9) $175 $166 $163 $112 $72 

Lil~m (4 ÷ 9) $152 $207 $231 $2.52 $272 

mm 

2000 2001 

$60~ $622 

2.7~% 2.75% 

$16 $17 

$151 $197 

$425 $425 

131 126 

2.73% 2.753t 

$4 $4 

$111 $115 

$20 $11 

$292 $312 

mm m m  mm mm 

Pt~e2 

S ~ e m m t  F2 
I ~ 2 o f 2  

T ~  

$636 $678 $1.092 $1.004 

2.76% 2.75% 282% 2.75% 

$17 SiS $7.5 $23 

$215 $233 $258 $256 

$421 $445 $fO4 $747 

122 116 (233) (209) 

2.76~ 2 .71P~  2.82% 2.75% 

$ 3  $3  ($2)  ( s  l 

$31| $122 $120 $120 

$4 ($5j ($35J) ( ~ )  

$333 $355 $37R $376 
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I I I atom 

Tab G 

SFPP, L.R 
Norl~ 12a~¢ Interstate Oper~6~g Revenues 
(so0o's) 

Line 

1 Revenues Under Presmtly Effective Rates 

2 Revenues Under Proposed Rates 

3 ~ v ~ u ~  Under Cc i~g  g a ~  

| 1 ] A31 revenues above based on Base Period actual volumes 

Source 

Schedule 19 

Schedule 19 

Schedule 19 

m 

Statm~nt G 

$16,547 

$19,321 

$16,547 
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" - - - - I  I I I I  U I I I  

Nortlt L/me Interstate 
Schedule I - Rate  Table 

mm J 

~ h  1 

$l .1934 $0.2000 $1.3934 
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mm ,ram n 

S ~ P ,  LP .  
lqe~k Lime AmorMsaeu I ~ z  Wm'kpaper 
( s m ~ , )  

Lme 

1 Cam~ Prope~ in Serum 

2 L ~  

3 ~ C s m ~  P ' ~ e ~  m S e ~  

4 AccuambDd Depmci~m~ o f C , m ~  Proper ty 

5 ~ ~ e  Caa~' P m s ~  m Se~v~ 

6 Ca'mr t~p.~asioe ~.,q~m~ 

$ Us~IE~ Life (Yeaws) 

9 A m m l l z a ~  R a ~  

I N . W  n 

so.~e . 1 ~  ~9~4 

S ~ e m  El ,  JAne I $16.612 $17.186 $17.996 

Scbeduh 1A. JAne 2 ~157 :;194 $203 

Lines (1-  2) $16.~25 $16,992 $17.793 

El. Line 4 $5,477 $5.91 ~ $6,303 

Lfm~ (3- 4) $10.949 $11,074 $1],490 

S c h a d ~  lB. Lime 9 ~ $474 $476 

L i n ~  (5 + 6 ) / 6  2(.9 

Avg I , im 3 / JAne 6 35.3 36.5 

I O/ I .~e  $ 2.S4*/a 2.74% 

U 

Amm'~ i ra te  

I 

t__~.~ ~9e7 19ss ~ ng~ 

$32.4{4 $30.103 $32229 $32,851 $33,734 

$199 $1 ,9~ 0  :;1.900 :;i.900 :;i.900 

$22,2s5 $3k203 $30.329 S30.951 $31,r~ 

$6.020 $6,114 $6.S55 $7.6~ ~ ,490  

$16,265 $22,~419 $7.3,474 $23,.267 $23,344 

35.5 35.9 34.4 32.7 32.4 

2.t2% 2~79% 2.90% 3.06~ 3.09% 

mm mm R U 

eazel 

we.t~q,a  l 
Page I of 2 

1992 J2~ 

$35.,129 $~S.lS5 $37.727 

$1..~X) $I,~0 $L924 

$9.4185 : ;10t4~ $11.533 

$24.04~ $23.79s $24,271 

$1.032 $1.136 $1.157 

31.7 29.8 303 

3.16% 3.35% 330% 
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n a n  ~ ~ ~ n 

SFIF?, IAR 

N~rth IJme m Rate W m ~ s p ~  

(SOW,) 

L*.]~ 

] C, a m ~  Prope~ m S e m ~  

2 L a d  

3 D q r e ~ b l e  ~ ~ p m - / m  8erv~c 

.t Acce~ubm,d l : )epn~ioe  of Caen~ pmloe~y 

5 Not Dept ' ec .~  C,m~e~ Pmpen'y m Servu= 

6 c~v~ Det~:~,oe Ex~me 

$ U~mi Uu~ ( Y ~ )  

Stluem=~ El. Line I 

S(:~edule IA, 12ae 2 

Line~ (t - 2) 

L,in~ (3 - 4) 

S¢,hedute I B. Liz~ 9 

IAa~ (5 + 6)/6 

Avg Line 3 / ]A~e 6 

l.O/Lm~ 8 

I I  I I  

Amm't It.ate 

]995 19~ 1997 

~8.7S3 S39.0~ ~9.9n $41,635 

71#24 s1 ,9~  s1,~24 St.~.~ 

~36,~6~ $37,).51 $35,048 ~9.712 

$1,233 $ 1 , 2 9 3  $ 1 , 2 5 9  $1,260 

29.~ 2~.6 ~9.9 30.9 

3.39% 3.49~ 3.35% 3.24% 

I I I  n 

J22; ~ 2ooo 

• $40.510 $42.352 $43,636 

~le.~o ~17.722 ~|s.tn 

~.3.6~0 ~4.630 $2.~.154 

$1,121 $I,123 $1,175 

35.8 36.9 36.6 

2.79~ 2.71% 2.73% 

I I  n I I  I I  u 

p~=2 

PN~e 2 of 2 

T ~  
2oo2 2oo3 2004 

s46.39~ u7.050 ~9.~06 ~Ts.37s s73. .t  

)1,9u ) l , ~  sl~'~4 )i,Tu )1,72~ 

)I~,~ ~.u~ , ~i,~ ~,~i 

$24,809 $2,4,277 $~.5.81 ! $49,920 $49,631 

$1,2).). $1,238 $1,29[ $ 1 . 7 1 1  ~..000 

36.4 36.2 36.0 354. 36.3 

2.75% 2.76% 278% 2. r2~ 2.75% 
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i mid mira n m i  i i t  i 

~ l a in  DM~,~d Rs~w~ A s ~ r ~ m ~ s  W w ~ p ~  

2 Am~s~n~t Rtu 

A m ~ m m  ~ t ~  D * h m 4  I ~ m ~  

I) A ~ e I ~ e  d t 9~4 12~m~d mt~e.m~ 
~4 ~ m o ~ e  ~L 15~ ]~'mxed J t ~  
1~ ~ a~ 19~ D e ~ d  ) k e ~  

16 ~ ~F 199~ ~ d  Re~B 
17 .~m~a~ ~r 199~ I~s~l Ibma ~a 

21 ~ ' S n 6 o u  of 2 0 ~  Z)efi~d R ~ o  
22 A~ocmmm c4 2 0 0 H ~ e ~ d  J~e.~ 
23 ~ m ~ a n  ~t" 2 ~  ]~Fen~l }Learn 

24 Tc~i A~m~x~m c~ l~m~a~d ]tm~ru 

~ ~2, L.m 13 

19~ L~m (l * 2) [11 
~ e 6  Lmm (1 *2) [1] 

~ 8 ~  0 , z )  O] 
l ~ 8 ~ l ~ m  ( 1 , 2 )  [11 

l s ~  [ . , ~  0 • z) i l l  

l ~ l ~  (1 * 2) [l] 
199~ Lmm (I * 2) [I] 
nS~S~ (1.2) It7 
I~95P L ~ o  (1 • 2) [11 
a ~ o ~ O  . 2 )  (hi 

20~Lmm( l  * 3) [11 

2~0~ Lime (I * S) [I] 

I l l  E b ~ y ~  C~mmsc~ 

Z2Q ~ f ~  

1346 $ ~ 2  $97 

S~ $10 SlO 
S~ S9 

$1 

n mm n a m  onto m e  a m  nun mu 

~ 2  
~ 1 c~r2 

Pe l~ l  

$456 $5N $6~9 tuJ?6 $4~ 144S I4~4 S430 $~1 $518 1~70 ~z2~8 S~16 $s4~ 

$I0 1110 $'10 $10 l lO $I0 $I0 $10 $10 SIO ~I0 $I0 $10 $10 
~9 I19 19 59 I ~  $9 19 I~  ~I~ S9 $9 SSl $9 
~I~ lO I0 la I0 I0  I0  I0 I~ $3 I~] I 0  ~I0 $~ 

$~ Jl7 117 517 117 $17 117 117 117 $17 S17 517 J17 
SlO tDO ~ )  ~ $3~ I~0 120 ~ ~,20 $~0 S~o l ~  

$7 S14 $14 $14 $14 ~14 $14 $14 $]4 $14 

S7 $~4 S14 S14 $14 $14 $14 $ld 

$14 $)4 Sl4 $}.4 .$14 
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n I | mm mm m m u l l  real m m u l l  I m I m I i m  

m ) . ~ l  

SLY]'. L.~. W~t~ lur  ) 

( ~ m * * )  

2 Lad  Sd~dl~e IA, ~ 2  $117 

5 A.emmaimnd D e l p ~ a ~  af ~ Prolm W S¢,h~d* 11~ la in  14 $~,4'r7 
6 A.=mTmed~nd O ~  a r l O w  ~be~M* l& Lt~* 4 ~Y*8 
"~ ~ De~'~mam ~ d ~  ItOw Lbm (~. 63 S~,I I I  

9 C . ~ a f l t ~ l ~ k w ( ~ C ] U ¢  ") 5dl~Me6 ~5.2C0 

15 B~m~ Ponkm mr m B  wri/-~p Lm~ (1)" 1~) f~.O1$ 
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m m m 

I C.=mm I~epm~ t= s~,'im 
2 

m ~  ~w=y t"tow-) 
4 Cao~  ~ e l ~  ~= tm~l  t ~  , m  ItJ3W 

e . '~mm~=d O * l = m ~  =t'itOW 
7 A o ~ l ~ l I ) ~ n ~ m e  ~ ItOw 

1] N~ CIU4 
]2 ~,at ( ~ l r  Pmpll~ ~ 1.4md md KOW 
IJ ~lt~ vc~*~tJp st 10o~ Bqt~  
14 ~ I~at0 m.~mo~. 1 ~  
F, Squ~y P=J~,a= m'~t.B w,~m.~ 
xs I t m n , = ~  L ~  t ~ n )  

19 A~mt:ilmed ~me~ra6an ~ 8~B Wr~e.U~ 
20 ~ t  s o m ~  ,t,m neJ* w'~n-up 

I l l  I I  I t  I I  I I  I I  I I  

Sctetde ] &  Lira 2 

t , ~ . O  .2 - : ) )  

~4~mat* U~ I~ , t  la  

t , i m ( s - 6 )  

Iam~ f i t ,  ~) 

I ,hm (~I * 14) 

L~m 0 5  - 19) $ ~ , ~  sl.'rt9 $1,Nr7 $1,.~e $~184 
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mm n mm m m m 

s][r]~) I , ~ .  

IJ~eAoclmltlt~l l)~ren'l~l l . l e o m e  Tl,l~ 
f~me'm) 

Line 

~ A D r r  

2 Umano'c~r.d Pt'r.- 1974 ~ ADIT 

3 Amorlized FAS 96q 09 Adjmmne~ 

4 ~ P I ' e - 1 9 9 3  L~fua6edADI"f 

5 A d ~ A D r r  

6 Pre-1974 U~unckd ADIT 

8 Pre-1993 U ~ A D I T  

9 Totat AmoC6zat~n 

10 Depreci~oa of 1TC Basis ~ 

mm mm m m m mm mm m m m m 

~o~klpq~ 4 
Pase 1 of 2 

$2,496 S2 ,976  s3,517 $4.227 

$1,825 $2.364 $7.,962 $3,776 

s4,60a $~ ,060  s5.472 $5.sH s5,~.2 ss,soo Ss,Tso 

($3s2) ( $ 3 3 3 )  (s284) (s233) (s] 8e3 ($]40) ($u8) 

($26) (S~9) ($152) ($214) ( $ 2 7 7 )  ($339) ($383) 

S4.200 $4,638 $5,O36 $5,364 $5,36O S5 .322  $5.2~) 

$47 $47 $45 $21 

(s~a) ($63) ($63) ($45) 

SO SO SO $5 

($16) (St6) (S]8) ($1~) 

$15 SIS $16 516 
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n t ~ ~ ~ t  ~ ~ l  ~ ~ ~ U U ~ ~ 

A D r r  

Nerth 1./~ Ammalated Defem~ lacom¢ ~ e ~  
($~¢*) 

Lme 

! U a z d j u ~  ADIT $5.772 $5,726 $5,685 $5.714 $5,763 $5 ,g02  $5.842 $5,92~ $5,939 

2 Unmx~ized I~e-1974 U~ck:dADIT ($106) ($95) ($85) ($'76) (Y~6) ($57) ($43) ($36) ($29) 

3 Amo~,=ed FAS 9 ~ 0 9 A d ~ s ~ e ~  ($42O) ($452) ($471) ($503) ($536) ($565) ($5~6) ($6s6) ($647) 

4 Amor~z~ere-Z~93 Unfur,~xSADZT $Z[ S16 SI9 ~ 4  S2S S33 $37 $4t S46 

5 ~ A D I T  $5.2,57 $5,195 $5,148 $5.159 $5.189 $5,213 $5.250 $5.317 $5.308 

6 Pre-1974 Unf imc~ ADIT $12 $11 $10 $9 $9 $9 $8 $'7 $7 

7 FAS 96/109Adjustment ($38) ($37)  ($349 ($33) ($33) ($32) ($32)  ($31) ($3Z) 

9 T ~  (~0) (~o) ($~9) ($z9) (s19) ($19) (szg) ($20) ( ~ )  

i n  m m D 

Pale 2 

W o A p a ~ 4  
Page 2 o f  2 

Tem 

$5.u5 Y,6j 9~ $6.]96 

($23) ~ 6 )  ($]6) 

($675) (~704) ($7O4) 

1 5 4  154  

$5.237 $5,529 $5)529 

$'7 $6 $6 

($31) ($3o) ($30) 

y~l $4 

($2.O) ($20) (~20) 

10 ~ o f I T C B a s S  Reducoon $16 $16 $15 $13 $13 $13 $14 $14 $14 $14 $14 $14 

(3 
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m n m m m u m m I m u mm m m m I m m m 

SEt~, IA  ~. 
~ Lhte ~ Semam'e P e r ~ I t ~ e .  
( ~ )  

C~p S~rnet P ~  1 

W o e , ~  5 
P ~ e l  of 2 

Line Jtme 30, Dec. 31. De~. 3 l. Dec. 31, Dec. 31, Dec. 31. De~. 31, Dec. 31. Def. 31, Dec. 3L Dec. 3[. 

II II II II II II 2/ 2/ 2/ 2/ 2/ 

1 Loeg-Te~ Debt $355 $355 $355 $355 $355 $355 $355 $355 $355 $355 $355 
2 Swdd~de~' Equdy Lq~'udm~ Prefen~ Stoc.k I229 ~229 ~27.9 ~ ~ 2 9  ~ ~ ~288 X296 ~279 ~266 
3 Total ~ $584 $384 $584 $584 $584 $584 $62~ Y,643 $651 ~634 $621 

4 Oan~ Po~c~ o f I.,~-Te~rm Del~ 
5 % ~ to Fimm~ed with Ne~ Debt 

6 Loql-Tm'm Debt 
7 S ~ d ) o l e e n '  F41~ty la~u,clm~ ~ Stock 

" r o ~  

60.74% 60.74% 60.74% 60.74% 60.74% 60.74% 56.53% 55.2(P,. 54.53% 55.99% 57.18% 
393.6% 393.6% 3926% 393.6% 39.26% 43.47% 44.80% 45.47% 44.01% 42.82% 

100.00"/. 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 11 Total 

I/ Op. No. 435-A. 91FERC 1 61,135. ax p. 61,506 (2000). 
2/ SFPP. LP. e I ~ l  repc~t. 
3/Kinder Moqw1 Enemy Pa'Iners. L.P. mmad t ~ o ~ .  
4 / ~  mmagemem mlegy  
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mm m mm mm m m m mm mm 

S ~ P ,  L ~ .  
Nm't~ L ~ e  Cal~al  S t r ~ t ~  p c ~ t a g c a  

Lilac Dec. 31, D¢¢. 31. D¢¢, 31, 

2/ 2/ 2/ 

L a ~ - ~ m  t ~ a  

4 Cuma~ Porbo~ ofLo~-"r~a= Dclx 
% Exlx~=d to Fi=am~l wi,~ New Dc~X 

6 L0~-TcamDe~ 

T(ml Capi~liza~ 

~0 ~ Eq~y ia C~'-,~ sm~ma-~ 
11 Tolal 

1/ C~.No. 435-A, 91 FERCI61 ,135 ,  aXp. 61,f,06(2000 ). 
2 /SFPP.  L.P. m ~ a l  r~o t t l .  
3/ K i n ~  ~ . ~ g y  P l r lma~ L.P. nmmml tcBon~. 

m 

c , p ~  

P a ~ 2 o f 2  

D ~ .  31, D ~ .  31, D¢¢,. 31, Dog. 31, Dee,. 31, ~ 3 l ,  Dec. 31, D ~ .  31, T ~  

2/ 3/ 3/ 3/ 3/ 3/ 3/ 3/ 4/ 
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I Debt Page 1 

I 
I 
I 

SFPP, L.P. 
North Line Weighted Average Cost of Debt Workpaper 
For the Period Ending December 31, 2003 & 2004 
($Mllliom) 

Due 
Source Deb~ Des~mion 

Weighted 
lnterest Outstanding lfiterest 

Workpaper 6 

I 
I 
I 
I 
I 
! 

I 
I 
I 
I 
I 
I 

(e) Seuior Note~ 3/15/05 8.000% 
(a) Senior Notes 8/15/07 5.350% 
(a) Senior Notes 211/09 6.300% 

(a) Senior Notet 11/1/10 7.500% 
(a) Senior Notes 3/15/11 6.750% 
(a) Senlor Notes 3/15/12 7.125% 
(a) Senior Notes t2/15/13 -5LO0@/~ 
(a) Senlor Notes 11/15/14 5.125% 
(a) Senior Notes 3/15/31 7.400.,~ 
(a) Senlor Notes 3/15/32 7.750.,,~ 
(a) Senior Notes 8/15/33 7.300% 
(a) Central Florida Pipellne 7/23/08 7.840% 

(a) Commercial Paper 1 - 30 Days: Fin 2.286% 
(a) Liquids PerthAmboy Bonds 1/15/18 
(a) Kinder Morgan Rive¢ (Global 111/10 

Material Servlcee LLC) 
Tem~nals 

Co) In1~onal Marine Termimds 3/15/06 
Bonds 

(b) Cora Revenue Bonds - KM 411/24 
Operating L.P. "B" Debt 

Co) 
Co) 
Co) 
Co) 

Total Long Term Debt - 
Excluding Mkt Value of Interest 
~ e  s w ~  
Total and Weighted Average 
Co*t of Debt - gxeludl~[ Mkt 
Value of Imtere~ Rite b'walm 

;200.0 0.35% 
;249.9 0.29*,4 
;249.7 0.34% 

249.1 0.40"/, 
;698.7 1.02% 
;448.5 0.69% 
;497.2 0.54% 
~499.6 0.55% 
;299.3 0.48% 
~95.6 0.50*/o 
;499.0 0.79% 

,20.0 0.03% 

~$16.9 0.21% 

0.~A 
0.00% 
0.00% 
0.~A 

~,626~ 

619% 

I 

$ou~e~. (a) KIVlEP 2004 IO-K, (b) SFPPI'~ 01755 - SF'PP Res. to Te~om DR. No. 5 - Conlidential 

KI~HgP 
WdgMud Avmlge Cost of lk~t 

gor the Period Emd~ug June 30, 2005 
(SMlUions) 

I 
I Debt Dc~u:riDtion 

D~le Interest 
Rate 

Weighted 
Outstanding Intm~ 

~tJ2D_JL~ 

I 
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I 
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I 
I 
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Debt Page 2 

(c) Senior Notes 3/15/35 5.800% $498.7 0.56% 
(e) Cortez Capital Corp. SeniorD 5/15/13 7.140% $37.5 0.05% 

Note 
(a) Senior Notes 8/15/07 5.350% $249.9 0.26% 
(a) Senlor Notes 2/1/09 6.300% $249.7 0.30% 
(a) Senior Notes I1/1/10 7.500% $249.1 0.36% 
(a) Senior Notes 3/15/11 6.750% $698.7 0.91% 
(a) Senior Notes 3/15112 7.125% $44S.5 0.62% 
(a) Senior Notes 12/15/13 5.000°`6 $497.2 0.48% 
(a) Senlor Notes 11/15/14 5.125% $499.6 0.49% 
(a) Senior Notes 3/15/31 7.400*/0 $299..3 0.43% 
(a) Senior Notes 3/15/32 7.750% $298.6 0.45% 
(a) Senior Notes 8/15/33 7.300% $499.0 0.70% 
(a) Central Florida Pipeline 7/23108 7,840% $20.0 0.03% 

0.00% 
(c) Commta'eiel Papers I - 30 Days; Fin 3.149% $643.0 0.39*.6 
(b) Liquids PerthAmboy Bonds 1/15/18 
(b) KinderMocgauRJvef (Global 1/1/10 

Mateftal Services LLC) 
Terminals 

(b) International Marine Terminals 
Bonds 
Total Long Term Debt - 
Excluding Mkt Value of  Interest 
Rate Swaps 
Total and Weighted Average 
C ~ t  of Debt 

3/15/25 

$5,1gg.g 

6.02% 

Soure~. (a) KMEP 2004 10-K, Co) SFPPNL 01755 - SFPP Re~. to Tesoro DR. No. 5 - 
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mm m m mm m m mm u m m mm m m u m mm n 

SEP]P, LAP. ~ 7 
Nm'~k Lhte W~i~i~g Capital Work]proper pNge 2 of  2 

~ T ~  

1 -  W " " ' 

3 ~ Sctbedsdc 7 I~626 ~3r~31 $3~.09 $3,~70 $251 $2~413 ~ 4 1 6  . ~.~274 $2r306 ~ $1,7lM $1,784 
4 Total [,E~e~ (1 + 2 + 3) ~,3,9~ $4,899 $4...~10 $4Jr?o $1.5~/7 $2.42q $3.519 ~3_t0~ $3.641 ~1Ji93 ~3 ,.382 1~;3 ,..3 I~. 

Noah Line CI)IS % ~o 
5 To~l Comlamy Schedule 7 5.65% 5.54% 5.52% 5.59% 5.56% 5.41% 5.26% ~.15% S.14% 5.11% 7.36% 7.36% 

6 O~ IJavem~ry Lm¢~ (1 "$) $1 $1 $7 $21 $30 $12 $11 $2 $0 $0 $0 $0 
7 M~t-ia~ .,~d Supplm Lmm ('2 * 5) $'74 $75 $68 $68 $42 $43 . ~  ~ $69 ~ $117 $117 
8 Pmpaymem~ Lines (3 '* 5) ~148 $196 $177 9153 $14 $130 9127 9117 9118 9120 $131 9131 
9 Total Lmm (6 + 7 + 8) ~ ~'71 ~ ~72  ~ 7  ~185 $II~; 9 |70 ~157 ~l~9 ~g4~ ~249 
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I T  Iabor 

SFPP, L.P. 
North Lime Test Period Adjuslmem Workptper 
FERC Acoout  300 - Salariea aad Wages Merit In~reas¢ 
(S000's) 

Line 

1 Ba~ Period Salmim & Wage* 

Annualiz~on of Base Period Merit Pro~am: 1/ 
2 Pe~mtage Factor effective for Base Period 
3 P~centagv Factor ~mualized for B ~  Period ' 
4 Annualimd Base P~dod P e ~  
5 Adjust~ Base Period Sa~e* & Wages 

6 Test Pcciod Ad'jusun¢~ 

1/ KJv~..~s 2004 merit program took effect October 1, 2004. 

U ~ U ~ ~ U ~ 

WoApe~ s 

~urce ~oum 

SmXememt B, Line 1 $989 

(100% * 9too) + (103% * 3.mo) 12,09 
(103% * 12 mo) 12.36 

(3 / 2) ]o2.2-/_, 
Lines (l * 4) $1,Oll 

Lines (5- D 
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m am m m n m n n m mm 

TY Em~mm 

m 

SFPP, L.P. 
North Lkte Tm~t Period Ad~tatmeztt W o ~  
lt'ERC Act'om~ 320 - g.m, imameattl  Rzmedlatie, g.zpcm~ 
($eee,,) 

m m m m i m m i 

[ Prvie~t Code [ Location C~rie~ 
Old ~ Code P r o i ~ N ~ e  20O0 2OO] 2002 2003 2004 P ~ t  

RE8337 81303 9012 Col~x - stopp~e T $45 $77 $98 $65 $93 100% 
RE8362 NA 9012 Dormer Pa~ $0 $0 $0 ($3) $0 100% 
ER0428 80286 9025 Waterfix3~ Pecdu:¢o $0 $6 $516 $0 $19 100% 
RE2383 813L7 9~25 Em~ Yoto $0 $0 $110 $0 $44 100% 
RE8374 NA 9032 Pac. ~ (flemge) $5 $31 $0 $0 $0 100% 
RE~87 81318 9244 Peabody Road $0 $0 $13 $87 $65 100% 
RE8368 81424 9245 Ehnin~- Fox Road $715 $1,059 $578 $497 $570 100% 
RE8365 81425 9245 Elmint - A Su'ee~ $1,589 $4,145 $568 $636 $373 100% 
RESII0 81194 9744 ConcxTrcl Te~m~. $444 $469 $543 $426 $659 100% 
RE2386 81321 9764 Elmira Boost~ $0 $0 $56 $21 $1 100% 
RE8108 81193 9894 Reno/Sperks $1,250 $1,622 $1.284 $2,246 $1,321 20% 
RE8230 81178 9895 Riclm~ond S~np I $0 $0 $0 $13 $32 100% 
RESt04 81310 9898 Koddln Sta~ $84 $132 $235 $193 $198 100% 
RE8215 81198 9903 We~t Sa~. $25 $130 $402 $198 $210 100% 

won~0~0=- 9 

Pc~cm 2oo4 ~ 

$41158 $71666 $41404 $41379 $31585 

lO0.O0% $93 $76 ($]8) 
100.00% $0 ($1) ($1) 
33.20% $6 $36 $29 
33.2O% $15 $3O ($4) 
10.62% $0 $1 $1 
33.2o% ,~i $n ($11) 
33.2~/0 $189 $227 $38 
33.2(Wo $124 $485 $362 
10.62% $70 " $54 ($16) 
33.2(~e $0 $5 $5 
100.00% $264 $309 $45 
2.63% $1 $0 ($1) 
54.79% $108 $92 ($16) 
5 4 . 7 ~  $115 $106 CS9) 

() 
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m t-Y 
(o 

n] 

0 

t~  
o 
o 

t~  
o 

I 
o 
t~  
o 
o 

(0 
f) 
(0 

(0 

M 

0 

M 

o 

t~  
o 
o 

0 
f) 

(0 

O 

o 

I 

I 
o 
o 
o 



Jnofflclal FERC-Generated PDF of 20061201-0200 Received by FERC OSEC 12/01/2006 in Docket#: OR07-1-000 

I TY Oe S*v~p 

I 
I 
I 
l 
I 
I 
I 
I 
I 
I 
I 
l 

81~K LP. 
Nm,.~ l.J~ T ~  IPw0od ~ t  Worlqmlm,r 

Omew.} 

wmk~p,~ 10 

~ ~ IFrm~ C~o~d Noah L m  Na~h L/ue 

Ca) (b) (c) (a') (e) (O (8) 
Co ~ Co R~e~ ( t ) ' (b )  (c)/To~l Co ~ (e) ' (O 

1 Ccocor d Stmcm . ~  Power Earp. (2C~4 Ac~ud) $4.3~2 6 

AIJo~a~ c£ Co,,¢~d Power for D ~.bv~,m~ to: 
2 ~ 20.$76.9 850 17.490.332 14.7~ ~ 7 . 0  
3 ~ m ~ m w  ( 14 bc~h) 41.76~ 2 I ~  33.412.174 281% $1.2319 
4 8m~ 34.004.7 I,I$0 39,105,436 32.9% $I,446.$ 

6 ~ ~ 4c~ ~8~7~8 0.7,/. ~ o  '~ 
? S~ ~ 118,752069 10o.0% $4..1~K6 

l~[q~E ~ Eoutx.llmm~ M Ela~m ~20 v 14 ImzhY 
g C~lt~.Fa~tx~201~zlh(]M~mofpew20~ 68.7 ~ (14'~120~) 49.00% 
9 C o m . E q ~ y . F ~ I 4 ~ k ~ o ~ 1 4 " )  L$ ~ 10~.00~_ 
IO "ro~ MJmee 9~n Cmoord m Sm'memo 701 .~4~a 
11 W~k~sd A~r,. Cuqu¢ I~l~V. F , , ~  50.0~'A 

12 ~ ' l ~ p i ~ s C ~ s o ~ w m m / m ( 1 4 ~ )  29.0 ~4~]e~ 
13 D/m~e  F~m~ ~ 10/12) 
14 lq~w P/Ipd~J Power C.o~ - Cmomd-¢o~ qm'lm~o ~n~,~ 3 *" 11 " 13) SI,4Pgl 10.62% $I$9.2 
15 R m o w  BIm/m ~m~s Pm,~ ~q). ('~04 A~Wsl) ($1,123.7) 33.20% (.II~T~. 1 ) 
Is R m o ~  S . m m . ~  (14 in~) p,,a/ou ~r c m , ~ e  e o , ~  ~ i0.~% ~St~l~  

Fmmo N 19.1024 
L,~oom 1,274.4 
"[h~r~ A.FB 2,071.$ 
~ A,PI~ 125.0 
(~0o 10,2S~.4 
Fadlou 634.1 
Hq~ A.~O 473 
P, u m  I),184.4 

1,017.$ 
Saarumeuw 16.457.3 
81Joee 34.OO4.7 

|0,g$1.5 
S~oknon 20.065.6 

Xhml ,Ik lhmg~ new~m~ (200~ 

9764 3~o 720 
9764 330 725 
9'744 330 720 

966.6 
157.1 

4,.~g'2.6 
t~mw Pa.dum~ AWm O , ~ r  em,~) 

I 
I 
I 
I 
I 
I 



m m m m m m m m m 

SFPP, L E  
North I ~ e  Test Period Adjustment Workpaper  
FERC Account 350 - P lpe .~e  Right-of-Way Rxpen~ 
(So00's) 

L o ~ t i o l a  

Code 

9o0s 
9011 
9012 
9013 
9020 
9027 
9032 
9033 
9068 
9069 
9071 
9073 
9O75 
9076 
9088 
9089 
9103 
9211 
9244 

L.S. 8: Richmond Station - Con.cord Station 8" 
L.S. 11: Rmevil/e S~ation - Colfax Stalion 
L.S. 12: Colfax Stafi~ - CA/NV Border 
L.S. 13: CA/NV Bo~da" - Reno Terminal 
L.S. 20: Sata'ammto Station - Rmeville Sta~on 12" 
L.S. 27: Martiacz St~on - ~ Station 
L.S. 32: P~wific ~ - Rodeo J(g. 
I.S. 33: Concord SU~don From L.S. 103 
L.S. 68: ~ Station - Martinez Station 
L.S. 69: ~ #1 - Richmond P/S for Concord 
L.S. 71: Tmco/Uncx~ Terminal - Rtc2mnoud S*~fion 
L.S. 73: LIDS - ~ Station 
L.S. 75: Shore - Ridamond Station 
L.S. 76: Shore - L.S. 75 
L.S. 88: Amor~ Stmion - L.S. 103 
L.S. 89: Amor~o Station - Tmoo ( R i ~  
L.S. 103: Exxon - LS. 33 
L~q. 72A: Rodeo J ~  - Martinez Su~on 
L.S. 25: ~ Station - S.~mmm~ 14" (BD) 
Remaining allocable line u~iom (nowNorth Line) 

Total 2004 Base Period 

9130 L.S. 130: ROW expev~ for new 20-inch liae 
9244 l,~s: 2004 allocated ROW on LS. 25 

Tun Period Adjmms~t 

m m 

T Y R O W  

m m m m m m 

Worktmper I 1 

Mile~, Total ROW North Line North Line 
of~otal AUoeaI~ ~ t e t m ~  

22.90 0.82% 
33.67 1.21% 
71.95 2_S8% 
15.21 0.54% 
23.61 0.85% 
5.31 0.19~ 
1.59 0.06% 
4.56 0.16% 
0.89 0.03% 
1.29 0.05% 
2.12 O.01W* 
2.17 0.0g% 
1.86 0.07% 
0.82 0.03% 
0.26 0.01% 
0.39 0.01% 
3.21 0.11% 

13.12 0.47% 
61.16 2.19% 

2r525.57 90.47% 

2)791.66 

$66.2 
$97.3 

$208.0 
$44.0 
$68.2 
$15.3 
$4.6 

$13.2 
$2.6 
$3.7 
$6.1 
$6.3 
$5.4 
$2.4 
$0.S 
$1.1 
$'9.3 

$37.9 
$176.8 

s~#oo.7 
~,069.9 

10.70% 
100.00% 
100.00% 
I O0.O(P/, 
54.79*/0 
10.70% 
10.70% 
10.70"/* 
10.70% 
10.70% 
6.67*/, 

10.70% 
2.63% 
2.63% 

10.70"/o 
6.67% 

10.70°/, 
10.70°/, 
33300/, 

0.00% 

33.20% 
33-20% 

$81.5 
($176.8) 

0~.3) 

$7.1 
$97.3 

$208.0 
~14.0 
$37.4 
$1.6 
$0.5 
$1.4 
$0.3 
$0.4 
$0.4 
$0.7 
$0.1 
$0.1 
$0.1 
$0.1 
$1.0 
54.1 

$58.7 
~.o 

$463.2 

$27.1 
(~s.7) 
Oal. 9 
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TY Litigation 

SFPP, LAP. W ~  12 
North l lne  Test Period Adjumumt Workpaper 
FF, RC A e e o u t  520 - FERC Li~g~tiou Expense 
(sooo's) 

Line OR98- | I Other 
No. Ye= OR92-S ~ ~ F~tC Toad 

1 1992 $407 $407 
2 1993 $2,006 $2,006 
3 1994 $2,914 $2,914 
4 1995 $3,393 $3,393 
5 1996 $5,997 $110 $6,106 
6 1997 $2,356 $108 $645 $3,110 
7 1998 $660 $95 $392 $1,147 
8 1999 $464 $157 $1,628 $2,249 
9 2000 $189 $2,172 $836 $3,197 
10 2001 $349 $6,049 $261 $6 $6,666 
11 2002 $783 $3,435 ~0 $4,218 
12 2oo3 $1,002 $89~ $50 $1 $1,942 
13 2004 $501 $11211 $746 $58 ~ 5 1 6  

14 Total $21,021 $141118 $41668 $65 $391871 

15 NL Percentage 0.00% 25.00°/0 12.50% 25.00% 

16 NL Base Period $0 $303 $93 $15 $410 

17 Case Total Avg. $1,617 $1,765 $519 $22 $3,067 

18 NLTestPetiod $0 Y~441 $93 $5 $540 [1] 
19 Te~ Period Adj. $0 . . . . .  $139 $0 ~$9) ~129 

[I] Pca'ccntagcs oo line 15 multiplied by ~ 17 for OR.96-2 (annual average) mid line 13 for 
OR98-11 t..p~.2004 OR.98-11 ~ focused primarily on ~ ¢~¢lumvo to S¢l~lvvda) 
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T C I ~ r  

SFI~,  L.B 
North Lflte Test Period Adjustmat Work~per  
FERC Accomst 540 - ]Depreclatioa and Amortization Expense 
(s0oo's) 

FERC CPIS at 
A ~  Dcsa~oa  

(a) ~/ 

2O04 
A d d ~  

Co) 

Test Period 

(c) 2/ 

151 Land $K924 $0 ($2) 
152 Right of Way $596 $2,416 ($1) 
153 Line Pipe $5,235 $3,130 ($386) 
154 Line Pipe Fitlmgs $815 $1,470 ($60) 
155 Pipeline Consm~(m $16,483 $17,172 ($662) 
156 Buildmgs $1,444 $16 ($29) 
158 P~ping Equipment $2,oo5 $131 ($g7) 
160 Other Station Equipment $13,346 $1,352 ($295) 
161 Oil Tanks $3,173 $0 
162 Delivery Facilitie~ $403 $0 
163 Commtmication Sys(~ns $262 ($2) 
164 Office Fm'niture end Equipment $812 $62 
165 Vohiclcs and Other Work Equipment $886 $71" 
166 Other Property $0 

To~ $47~84 $25)820  ~$1:241 

l /Excludes capitalized software 
2/ Retirement of Concord to Sacram~to 14-inch pipeline and the Elmira pump s~ation 

Work~p~ 13 

D~W. Base period Test Period T ~  Period 

(o')  (e~(a)-~)~(d) (~-(~.b~)~d) (g)"(O-(e) 

2.60% $47 $78 $31 
2.22% $151 $177 $'26 
2.60% $40 $58 $18 
2.50% .$627 $825 $198 
3.25% $47 $47 ($1) 
2.95% $61 $60 ($1) 
2.55% $358 $367 $10 
3.20% $102 $102 $0 
3.t0% $12 $12 $0 
3.65% $10 $10 ($0) 
14.00°/0 $118 $122 $4 
9,35% $86 $89 $3 
2.66% $0 $0 $0 

~;11659 $11948 $289 
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CONFIDENTIAL MATERIAL REMOVED 
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Cvr 

SFPP, L.E 
NortE L~e  Interstate 

Cost of Service Smmnary Schodnle 

Statement A 

S~.emcnt B 

Sta~eot C 

gtatemcnt D 

Statement E1 

~tatcmcat E2 

~t~,emen~ F ! 

~temen$ F2 

~mtcmmt G 

~chedule I 

Total Cost of Service 

O~on And Maintc~mc¢ Expense 

Overall P.zcm'n on Ram B~ 

Income Tax~ 

Rate Base 

Calcula6on of D ~ n ~ l  Return 

Allowance for Funds Used During Cons~on (~AFUDC") 

C_~Icula~cm ofAFUDC Amoztiz~ion 

Revcnum 

Summary of Proposed Rau~ and Currem Ceiling Rates 

WofUl 
W ~ 2  
Workp~p~ 3 

] W ~ 4  
Wodqmpcr 5 
Workpap~ 6 
Workimp~ 7 
W(xkpaper 8 
Workp~p~ 9 
WczIQm~p~ ] 0 
Workpaper ] 1 
Workp~p~)2 
wo~k~.~ ~ 

Calculation of Amorgzafion Rates and Useful R ~  Life 
Calculation of Defen'vd Rvtum Amortization 
Calculation of Sire'ring Ram Base and SRB Amortization 
Sunmmry ofAccumulat(~ D¢ f(m'vd Income Taxes 
Calculation of Debt and Equity Capital Sm.-ctum R~os  
W(dght~ Average Debt Cost 
C_~oahtion of Working 
Test Pe~riod Expcms¢ Ad'ju~m~ - Salaries & Wages 
Test Period Expense A~'j'~l~xt - ~J~vi~o~m~ R~ma~lh~ion Exp. 
Test Pc:rlod Expense A ~ ( m t  - ~ Ftmt & Pow& 
Test Period Expens¢ Adju.s.m~ont - Right-of-Way Expcmae 
Test Period Ex~ Adjusl~cm~ - FERC L i l i ~ o ~  Exp~mse 
Test Period E x ~  Ad~m(mt - Dcpmo'mfi~a Expense 
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n n u m I m I U l  

COS 

SFPP, L.P. 
North Line latershtte 
Cost of Service Summry Schedule 
(AH nm~n in Thee.sands) 

Line 
Nom 

1 Cost of Service " 

2 Barrel Throughput 

3 Barrel-Miles Through~ 

4 Resulting Revenues l.huie~ ~ R a ~  

5 ~ Revenues Under Cx.u-rent Ce'dmg Rates 

U U U J  i m 

Test 
Source P ~ o d  

Statmnent A, Line 7 $14,598 

Schedule 19 13,866 

Schedule 19 2,856,356 

Schedule 19 $19,321 

Sched~e 19 $16,547 
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SFPP, L.P. 
Norfl~ Lime IJterstate Cest of Service 
(seee's) 

L m c  

l Overall Return on Rate Base 

2 Income Tax ALlowance 

4 Del~'~i,~on ~ . ~  

5 Amortization of AFUDC 

6 AmorEzation of Deferred Return 

7 Total Cost of Se~ice 

J 

TABA 

m U mull  m I I 

Sta~ment A 

Base Test 
s ~  ~ ~ 

Statement C, Line 16 $3,347 $3,528 

Slatemaent D, Line 13 $0 $0 

Statement B, Line 21 $9,262 $8,786 

Statement B, Line 13 $1,711 $2,000 

S ~ e n t  F2, Lines (3 + 8) $23 $21 

Statement E2, Line 14 $263 $263 

Sum Lines (1 tl]r°ush 6) .. ~141606 $14r598 
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SFPP, L.B 
North Line Interstate Operating ]gxpemes 
($O00's) 

TABB 

Line FERC 

QPERATIONS AND MAINTE2qANCE 
1 300 Salaries and Wage~ 
2 310 Ma~'iah end S¢I~ECt 
3 320 O~ide Services 
4 330 Ol~'a~8 Pael and Power 
5 340 Oil Losses and Sho~ages 
6 350 Rentals 
7 390 Other ~ 
s ToUd ~ Expee~ 

9 500 Salaries and Wages 
10 510 ~ amd Supplies 
I l 520 Outside Service~ 
12 530 Rentals 
13 540 Delnecimi¢~ anti ~ 
14 550 Employee B ~  
15 560 
16 570 ~ and Other" Losses 
17 580 Pipeline Taxe~ 
18 590 Other ~ 
19 Total General Expanse 

20 "rota] Operating Expenses 

21 Total Operadng Exp. Excl, D~A 

~urce 

Schedule 18 
Sched~e t8 
Schedule 18 
Sd~dule 18 
Schedule 18 
Schedule 18 
Schedule 18 

Lines (I through 7) 

Schedule 18 
ScheduJe 18 
Schedule 18 
Schedule 18 

Schedule 1B, Line 9 
Schedule 18 
Schedule 18 
Schedule t8 
Schedule 18 
Schedule 18 

Lines (9 through 18) 

BL~4~ TosX Period 

D] 

Smtement B 

Test Period 
A m o ~  

$22 $1,011 
$216 

m $1,556 
(S~5) $3,5s~ 

($161) 
($32) $446 

$0 
($464) $6,64g 

$0 
s0 

SI,483 
$0 

~.g9 $2.000 
$0 
$0 
$0 

$619 
_ s 3 6  

Lines (8 + 19) $10~972 {~1861 ~I01786 

Lines (20 - 13) $9~.62 ($476) ~81786 

~ ° 

300 A d j u s ~ t  to aromatize Kinder Mos~an's 2004 merit program 
320 Adjusement to no:realize 2000-2004 env/zomnem~d rem~ediatlon expemm 
330 Adjuatment eo mnualize oleclzic power savis~ associa~ with Nozlh IAne expmsion 
350 Adjustmem to reflect lower right-of-way costs for the new 20-inch v. the old 14-h~  
52o Adjusmsms to nonnafize FERC l i t i~o~  expense 
.540 b d ~  ~o rt~ect fuB ye~- d ~  on 2004 mtpiml addldom offset by test pm'iod ~ 
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TABC 

I 
I 
I 
I 
! 

SI~P,  L.P. 

North Lf~e Interstate OveraU P.ctam on Rate Base 

(SO00',) 

Statement C 

Line Base T¢~ 

No. D~scri~.O.n Source Pmod Period 

1 Net Trended Origlnal Cost Rate Base [1] StatementEI,Linel6 $41,889 $53,480 

2 NetDefetredRemm [1] StatemeotEI, Line 14 $5~917 $6,052 

3 Subtotal Lines (t - 2) $35,972 $47,428 

4 Debt Ratio 1.0 - Ln 5 58.02% 64.91% 
5 Equity Ratio Wofltpaper 5, Line 10 41.98% 35.09°/0 

I 6 Adjusted Debt Portion of Subtotal Lines (3 * 4) $20,872 $30,784 

I 
I 
I 
I 

7 Equity Portion of Subtotal Lines (3 * 5) $15,100 $16,644 
8 Net Deferred Return Line 2 $5a917 $6,052 
9 Ad'jttsted Equity Portion of Subtotal Lines (7 + 8) $21,017 $22,696 

10 Adju.sted Debt Ratio Lines (6 / 1) 49.83% 57.56% 
11 Adjusted Equity Ratio Lines (9 / I) 50.17% 42.44% 

12 Cost of Debt Workpaper 6, Line (a) 6.19% 6.02% 
13 Equity Rate of Return (Real) Docket No. IS05-191-000 9.78% 7.38% 
14 WeightedCostofCapital Lines((10* 12)+(11 * 13)) 7.99*/0 6.60% 

I 
15 Net Trended Original Cost Rate Base 
16 Overall Return on Rate Base 

Line 1 
Lines (14 * 15) 

$41,889 $53,480 

I 
I 

17 

18 
19 

Weighted Cost of Debt 
Net Treaded Original Co~ Rate Base 
Interest Expense 

Lines (10 * 12) 3.08% 3.47*/0 

Line I $41,889 $531480 
Lines (17 * 18) $1~292 $1,853 
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sFPP, LB 
North Line Interstate Income Tax Allowamee 

($ooo's) 

Line 

1 Overall Return on Rate Base 

2 tntere~ Expense 

3 Return on Equity 

4 Amortization of Deferred Return 

5 Depreciation oflTC Basis Reduction 

6 Amortization of Equity AFUDC 

7 Amortization of Tax Rate Adjustments 

8 Taxable Allowed Return 

9 Composite Income Tax Rate 

10 Net-to-Tax Multiplier 

I I .Income Tax Allowance - Unadjusted 

12 Amortization of Tax RateAdjustments 

13 lac, ome Ta.x Allowance 

TAB D 

Statement D 

Base Test 

Sour~ Period P ~  

Statement C, Line 16 $3,347 $3,528 

Statement C, Line 19 $1,292 $1~853 

Lines (1 - 2) $2,055 $1,675 

Statement E2, Line 14 $263 $263 

Workpaper 4, Line 10 $14 $14 

Statement F2, Line 3 $25 $23 

Workpaper 4, Line 9 $20 $20 

Lines (3 + 4 + 5 + 6 - 7) $2,337 $1,954 

Schedule 8 0.00% 0.00% 

Line 9 / (I - Line 9) 0.00% 0.00% 

Lines (8 * 10) $0 $O 

Line 7 $0 $0 

Lines (11 - 12) $0 $0 



U R R m R U 

L ~  

2 A ~  AFUI)C 

5 A c c ~ d  A m c s ~ s ~  o f  AIrU~X~ 

7 N~ C ~  l~pmy ~ ~ o ~  

8 C~ [zv~zry  
9 ~tam'/ab ..,~ Supp~J 
10 P~m, /mmn 

12 Accamu~md Defazn~ lngcme T~,a 

~ 3 0 n ~ a ]  Oac !~m ~ 

14 Nel Dcfi l l ld R~am 

IS /q,e( sm..m~ Ra~ Bue ~ U p  

16 ~ Traded O t ~  C~z Rap Brae 

mm mm mm mm mm mm mm mm 

P~z,~ i of 2 

~ ~,,  l..b~6 $|6,612 $17.116 $II'7,9~6 $22.,414 ~J0,103 ~ $32,~1 S33.TJ4 $35,4~9 S~), 155 53'7.727 
Smtm~a~ FI, ~ 14 SO S~ ~3 S~9 $547 ~ $609 S6~7 $642 S6f4 $674 

(1 + 2) S16.612 $17.210 $1&049 $2~.T23 $30f~0 ~ ~ ~4.361 S36,0q' l  ~6939 S3~401 

511.1~6 $11.291 $11.744 $16.697 ,~.4~ 19 ~ 9 ~ 7  I~.723 ~,800 $26.49~ S~.6~40 $26.W:J4 

P q ~ l  

Wa~pap~ 7.Lma 6 $t l  ~ 56 $4 ~ I4 ~ $1 sl  $1 $1 
• ~ ) q ~ l ~  7. ~a~ 7 ~1! ST~ S61 $74 S~ SI0~ Sg6 $~J S~U STS ~ 
W~a~apw 7. I./m $ $115 $10~ S106 $104 $119 $L14 $L14 $L~ $169 $169 $11Lt 
Lmm(g + 9÷ 10) $206 sir? $1~2 SIlR $212 1~41 ~ I ~  $25~ ~.47 S2~ 

Wcd~q~ 4, ~ I $1,1~ ~ S2,9~ S~,~6 $4.2OO S(.6~ SS.0~6 S~,364 SS.360 $ ~  SS.2S4 

~ ('7÷ 11 - 12) $9,~17 $9,114 ~ $13.104 $20J30 I~I~4~ ~0.919 l~0,7~ S21J9~ $21.16~ $~1.705 

Scm~a~ E2. I.A~ 17 $0 $341 $6~4 S~$ $1,162 SL713 S3..~II $~,102 $3,451 S0,'~6 $4.06~ 

' 9 ~ z k ~ p ~  3, L / ~  20 *$~,013 $4,|12 $4..610 $4,409 $4,207 $4,006 $3.804 S~,603 $3.401 $3.199 

(13 + 14 + 15) $14.~30 $14,~6~ $14,223 $11247  $3~900 $27.2~1 ~'/.G~4 S~7,43~ $~.~243 $2~.141 $2~.771 
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N~lh U ~  bm~ume ~ ~ 
@ ~ ' , )  

m mm ms mm mm m mm Is 

i cm.~ ,  Pmpm~ m Sm'wm 
2 Ac~amutmm~ 

To~ CmNr Ps~pm~ ia Sa~c~ 

P ~ e 2  

5'mmmm~ El 
P~I= 2 o~2 

T ~  
~ss7 1 ~  1 ~  2ooo ~ 2oo2 2003 ~ 

Sdmdal* m. [~s  6 ~M.71~ $39.082 $~9~72 $41.635 $42.414 $44.276 $4~#9 S463~ ~rLoso ~49.606 S~s3~ '~  $73.15~ 
~ F I .  ~ 14 $699 $'/09 $720 ~763. ~ $741 $7"$7 $74t ~F/~dl $794 ~ ~l~ l  

L / ~ s ( l + 2 )  ~ 9 . 4 ~  1~9.79] $40.702 $42.35~ ~.4~.1~6 Y.~.017 ~ {) $47.144 $47.3~1 ~0.400 $76.234 ~ 7 4 . ~  

Ac4u~m~m~d l:)op~ci~6~n ~" ~ ~opm~ ~ l~,Lm~ 14 S12~6"/0 S13,693 $14,216 
Ac~mn~d  ~ of APUI)C S~z~mt P?..Lm~ t I $I~ $I~ ~7 

$1~,.~7 $16,1-30 $17.722 S11.44~ $19.664 S20.849 $21.8')1 $~-t.531 $22,2gl 

$1~.~1 S17.011 $17.994 $15.774 $L9.976 ~ L I ~  ~ ~t23_~9 $22.674 

Lmm (3- 6) $2~,6~ $~:~.gl5 S~6,279 $36301 $~.0~ ~7,024 $27.YZ2 $2~,1~ $26,626 $21,174 S~7.32~ ~ LgTJ[ N~ Cama Psopm~ ]a S m ~ e  

$ oo ~ . m u s y  
9 M~mmb ~ SulS~ 

io Psqm~awu 
]] Tom~ WodmS C4m~ 

Watqq~r  7. Lm~ 6 $I Sl S7 q~] s~o S12 $I I  s~ so $0 SO so 

• ~qomp~ 7, t ~,.- I S141 :~lg~ :~177 ~ir~ ~|4 sI30 $127 $117 $ll! $120 $|~1 SDI 

l~u~(7÷ 11 ~ 12) $21,621 S~0.99Z $~t~3  $~1,q14 $20,g~ ~QI,9~ $2:~4.~ ~ 0 2 1  $21,..~04 $2~,1~6 $47.044 $46,647 

(13 ÷ 14 ÷ 15) 11~,1,7~4 11~.~, 161 1~.~6 g~ ~9.097 ~$ ,0~  ~.040 ~,6~0 ~Z9.003 ~ .J~425 SRg~q~ 1 ~3.S78 $5:3.480 

l~ O~ts~l ~0~ R ~  Bmm 

[4 N I  D a ~ d  ~ 
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) 8~my ~ We~cpap~ 5, taim 10 
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6 I ~ o  ~F C~a~l Pzvpm~ m ' l ~ I d ~ l  I ~  L ~ i ( 5  / l )  

I ~v~ml ~ i  RB ~ is  Tz~dl~ Kue L i o ~  • 7) 

9 Net ~ Sam ~ m  We, re-Up ~ ).t~b~ 

10 Ac~m~md ~ Dmf~mt4 it,~m~ L i m i t  

l |  " ] ' ~ d ~  ~mdl L ~ N ~  + g e  10) 

12 b~a~am P ~  S~&adtd~ I0 

13 ~ R~I~D Ltm~ (PO~ 11 * 12] 
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17N $1.143 $1.*~L1 ~ S654 ~a.~6 ~ . 7 6 9  

S17.136 $17.993 $18.7~ 1 1 9 . 1 7 5  $ 1 9 . 4 6 5  ~0,~16 ~1.333 1 ~ . ~ 4  
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S F n ' ,  I ~ .  

N .m~ I ~ e  I a t e r ~ t  te A F U I ~  Caka la~on  

(s,m..) 

Lme 

! Equbry Ra~o 
2 ~ IP, i~o 
3 N o m a d  Eqmty R~e  oqRao~n 
4 Co~ oqD~bt 

5 CPIS An~lfliom 

6 AFUDC- B ~ e  % 

7 AFUDC Base CPIS Additions 

8 E q ~ y  Pomon o f  A F U D C  

9 . ~ m ~ m ~  Equ~y AFUDC 

10 D ~ t  portion o f  AFUDC 
I1 ~mmm D m ' ~  ~ B o o ~  
12 N ~  I ) ~ z  Portion o fAFLrDC 

13 ~ l ) ~ t  AFUDC 

14 To~J ~ AFUDC 
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5, Line I0 
1.0-  Line 1 

F,c~dul~ 9 

Schedule IB, L ~-" 3 

Exh. No. 357 f R t 2 ~ 5 )  

L.ium (5 * 6) 

Liam (1 * 3 "  7) 

~ L ~ $  

~ (2 * 4 * 7') 
Schedule 5 

L t ~  (I.O - 11) 

O z m ~ f i ~  Lm¢ 10 

Lmee (9 + 13) 

m m m,- m m 

'r~Fl 

39.26% 39.26% 
60.74% 60.74% 
15.68% 15.53% 
10.51% 10.51% 

$638 $869 

29.3% 29.3% 

$187 $255 

$12 $16 

$12 $27 

$12 $16 

$12 $14 

$12 $26 

$23 $33 

m m m m 

39.26% 39.26% 39.26% 43.47% 44.1~'A, 
60.74% 60.74% 60.74% ~6.53~ ~.2(PA 
12.~3% 16.16% 16.15% 163~P'~ 17.g4% 
10.51% 10.51% 10.51% 10.51% 10.51% 

~,564 ~,.2,~n $2,234 $737 $993 
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$1,630 $2,419 $654 $216 $291 

$g2 S I N  $41 $15 $23 

$109 $263 $3O4 $32O $343 

$104 Sl~4 s ~  $13 s17 
$0 ~0 ~ 4  ~16 ~22 
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$130 $284 $292 $2~9 $285 
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P~¢1 

s'mm~nt FI 
Pa~ Iof2 

4 . 5 4 ~  44.01% 42.~*~ 44 .79~  
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1 4 . ~  14.63% 1 4 . 4 ~  14.40~ 
10.51% 10.51% 10.51% 10.42% 

$1,T~3 $872 $1,65'2 $1,132 

29.3% 29.3% 29,3% 29.~% 
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$34 $16 $30 $21 

$37~ $393 $423 $445 
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6 AFUDC- ~ % 

7 APUDC Ba~ C~IS Addi~m 
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wed~m)a 5. t, me 10 
1.0 - Line 1 
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S c l ~ d ~  9 

Schedule IB, L~e 3 

Lines (5" 6) 
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Lia~ (2 * 4 * 7) 
S4~z~a/e 5 

Liae (IO - 11) 

Cumuhttive L/he I0 

Liam (9 ÷ 13) 
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$491 $252 $196 

$63 $17 $14 

$605 $622 $636 

$16 $8 $~ 
$63 $14 $12 

($65) ($5) ($4) 

$131 $126 $122 

$737 $74~ $758 

$176 $362 $514 $251 $606 

$11 $21 $28 $14 $43 

$456 $477 $505 $519 $562 
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2 Revenues Under Proposed Rates 
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.Scbak~ 1.,.. Line 2 SXS7 $194 T)o) 
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s ~ m m ~  E~. ].too 4 $5,477 ~ ,~ . s  $6,303 
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199o ~ t~2  
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7 R e ~ l m i ~  L~e (E~d of Year) 
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AMORTRATIg 

S~tem~l  El. Lt~e 1 $35.783 $39.082 ~39.FT2 $41.633 

tA. l..nm 2 $).924 $1.924 $1 .97 .4  $1.924 

Line~ (l  - 2) $36.860 $37,155 $35.048 $39,712 

S m ~ e m  El. L, me 4 $12.670 $13.693 $14.216 $15,367 

Lmm (3 - 4) $2,).190 $23..~5 ~VZ3.D2 $24.345 
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$40.510 $42.352 $43,636 $44.473 $45,126 $47,682 $'73.451 $71,930 
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15 i o ~ l l l l  
16 ~ M 111fi'# i~ i  !llill411,1~llll 

11 / oil 1 9 9 t I I 1 ~  
19 i # l l l  

m m  m m  
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SFPP, LP. 
North Liae Weighted Average Ceat of Debt Workpaper 
For the Period Endlag December 31, IOQ.3 & 2004 
($Mlmom) 

Weighted 
Due Interesl Outstanding Interest 

D¢~ Dcsgription ~ ~ ~ Rate 

(a) Senior Notes 3/15/05 8.00~A $200.0 0.35% 
(a) Smior Notes 8/15/07 5.350% $249.9 0.29"/'0 
(a) Senior Notes 2/I/09 6300% $249.7 0.34% 
(a) Senior Notes 11/I/10 7.500% $249.1 0.40% 
(a) 8mior Hotes 3115/tl 6.750% $698.7 1.02% 
(a) Senior Notes 3115112 7.125% $44&5 0.69% 
(a) Senior Notea 12/15/13 5.000% $497.2 0.54% 
(a) Senior Holes 11/15/14 5.125% $499.6 0.55% 
(a) S~ior Notes 3/15/31 7.400% $299.3 0.48% 
(a) Senior Notes 3/15/32 7.750% $298.6 0.50% 
(a) Senior Noles 8/15/33 7300/0 $499.0 0.79% 
(a) Central Florida Pipeline 7/23/08 7.840% $20.0 0.03% 

(a) Comme~ial Paper I - 30 Days; Fin 
(a) Liquids PerthAmboy Bonds 1115/18 
(a) Kinde~MorganRivcr (Global 1/1/10 

Material Services LLC) 
"re*minals 

Co) International Marine Terminals 3/15/06 
Bonds 

(b) CoraRevenue Bonds - KM 4/1/24 
Operating L.P. "B" Debt 

Co) 
Co) 
Co). 
Co) 

2.286% $416.9 0.21% 

0.00% 
0.00% 
0.00% 

Total Long Term Debt - $4,626.5 
Excluding ~ Value of Interest 
Rate Swaps 

n d  WaiSted Average 6.19% 
C ~ t  i f  Debt - gxelmtUng Mkt 
Value of Imter~ Rate Swaps 

~ / ~ .  (a) KMEP 2004 10-,K, Co) SFPPNL 01755 - SFPP Res. to Tmoro DR. No. 5 - Confidential 

IOIEP 

Wa~ht~l A ~  Cost of l)ebs 

For the Period Knd lq  J u e  30, 200S 
($MUUom) 

De~ Descrimion 
DUe 

P_~ 

Weighed 
Interest Outstanding Interest 

workm~ 6 
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(c) Senior Notes 3/15/35 5.800% $498.7 0.56% 
(c) Cortez Capital Corp. Senior D 5/15113 7.140"/. $37.5 0.05% 

Note 
(a) Senior Notes 8/15/07 5.350% $'249.9 016% 
(a) Senior Notes 2/1/09 6,300% $249.7 030% 
(a) Senior Notes II/I/10 7.500% $249.1 0.36% 
(a) Senior Notes 3115111 6.750% $698.7 0.91% 
(a) Smior Notes 3/15/12 7.125% $448.5 0.62% 
(a) Senior Notes 12/15/13 5.000*/, $497.2 0.48% 
(a) Senior Notes I 1/15/14 5.125% $499.6 0.49% 
(a) Senior Notes 3/15/31 7.400*6 $299.3 0.43% 
(a) Senior Notes 3/15/32 7,750% $298.6 0.45% 
(e) Senior Notes 8/15/33 7.300% $499.0 0.70% 
(a) ~ Florida Pipeline 7/23/08 7.840% $20.0 0.03% 

0.00% 
(c) C ~  Papers 1 - 30 Days; Fin 3.149% $643.0 0.39% 
Co) Liquids Perth Amboy Bonds 1/15/18 
('b) KtndetMorganRlv~ (Glotnd 1/1/10 

(b) 3/15/25 

Mateftal Set'vices LLC) 
Temdnals 
Intenmtinnal Marine TerminaLs 
Bonds 
Total Long Term Debt - 
Excludi~ Mkt Value of Inte~e~ 
ga~ Sw~ 
Total aad Weighted Average 
Cost of Debt 

$5,188.8 

6.02% 

Sowe,~: (a) KMEP 2004 10-K, Co) SFPPNL 01755 - SFPP Res. to Tesom DR. No. 5 - Confidential, 

I 
I 

I 

I 
I 
! 

! 

I 



m n W n m 

~ t,t~ w o e , ~  c . . w ~  w ~ p e r  
f m e , )  

I..me 

W 
i oe IJ~n~emm-3 
2 ~mma ~d S~ppttem 
3 
4 I"o,,,I 

Noah Line CPL~ % m 

• W " " • 

6 Off ~m~ 

9 

7 $129 $105 $93 
sched~7 $ ~  $992 $1,o~o 
S ( ~ ( ~ e  7 •1r,t59 $1m394 51,751 

l .~ee (I + 2  +3) $2.448 $2 .491 $2.~4 

SchedeJe 7 8.44% 7.52% 6.03% 

Liam( l  * 5) $11 $8 $6 
(2 * 5) Ssz $'75 $61 

Work Cap 

$61 $66 $63 $44 
SZ,ZOS SZ.ZS4 $).~Z~ ~z.r~ 
$1,564 s1,~91 szp74 $2,~13 

6.67% 7.46% 6.79% 5 . ~  

$4 $5 $4 $3 
$ 7 4  $ ~  $103 $96 

~1o4 sn9 ~ 4  ~1~4 
flu 

~ 1 ot'2 

$17 $13 $13 $13 
$z.6~ Sl.4~o s ~ 9  s z j ~  
~,4~4 ~ ~ , 0 ~  ss,2.~ 

5.7~ 5.7g~ 5.59% 5.62% 

$! $I  $I $I  

$19~ s z ~  ) ~  Sze3 

n m hh 
hh 

M 

I 

FO 
M 

FO 

0 

t~ 
0 
0 

t~ 
0 
I 

0 
t~ 
0 
0 

FO 
0 FO 
< 
FO 

M 

0 

M 

t~ 

0 

t~ 
0 
0 

0 
f) 
FO 

0 
)0 
0 

I 

I 
0 
0 
0 



Jnofflclal FERC-Generated PDF of 20061201-0200 Received by FERC OSEC 12/01/2006 in Docket#: OR07-1-000 

I 

I } 

I i ~ '~ ~~ ~ ~ 
I ~ ~ ~ ~ 

I ~ ~° 

i ~ ~ ' ~ ~ ~ ~ 

m o ooi 

I ~ ~  ~ 

I ~ ~ t  ~ ~ ~'~ 

I ~ ~ ' ~  

' i I • 

I 



~ ~ ~ , - - , , a l l  ~ ~ ~mD n 

Labor 

SFI'P, LP. 
Nortlt Liae Test Period Adjustmeat Workl~per 
FERC Account 300 - Salaries and Wages Merit lae.rease 
(seee's) 

Line 
No. 

Base Period Salm'ie~ & Wages 

Asmualizafion of Base Period Merit Pro~m: 1/ 
2 Percentage FaVor effective for Base Period 
3 Perce~u~e Factor annualizod for Base Period 
4 Annu~z~xl Base Period Percentage 
5 Adjusted Base Period S~aries & Wages 

Te~ Period Adjustment 

1/ KMEP's 2004 merit program took effe~ October 1, 2004. 

n m m m I 

. WoApaper 8 

S o u ~  A m o ~  

Statement B, Line 1 $989 

(100% * 9 too) + (103% * 3 mo) 
103% * 12 too) " 
Lines (3 / 2) 
Lines (I * 4) 

Lines (5 - I) 

12.09 
12.36 

102.2% 
$I 011 
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U n 

Norris ]Lh~ Trot Period Adj~tmemt Woriqpaiper 
F I ~ R C  Accosmt 320 - Emvtrommmtal Rmaedi~ou Expmm 
f~0e , , )  

O~d ~ ~ 

RE8337 81303 9012 Colfa:x - stopple T 
KE8362 NA 9012 Donnez Pas.s 
ER0428 80286 9025 Weterflvnt Padmmo 
RE2383 81317 9025 East Yolo 
RF~374 NA 9032 Pac. Refrain8 (flange) 
RE2387 81318 9244 Peabody Road 
RE,8368 81424 9245 Elmh'a- Fox Rmd 
RE8365 81425 9245 Ehnim- A Street 
RESII0 81194 9744 Con~ Term. 
RE~86 81321 9764 Elmira Boomter 
RESI08 81193 9894 R.~perks 
RE8230 81178 9895 Richmond Sump 1 
REgL04 81310 9898 Rx:mkJin St,~ 
REff215 81198 9 9 0 3  We~ Sac. 

n n U 

TY Eavi~u 

2ooo 2001 2oo2 2003 2oo4 
C.alTie~ 

U 

N .  L i n e  I 

WoApaper 9 

North Line Amt ] 
2004 5-YrAv2. 

$45 $77 $98 $65 $93 100% 100.00% $93 $76 ($18) 
$0 $0 $0 ($3) $0 100°/,, 100.00"/0 SO ($1) ($1) 
$0 $0 $516 $0 $19 100% 33.20% $6 $36 $29 
$(3 $0 SIL0 $(3 $44 100% 33.20% $15 $10 ($4) 
$5 $31 $(3 $0 $0 100% 10.62% $6 $1 $1 
$0 $0 $t3 $87 $65 100% 33.20% $21 $11 ($11) 

$715 $1,059 $578 $497 $570 100% 332.0% $tg9 $227 $38 
$1,589 $4,145 $568 $636 $373 100~ 33.20% $124 $485 $362 

$444 $469 $543 $426 $659 100% 10.62% $70 $54 (S161 
$0 $0 $56 $21 $1 I00% 33.20"/0 $0 $5 $5 

$1,250 $1,622 $1,284 $2,246 $1,321 20% 100.00% $264 $309 $45 
$0 $0 $0 $13 $32 100% 2.63% $1 $0 ($11 

$84 $132 $235 $193 $198 100% 54.79°/0 $108 $92 ($16) 
$'25 $130 $402 $198 $210 1 0 0 %  54.79% $115 $106 ($9) 
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TV O~SmWp 

fll~P, I+IP. 
N , ~ t  Llae Tm~ Pm4~l ~ t  Wwlq, mpm- 
p~IR~ A ~ I  3~41 - l h J ~ e  Pow~ Opemldmtsl Ssmb~p 
0m0,.) 

w ~ o  

I 
I 
I 
I 
I 
I 

l Jam ~ VM IPm~ ~ H<~h lJm Noah Lime 

(.) Co) (c) (d) (e) (0 (~) 
C o + ~  Co+ R~ord, (,)'Co) (c) I t o ~  Co+ R.moc~ (o)' (0 

I Co~ccd~lalienlvl~Po~E.~0 t'+2OO4Ac:tual) $4,3~2+6 

ALIo~6o~ o~ Coe~o~l Pow++ fo+ ]~hvfi~ to: 
2 F~mo 20~76+9 150 17.490.332 14.7% &547+0 

Sacrem,mm (14 l=ah) 41,76S.2 800 ~3.41~+174 281% $I135+9 
4 Sm J<~e Y4.004+7 1.150 +~9.10~.4~, ~2.9% $1.446.-5 

Smamu*'Bndd.nv St,0tT.~ 9OO ~ 7 , 9 ~ 5 ~  ~.s% sLo~+ 
6 ~ ~ 4o+ tl¢,'t"+s o.'~,, ++i~,'P 
7 S~q~nl ~ 1183~12.1~9 100.0% $4.3~+6 

| Cull~4~iv. pKc~20~clh(~(~o~x~+20 ") 61+7 ~ (14"+2/20~) 49+00~ 

lo "ro~ ~ m q o  sore C.~m~ m s *muum~ ~'o~ ~Xe* 

12 ~is~ImlxCo~m~dtoBlmlrx(14 ~.-,h) ._____.2~t~&]~ 
13 Oi~m~o IP~4~ + ~ I0/12) Z42 
14 N ~ P i p d ~ + F ' o ~ C ~ I - ~  {'I.+~3 ' I! ' 13) $1.499+2 10+62% $].'19.2 
I~ Rmmo~ I~=im Smltoo Po+,~ E+~+ (+r~04 'ALelnd) ($1,17~+7) 33A~% ($373+ l) 

t 0+45~ L3 +3 1~ ~ m o ~  s~=sm~o (t4 iu~k) pm~os ~ c w o ~  I .~ .~ ~ 

N 19,302+4 
1.274+4 

Tllv~ A.P'B 2,0"/I.I 
~Mile .4+1~ I~S+0 

I ~ 10,2~+4 1+i1~ &~4.1 
Nev ANG 47+3 

13,114+4 
Roo~.lle 1.017+1 

I ~ 16,4YY3 Sa~ ~ 34.001+7 
I0o9~L3 

SlocJmm 20,0fi16 

I 
I 

I 
~ 4  33O 72O $ g66.+ 

9744 ~ 22O $ 4,+I~6 
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n m nm m m mm I m m 

SFPP, L.P. 
North L'me Test Period AdJaament Worklmper 
~--J~C Aecelmt 350 -- ~ e  Righbof-Way Expease 
($OO0's) 

Location 

9008 L.S. 8: Richmond Station - Coma~ Statim 8"" 
9011 L.S. I 1: ~ Statlon - Colfax Station 
9012 L.S. 12: Colfax Stmion- CA/NVBorder 
9013 L.S. 13:CA/NVBorder-RmoTetminal 
9020 L.S. 20:. Si;a'ame~o Station- ~ Station 12" 
9027 L.S. 27: Martinez Slitiea - Conoord Station 
9032 L.S. 32: ~ ~ - Rodeo lcl. 
9033 L.S. 33: Conoord Slalton Fr~a L.S. 103 
9068 L.S. 68: Amorco Sa~on - Mminez Slalion 
9069 L.S. 69: Chev~n #1 - gichmo~ P/S f(~ Con¢o~ 
9071 L.S. 71: Tosfo/Unocal Terminal - Richmond Station 
9073 .L.S. 73:UDS -ConcordSlafion 
9075 LS. 75: Shore - Rie.]anond Simion 
9076 L.S. 76: Shore- L.S. 75 
9088 LS. 88: Amorc~ Slafi~ - L.S. 103 
9089 L.S. 89: Amorco Station - Tosco ( R i ~ )  
9103 L.S. 103iExxon-LS. 33 
9211 LS. 72A: RMeo Jet. - Martinez Station 
9244 L.S. 25: C.onoo~ Station - Sacc'ame~o 14" (BD) 

Remaining allocable line sectio m (non-North Line) 
Total 2004 Base Period 

9130 L.S. 130: ROW expense for new 20-inch line 
9244 Le~: 2004 sllocated ROW on L.S. 25 

Test Period Adjus~nmt 

U 

TY R O W  

w ~ ] ]  

M i l e ~  Total ROW N ~ h  Line North Line 
of To~ ~ Immtate~ 

22.90 0.82% $66.2 10.70°/, $7.1 
33.67 la1% ~ I? .3  1oo.oo% '$~.3 
71.95 2.58% $208.0 100.00% $208.0 
1521 0.54% $44.0 I00.00~. $44.0 
23.61 0.8536 $68.2 54.79% $37.4 

5.31 0.19% $153 10.70% $1.6 
L59 0.06% $4.6 10.70% $0.5 
4.56 0.16% $13.2 10.70% $1.4 
0.89 0.03% $2.6 10.70% $0.3 
1-29 0.05% $3.7 10.70"/o $0.4 
2.12 0.08% $6.1 6.67% $0.4 
2.17 0.08°/'0 $6.3 10.70% $0.7 
1.86 0.07% $5.4 2.63% $0.1 
0.82 0.03% $2.4 2.63% $0.1 
0.26 0.01% $0.8 10.70./, $0.1 
0.39 0.01% $1.1 6.67% $0.1 
321 0.11% $9.3 10.70°/0 $1.0 

13.12 0.47% $37.9 10.70./0 $4.1 
61.16 2.19% $176.8 33-20% $58.7 

21525.57 90.4"P/o $71300.7 0.00*/0 $0.0 
2:91.66  .069.9 $463  

$81.5 3320% $27.1 
($176.81 33-20*/0 ($58.7) 

(s31.61 
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TY Litis~on 

SFI~, L.P. 
North Lhte Test Period Adju~lment Workpaper 
FERC A ~ e u a t  520 -- ~ C  Litigation F.,xpen~e 
(SOO0's) 

Line OR98- I I Othez 
No. ~ O1~92-8 ~ ~ FEI),C 

l 1992 $407 
2 1993 $2,006 
3 1994 $2,914 
4 1995 $3)93 
5 1996 $5,997 $110 
6 1997 $-2,356 $108 $645 
7 1998 $660 $95 $392 
8 1999 $464 $157 $1,628 
9 2000 $189 $2,172 $836 
10 2001 $349 $6,049 $261 $6 
11 2002 $783 $3,435 $0 
12 2003 $1,002 $890 $50 $1 
] 3 2004 $501 $1,2.11 $746 $58 

14 Total $21~02 (. , $141118 $4~668 $65 

15 NL Percentage 0.00% 25.00% .12.50% 25.00% 

U N ~ U n u 

W o ~  12 

To~ 

$4O7 
$2,o06 
$2,914 
$3,393 
$6,106 
$3,110 
$1,147 
$2,249 
$3,197 
$6,666 
$4,218 
$1,942 
$2516 

$391871 

16 NL Base Period $0 $303 $93 $15 $410 

17 Case TotalAvg. $1,617 $1,765 $519 $22 $3,067 

18 NLTestPetiod $0 $441 $93 $5 $540 [l] 
19 Test Period Adj. - -  $0 $139 $0 159) ~129 

[ I ] Percentages on line 15 multiplied by line 17 for OR96-2 (annual average) and l/he 13 for 
OIL08-11 (pte-2004 OR98-11 oos~ focu~d la'imarily on iasaes exc/usive to Se~lveda) 
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U n m m u m I m mm Ill m m m m i I m n  u 

TY Depr 

SFPP, L.P. 
Nortk Lh, e Test period Ad|u.s'lment Workpaper 
FERC Acceunt 540 - Depreeialton and Amortization Expense 
0~e@s) 

Workpaper 13 

FERC CPIS at 2004 Test Period Depr. Base Period Test Period Test Period 

( a ) ) /  (b) (c1 z/ (d) ( e ) - ( ( tp , (~ ) ) * (d )  (O'-(a+b-~)*(d) O0"(O'(e) 

151 Land $1,924 $0 ($2) 
152 Right of Way $596 $2,416 ($1) 2.60% $47 $78 $31 
153 Line Pipe $5,235 $3,130 ($386) 22.2% $151 $177 $26 
154 Line Pipe Fittings $815 $1,470 ($60) 2.60% $40 $58 $18 
155 Pipeline Construction $16,483 $37,172 ($662) 2.50% $627 $825 $198 
156 Buildings $1,444 $16 ($29) 3.25% $47 $47 ($11 
158 Pumping Equipment $2,005 $131 ($87) 2.95% $61 $60 ($1) 
160 Other Station Equipment $13,346 $1,352 ($295) 2.55% $358 $367 $I0 
161 Oil Tanks $3,173 $0 3.20% $102 $102 $0 
162 Delivery Facilities $403 $0 3.10% $12 $12 $0 
163 Communication S ~  $262 ($2) 3.65% $I0 $10 ($0) 
164 0 ~ c ¢  Fumitme ~ad Equipment $812 $62 14.00% $118 $122 $4 
165 Vehicles and Other Work Equipment $886 $71 9.35% $86 $89 $3 
166 Other Property $0 2.66% ~)0 $0 $0 

Total $47r384 $25)820 ($1,524) $1)659 ~1,948 . . . .  $289 

I/ Excludes capitalized software 
2/ Refiremem of Concord to Sacramel~to 14-inch pipeline end the Elmira lmmp station 
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CONFIDENTIAL MATERIAL REMOVED 
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CONFIDENTIAL MATERIAL REMOVED 
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CONFIDENTIAL MATERIAL REMOVED 
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! 

I 
I 

SWORN DECLARATION OF PETER K. ASHTON IN SUPPORT OF COMPLAINT OF 
TESORO REFINING AND MARKETING COMPANY AGAINST SFPP, L.P. 

! 
! 

. 

Pursuant to 28 U.S.C. Sec. 1746, Peter K. Ashton hereby states as follows: 

My name is Peter K. Ashton, and I am the President of Innovation & Information 

Consultants, Inc. (IIC, Inc.), an economics and management consulting firm located in 

I 
I 

Concord, Massachusetts. IIC, Inc. performs applied microeconomic analysis of issues 

pertaining primarily to the energy industries. We have analyzed all facets of the 

petroleum industry including regulatory issues related to pipeline ratemaking and pipeline 

! 
! 

operations. 1 have filed testimony in several rate matters before FERC in which I 

analyzed rates and developed cost of service models and stand alone cost models. These 

cases include Big West Oil Co. and Chevron Products Co. v. Anschutz Ranch East 

I 
I 
I 

Pipeline, Inc., Docket No. OR01-O3-(X~ and OR01-05-000 (consolidated); Big West Oil 

Co. and Chevron Products Co. v. Frontier Pipeline Co., Docket No. OR01-02-000 and 

OR01-04-000 (consolidated); Big West Oil, LLC, Chevron Products Company, and 

Tesoro Refining and Marketing Company v. Express Pipeline LLC and Platte Pipe Line 

! 
! 

Company, Docket No. OR02-5-000; Big West Oil, LLC, Chevron Products Company, 

Sinclair Oil Corporation and Tesoro Refining and Marketing Company v. Express 

Pipeline LLC, Docket No. OR02-8-000; Big West Oil, LLC, Chevron Products Company, 

! 

II 

and Tesoro Refining and Marketing Company v. Platte Pipe Line Company, Docket No. 

IS02-384-000; Sinclair Oil Corporation v. BP Pipelines (N.A.), Inc., Docket No. OR02- 

6-02; and most recently in SFPP, L.P., Docket No. IS05-230-000. 

I 
! 
! 

2. 1 have also worked on and filed testimony before FERC and other regulatory bodies 

including the California Public Utilities Commission ("CPUC") on matters such as 
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! 
! market-based rates, terms of access, and the need for quality banks. I have also testified 

! 
! 

. 

on issues relating to pipeline operations and functions in The People of  the State of  

California, et al. v. Chevron Corp., et al. 

1 have assisted various shippers in other matters before FERC, including the 

! 
! 

Commission's  review and analysis of the Form 6 reporting requirements (Revision to and 

Electronic Filing of the FERC Form 6 and Related Uniform Systems of Accounts, Docket 

No. RM99-10-000) and the five-year review of the rate indexation rules (Five Year 

I 
I 
I 
I 
I 

Review of Oil Pipeline Pricing Index, Docket No. RM00-11-000 and Docket No. RM05- 

22-0(0). In addition, 1 have been retained in several matters before regulatory agencies 

to develop and analyze cost allocation methodologies for various transportation 

companies and regulated utilities. Attachment l to my declaration is a copy of my 

curriculum vitae, which provides more information on my qualifications. 

4. I have been asked by counsel for Tesoro Refining and Marketing Company (Tesoro) to 

develop a cost of service analysis for interstate service on SFPP's North Line for the 

I 
! 

period December 2004 to November 2006 that is consistent with the findings of an Initial 

Decision that Administrative Law Judge H. Peter Young issued on September 25, 2006 in 

FERC Docket No. IS05-230. This docket involves a protest of a proposed increase in the 

! 
! 

rate on the North Line. In addition to developing a cost of service for the North Line that 

reflects the determinations made by Judge Young, I have also computed a second cost of 

service for the North Line based on further refinements to the SFPP cost of service, 

! 

II 

which 1 believe more accurately reflect SFPP's true cost of service for interstate service 

on the North Line. Based on these two cost of  service analyses, I have concluded that 

SFPP has been overcharging interstate shippers on the North Line by a significant 

! 
! 2 
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I 
I amount and that reparations computed according to Commission precedent of  

I 
! 

$731,771.67 are due to Tesoro. I have computed these damages based on the interstate 

volumes shipped by Tesoro and the results of  my cost of  service analyses. In the 

remaining portion of this declaration, 1 describe in detail the cost of service analyses I 

I have performed and then present my computation of reparations on the basis of that 

analysis. 

I Cost  of  Service Analysis Based on the Initial Decision of Administrat ive Law Judge H. 

I 
I 
I 

Peter  Young in IS05-230 

5. The starting point for my analysis is the cost of service model used by SFPP to defend its 

proposed rate increase on the North Line in 1S05-230. As I indicated above, Judge 

Young in his initial decision in that case found a number of flaws with SFPP's cost of  

I 
! 

service analysis, which, when corrected, had the effect of reducing SFPP's actual cost of 

service. In the Initial Decision, Judge Young found that the rate base that SFPP was 

using was overstated, that SFPP overstated its operating expenses, that SFPP used an 

I 
I 

inappropriate and incorrect capital structure, that SFPP's capital structure should include 

more debt and less equity than SFPP had proposed, that both SFPP's debt and equity 

costs were too high, and that SFPP is not be entitled to an income tax allowance. 1 

I 
I . 

describe below the adjustments I have made to SFPP's North Line cost of service to 

reflect the changes in SFPP's cost of  service that Judge Young found should be made. 

SFPP's test period rate base included all of the North Line expansion costs that were 

II 
! 

allocated to interstate service. Judge Young held that interstate shippers should not pay 

for the portion of those costs that reflected the expansion of the line from 14" to 20" 

which he found to amount to approximately 30% of the total cost of expansion. 

! 

I 
3 
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I 
I Therefore, I have attempted to include only approximately 70% of the expansion costs in 

I 
I 

the cost of service that I have formulated to implement Judge Young's  findings. SI=PP's 

investment cost database, however, does not provide a clear breakout of  these costs. I 

have therefore found it necessary to approximate this adjustment by deducting 30% of the 

I 
I 

costs from one line item ("LS 130") reflecting the cost of new investment in the pipeline 

between Concord and Sacramento. 

7. I have also corrected the SFPP North Line cost of service model to reflect two relatively 

I 
I 
I 
I 

small errors in amortization rates. The first error involves the rate used for the 

amortization of the write-up of the starting rate base. SFPP incorrectly computed the 

amortization period as 25.9 years. The correct period of time for amortization is 24.9 

years, as recognized by Judge Young and ultimately acknowledged by SFPP. The second 

adjustment is to the test period amortization rate, which Judge Young also found should 

be corrected because SFPP used 2003 data rather than 2004 data. 

1 8. Another adjustment that flows from the rate base and amortization rate adjustments is to 

I 
1 

the test period depreciation amount. Because SFPP's amortization rate must be changed 

and the rate base must be reduced, the amount of depreciation expense in SFPP's cost of 

service must also be reduced. 

1 
! 

. The next element in the cost of  service model is the determination of the allowed rate of 

return. This requires the calculation of a weighted average cost of capital, which includes 

the capital structure (the proportion of debt and equity), as well as the cost of  debt and 

I 
I 

return on equity. Consistent with Judge Young's  decision, I have adjusted each of these 

items. 

1 
I 

4 
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I 
I 10. Consistent with Judge Young's Initial Decision, I have also computed the cost of debt for 

I 
I 

SFPP's parent, KMEP, I by excluding so-called special purpose bonds, but ] included 

KMEP's cost of commercial paper since SFPP treats commercial paper as long term debt. 

These adjustments produce a cost of debt of 6.02%. 

I 
I 

11. For the real return on equity I followed Judge Young's Initial Decision and utilized the 

return on equity proposed by the FERC Stsffin IS05-230, which was 9.01% (12.27% 

nominal return on equity). 

I 
I 
I 
I 
I 

12. Consistent with Commission precedent, I used the actual capital structure of SFPP's 

parent, Kinder Morgan Energy Partners (KMEP). This results in a capital structure of 

64.91% debt and 35.09% equity. In computing this capital structure, 1 considered 

KMEP's commercial paper as long term debt but excluded from long term debt so-called 

special purpose bonds which Judge Young stated should be excluded from KMEP's long 

term debt. In addition, I have made adjustments for so-called purchase accounting 

adjustments (PAAs), which reflect the write-up of a company's equity portion of its rate 

I 
I 

base. For example, when KMEP acquired SFPP in 1998, SFPP wrote up the equity 

portion of its rate base to reflect the premium over the regulatory return that KMEP paid 

to acquire SFPP. The result was a write-up in both the carder property and equity 

I 
I 

component of SFPP's balance sheet. This write-up overly inflates the equity portion of 

the capital structure. The Commission has found (and Judge Young concurred) that such 

write-ups are generally not permitted for regulatory ratemaking purposes and therefore 

I should be removed when computing a company's capital structure. 

I 
I 
I 

I usexi KMEP's debt (and capital structure) because SFPP does not issue its own debt and therefore consistent with 
Commission precedent one looks to the company's parent to compute the cost of debt and capital structure. 

5 
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13. As a result of these adjustments, SFPP's allowed rate of return is substantially lower than 

the rate that SFPP computed. Following the principles in Judge Young's  decision, I have 

determined that the weighted average cost of capital that SFPP can apply to the North 

Line is of 7.29%. That cost of capital when applied to SFPP's North Line net trended 

original cost rate base of approximately $53.5 million leads to a maximum permissible 

rate of  return of approximately $3.9 million. 

14. The next element of the cost of service is the income tax allowance. Consistent with the 

decision of the United States Court of Appeals for the District of Columbia in BP West 

Coast Products 2 as well as Judge Young's Initial Decision in Docket No. IS05-230, SFPP 

is not entitled to any income tax allowance. I did not therefore include any such tax 

allowance in SFPP's cost of service. 

15. Next, 1 turn to the operating expenses portion of the cost of  service. The first adjustment 

I have made in computing SFPP's North Line operating expenses is the allocation of 

corporate overhead. First, consistent with Judge Young's  Initial Decision, I utilized a 

I 
I 

single tier Massachusetts method and included all KMEP entities in making an allocation 

of KMEP's  corporate overhead costs. I also made appropriate adjustments for PAAs in 

the gross carrier property balances used in the Massachusetts method, again consistent 

I 
I 

with prior Commission precedent as well as Judge Young's  Initial Decision. Using this 

approach, I find that the appropriate amount of  corporate overhead that should be 

allocated to SFPP's North Line interstate service is approximately [Privileged and  

I Confidential  material  removedl.  

I 
I 
I 

BP West Coast Products LLC v. FERC, 374 F. 3d 1263 (D.C. Circ. 2004). 

6 
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16. One other specific expense category that must be adjusted is environmental expenses. 

SFPP has overstated its test period environmental expenses. Judge Young found that 

these expenses are no higher than SFPP's base period environmental expenses of  $1 

million. I used that $1 million in formulating the cost of service for SFPP that is 

consistent with Judge Young's  determinations. 

17. Finally, although Judge Young's  decision did not alter SFPP's proposed throughput for 

the North Line, the Initial Decision did state that the impact of  a new connection serving 

interstate service should be accounted for in the so-called "route directory" which is used 

to allocate costs between interstate and intrastate service. Adding the volumes of this 

new service to the test period reduces slightly the allocation of certain operating costs to 

interstate North Line service. 

18. After making these adjustments to SFPP's North Line interstate cost of service model, I 

compute the cost of service as shown in Table !, below. Applying the principles of Judge 

Young's  Initial Decision in IS05-230, based on its cost of  service, the maximum 

permissible rate that SFPP should be allowed to charge, and is $1.098 per barrel) 

3 This is derived by taking my computed cost of service in the test period of $15.222 million and dividing it by the 
throughput of 13,865,807 barrels, which equals $1.098. 

7 
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Table 1 
North Line Cost of  Service Based on Judge  Young ' s  ID 

Descri~n 

Overall Return on Rate Base 

Income Tax Allowance 

Base Test 
Period Period 

$3,347 $3,901 

$0 $0 

i 

I 

Operating Expenses ExcL Depreciation 

Depreciation Expense 

Amordzafion of AFUDC 

$9,262 $9,037 

$1,71 ! $2,000 

$23 $22 

! 
! 

Amortization of Deferred Return 

Total Cost of Service 

$263 $263 

$14,606 $15'222 

I 
I 
I 
I 

I 
I 
I 

Cost of  Service Analysis Based o n  Fur the r  Adjus tments  

19. During the IS05-230 hearing, shippers and staff made various arguments that additional 

adjustments should be made to the SVPP North Line cost of service. These adjustments 

include further reductions in SP'PP's environmental expenses, reduction in litigation 

expenses, as well as a reduction in SFPP's allowed return on equity. I discuss each of 

these in turn and show the impact on the cost of service. 

20. Data provided by SFPP indicated that the environmental expenses for the North Line 

during the first eight months of 2005 had declined relative to 2004. When these data are 

annualized to provide an estimate of  SFPP's actual test period (2005) environmental 

expenses for the interstate portion of the North Line, SFPP's environmental expenses are 

i approximately $100,000 lower than the $1 million figure used in the prior analysis. 

i 

i 
8 
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I 
I 21. With respect to SFPP litigation expenses, consistent with prior Commission precedent, I 

I 
I 

have estimated SFPP's litigation expenses by amortizing them over a five-year period 

and then allocating them on the basis of  throughput volumes. As the Commission has 

recognized, these expenses should not become a permanent part of the rate base, and 

! 

I 

therefore, it is appropriate to amortize them over a five-year period. The Commission has 

also found that where litigation costs should properly be shared by more than one 

pipeline, these costs should be allocated on the basis of  the percentage throughput volume 

I 
I 

of  each of  the lines. I have made such an allocation, also recognizing that litigation costs 

relating to the Sepulveda and Watson proceedings should not be allocated to the North 

Line, again consistent with prior Commission rulings. This reduces SFPP's North Line 

l 
l 
I 
l 
I 

litigation costs by approximately $141,000. 

22. Finally, I have adjusted the return On equity tO recognize the problem inherent in using 

Master Limited Partnerships (MLPs) in the proxy group ofoil pipeline companies under 

the Commission's DCF method. In prior decisions, ~ the Commission has recognized that 

it is inappropriate to use distributions as a proxy for dividends in the DCF formula 

because distributions include a return o f  capital as well as a return on the capital 

investment. The Commission has stated that it "will not consider including an MLP in 

I 
I 

the proxy group unless the record demonstrates that the distribution used as the 

'dividend' includes only a payment of  earnings and not a return of  investment. ''5 

23. Unfortunately, there are no suitable oil pipeline companies that can serve as part of the 

I 
I 
I 
I 

proxy group except for MLPs. In prior testimony, including in IS05-230, I (and others) 

have recommended two possible ways to deal with this problem. One approach is to use 

• Hish Island Offshore Syslem.L I I 0 FERC | 61,043, reh'g denied, 112 FERC ] 61,050 (2005). 
s I l0 FERC 1 61,043 at P 126. 

9 
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I the earnings of  the MLPs as a proxy for dividends since dividends are paid from earnings 

I 
I 

and thus one would not expect earnings to exceed dividends. A second approach is to use 

the lower end of  the range of  the MLP results, which use distributions to adjust for the 

fact that the DCF formula will lead to an overstatement of  the true return on equity by 

! 
! 

using distributions. For present purposes, I have computed a return on equity using 

earnings as a proxy for dividends. The resulting nominal return on equity is 9.91% and 

the real return on equity is 7.38%. 

I 
! 

24. Making these additional changes to the SFPP cost of service leads to a reduction in the 

cost of service of approximately $625,000, resulting in a cost of service of $14,598,000 

as shown in Table 2. 

I Table 2 
North Line Cost  of  Service Based on  Fur the r  Adjus tments  

I Base Test 
Description Period Period 

II 
! 

Overall Retta'n on Rate Base 

Income Tax Allowance 

Operating Expenses Excl. Depreciation 

$3,347 $3,528 

$o $0 

$9,262 SS,7S6 

! 

I 

Depreciation Expense 

Amortization of AFUDC 

AmoRizatlon of Defened Return 

$1,711 $2,000 

$23 $21 

$263 $263 

I 
To(al Cost of Service $14,606 $14,598 

I 25. In addition, there is considerable evidence, including statements from SFPP personnel, 

I 
I 
I 

that throughput on the interstate portion of  the North Line will increase over time. Based 

on various studies including data provided by SFPP, I have estimated that test period 

10 
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I 
II throughput volumes will increase by 1.8%. The use of this data results in a throughput 

I 
I 

volume of 14,120,038. If we were to use this throughput volume and the cost of service 

shown in Table 2 to compute a just and reasonable rate for the SFPP North Line, then 

SFPP's maximum permissible rate would be $1.053 per barrel. ~ 

I 
I 

Reparations 

26. The results of my cost of service analyses indicate that SFPP has significantly 

overcharged Tesoro for the petroleum products that Tesoro has shipped on the SFPP 

I 
I 

North Line. I have computed reparations, including interest, which Tesoro is entitled to 

receive for the illegal charges levied on it by SFPP for interstate shipments between 

December 2004 and November 2006. 

I 

i 

I 
I 
I 

27. As stated above, $1.098 is the maximum rate that SFPP could charge shippers based on 

the application of  the principles in Judge Young's decision to SFPP's cost of  service. 

The maximum rate that I calculated based on Judge Young's decision and Tesoro's 

objections to that decision is $1.053. However, in calculating reparations counsel has 

asked me to use a higher rate of  $1.10 per barrel, which I understand is SFPP's 

grandfathered rate. Table 3, which I have included as an attachment to my Declaration, 

states the reparations owed Tesoro for interstate shipments under SFPP's 1992 EPAct 

I . 

I 

grandfathered rate. 

28. In computing reparations, I have been provided with the actual rates that SFPP charged 

Tesoro under the applicable tariffs over the course of  the reparations period. These rates 

I 
! 

are shown in Column B in Table 3. Column C represents the rate that should have been 

in effect, absent the illegal tariff increases implemented by SFPP. The montl~y 

l 
! 

6 Thai is $14~598,0~0 divided by 14,120,038 barrels yields a rate of $1.053 per barrel. 

II 
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I 
I overcharge margin, Column D, is the difference between the SFPP tariffas implemented 

I 
I 

and the maximum jnst and reasonable rate that should have been allowed. 

29. I was also provided with Tesoro's monthly interstate volumes shipped under the 

applicable SFPP tariffs. This data is shown in Coiunm E in Table 3. The monthly 

I 
! 

reparations amount excluding interest, shown in Column F, is calculated by multiplying 

the monthly overcharge margin (Column D) by the monthly volume (Column E) shipped. 

30. In September and October 2006, the filed tariff changed mid-month based on the 

I 
I 

implementation, and subsequent removal, of a $0.0075 ultra-low sulfur diesel tariff. For 

these months, I was provided with the volumes shipped under each applicable tariff, and 

computed the monthly reparations amount, excluding interest, based on individual tariff 

I 
! 

I 
I 
I 

overcharge margins. These computations are contained in the Note section below the 

main table in Table 3. I subsequently aggregated the monthly reparations amounts for 

September and October 2006, and included these results in the body of the table, 

respectively. 

31. In calculating the interest that Tesoro is entitled to receive, I have employed the average 

prime rate for each calendar quarter, in accordance with past Commission precedent. ~ 

The average prime rate is determined by taking the arithmetic mean, to the nearest one- 

I 
I 

hundredth of one percen4 of the prime rate values published in the Federal Reserve 

Bulletin, or in the Federal Reserve's "Selected Interest Rates" (Statistical Release H. 15) 

for the most recent three months preceding the calendax quarter) Therefore, the monthly 

! interest rate to be applied to the reparations due represents the monthly average of the 

I 
I 
I 

SFPP, L.P., Opinion. No 435-A, 91 FERC ¶ 6 I, 135 at p. 61,516. 
" 18 C.F.R. § 340.l(cX2Xi) 2006. The regulations state the interest rate shall be taken from the Federal Reserve's 
Statistical Release G.i3. However, this release was discontimu~l by the Iqxleral Reserve in 2002, bu~ all applicable 
rates, including the bank prime rate, are available in Release H.15. 

12 
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II 
l 

I 

l 
32. 

average pr/me rate for the preceding calendar quarter. The monthly interest rates I used 

are shown in Column G of the attached tables. 9 

I calculated the monthly interest, shown in Column K, based on the assumption that 

payments made for the prior month's shipments occur mid-month in the following 

! 
! 

month. For example, the transportation charges associated with shipments in June would 

by paid on the 15 ~ of July. As such, the interest does not begin accruing until the 

transportation charges are assumed to have been paid, and are lagged by a half month 

! 
! 

from the end of month reparations amount. 

33. Consistent with Commission regulations, interest is compounded quarterly, I° and I have 

included the quarterly amounts in Column L. The final reparations due, including 

I 
I 
I 
I 
I 

interest, represent the end of month reparations for November 2006, plus the monthly 

interest accrued in the first two months of the fourth quarter of 2006. This amount is 

shown in Table 4, and is summarized in the following below: 

Adjusted Tariff Rate 

Grandfathered Rate of $1.10 

Reparations Interest 
Excluding Interest 

$694,520.20 $37,251.47 

Total Reparations 

$731,771.67 

I 

I 

I 

I 
I 

I 

The monthly ram ia simply the quarterly rate divided by 3. 
" 18 C.F.R. § 340.l(cX2Xii). 

13 
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I, Pttm" K. AaMtm, ~ mat, um~ l~¢mlty of perjury that tho ~ i$ tin* md om'r~ 

! 
to the best of my infonnati~ end belie£ 

I ~ o~ Dt~mb~ 1, 2006. 

I 
I 
I 
I 
! 

I 
| 

I 
I 
I 
I 
! 
~ 14 ° 
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Attachment 1 
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Peter K. Ashton 

Peter K. Ashton is a founder of Innovation & Information Consultants, Inc. and serves as its presi- 
dent. Prior to founding Innovation & Information Consultants, Inc., Mr. Ashton was a senior con- 
sultant with Putnam, Hayes & Bartlett, Inc. and Charles River Associates Incorporated. He has 
directed major consulting projects for private clients as well as in the public sector. Mr. Ashton's 
primary fields of expertise are antitrust and regulatory analyses, valuation of intellectual property, 
energy economics, and labor market studies. A sample of Mr. Ashton's recent work includes the 
following: 

I Expert Testimony and Litigation Support 

II 

li 
II 
II 

Reviewed and analyzed the rates filed by various pipeline companies in several matters 
before FERC. He has analyzed the cost of service computations of these companies, 
evaluated rates in comparison with competing carriers, and assessed the impact that rates 
have on shippers. He has evaluated the market and business environment of pipelines to 
ascertain the relative riskiness in which such pipelines operate and he has developed 
financial measures relating to the operating performance of such pipelines. He has employed 
the Commission's DCF methodology to develop estimates of the required return on equity, 
evaluated issues related to capital structure, operating expenses and the income tax allowance 
under 154-B ratemaking principles. Further, he has developed fully-allocated cost 
procedures for multi-origin/destination pipelines to permit rate analysis along individual 
origin/destination points. 

! 
! 

Mr. Ashton prepared an expert report and testified regarding the value of crude oil produced 
in the Gulf of Mexico, and evaluated the cost of ~ansporting this crude oil to onshore 
marketing points. He evaluated the prices reported by producers of crude oil in this area, and 
reviewed various transactions relating to this crude oil to determine the market value ofthis 
crude oil. 

II 
II 
II 
II 

Mr. Ashton prepared an expert report and testimony on the market value of crude oil 
produced on federal lands in the United States over the period 1988-1998. He compiled a 
large database of crude oil transactions that formed the basis for the computation of the 
arm's length prices for crude oils produced in the Louisiana Gulf, Texas, the Rocky 
Mountain area and the West Coast. As part of the work he analyzed rates on various crude 
oil pipelines in each of the affected regions. 

Mr. Ashton provided expert analysis relating to the pricing of gasoline in California and 
other West Coast markets. He performed various analyses of the relevant markets, pricing 
trends, reviewed relevant company and third party documents, and assisted counsel in 
development of the theory of the case. He also assisted other experts in analysis of price and 

! 

II 
! 
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! supply data. More recently, Mr. Ashton has analyzed the pricing of gasoline is the states of 
Florida and Massachusetts, as well as the Midwest area. 

! 
! 

He has prepared expert reports and testified on numerous occasions in cases involving the 
computation of lost earnings, lost profits, and other economic losses associated with 
wrongful death, personal injury and breach of contract claims. Mr. Ashton has also 
developed various models of eanfings capacity in different professions and has performed 
studies of comparative earnings growth in a variety of professions. 

! 
! 
! 
I! 
! 

II 
II 
! 
! 

II 
! 
! 

Mr. Ashton provided expert testimony defining the relevant product and geographic markets 
for window shade products and also analyzed claims that a distributor and retailer of such 
products had been charged anticompetitive prices and had been unfairly harmed as a result of 
violations of California's state antitrust laws. He also developed damage estimates to 
indicate the dollar value of the harm suffered by the retailer/distributor. 

He provided expert testimony on the damages suffered by the owner of a marina as a result 
of a gasoline spill. Mr. Ashton's testimony focused on various economic losses including 
lost profits, loss of goodwill and business interruption losses as well as the general economic 
conditions facing relevant marina owners at that time. 

Prepared expert testimony before the Maine Public Utilities Commission regarding the 
ability of a regulated transportation company to set predatory (below-cost) rates in an 
unregulated business through cross-subsidization. Analyzed the extent to which the 
regulated utility had market power in the unregulated industry and whether its decision to 
add additional capacity in the regulated industry would allow it to unfairly expand its 
business in the unregulated sector. 

Prepared expert testimony before FERC and the California Public Utilities Commission on 
the filings of several newiy-regulated common carrier pipeline companies in California. Mr. 
Ashton assessed the degree to which the pipeline companies may have been able to exercise 
market power in setting their rates and compared the carriers' rates to the rates of existing 
alternative non-regulated carriers and other modes oftransportation. Analyzed the rates and 
critiqued the rate-making methods used by the various pipeline companies. 

Mr. Ashton analyzed the structure and behavior of several major oil companies in the West 
Coast pe~'oleum industry, focusing on pricing behavior and alleged anticompetitive activities 
in the crude oil production and refining segments of the business. Mr. Ashton has assessed 
the degree to which control of the transportation system by the majors has influenced crude 
oil pricing behavior in this market area. Mr. Ashton has also examined the crude pricing 
behavior of various refmers, traders, and others during the 1970s, 1980s and 1990s to assess 
whether posted prices reflected market value and the role played by spot prices in 

! 
! 
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! determining market value. He has also prepared expert analyses regarding the structure of 
pipeline markets in California and their effect on pricing and on the wend in spot prices. 

I Public 

I 
I 
I 
! 
! 

I 
I 
I 
I 
I 
! 
! 

Policy and Tax Issues 

Mr. Ashton has performed a detailed analysis of the impacts of deepwater royalty relief on 
leasing, exploration and production in the Gulf of Mexico. This study involved the use of 
econometric models of MMS leasing behavior that analyzed the impacts of competition, 
royalty relief, changes in technology, movements in oil and gas prices and numerous other 
factors on lease bonus bids and the number of leases sold. Mr. Ashton also projected future 
impacts of various royalty relief scenarios on royalty and lease bonus revenue as well as 
impacts on future exploration, development and production of oil and gas resources in the 
Gulf of Mexico. 

For the U.S. Small Business Administration, Mr. Ashton directed a study that examined the 
differential impact of the trend toward electronic conunerce and procurement by the federal 
government. The study concluded that small finns generally are less effective in taking 
advantage of e-business and e-procurement tools, although small firms are making 
improvements in their ability to attract business via the web. 

Mr. Ashton is currently analyzing various cost sharing agreements in the ptmmuw.eutical and 
medical products industries and associated buy-in and buy-out payments for the transfer of 
intellectual property related to these agreements. Mr. Ashton is valuing the intangible 
property under these agreements and estimating the reasonably anticipated benefits accruing 
from such intangibles. He has computed running royalty payments and lump sum payments 
as compensation for the buy-in and buy-out payments. Mr. Ashton is also reviewing and 
analyzing the expert reports provided by others on these issues. 

Mr. Ashton directed a study to develop a comprehensive model of the exploration, 
development and production process ofoil and gas resources in the Gulf of Mexico for the 
Minerals Management Service (MMS). He has developed the economic module that models 
decision-making behavior with regard to the decision to bring on new resources and 
determine when it is econom/c to begin producing from these fields. 

Mr. Ashton completed an expert report valuing various intangible assets transferred by a 
domestic parent to various foreign corporations for purposes of developing an appropriate 
arm's length royalty rate consistent with the Section 482 transfer pricing regulations. He 
examined the relative profitability contributed by these intangible assets domestically and 
also applied a CPM approach to the application of the intangibles in various foreign markets. 
He also reviewed and assessed the Section 6662 transfer pricing report of the taxpayer. 

II 
! 
! 
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He directed a major study of the transfer pricing program of a major Fortune 500 company 
and developed alternative benchmarks for determining appropriate mmsfer prices consistent 
with Section 482 of the Internal Revenue code. He also analyzed various cost sharing 
agreements maintained by the company for the allocation of R&D expenses, and the 
provision of various services provided to foreign subsidiaries. 

I 
I 
I 
I 
I 
I 
I 
I 
I 
1 

He analyzed the fair market value of the worldwide assets of a major multinational company 
for purposes of determining an appropriate method and basis for allocating interest expense 
under Section 861 of the 1RS regulations. Mr. Ashton has provided expert advice on this 
issue in several matters, pointing out the need for consistency with the relevant regulations 
and use of appropriate valuation methods. 

Analyzed the extent to which certain insurance companies were able to pass on an uncon- 
stitutional tax to their customers. Mr. Ashton assessed potential market share impacts and 
the regulatory framework that permitted cost-plus pricing to determine the extent of pass-on. 
He also utilized tax incidence analysis and econometric studies to derive preliminary 
estimates of the extent of paasthrough of the tax. 

Prepared expert analyses computing an arm's length royalty consistent with Section 482 of 
the IRS regulations for various intangible assets transferred under a licensing agreement 
between a domestic parent and a foreign subsidiary. Thework involved estimating the value 
of the technology being transferred and determination of an appropriate royalty rate, 

Analyzed the impact of various tax expenditure programs on small and large firms. Mr. 
Ashton utilized detailed data from the Treasury to assess the impact on effective tax rates of 
various programs such as foreign tax credits, low income housing credit, accelerated 
depreciation, and the business means and entertainment tax deduction. 

Mr. Ashton has analyzed the value of various petroleum companies' upstream oil and gas 
reserves utilizing a conventional discounted cash flow (DCF) method. As part of this work 
he has assessed future price forecasts, operating costs, capital costs and abandonment costs 
of various reserves in a variety of locations throughout the world. 

I 
I 

Business Strategy Studies 

For an oil producer, Mr. Ashton evaluated a proposed sliding scale royalty agreement that 
was pegged to future oil prices. Mr. Ashton analyzed the most likely royalty payment under 
the proposed scheme given information on projections of crude oil prices, inflation and 

I 
I 
I 
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! production costs over the next ten years. He analyzed alternatives to the proposed royalty 
schedule and quantified the effect of these alternatives on the estimated royalty payments. 

B • 

! 

D 
! 

II 
! 
! 

I 
! 
I 
! 

For an independent crude oil producer, evaluated the various options this producer had to 
move its crude oil from the field to an ocean terminal in order to be able to qualify for an 
export license. Mr. Ashton recommended various strategies and performed cost/benefit 
analyses of each. 

Prepared a detailed study of crude oil marketing in the United States and changes which have 
occurred in the manner in which erode oil is bought, sold, and traded over the last twenty 
years. Examined the manner in which crude oil is shipped throughout the country, and the 
impact of transportation alternatives on marketing options. Also compiled a large database 
on spot and other relevant crude oil prices and data on quality adjustment factors for use in 
evaluating various crude oils. Provided supplemental analyses regarding specific market 
areas in the United States including the Rocky Mountain producing area. 

Mr. Ashton recently completed a forecast of supply and demand factors influencing future 
oil and gas development and production activity in the Rocky Mountain states. This work 
included an analysis of the demand and supply for crude oil and refined products in the 
Rocky Mountain states, including imports of refined products from states outside the area. 
He also examined the role of Canadian imports into the Rocky Mountain area and projected 
the demand for such imports over the next 40 years. 

Assisted a major computer manufacturer develop and implement a strategic plan for market- 
ing its computer technology to law firms and other legal entities. This assignment involved 
developing an overall understanding of the legal marketplace and the demand for automated 
litigation support equipment as well as planning a strategy to assist in properly positioning 
the company's products. 

Conducted a detailed study of the business strategies of the leading manufactorers in the 
motorcycle marketplace to test various hypotheses regarding the dramatic shift in market 
structure that occurred during the 1980s, Mr. Ashton analyzed trends in market growth, the 
effects of various government policies, and the effects of various macroeconomic effects on 
the changes in industry structure. 

! 
I 

Analyzed the fair market value of a large, privately-held corporation with principal 
operations overseas. Involved assessing the relationship between the host government and 
the corporation, and providing an estimate of the relative political and environmental 
stability of conducting business in that country, and its impact on the company's market 
value. 

II 
i 
! 
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Mr. Ashton received an A.B. degree in Economics and Political Science from Colby College (magna 
cure laude and Phi Beta Kappa) in 1976, and received an M.I.A. degree in International Economies 
and Business from the School of Internntional Affairs at Columbia University in 1978. Mr. Ashton 
is a member of the American Economic Association and the Southern Economic Association. 

Publications and Speeches (Last 10 Years) 

Crude Oil Marketing, prepared for Minerals Management Service, Valuation and Standards 
Division, July 1997. 

"Financial and Economic Indicators of Local Tax Burdens and Incentives to Invest in Various 
Localities," November 2000. 

"Recent Volatility in Gasoline Prices: Is it the Market or the Marketers?" May 2002. 

! 
! 
! 

I 
! 
! 

"Cost Sharing Regulations Embodied in the IRS Section 482 Transfer-Pricing Regulations: Recent 
Experience and Lessons Learned," Internal Revenue Service, CPE Seminars, August 2002. 

Modeling Exploration, Development and Production in the Gulf o f  Mexico, U.S. Department of 
Interior, Minerals Management Service, Environmental Studies Program, Herndon, VA, OCS Study 
MMS 2---4-018, March 2004. 

The Impact o f  Tax Expenditure Policies on Incorporated Small Businesses, with Justin White, U.S. 
Small Business Administration, Office of Advocacy, Washington, D.C., April 2004. 

Trends in Electronic Procurement and E-Commerce and Their Impact on Small Business, with Mary 
Ann Buescher, U.S. Small Business Administration, Office of Advocacy, Washington, D.C., June 
2004. 

Report on Gasoline Pricing in Florida, with Dr. Keith Leffler, prepared for the Office of the 
Attorney General, State of Florida, June 2005. 

! 

I 
! 

Effects o f  Royalty Incentives for Gulf of  Mexico Oil and Gas Leases, U.S. Department of Interior, 
Minerals Management Service, Economics Division, Herndon, VA, OCS Study MMS 2004-077, 
September 2005. 

An Empirical Approach to Characterize Rural Small Business Growth and Profitability, with Lee O. 
Upton and Meghan Overom, U.S. Small Business Administration, Office of Advoceey, Washington, 
D.C. December 2005. 

I 
! 

I 
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Testimony (Last 10 Years) 

Union Oil Company o f  California v. Pioneer Oil and Gas et al., Case No. SM92229, Deposition 
testimony, October 1996; Live testimony, January 1997. Work performed on behalfofMcMahon & 
Spiegel, Los Angeles, CA. 

I Blind Desigr~ Inc. v. Hunter Douglas, Inc. et al., Case No. 686230, Deposition testimony, February 
1997. Work performed on behalf of Sheppaxd, Mullin, Richter & Hampton, San Diego, CA. 

I 
I 
I 
I 
I 
I 
I 
I 
I 

In the Matter o f  Beacon Oil Company, Contract No. DE-SC01-79-RA-32028, Deposition testimony, 
February 1997; trial testimony, Match 1997. Work performed on behalf of the U.S. Department of 
Energy. 

Brenda Reeves v. George Anderson et al., Case No. CV-95-506, Deposition testimony February 
1997. Work performed on behalf of Platz & Thompson, Lewiston, ME. 

State o f  Texas, et al. v. Amoco Production Co. et al., No. 95-08680, Deposition testimony, April 
1997. Work performed on behalfofSusman Godfrey, L.L.P. 

Timothy Morse v. Frozen at Sea Partners, III et al., DockelNo. 96-361-P-H, Depositiontestimony, 
September 1997. Work performed on behalf of Welte & WeRe, Camden, ME. 

Execu-Tech Business Systems Inc., et al. v. Appleton Papers Inc., et al., Case No. 96-9639, CACE 
05, Deposition testimony, September 1997; trial testimony, November-December 1997. Work 
performed on behalf of Heins, Mills & Olsen, Minneapolis, MN. 

Olde Port Mariner Fleet, Inc. Complaint re Casco Bay Island Transit District's Tour and Charter 
Service, Docket No. 98-16 !, prepared written direct and rebuttal testimony before the Maine Public 
Utilities Commission, July and September 1998. Oral testimony, October 1998. Work performed 
on behalf of Edward F. Bradley, Jr., Portland, ME. 

SouthPort Marine v. Boston Towing & Transport and Gulf Oil Corp., deposition and Ixial testimony, 
April 1999, work performed on behalf of Welte & Welte, Camden, ME and Flanagan & Hunter, 
Boston, MA. 

I 
Peter R. Bragdon v. Irving J. Morrison, Docket No. CV-98-76, deposition testimony, June 1999, 
work performed on behalf of Platz & Thompson, P.A., Lewiston, ME. 

! 

I 

Northern Utilities, Inc. Petition for  Waivers from Chapter 820, Docket No. 99-254, written 
testimony filed before the Maine Public Utilities Commission, May 2000. Work performed on 
behalf of Edward F. Bradley, Jr., Portland, ME. 

! 
! 
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United States ex rel. J. Benjamin Johnson, et al. vs. Shell Oil Company, et al. , Case No. 9:96CV66, 
expert reports and deposition testimony, February, May, and July 2000. Work performed on behalf 
of the Justice Department, Civil Division, Washington, D.C. 

Fidelity Oil Co. vs. Shell Western E&P Inc. and Shell Oil Co., Case No. DV-98-5817, expert report, 
June 2001, rebuttal report, December 2001. Work performed on behalf of Crowley, Haughey, 
Hanson, Toole, & Dietrich, P.L.L.P. 

I 
I 

Big West Oil Co. v. Frontier Pipeline Company and Express Pipeline Partnership and Chevron 
Products Company v. Frontier Pipeline Company and Express Pipeline Partnership, Docket 
Nos. OR01-02-002 and OR01-04-001, prepared direct testimony, November 2001. Worked 
performed on behalf of Goldstein & Associates, Washington, D.C. 

I 
I 
I 

I 
! l  
I 
I 

: I  
I 

Big West Oil Company v. Anschutz Ranch East Pipeline, Inc. and Express Pipeline Partnership, and 
Chevron Products Company v. Anschutz Ranch East Pipeline, Inc. and Express Pipeline 
Partnership, Docket Nos. OR01-03-002 and OR01-05-001, prepared direct testimony, November 
2001. Work performed on behalf of Goldstein & Associates, Washington, D.C. 

"Gas Prices: How Are They Really Set?" Hearings before the Permanent Subcommittee of 
Investigations of the Committee on Governmental Affairs, U.S. Senate, May 2, 2002. 

Big West Oil, LLC, Chevron Products Company, and Tesoro Refining and Marketing Company v. 
Express Pipeline LLC and Platte Pipe Line Company, Docket No. 0R02-5-000; Big West Oil, LLC, 
Chevron Products Company, Sinclair Oil Corporation and Tesoro Refining and Marketing Company 
v Express Pipeline LLC, Docket No. 0R02-8-000; Big West Oil, LLC, Chevron Products Company, 
and Tesoro Refining and Marketing Company v. Platte Pipe Line Company, Docket No. IS02-384- 
000. Prepared direct and answering testimony, Match 27, 2003. Worked performed on behalf of 
Goldstein & Associates, Washington, D.C. 

Sinclair Oil Corporation v. BP Pipelines (N.A.), Inc., Docket No. OR02-6-02; Prepared direct 
testimony, September 2003; rebuttal testimony, March 2004. Work performed on behalf of 
Goldstein & Associates, Washington, D.C. 

Public Hearing on Property Tax Classification, Hearings before Massachusetts Department of 
Revenue, May 2004, direct testimony on proposed modification to state property tax classification 
system. 

Marc Leslie and Mary Leslie v. Winslow Marine, Inc., Docket No. BATSC-CV-2003-00031; 
Deposition testimony, February 2005. Work performed on behalf ofTompkins, Clough, Hirshon 
and Langer, P.A. 

I 
I 
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Five Year Review of Oil Pipeline Pricing Index, Docket No. RM05-22-000, Declarations filed 
October 2005, January 2006. Work performed on behalf of Goldstein & Associates, Washington 
D.C. and Venable LLP, Washington, D.C. 

In the matter ofSFPP, LP., Docket No. IS05-230-000, Prepared answering testimony, November 
2005; cross examination, February 2006. Work performed on behalfofGoldstein & Associates, 
Washington D.C. 

United States ex. Rel. Bobby Maxwell v. Kerr McGee Corp. et al. C.A. No. 04-1224-PSF. Expert 
report and depos/tion testimony, March 2006. Work performed on behalf o fLaw Offices of Michael 
Porter, Wheat Ridge, CO. 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
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I KINDER  MOoRG A N ORIGINAL 

I.£I mm 

I o 

011 l~dllm F~M- 

Washington DC 20426 " :" 
C,q~* 

I in acomlan~ with Um tmlUtrmamm of fl~ in~m~r~ Commm~ Act (ICA) m:d U~ Rulm tnd l~pdsflo ~ 
of tlz Federal Emergy Regulatory Commimdoa (P.R.R.C.), SFi~, L.P. (SFPP) submits for filing four 

I copies o(the following tariffs, effective JuJy 1, 2004: 

F.E.R.C. Tariff No, 104 covera SFPP Notlh Llno Intemate movements (Cancels F.KR.C. Tariff 
I No. 89) 

F.I].R.C. TadffNo~ 105 covers SPPP Emt Line InmWate movemcnU (Canc~s F,I].R.C. Tariff 
No. 90) 

I * F.ILR.C. TsdffNo. 106coversSPPPWestLlnelnta'm~moveme~,(CmzcelsF.F..P..C. Tariff 
No.91) 

* F.KR.C.TmIffNo. t07covenSFPPOsegcaLinelmematemovemems(CsncelsF.E.R.C.Tadff 
NO. 92) -----.* . . . .  

I * F.KR.C.Tm'fflrNo. 108cov~sarrru~m,~m~movcmems~0mWmonandBastHynmto 
CMnev Pile Line, L.L.C. (C.m:els F.K~C. Tmiff No. 93) 

I 
i F.E.R.C.Tm'IffNo, 109coveesSPPPinteruutte~frmnSepuJvedaJunctkmtoWatson 

(Cameh F.KR.~ TarlffN~ 94) . 
F.KR.C. Tadff No. 110 - Index of Tariffs (Cancels F.KR.C, Taflff No. 95) 

I Sl~P is making thh ~ ~, ~xnp]ianee with 18 (~R J 342.3. to index the exis6nS rateL All m m  in the 

I 
I 

~ovu submttmt m'JfYs am ~ ~ m  tbn pdor m.Jffs. Amcbad b a summary ud~ af S ~ P  m.iff 
rzes which tnelndes 20Q3 and 2004 index cetlin~ cutout mm m l  propae~ ratm. 

We am also eudmlng herewith ~ e  additional copy of this mmmitud, ineludin8 all 81Sachmems, and 
n~pecffully r a p ~  that k be ~ m the dine d filing wire the CamMssi~', t~e stamp ~ ~ 
for owr recad,. 

I I hereby c~Jfy t im c o l ~  d ~ m'fl~ have I x ~  Mm vis F~m Clsu U.S. Proud $ervice, ~ ~ .  
minas of m m m i s s ~  qpeed upon by the ml~'tb=r, to all submdbm on me SFFP, LIP. wtmm'l~- l i ~  

I 
I 

1100 Tovm • Cou~'y Roll Otaa~. CaliforsJLg~161 7i4JS60-460i FU 
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I tekfaxed to SI~P in ~ e  d Peter M. Dito at (714) 560460Z 

er you ~ve ~ que~om n~mud~ ~ .  rd~, pk~e cem~ the uedem~ud m (714).~m-4640. 

~ . ~ ~  

co: Dm, id t , ~ o h  

Onmp. CIIKornlL92111 

I 888 Fim 5lmel lqB 
Wuhim~e DC 2O426 

I1~) T m  & Coul. ' , , / i l~d 
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APPLYING ON THE TRANSPORTATION 
OF 

PETROLEUM PRODUCTS 
BY PIPELINE 

From Rlckmend sad Concord (Contm Carom Couty~  CA 
To P.mmmpsr~ fWmnme Comtty~ NV 

F.EJLC. No, 104 
~ c m ~ m . x ~  No. 

SFPP,  L.P. ~ ~ ,_~_ 
LOCAL PIPELINE TARIFF ~ -  ~ ~ r - r  

CONTAINING ~ . ~  - -  ..~..~. 
I ~ T I ~  ~ . . .~  , ,  

THIS TARIFF APPLII~ TO INTERSTATE TRAFFIC ONLY 

lht~ Innm tre 8ovalnd by Rldu mtd i lqu l / iom it'ovided in SI~P, L~.'o Tsrlff F, LR,C, NL 
[W] 11~ Supplanal  tber~ n d  ~ tbauL 

NOTICE: 'lhe pmvtstom pubfldmi h m ~  will, ite~nmiv~ not remit in ,~ 8dva~ effect on ~ 
qmlity oftlm bumm azvh'mmm~ 

Ismal tn cmnpflm~ wkh 18 CI~ i 342.3. 

ISSUED: M~7 20, 2004 E ~ :  July 1, 2004 

Tlmmm A. Bmm~m, for 
SFPP, L.P. 

c o m p ~  n~. 

i 100 Town & Couatry Rind 
o m p c , 9 2 8 6 8  
Yoke C714) ~J0-4640; F~  C714) 560-4602 
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FJS.i~C No, 104 
Pqp$of 4 

® 

Notes: 

I Cmrim win m ~  8mbm~ linm available to Shipp~ for Pmmlmm~ Produ~ 
murius ~ S~um ,,, Rl~mud md Cmmo~ CA 

Itmn 260 "wmm V o ~  l ~ - , s  Clm~" dora nm aOp~ 

faen~m~ Mm'k Explanation of Reference Marks 

Iml 
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I I JL I I~  t 1 , J  I. 

o~m~s 

ORIGINAL . 

I 
ML ~ h S ~  R. SMu 

Fakul Enc~ Rq~tory Con~Lu~ 

I 888 Ftmt S ~ ,  N~,  
w ~  D.C. 2O426 

Q]n[, P/~+LmlE n t J ~ n  
smPy.LP. 

@ O 

$ 

I Re: SFPP, L.P. - North Line Tmr[~ Filinli 

I 
I 

Dan'Ms. Ssks: 

In complim~ with the ~ Ccmma~  Act md the rules s~d resulstions of the Fedaml 
~orSy X q u l n ~  CommtJdon. ~ for mins am t h ~  a~pim of the u u ~  lJs~ br~w, 
whi~ is bdng fllal cm Ix~mlf of SFPP, L~. ("SFPF'). The tram; imml Apr~ 2S, 2005, wlll lz 
cffcctive J u ~  1,2005. 

I • F.E.R.C. Tarlff'No. III (Cmcels F.E.R.C. Tax'lfl*No. 104) 

I Tbo talc conlMncd in tbo ~m~'e lmrtlt, Pot mosmma~ cm SFPP's North LIne ~ Concord ~ 
mchmond, Canfomk, m m~o, mrvada, i, belnS tncmma by m m y  m m  Oer ha.eL 

I Scbodule One. aUach~ w lxcrt or'tim corn of m~tco m:bodu~ mppon~ t]z bsmuxl ~ ~ 
thc c u n ~  me, the pmpomxl tm:z~lc, m l  pmSmod me for Ihe lad~ dmmm ~ .  

i 
. 

I 

A. AiBIOGJtL[]~I~S 

SPPP is f l l ~  tbb mm Jnmme pdnctp~¥ m reflect corn Jncm~ to mplaz dw ~ ~ ~ 
Nocth Line tbst mm titan Coec~  to Smunmto, CsUfomk. The olda portion of tim line wu 
misfmdly installed tn 1967 md rm tbxm~ m mm that is mvimnmeatn~ mmMtJ~ stud Im 
bomz~Imsvllypopula*~ "11mnowpilxd~wl~coetov~$gSmfl]ionmcoesm~beamw 

J os~m~nnecem~20o4. 

I 

I 

I 
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whkh mlutrm tim Sl~PP dmnmmrme 8 mbmmbl dtveqlcam bmween ~ mual uma md lm 
1 cotu~ ham mob amt the adUns mtm wu~d pn~ude SFrP emm bern8 tbte to clmSe ~ ~ 

returnable mtm. As ~ in the Corn of Smvi~ Smnmm7 Schedule indudai with the 
mmrJ~ eoet of u t ~ e  sd~edulm, 8FPP hu  mlmd/d tm cea ofsenviee for tim trot period to be 
$20,'T76,000. Its teet period reveoue trader the ctmwt ceiltn 8 rate is ~ to be 
ap~o0chm~y S]6~47,000, which would ns~t in an m~er-nx~n~y of 
$4,229,000 or 20.4%. Uuder ehe pmpowd into, the trot pedod mwme b projemed to be 

I eEpmximmely $19,321,000 which would still result Jn SFPP u n d e r ~  its rut pedod cost 
of m.vlce by ~pexhnm~ Sl,455,000. 

C. ~a l t . l od .B lxm~t /~  

In 8ceo:danoe with 18 C.P.R. 1346 of the Coannimtou's ~ SFPP Ins sttncbed ~ cost 
I taxi .st.ve~ue d m  tim rapport the rote inaease rcfla:ted in ~he tm'i~rcfaeaced dx~ve ~ ~ ~ 

of  ~ .  

I t. B~ . . . a~  T ~  P e r ~ k  SFPP reed udmdf  3~.ar 2004 m the Ime period f~r 
pmpo~ of ~ im am~ corn, o u t p u t ,  md n ~ u ~  ~Uowu Jn a= m u ~ d  su~mmm 
A-O. SFPP hm ~ u m d  e~ b ~  pm~od dm r~ oamln dm~m In mm th~ m~ Imown md 

with md wiU b m= by 200 , 
coammat with m~ioa ~.2(~Xl)~l) o f ez  Commtm~'s r ega t t a s .  

2. /meom Far ,(ZZmwm~ ~ Commimlou is comtdain8 in Docket 
No. PL0~5-000 the ismome t u  allowmce to be used by entJtim such u SFPP to detmmine tlmtr 
cost of urvtce. SFPP Ires reed a ihll incoam mx tlknmmce fn tim co~ of mrvi~ c81culmtms tlmt 

m Juppom t ~  fma~ 

3 . .  T~ Pm~fod ~ SlrPP'scmtofsecvkecalmdatimmzeflectthefoilowin8 
t m  ymr ~J~aments: 

olmmtfl~ atmmm. Tbo mmunts For thue ~amsmm am ~ m the Test PU'Jod 
AdjWmmm oolmnn in Stsmmem B. The remons fi3¢ dm ~juXnum m.e drown in a nora 

I 
1 

~ S~ImmnB. 

I b. ~ mmcture. As shown a~ Ibm 4-5 of StJmneat ~ SFPP ad~mted 
~ cmpimlamam~ fiom 55.18% ddst 144.82% eDquity m of D~msber 31, 2004 to 40% 
debt I 60% equitT. As tndiuted in note 4 ou pqe 2 of Wodq3eper $, the Imstnem 
mzategy of SITPP'I pm~t is to w~'~m a esp~d struoture of 8pSpmximmely 40% dcbt/ 
60% equtty. From 1997 to 2001, the CSldad ~ was 8emmmlly mmistm~ with the 
405t debt. 60%equttytmpt. ( S e e W ~ 5 ,  pqe2)  ' rbeequ~pmeeaof~  
mpital mruetm'e wm unumdly low u of Deoemb~ 31, 2004. SFPP believes tim fire 

l 
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i of the compmsy. 

C. Servim 

I 
sulncrlba on t lz SFPP ~ list by ~ ' a  clma mail, ~ by otlm" mesm o~ tnmaniaian 

I ~reed u~m by ~ sut~n~ .  

I 
zn a ~ m z e  wles t s C ~  J343.3, p ~ w  ~ rosy proem reed ~ coanect~ w~b,~- talfr 
mlna to ~ e r  M. Vtto ~ (7t4) 5m,~0~. 

m ~ t  3~u ~ m~ qucatm. ~ ~ ~ .  Dito t~ u~tsmo ~ C7n4) ~,o-47so or t~ ~ 

We ml ~so eocim~ ~ oae sddtda~ copy of tl~ manaz~d, bsr.lud~ sll ~ 

I sad request that it be smnped st the ~me offlltaS with ~he Commiss~,s file ~ ~ ~ 
in the eacioscd asvelope ~r owr reconh. 

, 

I 
~. ~ nd L~S~mory ~d~ 

i 
i tO0 Town A Couatsy l?,md 
Ouus~ C.A Y~86I 

I c=: 1~r. D m ~  U k n r ~  

Wul~,~Fm DC 2O426 
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SFPP, L.P. 
LOCAL PIPELINE TARIFF 

F.E.R.C. No. 111 
(c,u~. F~R.C. No. i04) 

CONTAINING - '  -~. 
RATES 

APPLYING ON T~FTRANSPORTATION 

PETROLEUM PRODUCTS 
BY PIPELINE ~.' 

From Rlchmond and Concord (Contra Cmta Count},), CA 
To Reno/Spsrks OVuhoe County), NV -" 

& 

THIS TARIFF APPLIES TO INTERSTATE TRAFFIC ONLY 

o *  

O I 

Rat~ h~ein are governed by Rules and Regulttlons provided in SFPP, L.P.'s Tariff F.E.R.C. No. 
I03, Supphmmm tbm~o Jmd m.is,~.~ thm~E 

NOTICE: The provisions publithed herein will, if efl'ectlve~ not result in an adverse effect on the 
quality oftl~ hunmn mvironment. 

Immed in oompllm~c wlth 18 CFR § :M2.4(a). 

ISSUED: April 28, 2005 EFFECTIVE: June 1, 2005 

Issued By: 

Thomas A. Banniipm, for 
SFPP, L.P. 
500 Dall~ ~ Sui~ ] 000 
Hommm "IX 7/002 

Complied By: 

~ R. Hu.x~ 
I I00 Town & Coum~ Road 
Om~CA~ 
Voice (714) 560-4640; Fax (714) 560-A602 
hulbe~Jdndezmorl~m.r, om 
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Sl:q~, L.P. 
F.E.R.C. No. I I I 
lh~  3 of 4 

® 

RM'erence Mark 
Ill 

Norm: 

Carri~ will make pthm'ing lines available to Shippers for Petroleum Products 
II~ Sysu~n *x RirJunmM and Concord, CA. 

llem 260 '*Walson Volume/Presmm~ DeficMncy Charlle" does hoe apply. 



mm n n ~ mm n n m u mm n ~ m ~ m n n m  u n 

c ~ e f S m , ~  S m m ~  s,me~te 

Stllemesll A 

Stlmmml n 

Stitlme~ C 

Stmemeat D 

SUnemmt El 

Stltemem I~ 

;taamms FI 

;memem F2 

Smemeltt G 

Scbedlle I 

Wed, W~r  X 
Wedqa;~ 2 
Wedrpq~ ) 
Wedrf*W 4 
wee,~ix= S 
W o I $ 1 ~  6 
Wedrpm= ? 
Wedql~er 8 
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Wartqupe 10 

~ Vol/Prom Cmmml N o ~  i.Jm ~ L,ia~ 
No. ~m=.imtm Vo~mm I ~ m m t  ~ ~ ~ m m m ~  ~mmm 

(,) (b) (c) ( ~  (,) (I) (I) 
C¢. It~(Inb C~ l~=llSll (~) "(b) (c) I Tol l  C~. II~1111 (e)" (~ 

2 F"r mao 30,576.9 850 I ?,4190,.332 14.7% 11647.0 
3 5a=u~mso (14 Jach) 41,763.2 800 33,41~,174 5't1% S I,,q~l~.9 
4 S ~ J ~ e  34,004.7 1,1~0 39,105,4345 32.~'~ $1,44J~.5 
$ Smckmu/'Bmddm~ 31,017.1 g00 2"731 $,3~0 23..5% Si,~0D.6 
6 ~ ~o'7'tt 4oo 828~"z'~ o.'m~, s30.-; 

Prow= C o s t  K m ~ m ] ~ a l  I o  ~ ~ f )  v 1 4  tm~5~ 

I C ~  Squlv. ~ - ~ ,  20 tseh (Wi lm ~ m w  20") 
9 Cmt ~ .  FIL'lm" 14 hJch (Mnes of'ltemtinm8 14") 
I0 T ~  1 4 ~  f~m Ca=raM ~ e ~  
~1 W e ~ m d ^ ~  C u  Eq~ .  ~ 

• st? Mllm (14~2/25~ ') dlg.00~ 
1.5 l~'lu 100.00% 

"10.2 b4h'les 

29.0 MiJm 

50.09% 

~42 
$1,499.2 I0.70w, si60.4 

(~1,123.'7) 3~.2~5~ ($3~.1) 

12 M i b ~  f~m Ceacmd m E ~ n  (14 b l~)  
13 I)hnm~ Fac~. (Ltn88 10112) 
14 N e w P i p e l b w P s w r C , ~ t - ~  ( L i ~ Y ' U * I 3 )  
15 Jbmlo~ Eh=~  Sue~ll ltuve" ~q~. (2004 , ~ u d )  
16 Remove Sl~tmmlo (14 inch) pmlimt d Caecmd Power 
17  ~ ~  ~14÷15+I~ 

hh 
hh 

M 

I 

(0 

0 

t~  
0 
0 

t~  
0 

I 
0 
t~  
0 
0 

fO 
f l  
fO 

fO 

M 

0 

M 

t~  

0 

t~  
0 
0 

0 
f l  

fO 
c~ 

O 
~0 
0 

I 

I 
0 
0 
0 



m m m m m m m m m m n m m m m m m u m 

SF'/'P, L.P. Wn~klVT~r 1 I 
North IJne T a t  Pm'Jod AdJustmem W ~  
~ c  Account ~ - P t p e h e  ~ W ~  E~qMnse 
tslers} 

Code ~ ~ ~ ~ m.mm,.~ i 

: • . - LS. 8 JUchmmdStmim CoaumJSm~ar 22.90 082% $66.2 10.'70% $7.1 
g011 LS. 11: R m z v l ~ S e ~ a  o CaMmt SmJm 33.6"7 1.21% $97.3 10G00Yo $97.3 
9012 L.S.l~'CoJdkxSmdae- - ~AAKVBmdm" 71.95 ~ 5D00.0 100.00% $30~0 
gQI) ~ 13: CA/NVBm'ckr - RenoTmudnd 15.21 G54% $44.0 lO0.00% $44.0 
9020 I..~5. 20:. S~mmemo S W J a n .  - RmevleS~km 1 2 "  23.61 0.85~ $(HL2 S4.7gq~ $37.4 
9027 LS.27.~m~=ezSWiaa ConcmdSuiee 5.31 0.19% $15J 10.70% SI.6 
9032 L.S. 32: Pm:f f~  Reflamy - Rodeo .q:t. I..59 0.06% $4.6 10.70% $0.5 
9033 L.S. 33: Couaxd Sm~a From LS. 103 4.56 0.16% 513..2 10.70% SI.4 

~ 61: Amm~ SmtJaa - ~ Smm/mt 0.89 0.03~ $2.6 10.7056 S0-I 
g069 I.,.S.69:Chewoult -Rk:hmoad~6~CmJa)nf 1.29 0.05% $3.7 10.'7~q~, $0.4 

• : * - . g07l LS "71 Tc~o/ IJ im~lTm~d ~¢tllmo~S~km 2.12 0.08% 56.1 6~'PA, $0.4 
9073 LS. 73:U~6 * CmJcmd Su~sm 2.17 0.08% $6.3 10.70% SO.'; 
9075 L.S. 75". Shine- Rk:bmond Sm~oe" 1.86 0.0?% $3.4 2.63~ S0.1 
9076 LS. 76: Slsme. LS. 7~ 0.12 0.03% S~4 ~ $0.1 
gG4~ I...5. 81: Amo~co Ststion- ~ 10) 0.26 0.01q(, S0.8 10.70~ S0.1 
g~9  ~5.  89: Au~c~ ~ - Tmco f ] ~ b u m ~  0.19 0.01% Sl.l 6.6"7% $0.1 
9103 LS. I~t: ~ .  I..5. 33 3.21 0.I I% g9.3 10.7054 $I~ 
9211 ~ ~ ~ .IC~L. Mmmsi~z ~ 13.12 0 . 4 ~  $37.9 10.'70~ ~d,.l 
9244 I..S. 2S: Caeand Sauims. Sacrmsmnlo 14~ (BO) 61.16 2.1~ $176.8 33305~. S.5L7 

P . a m ~  ~ ~--. m (am-N=nh t~e) 2~.~.5V 90.47% S'Tr~0.7 0.00% S0.0 
"rm]~o4 ~ , .  ~ , ~ i . ~  s ~ . 9  s~s.~ 
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9244 . I ' :  ls04.nommd itOWm L.S. ~ (Si"N,.8) 33.2o~ ~a8.7) 
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SFPP, L.P. 
Nertb Lime T e l  Pm-iod Ad~mtmmt Wofkimper 
FL'RC Acmem S20 - F R C  UtJpdm ~ 
moo.o 

Line ~,~1-11 Omm" 
Y_u[ ~.22_4 OR~-2 ~ ~KG 

1 1992 $407 
2 1993 $2,006 
3 1994 $2,914 
4 1995 $3,393 
5 1996 55.997 $110 
6 199/ 52,356 $10~ 5645 
7 1998 $660 S95 S392 
8 1999 $464 1157 $1,628 
9 200O 5189 $2,172 SID6 
I0 2001 $.t49 $6.049 $261 
i I 2002 $783 $3,433 SO 
12 ~ $1,002 SID0 $50 
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Sl 
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Workpepa" 12 
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S40"/ 
S2.,006 
S2,914 
$3.393 
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S1,147 
S2.~9 
$3,1~ 
S6,666 
S4,218 
$1,942 
s 2 r ~  

14 Taud S~1"~21 Si4r118 $4r668 $65 $391101 

15 N L I ~  0.00% 25.00% 12-50% ~.00% 

S15 

322 

16 NL Barn Perio~ $0 $303 

1"/ CmeToudAv B. SI,617 $1,'765 $519 

18 NI.. Test Perlod $0 S441 $93 
19 Test Period .4~U. $0 S139 SO 
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[I] Pezr.entNles m linw 15 multiplied by line I ? f ~  0R96-2 (mmtml ~ )  and line 13 f~' 
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SFPP, LIP. 
North lass Trot h r b d  AdJm~mJt W ~  
m m c  A ~ m t  S40- D q m ~ m  n d  A m m ~ m ~  ~xpeme 
0m~,) 

F ~ C  C~IS -t, 2004 T~m Period 
A ~  9 m ~ k m  ~ ~ 

( , )u 0,) (c)u 

151 ~ SI,924 SO (52) 
1~2 ~ a r w ~  S~96 S2,843 (4;i) 
153 ~ P i p e  ~ 5  S3.6Z2 (Sa86) 
J~4 t.im Pipe Fmines S815 Sl.729 (SGO) 
15.5 Plpeflm ~mmacdon $16,483 S20,203 {S~2) 
156 Budiklh~ 51,444 SI6 (329) 
~8 Pump~ ~ S2,005 Sl31 tS87) 
160 Other Suaios Equipmem $13,346 $1,352 ('$29S) 
161 Oil Tmkl S'3,173 SO 
I~2 ~ FeciUdes S403 SO 
t63 ~ S ) ~ s  S2~2 SO ($2) 
164 Office F.uuilme n d  Equipsn~ ~J12 562 
165 Vebicks and Oth~" Work ~ ~ $71 
~5 Ot;h~ Propa~ SO 

Tom] 547~84 530.089 ~SIF524 ~ 

1/ ]~ml"~L~ api~J~d ~ 
2/ l~ti~emem ofC, onconf ~o Ss~rmuazo 14-inc~ p~tina ~ d  t ~  I~mtm pamp tmuto~ 

W ~  13 
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l~e ~ c e a . ~  Adj~an~ 
(cO ( , ~ d ~  (O-(a*l~J'(d) (8~).(e) 

2.~[)% ~ $89 $37 
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Z60% S44 $65 $21 
2.5O% $66.5 $901 S~J6 
3.25% S47 S47 (SO 
2.95% $61 $60 (SJ) 
2.$$% $358 $367 SIO 
3.2O% S102 S!02 SO 
3.10% SI2 SI2 $0 
3.65% SlO $10 (SO) 
14.00% $118 $122 $4 
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I KINDER _ MORGAN.,,..u. OR I ( [NA L 
I , IIPPP, L.P. C.., ; - ' "  

I . . .  m q ~ ,  L,P. 

t 
Ms. Maptte R. Salts, ! ~ . . - .  .., 

• % . . . . . . . ~ .  o ~ f ,  

D ~  S e a m ~  S.~u: 

i ~ , c ~ z  w ~  ~ m ~ z m ,  o~,~ ~ m m  ~ ~ (~.x) ~d  dz . m ~  ~ d ~  

i copws o( the fl)llow~ tm'iff~ effec~ve Jul~ 1. 200~: 

• F.KR.C.TmiffNo. ll2cov~zSPPPEmaLinelnmma~movemm~(CmzcelsF.B.R.C.Tm'iff 
No. 105) I • P.E.R.C. Tm, iff No. 113 covm, s SI:q~P W m t  l.Jne Intm, s tn~ m o v u , N m  ( ~  FJS.R.C. Thrift 
No. 106) 

• F.B.R.C.Tm'IffN~ ll4covcssSPPPOn~goaL~Inmsmmmovemmus(~F.Kl~C.Tm/ff 
l No. I07) 

• F.RJLC.Tm'IffNo.  Ll$co~nSFFPia~s~l~movemm~fmmWMsoamsd~H~esto 
C~nev P4~ Lin~ L.L.C. (Cmcdm F.Lq.C. 'r~ No. IO8) 

• P.KR.C. Tm'tffNo. ll6covemS3PPPiam'm~moveazz~fromSeimlvalaJunctloamWsBou 
(Cmzels F.KR.C. Tm'Lff No. 109) 

• F.ILq.C.Tm'iffNo. 117covasSPP'PNorthLlnelnm'mmmovmnmts(CancelsF.R.R.C.Tm'iff 
I No. l i d  

• P.KR.C.Tm'IffNo. ll8-~ofTsdffs(~P.6.R.C.TsdffNo. 110) 

i ~PP is ruskin8 tMs fll~j ba com4plbmce with 18 CI~R J 342.3. to indez the exbmr~ m t ~  All rme# in tho 
abo~ m l n i ~ d  ~ me k c m m d  from dm iz'lor mi/~. Atoned b a m m m ~  ud2e of SI~P miff  

m 
rimes wl~cb imchMm 2004 ud 2005 indeot ccflW4p, cuaeat rimes ..a l:mOpmed nmms. 

In ~ u u ~  to dz  tm4ff ntm ~ itmn mmzbms haws beea ~ m tho lhuo TM2es for emler 
idmuificmion. 

i We , n  Mso mckz /~  bmswtth me ald~imml copy of tMs trmuniu~ tnclud3~ Mhmachnsm~ m i  

i l  
1 

n ~ w ~ l l y  nKl~mst t l~  k I~ ma~ed -* t ~  ~ ~ f l l ~  wlfl~ fl~ ~ n m ~ t ~ ' s  ~ ~ ~ ~ 
f ~  our r~onis. 

i I z m ~  cesMy dm cof/m o(them mtff~ ~ w  beas ua t  via t~Nt Chin U.S. lqzml Sa'vim, w ~ 
mmtm of mmm/uion ~ ,Voa by th0 mbm,'Foer, m Mi ~ z c d ] z n  m ~ ,q l~P ,  ~ .  ~ ~ 

i 
t 
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( c m c a F ~ t a  i) 

S F P P ,  L . P .  . . . . .  ~ 

R A ' I I ~  "- 

APPLYING ON THE ~ R T A T I O N  
O F  

P E T R ~  PRODUCTS 
BY PIPEIJNE 

l~om mdmmm~ mind Conm~ ( C ~  C o ~  ~ ) ,  CA 
To a , m ~ m : i m  OVmboe Coum~), NV 

TH/S TARIFP ~ TO IN'rHRSTATE TRAFFIC ONLY 

Rmm hendu m~ w v m e d  by ituim ,rod i ~ u ~ m  provided tn SFPP, L~. ' ,  T m ~  F.SJt.C. NL 
103, Supp~mmm thetmo ,md re~m~ ~m~or. 

NOTIC~ Tlw pmvisiom p u l i l ~  I m ~  will, If cdl'~dv~ not remit in tm mdvme ~ on dm 
qusU~ onbu humm ~ 

Tamso4 in c o m l p ~  'wtb ! IS CPIR. | 342.4(a). 

ms%rsm M~SZ,2OeS ~ Jmd~l,2OeS 

Irmied By: CompUed ~ .  

SPPP, LP. I I00 Tows 4k Couna7 Rosd 
~0 Dalll 8~ 8uke I000 Oraqe CA 92868 
itoumon TX 770~ Voi~ O14) 560-46~, Pmx (n4 )  ~ 0 - 4 6 ~  
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FJg.lt.C. No. 117 
l ~ p 2  c(" 4 

PROM: 

m n l o  

1~kJmmd, C.A 
( C . m  C ~  C_zmty) 

C.~mm~ C.A 
(Cam ~ ~ )  

[N] nmu 310. [W] Loci  mine 
(An movemmm m via Sl~P, LP. ptl~mm) 

~ N V  
( W ~  Coamy) 

RATE 
N ~  in cee~ l~t 

bar~  

(C ~ 144A0 [1] 

~ 244.4OFQ 

Ezeepl imu to iUJL]gS AND R E G U L A T I O N S  
Ceatldmd t- lqgitC No. 1~ ,  Item 4e, k d m l ~  

I I ~ z m m b  tfm'eto mad rdamm t l m e ~  

[km 4~ MJakmm m ~ b  a d  Detv¢~ PzqaJrmmab 

lUclmzmd All 3.000 m~s 2,300 Bids 
Coacord All $.000 mm 2,.q00 Bbls 
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F.I~, .~  N~ 117 
1 ~ 3 d  4 
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Cmr~ ,~ l l  mm~ ~ ~ m v ~  m S#~ppm f ~  P m ~ k ~  Pmdom 
a m ~ m / , ~  Symm m ~ d ~ o m i  m l  ~ C.~ 

P .e tem~ Msd~ 
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Ezp~m~o~bta,mce Msdm 

Incmmsed r / ~ .  
[W] Q ~ U e  in m m J i ~  
IN] Nmv. 
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/ 

\ \ 

V ~  MA. ~ 

I 

° . 

:mmmm 

w ~  
* .  

• ° 

" °  

\ 

- ' - ~  SFPP,  L P .  ~--iii '~ ' 
; N O R T H  U N E  , 

I I  I 

a m  

ih~e4  of 4 

NORTH 

m 

0 p,b 

I 

0 

0 

0 

0 0 
o . 
' ~ 

0 
~ O 

~ g 

0 0 
m m 
M m 

Q 

O 
~ O 

r~ 

o 0 

I O 
w 

o o ~ 
Q 

O 



I I I I I I I I I I I I I | I | I I ( l l  

8FPP,  L.P. 
Tm~f S c ~  O , m ~  

I luua~ iVl~y 31, 2005 
E f fm:~ :  July 1, 2006 

In ~ w ~  18 CF~ § 342.3 
( r a m  m I .  Cam~ ~ ,  Barm') 

Pd~C.Ulna I T C ~ l a ~ ,  ' 
New 

: ~z:n.~,; 1081 3.481 ~ ~ ~ 10~ 3.81 
~I ~nJ ~ 1 1 e  S,,4a( 

,-=,~ lOS I 1 ~ . ~  t U  ,-,=,.,~ ' ,~  141.~ 141.m 

. . . . . .  = . . . . .  r-Et~u 112 34.7~ 34.~,a 
FEFIC 112 34.7~ 34.73 

I ~ , = T X  T , c , ~ Z  I Im~ClO~l 8 7 ~  8 7 ~  FEFIC112 80.71 5g.71 
I O U = ~ , ~ ' r x  ~ u o m ~  I IF~m'lO~l ~ . ~  8 7 ~  ~"~lC'.a r~.?~ ~ . ~  
l ~ , o ' r x  P~ ,w , ,~  I IFE~CtOsl 7 7 ~  T ~  ~ 1 1 ~ '  eO.,~ 
IO~mmdJ~T'X PI'mm~AZ / I FE]:Icl~ ~7.~o ?7 .se  I~FIG112 Rim 
i.T--'-,--~ ; , ' , ~ . ~ r - , - - ~ N V l P l I F ~ , ~ I I t  1 ~ 4  lag.34 F,-Fl~117 144:,K 144.4~ 
I l l - - C A  IPano (Spedm) NVl 1211FEFIG 111 13~.34 1~.34 FEFIC 117 144.41( 1.a~a r 
;,",,,~m,,,,; OR * ~ F..~.,,,, OR FEFIC 107 49.49 ,Ig.41 F~t~  114 81.21 81.zu 

i.,~.,n~.', CA rr~. ~ F'--I~lr,,~ 106 107.42 187.4; ~ 113 173.5¢ 11~ 
L ~ ~  TummAZ FEFIC 10~ 107.42 187.4; FEFIC 11 -II 173,,50 
~ I N - - H ~  I"Ik,~,,AZ ~ 1 0 ~  167.42 18/.42 [1] ~ 113 173JI0 : 7 3 ~  

CA TucImAZ FERCI06 187.42 187.42 [1] FEFIC113 173.450 
~CA~A Phoenix AZ I-~/--~ 106 107.60 107.8( FERC 113 111.50 111.l~ 

TUoIm AZ FEFIC 10~ 137.37 137.31 FEFIC 113 1~..38 1,~L9 - '~ ~/~Hy ~ C / I I V  PL, CA - - 1 0 8  26.67 26.8~ FERC 115 27.6( ~ 
CA GdrllllV PL, CA FERC 108 26.67 2~.6~ FERC 118 27.6d 

Pl "rhea m ~  q=l~ Io ia  fu~ o~y. 
[2] Co~ ~ 8ervl~ Flae El~:avo June 1, g0(~ 
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ORIGINAL K m m ,  

ml]PJathm l~l~ 

,~.,~,,.,..,.~. ...~-.so¢ - 3 5 ~  .oc, c, 
s m m ~  
Fatmd m a m , ~ u t . t ~  ~ 
81tll Fintt f ~ t  Nl~ 
W u b ~ t o a  DC 204~ 

81rlF~o L*P. 
lWsy30~ 2 0 ~  

Dmr Secam~ Salac 

in , m m s u m  ~ , ~  ~,e n q ~ n m m ~  d * ' -  ~ m , u m  c o a m a m . ' m  OCt) m s  om ~,Je, - .~ 
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F.E.ILC. No. 137 
I (Omcela F.E.R.C. No. 127) 

SFPP, L.P. 
I LOCAL PIPELINE TARIFF  

I CONTAINING 
RATES 

I APPLYING ON T%FTRANSPORTATION 

PETROLEUM PRODUCTS 
I BY PIPELINE 

From Richmond and Concord (Contra Costa County), CA 
To Reno/Sparks (Washoe County), NV 

I THIS TARIFF APPLIES TO INTERSTATE TRAFFIC ONLY 

Rates herein are governed by Rules and Regulations provided in SFPP, L.P.'s Tariff F.E.R.C. No. 
I [W] 133, Supplements thereto and reissues thereof. 

I NOTICE: The provisions published herein will, if effective, not result in an adverse effect on the 
quality of the human environment. 

I ISSUED: August 11, 2 0 0 6  EFFECTIVE: September 11, 2006 

I 
i Issued By: Compiled By: 

Thomas A. Bannigan, for Eilcen Mizutani 
SFPP, L.P. 1100 Town & Country Road 

I 500 Dallas St., Suite 1000 Orange CA 92868 
Houston TX 77002 Voice (714) 560-4910; Fax (714) 560-4602 

i Eileen_Mizutani@kindennorgan.com 
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SFPP, L.P. 
F.E.R.C. No. 137 
Page 2 of 3 

I t em  310. Local  Ra t e s  
(All movements ere via SFPP, L.P. pipelines) 

FROM : 

Richmond, CA 
(Contra Costa County) 

Concord, CA 
(Contra Costa County) 

TO : 

Reno/Sparks, NV 
OVashee County) 

Reno/Sparks, NV 
OVashee County) 

Notes 

@ ®  [N]® 

RATE 
In cents per 

barrel 

153.28 [13] 

t s3.28 

Excep t ions  to R U L E S  A N D  R E G U L A T I O N S  
Contained in FERC No. [W] 133, Item 40, including 

supplements thereto and reissues thereof. 

Item 40. Minimum Batch and Delivery Requirements 

Minimum Batch sizes at Origi~ and Delivery Barrels at Destination are shown in the table below. 

Richmond All 5,000 Bbls 2,500 Bbls 
Concord All 5,000 Bbls 2,500 Bbls 

Notes:  

(~) Carrier will make gathering lines available to Shippers for Petroleum Products 
entering the System at Richmond and Concord, CA. 

~) Item 260 "Watson Volume/Pressure Deficiency Charge" does not apply. 
To recover the costs of complying with the Environmental Protection Agency's 
(EPA's) regulation of 40 CFR Part 80 Subpart 1, Carrier has established a 
diesel handling recovery fee for the recovery of prudently incurred costs 
necessary for Carrier to facilitate the handling of diesel products as defined in 
Carrier's Rules and Regulations Tariff, FERC No. 133, Item 265, supplements 
thereto and reissues thereof. The ULSD Recovery Fee is 0.75 cents per Barrel 
on all diesel movements. 

Reference Mark 

t~ 
tw] 

Explanation of Reference Marks 
Explanation 
New 
Unchanged rate. 
Wording change. 

I 
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Summary of Reparations Incurred by Tesoro for Shipments on SFPP North Line November 2004-November 2006 

Adjusted Tariff Rate 

Grandfathered Rate of $1.10 

Reparations Excluding 
Interest 

$694,520.20 

Interest Total 
Reparations 

$37,251.47 $731,771.67 
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m m m u m 

Inter=t Rat= 
Month Rate 

Jul-04 4.25% 
Aug-04 4.43% 
Sep-04 4.58% 
Oct-04 4.75% 
NOV-04 4.93% 
Dec-04 5.15% 
Jan-05 5.25% 
Feb-O5 5.49% 
Mar-05 5.58% 
Ape-05 5.75% 
May-05 5.98% 
Jun-05 6.01% 
Jut-05 6.25% 

Aug-05 6.44% 
Sep05 6.59% 
Oct-05 6.75% 
Nov-05 7.00% 
Dec-05 7.15% 
Jan-06 7.20% 
Feb-06 7.50% 
Mar-06 7.53% 
AW-56 7.75% 
May-06 7.93% 
Jun-06 8.02% 
Jul-06 8.25% 

Aug-06 8.25% 
Sep-06 8.25% 
Oct-06 8.25% 
Nov-06 8.25% 

Monthly Quarterly 
0.35% 
0.37% 
0.38% 
0.40% 0.37% 
0.41% 0.37% 
0.43% 0.37% 
0.44% 0.41% 
0.46% 0.41% 
0.47% 0.41% 
0.48% 0.45% 
0.5O% 0.45% 
0.50% 0.45% 
0.52% 0.49% 
0.54% 0.49% 
0.55% 0.49% 
0.56% 0.54% 
0.56% 0.54% 
0.60% 0.54% 
0.61% 0.58% 
0.63% 0.56% 
0.63% 0.58% 
0.85% 0.62% 
0.66% 0.62% 
0.67% 0.62% 
0.69% 0.66% 
0.69% 0.66% 
0.69% 0.66% 
0.69% 0.69% 
0.89% 0.69% 

Source: Federal Reserve Statistical Release H.15, available at http://www.federalreserve.govlreleases~l 5/data.him 

Note: As of 11/22/06, Bank Prime Rate had not changed, it is left here at 8.25% for Nov-06 - due to Commission ixeferrad int~'est 
rate calculation methodology of using lagged quarterly interest rotes, this value does not factor into current reparations calculations 

Note: In 18 C.FR. § 340.1(cX2)(I), the regula~ons state the interest rate shall be taken from Statistical Release G.13, however 
• is release was discontinued by the Federal Reserve in 2002 - all applicable rates are available in Release H.15 
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