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Re: BP West Coast Products LLC and ExxonMobil Oil Corporation v. SFPP, L.P., 
Docket No. OR08-__________ 

Dear Madam Secretary: 

 In accordance with the requirements of the Interstate Commerce Act (“ICA”), the Rules 
and Regulations of the Federal Energy Regulatory Commission (“FERC” or “Commission”), and 
the Commission’s Orders in Docket No. OR07-20-000, BP West Coast Products v. SFPP, L.P., 
121 FERC ¶ 61,243, at ¶¶ 8-11 (2007), reh’g denied, 123 FERC ¶ 61,121, at ¶¶ 6-10 (2008), 
ExxonMobil Oil Corporation and BP West Coast Products LLC (“Indicated Shippers”) hereby 
tender for filing with the Commission their Sixth Original Complaint against SFPP, L.P. 
 
 The Commission recently held that a shipper who seeks to challenge all facets of an 
index rate increase must file multiple individual complaints, in addition to the protest.  As the 
Commission put it: 
 

In any event, the relief is to file multiple complaints against the 
index increase and the cumulative increases as BP West Coast 
itself suggests.  This may be repetitive, but it is intrinsic to the 
indexing procedure and enables the challenges that BP West Coast 
claims it cannot make. 

BP West Coast Products LLC v. SFPP, L.P., 123 FERC ¶ 61,121, at ¶ 6 (2008).  
 
 A general complaint against all of SFPP’s rates is now required by the Commission to be 
filed each year, along with a protest and a separate complaint against the current year index 
increase, and a complaint seeking data to provide additional support for the allegation of 
“reasonable grounds to believe,” if necessary.  A general complaint encompasses all index rate 
increases prior to the date of the complaint as well as the currently effective rates, plus a two-
year retroactive period for reparations.  Thus, pursuant to Commission direction, this general 
Complaint challenges all of the currently effective rates of SFPP, including the rates in the two 
most recently filed tariffs affecting the West and East lines.  This Complaint thus encompasses 
all of SFPP’s rates in effect on the date of this Complaint, August 8, 2008, including those in 
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SFPP’s June 30, 2008 East Line and West Line tariff filings in Docket No. IS08-389-000 
tendering FERC Tariff No. 173 (canceling FERC Tariff No. 162) (East Line), and Docket No. 
IS08-390-000 tendering FERC Tariff No. 171 (canceling FERC Tariff No. 167) and FERC Tariff 
No. 172 (canceling FERC No. 166) (West Line), as well as SFPP’s currently effective rates for 
service on its North, Oregon, Sepulveda and Watson lines as reflected on its FERC Tariff Nos. 
168, 169, 165, 166 and 167, respectively . 
  
 Indicated Shippers are most willing, indeed anxious to: 
 
 (1) Settle the aspects of this Complaint dealing with the East Line if the parties, now 
engaged in settlement discussions in Docket No. IS08-28-000 regarding SFPP’s East Line Phase 
II expansion, reach agreement.  No additional consideration for settlement of this Complaint will 
be sought.  In the alternative, if the settlement talks fail, consolidate the East Line aspects of this 
Complaint with the ongoing East Line cases in Docket Nos. IS08-28-000, OR03-5-000, et al., 
and IS08-389-000.  In order to achieve this, the East Line aspects of this Complaint should be 
severed and consolidated now. 
 
 (2) Sever the West Line aspects of this Complaint and consolidate with the new West 
Line rate increase case in Docket No. IS08-390-000.  The new West Line rates went into effect 
on August 1, 2008, just before the date of this Complaint, so all aspects of the two should be the 
same, except for one major difference in potential relief. The Complaint will go back two years 
in time for reparations, thus covering the 2008 index rate increase of July 1, 2008. In contrast, 
SFPP will claim that relief is limited to August 1, 2008, the date its rate increase became 
effective, but that rate increase was filed on top of the July 1, 2008 index rate increase. SFPP 
would thus leave the 2008 index rate increase intact. One hearing should be enough. 
 
 (3)   Hold the aspects of this Complaint dealing with the North Line and Oregon Line 
cases in abeyance pending resolution of Docket No. OR03-5-001 involving complaints against 
SFPP’s North Line and Oregon Line.  The West Line portions of the Complaint cannot be held in 
abeyance pending resolution of Docket Nos. OR03-5-000, et al., because the West Line 
complaints are now for a “locked in” period, prior to the 2008 index rate increase and superseded 
by a rate filing by SFPP.  Thus, the West Line portions of the Complaint must be addressed now, 
and better for all if one hearing covered both the 2008 rate case and the 2008 complaint case, 
effective virtually contemporaneously. 
 
 Thus, there would be no additional hearings required with respect to the East and West 
Lines, conserving the resources of all, and the outcome of the North and Oregon line complaints, 
which are not locked in, if not indexed forward, may well obviate the need to try this Complaint 
at all with respect to these two lines. 
 
 Towards this objective, counsel for Indicated Shippers will be contacting counsel for 
SFPP and the other parties to the referenced cases in an effort to secure a motion with unanimous 
consent.  The report of this effort will be duly presented to the Commission, although unanimous 
consent is not required for the Commission to act. 
 
 Kindly acknowledge receipt of this filing.  Thank you for your assistance in this matter.  
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Sincerely,  
 
/s/  R. Gordon Gooch 
 
R. Gordon Gooch 
 

Attachments 
cc: Charles Caldwell, Counsel for SFPP 
 Thomas Bannigan 
 Peter Dito 
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UNITED STATES OF AMERICA 
BEFORE THE 

FEDERAL ENERGY REGULATORY COMMISSION 
 
BP West Coast Products LLC and    ) 
ExxonMobil Oil Corporation,    ) 
       ) 

Complainants,     ) 
       ) 

v.     ) Docket No.  OR08-______ 
       ) 
SFPP, L.P.,      ) 
       ) 
 Respondent.     ) 
 
 
 

SIXTH ORIGINAL COMPLAINT OF 
BP WEST COAST PRODUCTS LLC AND 

EXXONMOBIL OIL CORPORATION 
AGAINST SFPP, L.P. 

 
 Pursuant to Rule 206 of the Rules of Practice and Procedure of the Federal Energy 

Regulatory Commission (“Commission” or “FERC”), 18 C.F.R. § 385.206, Section 343.2 of the 

Procedural Rules Applicable to Oil Pipeline Proceedings, 18 C.F.R. § 385.343.2, Sections 1(5), 

8, 9, 13, 15, and 16 of the Interstate Commerce Act, 49 U.S.C. App. §§ 1(5), 8, 9, 13, 15, and 16 

(1988) (“ICA”), and Section 1803 of the Energy Policy Act of 1992 (“EPAct”), BP West Coast 

Products LLC and ExxonMobil Oil Corporation (together, “Indicated Shippers” or 

“Complainants”) hereby file this Sixth Original Complaint against SFPP, L.P. (“SFPP”). 

 This Complaint encompasses all of SFPP’s rates in effect on the date of this complaint, 

August 8, 2008, including those in SFPP’s June 30, 2008 East Line and West Line tariff filings 

in Docket Nos. IS08-389-000 and IS08-390-000 respectively (“June 30 Filings”), tendering 

FERC Tariff No. 171 (canceling FERC Tariff No. 167) and FERC Tariff No. 172 (canceling 

FERC Tariff No. 166) in Docket No. IS08-390 (West Line), and FERC Tariff No. 173 (canceling 

- 1 - 
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FERC Tariff No. 162) in Docket No. IS08-389 (East Line), as well as SFPP’s currently effective 

rates for service on its North, Oregon, Sepulveda, and Watson Lines as reflected on its FERC 

Tariff Nos. 168, 169, 165, 166 and 167, respectively.  

 A general complaint against all of SFPP’s rates is now required by the Commission to be 

filed each year, along with a protest and a separate complaint against the current year index 

increase, and a complaint seeking data to provide additional support for the allegation of 

“reasonable grounds to believe,” if necessary.  A general complaint encompasses all index rate 

increases prior to the date of the complaint as well as the currently effective rates, plus a two-

year retroactive period for reparations.  Thus, pursuant to Commission direction, this general 

complaint challenges all of the currently effective rates of SFPP, including the rates in the three 

most recently filed tariffs affecting the West and East lines,  FERC Tariff Nos. 171, 172 and 173, 

as well as its North, Oregon and Sepulveda Lines, FERC Tariff Nos. 168, 169, and 165.) 

 Indicated Shippers are most willing, indeed anxious to: 
 
 (1) Settle the aspects of this Complaint dealing with the East Line if the parties, now 

engaged in settlement discussions in Docket No. IS08-28-000 regarding SFPP’s East Line Phase 

II expansion, reach agreement.  No additional consideration for settlement of this Complaint will 

be sought.  In the alternative, if the settlement talks fail, consolidate the East Line aspects of this 

Complaint with the ongoing East Line cases in Docket Nos. IS08-28-000, OR03-5-000, et al., 

and IS08-389-000.  In order to achieve this, the East Line aspects of this Complaint should be 

severed and consolidated now. 

 (2) Sever the West Line aspects of this Complaint and consolidate with the new West 

Line rate increase case in Docket No. IS08-390-000.  The new West Line rates went into effect 

on August 1, 2008, just before the date of this Complaint, so all aspects of the two should be the 

- 2 -  
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same, except for one major difference in potential relief. The Complaint will go back two years 

in time for reparations, thus covering the 2008 index rate increase of July 1, 2008. In contrast, 

SFPP will claim that relief is limited to August 1, 2008, the date its rate increase became 

effective, but that rate increase was filed on top of the July 1, 2008 index rate increase. SFPP 

would thus leave the 2008 index rate increase intact. One hearing should be enough. 

 (3)   Hold the aspects of this Complaint dealing with the North Line and Oregon Line 

cases in abeyance pending resolution of Docket No. OR03-5-001 involving complaints against 

SFPP’s North Line and Oregon Line.  The West Line portions of the Complaint cannot be held in 

abeyance pending resolution of Docket Nos. OR03-5-000, et al., because the West Line 

complaints are now for a “locked in” period, prior to the 2008 index rate increase and superseded 

by a rate filing by SFPP.  Thus, the West Line portions of the Complaint must be addressed now, 

and better for all if one hearing covered both the 2008 rate case and the 2008 complaint case, 

effective virtually contemporaneously, but with different relief possible. 

 Thus, there would be no additional hearings required with respect to the East and West 

Lines, conserving the resources of all, and the outcome of the North and Oregon line complaints, 

which are not locked in, if not indexed forward, may well obviate the need to try this Complaint 

at all with respect to these two lines. 

 In support hereof, Complainants state as follows: 

- 3 -  
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I. 
 

COMMUNICATIONS AND CORRESPONDENCE 
 

 Communications and correspondence regarding this Complaint should be directed to the 

following persons: 

Elizabeth E. Atlee 
BP West Coast Products LLC 
BP Legal Western Region 
6 Centerpointe Drive 
Room 549 
La Palma, CA 90623 
Tel: (714) 228-6726 
 

 R. Gordon Gooch 
 Travis & Gooch 
 851 N. Glebe Road 
 Suite 1911 
 Arlington, VA  22203-9998 
 (703) 351-7520 
 gordon_gooch@travisandgooch.com

Kevin J. Vaughan 
Counsel, Refining & Supply 
ExxonMobil Oil Corporation 
3225 Gallows Road 
Fairfax, VA 22037 
Tel: (703) 846-4416 
 

Elisabeth R. Myers 
Husch Blackwell Sanders LLP 
750 17th Street, N.W., Suite 1000 
Washington, D.C.  20006 
Tel:  (202) 378-2307 
Fax: (202) 378-2319 

  elisabeth.myers@huschblackwell.com
 

II. 

PARTIES 

 Complainants are shippers of refined petroleum products on SFPP’s common carrier 

pipeline system.   

SFPP is an oil pipeline engaged in the transportation of oil in interstate commerce 

regulated as a “common carrier” by the Commission under the Interstate Commerce Act 

(“ICA”).  

III.  

BACKGROUND AND SUMMARY OF COMPLAINT 

 The Commission’s regulations allow oil pipelines to file for an annual rate increase up to 

(or down to) a percentage promulgated by the Commission each year.  18 C.F.R. § 342.3.  All 

- 4 -  
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that is required is an allegation by the pipeline, reflected in the Page 700 of the pipeline’s Annual 

FERC Form 6 Report, that there have been “actual” cost of service increases between the current 

year and the prior year, after any revisions to the prior year’s claimed cost of service.   

 Pursuant to the Commission’s regulations, 18 C.F.R. § 343.2(c)(1), shippers may 

challenge the index rate increase on one or both of two grounds.  The first, not applicable here 

and thus not discussed, is that the pipeline’s rate increase exceeds the allowed percentage.  The 

second, here material, is that the rate increase is so substantially in excess of the actual cost 

increase that the resulting rate would not be just and reasonable.  Under Section 343.2(c)(1) of 

the regulations, as affirmed by the U.S. Court of Appeals for the D.C. Circuit, Association of Oil 

Pipe Lines v. FERC, 83 F.3d 1424 (D.C. Cir. 1996), the only burden on shippers is to allege 

reasonable grounds to assert that the rate increase within the ceiling of the annual percentage is 

substantially in excess of the actual cost increase, i.e., that the rate is unjust and unreasonable 

18 C.F.R. § 343.2(c)(1).  If the shippers make the requisite pleading, then the burden falls upon 

the pipeline to prove that the rate then in effect, with the index increase embedded in it, is “just 

and reasonable,” just like in any other ICA Section 15 rate case. 

 The Commission recently held that a shipper who seeks to challenge all facets of an 

index rate increase must file multiple individual complaints, in addition to the protest.  As the 

Commission put it: 

In any event, the relief is to file multiple complaints against the 
index increase and the cumulative increases as BP West Coast 
itself suggests.  This may be repetitive, but it is intrinsic to the 
indexing procedure and enables the challenges that BP West Coast 
claims it cannot make. 

BP West Coast Products LLC v. SFPP, L.P., 123 FERC ¶  61,121, at ¶ 6 (2008) (“May 5 

Order”).  

- 5 -  

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



 

  The alternative would be to accept a permanent rate increase that would apply both 

prospectively, raising current rates, and retroactively, raising past rates above the “just and 

reasonable” level, the latter if shippers were successful in complaint cases. 

 The four separate pleadings in four separate dockets to be filed each year are: 

1. A protest against the index rate increase 
  

 Commission decisions, as we comprehend them, indicate that the protest is factually 

limited to a comparison of the difference in the total cost of service claimed on Page 700 of the 

Form 6 (annual cost of service) for the current year less the claimed cost of service for the 

preceding year, which may be adjusted retroactively, and that the Form 6 must be taken “as is.” 

As stated by the Commission on rehearing: 

[T]he place to begin is 18 C.F.R. §343.2(c)(1) which provides in part:  

A protest or complaint filed against a rate proposed or established 
under § 342.3 [indexing] of the chapter must allege reasonable 
grounds for asserting that … the rate increase is so substantially in 
excess of the actual cost increases incurred by the carrier that the 
rate is unjust and unreasonable...1

 
The Commission construes this language as comparing the results 
of the rate increase to cost increases that are actually incurred by 
the carrier.  This is because application of the index results in a rate 
increase that increases revenues either on a percentage basis or a 
dollar basis.  As the December 14 Order explained, the 
Commission only applies a percentage test when reviewing a 
protest and normally applies that test for complaints.  The 
Commission uses a dollar comparison only under the limited 
circumstances as discussed in the November 9 Orders, and the 
December 14 Order as well.  
1       18 C.F.R. §343.2(c)(2).

 
 May 5 Order, 123 FERC ¶ 61,121, at ¶ 6. [1] 

                                                 
1 To illustrate this point, in Docket No.  IS05-327-000 involving SFPP’s 2005 index rate increase, the 
Commission granted SFPP an index rate increase of approximately $4,500,000 to cover a claimed cost increase of 
less than $500,000, at a time when SFPP was reporting excess profits of $16,980,012 in 2004.  SFPP, L.P., 111 
FERC ¶ 61,510, order on reh’g, 113 FERC ¶ 61,253, at ¶¶ 10, 17 (2005). 

- 6 -  
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 If the protest is accepted by the Commission, then the case is referred first to a settlement 

Judge and consecutively set for hearing, in which the pipeline must prove that the rate currently 

being collected, with the index increase embedded in it, is “just and reasonable.”  If the pipeline 

fails, then the index increase is rolled back with refunds and interest to all shippers. 

 However, the Commission has discretion to decline to investigate the rate, even if 

shippers meet their burden of alleging “reasonable grounds to believe” that the resulting rate is 

not just and reasonable.  ExxonMobil Oil Corporation v. FERC, Case Nos. 05-1471 and 05-1472, 

Unpublished Slip Op., 2007 WL 754800 (D.C. Cir. Feb. 27, 2007). 

 Indicated Shippers filed the protest required under item 1 above on June 16, 2008 in 

Docket No. IS08-302, SFPP’s 2008 index rate increase filing.  The Commission issued its order 

accepting SFPP’s 2008 index rates on June 30, 2008, making no mention of Indicated Shippers’ 

protest nor addressing the arguments presented for consideration.  Indicated Shippers requested 

rehearing on July 30, 2008, respectfully suggesting that the Indicated Shippers had the right 

under the due process clause and the clause protecting the right to petition the government for 

redress of grievances under the Constitution, and the right under the statute and regulations, to be 

heard on the protest. 

2. A specific complaint against the index rate increase. 
 

 Commission decisions, as we comprehend them, indicate that a complaint against an 

index rate increase also only has the burden of alleging “reasonable grounds.”  The fact issues 

that can be raised are also limited: 

                                                                                                                                                             
 The orders referred to in the cited text are BP West Coast Products, LLC v. SFPP, L.P., 121 FERC ¶ 61,141 
(2007) and Tesoro Refining and Marketing Company v. Calnev Pipe Line, L.L.C., 121 FERC ¶ 61,142 (2007) 
(“November 9 Orders”) and BP West Coast Products LLC v. SFPP, L.P.,121 FERC ¶ 61,243 (2007) (“December 14 
Order”). 
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The first [type of complaint against index rate increase] is whether 
there are reasonable grounds to conclude that an index-based 
increase taken in a single year results in rates that are unjust and 
unreasonable.  This is a narrow test that is based on a comparison 
of Page 700 of the relevant years, with very narrow exceptions.  
One of these exceptions includes a review of the percentage or 
dollar increase in the return under restrictive circumstances.  The 
only technical issue here is whether the pipeline properly 
performed the requisite calculations using its existing cost-of-
service methodology and its accounts.  This is consistent with the 
simplified cost recovery purpose of the Commission’s indexing 
methodology and regulations. 

December 14 Order at ¶ 8 (footnote omitted).  

The referenced “narrow exception” is: 
 

The complaint asserts that SFPP’s 2006 FERC Form No. 6 
demonstrates that SFPP is already over-recovering its cost-of-
service and under a Commission order dated June 6, 2007, this 
provides reasonable grounds to conclude that the resulting rates are 
unjust and unreasonable.2  In reply, SFPP asserts that the June 6 
Order is inconsistent with the Commission’s regulations, but the 
Commission need not reach that point.  On November 9, 2007, the 
Commission issued related orders3 limiting the scope of the June 6 
Order to cases where:  (1) the pipeline is substantially over-
recovering its costs, and (2) the index-based increase would 
substantially exacerbate that increase due to the difference between 
the dollar amount of the pipeline’s actual cost increases and the 
additional revenue that would be generated by the indexed-based 
increases.  SFPP states that its cost-of-service increased by 15.3 
percent and the index only allowed a 4.3186 percent increase in 
revenue.  SFPP’s claims are accurate and therefore the complaint 
fails the modified test announced in the cited October [sic] 2007 
SFPP and Calnev Orders. 
2       SFPP, L.P., [sic] 119 FERC ¶ 61,241 (2007) (June 6 Order). 
3       BP West Coast Products, LLC v. SFPP, L.P., 121 FERC ¶ 61,141 (2007) and Tesoro 
Refining and Marketing Company v. Calnev Pipe Line, L.L.C., 121 FERC ¶ 61,142 (2007). 

 
December 14 Order at ¶ 4.  

 
On rehearing the Commission added: 
 

Finally, BP West Coast asserts that the Commission erred in 
failing to apply the standard that permits a complaint to lie if (1) 
the pipeline is substantially over-recovering its costs and (2) the 
index-based increase would further exacerbate that over-recovery.  
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It asserts that SFPP was over-recovering its 2006 cost-of-service 
by $15,585,398 at the end of 2006 and that the increased revenues 
from the July 1, 2007 index-based increase as applied to SFPP’s 
December 31, 2006 revenues would increase this over-recovery by 
$6,010,323.  It concludes that this meets the standard.  As already 
explained, this argument is incorrect.  The index methodology 
works by comparing, in this case, 2005 year end costs (and over-
recoveries) to 2006 year end costs (and over-recoveries).  Thus, as 
the second example in BP West Coast’s affidavits shows, the over-
recovery it posits as of December 31, 2005 was some $29,499,586.  
This over-recovery was reduced by the cost increases of 
$16,403,222 and increased by any revenue growth, in this case 
$2,489,034, for an over-recovery at the end of 2006 of 
$15,585,398.  The projected increase in the over-recovery during 
the effective period of the next increase is $6,010,323.2  The 
resulting projected over-recovery for the full year 2007 is 
$21,595,721, which is less than the $29,449,586 for the calendar 
year 2005.  Thus, the Commission correctly dismissed the instant 
complaint.    

 May 5 Order, 123 FERC ¶ 61,121, at ¶ 11. 
 
While the Commission has discretion to decline to investigate rates as requested in a 

protest, no such discretion exists when a complaint is filed.  A complaint must be considered on 

its merits.  So, as in the case of accepted protests, the complaint case is referred first to a 

settlement Judge and consecutively set for hearing, in which the pipeline must prove that the rate 

currently being collected, with the index increase embedded in it, is “just and reasonable.”  If the 

pipeline fails, then the index increase is rolled back, with refunds and interest.   

3. A specific complaint seeking a Staff audit in order to look behind the 
summary numbers that the pipeline files in Page 700. 

 
The second type of proceeding is a complaint that provides 
reasonable grounds to conclude that the pipeline did not properly 
apply its existing cost-of-service methodology to develop the 
underlying cost inputs used to develop the Page 700 in its annual 
FERC Form No. 6, or the inputs were improperly entered into its 
accounts or the calculation.  These are mechanical costing and 

                                                 
2 Technically the revenue increase would be for only 6 months in a calendar year.  However, since the 
relevant figures are not necessarily available, the projected revenue increase is assumed effective January 1 to 
compare the any “over-recovery” existing on the year end Page 700 for the calendar years 2005 and 2006.  
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accounting matters that are normally handled as part of the 
Commission’s ongoing audit procedures unless a complainant 
shows credible grounds to believe that a significant problem is 
involved.  The Commission notes that pipelines submit their FERC 
Form No. 6 under oath and exposes the pipeline and its employees 
to civil and criminal sanctions if there are purposeful errors in 
either regard.10 

10  SFPP corrected and refiled its FERC Form No. 6 where necessary to 
assure an accurate presentation of the accounts.  Cf. SFPP, L.P., 102 FERC ¶ 
61,334 (2003). 
 

December 14 Order at ¶ 9. 

 On rehearing the Commission stated: 

The remaining assertions are equally off the mark.  BP West Coast 
asserts that the Commission accepts the index calculations 
provided by the pipeline without an opportunity for challenge by 
shippers.  However the December 14 Order expressly stated that 
parties with standing could file complaints asserting that the 
calculations were preformed incorrectly using the pipeline’s 
existing cost of service factors and, by extension, its accounting 
procedures.  The December 14 Order also stated that the 
Commission would normally conduct an audit if it has any concern 
that the mechanical annual determination of the pipeline costs, 
including annual adjustments to such factors as the cost of capital.  
BP West Coast asserts that all the underlying work papers are in 
the control of the pipeline.  This is true, but many of the important 
source numbers are reflected in the detailed numbers in the 
pipeline’s FERC Form No. 6.  The second point in this regard is 
that any complaint must clearly state its purposes and reasons. 

May 5 Order at ¶ 9. 

 Indicated Shippers respectfully suggest that it is impossible for shippers to know whether 

SFPP’s “calculations were performed incorrectly using the pipeline’s existing cost of service 

and, by extension, its accounting procedures” without access to the underlying workpapers that 

are in control of the pipeline and available only to the Commission.  The Commission 

acknowledges that shippers are not allowed to see the underlying workpapers.  Thus, shippers do 

not have access to the on-the-shelf documents that could demonstrate additional “reasonable 

grounds to believe” that the resulting rates are not just and reasonable. 
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 However, the Commission went on to say that “many of the important source numbers 

are reflected in the detailed numbers in the pipeline’s FERC Form No. 6,”  May 5 Order at ¶ 9, 

supra.  Until this holding was made, Indicated Shippers were of the view that challenges were 

limited to data shown on page 700, and, underlying that, the workpapers of the Page 700, if 

shippers could get access.  There is, of course, a substantial difference between the financial 

accounting under the Uniform System of Accounts and the FERC accounting for ratemaking 

purposes, the differences being a main reason why the Commission required page 700, the 

“Annual Cost of Service Based Analysis Schedule.” 

 In the case of SFPP’s 2008 index rate increase, it turns out that the necessary data to 

confirm the “reasonable grounds to believe” alleged by Indicated Shippers, confirming what is 

shown on the face of page 700, is found in the Form 6, as will be further elucidated in the 

complaint against the index rate increase. 

 Therefore, it does not appear necessary for Indicated Shippers to file an “Audit” 

complaint this year.  If Indicated Shippers are mistaken in this view, then an Audit Complaint 

may be filed.   

4. A general complaint against all current rates which would include all of the 
increments of indexed rates up until the time of the complaint. 

 
As stated by the Commission: 
 

The third proceeding is a complaint against the level of the base 
rate, which in this context can mean two different things, which are 
not mutually exclusive.  One is that the cumulative increases from 
the index-based increases over the years now exceed the 
cumulative increases in the pipeline’s actual costs to the point that 
the resulting rates are unjust and unreasonable.  The second is that 
the cost components embedded in the pipeline’s cost-of-service are 
improperly defined or no longer accurately measure the pipeline’s 
costs.  These can include the specifics of income tax allowances, 
return, rate base, operating and maintenance expenses, capital 
structure, and overhead costs, which are the type of factors listed in 
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the complaint.  A complainant must pursue these issues in a 
complaint against the base rates and not one that attempts to 
conflate this more complicated proceeding with the more 
simplified procedures and limited relief involved in the two 
previous examples.  

December 14 Order at ¶ 10 (footnote omitted). 

 Once the Commission has determined the just and reasonable rates that can be legally and 

lawfully charged, SFPP will try to induce the Commission to raise the “just and reasonable” rates 

up again automatically by “indexing forward,” but Indicated Shippers will object.  This is a 

complaint case, and Indicated Shippers assert that there is no statutory basis for a pipeline to 

obtain a rate increase above the just and reasonable level in a complaint case.  Any rate increase 

would have to be applied for separately, subject to challenge by shippers. 

 The Commission has addressed this subject: 
 

BP West Coast also asserts that the Commission permits pipelines 
to make permanent index-based increases without any possibility 
of review.  While not an issue in this case, the essence of this 
charge is that if a rate is set in response to a complaint, it is then 
indexed forward and some of these index-increases may be beyond 
review by the time a final rate is in effect.  The short answer is that 
BP West Coast has no standing to raise the issue here because it 
has not complained against the base rate and as such has suffered 
no injury relevant to its complaint. 

 
May 5 Order at ¶ 10. 

 
This issue is raised in the general complaint. 
 
The Commission should thereupon proceed to set this matter for hearing and determine 

whether all the rates then currently being collected, including the “base rate,” any pending rate 

increase cases, and all index rate increases, are “just and reasonable.”  If not, then the rates will 

be rolled back to just and reasonable levels, with reparations going back two years from the date 

of the complaint for all complainants.  (Any indexing forward of the “just and reasonable” rate 

will be contested.) 
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 The instant Complaint constitutes the document required by item number 4 above.  The 

Commission already has decided that all index rate increases up to the date of complaint are 

covered in a general complaint against the currently effective rate, December 14 Order at ¶ 10.

 Accordingly, this Complaint challenges all of SFPP’s rates in effect on the date of this 

Complaint, August 8, 2008, stating that, for the reasons given below, the rates currently in effect 

for SFPP are not “just and reasonable.”   

IV. 

ISSUES RAISED BY COMPLAINT  

 Indicated Shippers challenge each of the following components of SFPP’s rates and will 

make specific dollar issues after being afforded discovery, other than as stated below. 

 A. Income Tax Allowance for claimed current income tax liability.  This item should 

be zero even under the Policy Statement on Income Taxes Allowances, 111 FERC ¶ 61,139 

(2005). 

 B. Income Tax Allowance for claimed future income tax liability, a subset issue 

being “Accumulated Deferred Income Tax (ADIT) accounts.”  Because SFPP and KMEP “flow 

through” all tax deductions and credits to the partners each year, there is no legitimate basis to 

force shippers to pay even more income taxes for “future” tax liability when the flow through of 

the tax deductions and credits already perform this function; collection of an income tax 

allowance for “future” income taxes is a double dip and pure hidden return on equity.  All 

amounts collected from shippers, which are supposed to be reflected in the ADIT account, must 

be refunded to shippers in credits against rates. 

 C. Calculation of taxable income of SFPP.  This item should be zero, thus mooting 

item A. Whatever “tax rate” may be determined under item A, it will be multiplied by the 
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“taxable income,” and, after elimination of the additional “deferred” income tax allowance and 

the amortization of the ADIT account under item B, this amount will be zero. 

 D. Return, including but not limited to rate of return on equity, rate of return on debt, 

capital structure, rate base and additions and credits to rate base, including Starting Rate Base, 

Accumulated Deferred Income Taxes, Amortization of Deferred Earnings.  Inter alia, any claim 

for using return of capital as a substitute for return on capital for purposes of determining return 

on capital must be rejected, leading to a substantial decrease in return; the capital structure needs 

to be adjusted to take out “good will” and purchase accounting adjustments (“PAA”) and to 

correct the cost of debt so that shippers do not subsidize the leveraged buyout of Kinder Morgan.  

 E. Increases in rates due to “forward indexing” above rates filed for or adjudicated as 

being just and reasonable without full cost of service support and the right of shippers to be 

heard on the record before any such rate increases are granted.  No increase in rates after just and 

reasonable rates have been set in a complaint case would be lawful.  Any increase in a pipeline’s 

rates would require a separate, full ICA Section 15 tariff filing. 

 F. Operation, maintenance, and administrative costs, including the allocation thereof 

from other Kinder Morgan entities as well as between the interstate (including all separate 

systems), intrastate, and terminal operations of SFPP.  

 G. Volumes.  SFPP is understating projected volumes on the West Line, trying to get 

a rate increase before the substantial increase in volumes going to Las Vegas can take effect. 

 H. Cost Allocation and Rate Design; Massachusetts formula and Kansas-Nebraska 

formula.  “Black box” costs allocated to SFPP from affiliates should be excluded from SFPP’s 

cost of service. 
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 I. SFPP’s rates should be set at just and reasonable levels as of the date of this 

complaint, August 8, 2008, whether equal to or less than the superseded rates, and extended back 

two years, with full reparations, and interest, awarded, but without forward indexing.  

 J. SFPP must prove that there is, in fact, a “substantial divergence” between two sets 

of just and reasonable rates, one past, one present, just as shippers in some cases are required to 

show “substantially changed circumstances” under the Energy Policy Act of 1992.  

 Indicated Shippers raised the same basic issues in their protest to the West Line rate 

increase in Docket No. IS08-390-000. This complaint applies to all rates being collected as of the 

date of the complaint. 

V. 

COMPLAINT 

 (Preface: One of the requirements for filing a complaint is: 

“8. 18 C.F.R. § 385.206(b)(8), “include all documents that support the facts in the complaint 
in possession of, or otherwise attainable by, the complainant, including, but not limited to, 
contracts and affidavits.”   
 
 In compliance with this requirement, Indicated Shippers have included recent testimony, 

exhibits, and transcripts of cross examination in the hearing before Presiding Administrative Law 

Judge Silverstein in Docket No. OR03-5-001.  All were admitted into public evidence and are 

contained in the public record of the Commission.   

 This testimony, exhibits, and cross-examinations include that of Christopher P. Sintetos, 

an expert Tax Certified Public Accountant, and Kellye Jennings, an expert Audit Certified Public 

Accountant, which SFPP did not contest with any expert witnesses, either CPA or legal. 

 Also included is the expert testimony of Elizabeth H. Crowe, a regulatory expert. 
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 Finally, and perhaps most important, are the transcripts from the recently concluded 

hearing in Docket No. OR03-5-001, of the cross examination of Kinder Morgan’s witness 

Bullock, who, among other things, is the Chief Tax Officer of Kinder Morgan and is, himself, a 

CPA, and Kinder Morgan witness Ganz, the cost of service and income tax witness, attached 

herein as Attachments CCC and GGG, respectively. 

 The purpose of this preface is to bring to the attention of the Commission that this 

virtually uncontested and, in the case of Mr. Bullock and Mr. Ganz, uncontestable evidence, 

provide the full and complete support for outside counsel’s drafting of items A, B, and C below, 

for which outside counsel is solely responsible.  The remaining sections will require discovery, 

since the numbers are all in the hands of the pipeline, except G, which presents legal issues). 

* * * 

 Indicated Shippers challenge the justness and reasonableness of all rates in effect on the 

date of this Complaint, August 8, 2008, on SFPP’s West Line, Sepulveda Line, North Line, 

Oregon Line, and East Line, and, conditionally, the rates for SFPP’s Watson vapor recovery 

facilities.3   

A. SFPP Is Not Entitled to an Income Tax Allowance for Claimed Current Income Tax 
Liability Under the Policy Statement on Income Tax Allowances.  

 
SFPP is not entitled to an income tax allowance for any current income tax liability under 

the Policy Statement.  The Commission’s Policy Statement on Income Tax Allowances requires 

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 if there is more than one level of pass-

                                                 
3 As long as SFPP lives up to its settlement agreement with respect to the Watson vapor recovery rate in 
Docket Nos.  OR92-8-026, et al., see Letter Order Approving Settlement, SFPP, L.P., 116 FERC ¶ 61,116 (2006), 
Complainants will not challenge the Watson vapor recovery rate. 
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through entities, where the ultimate tax liability lies and the character of the tax incurred.”  

Policy Statement on Income Tax Allowances, 111 FERC ¶ 61,139, at ¶ 42 (2005).  The U.S. 

Court of Appeals affirmed the placement of the burden on the pipeline.  ExxonMobil Oil 

Corporation v. FERC, 487 F.3d 945, 954 (2007) (citing SFPP, L.P., et al., Order on Remand and 

Rehearing, 111 FERC ¶ 61,334 at 62,456 (2005)).  Thus, the burden is on SFPP to show actual 

or potential income taxes of the partners in its master limited partnership owner, Kinder Morgan 

Energy Partners, L.P., which includes the income tax rates to be applied.   

However, as Indicated Shippers have demonstrated in prior cases, KMEP flows through 

massive losses to the limited partners each year,4 and there is no current nor future income tax 

liability on negative income flowed through to partners.  Indeed, those losses in income can be 

carried forward to mitigate future positive income allocated to the limited partners from that 

same partnership and, upon sale, to reduce capital gains taxes or even to offset ordinary income 

from wholly unrelated sources. 

Instead, the general partner in KMEP is allocated income as an “incentive” to manage the 

MLP (that is, a “management fee”).5  The general partner is paid on a guaranteed basis:  

whatever amount is the general partner’s share of cash distributions (up to 50%), the general 

partner receives an equal amount of taxable income.  The calculation has nothing to do at all with 

the amount of taxable income received by the partnership or any “share” of that income by the 

General Partner.  Rather, it results from what is called an incentive distribution to manage the 

master limited partnership, clearly a management fee.  The general partner is entitled to taxable 

income whether the partnership has any income or not.  In fact, the general partner takes almost 

                                                 
4 See Attachment W (Exh. No. BPX-23, Docket No. OR03-5-001: data response from Kinder Morgan 
witness Bullock showing losses flowed through to limited partners for the years 2003 – 2006). 
5 See Attachment CCC (Transcript Excerpt, Docket No. OR03-5-001) at pg. 932, lines 1 – 15.  
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all, all, or more than all the income of the entire partnership, while the limited partners, as a 

class, who own 99% of the units, are allocated hundreds of millions of dollars in losses in 

income each year. 

The limited partners have more losses in income than is necessary to offset the “income” 

that the general partner takes as an “incentive” to manage the MLP (that is, a “management 

fee”).  That is because of the additional depreciation to which the limited partners are entitled on 

their investment, called 743(b) depreciation, arranged for and maintained by KMEP.  This 

depreciation is result of the “write up to market” of the investment in KMEP units bought on the 

NYSE and allowed by the IRS.  Depreciation begins anew at the write up, thus sheltering even 

more income, if any, from KMEP from taxation, or, if negative income is provided by KMEP, 

the depreciation rolls forward as a further offset to future taxes.  This special depreciation, 

established by KMEP and maintained by KMEP, must be factored into any determination of 

whether there is any taxable income. 

All of the above may be succinctly and conclusively established by reviewing the cross 

examination of Kinder Morgan’s chief tax officer in the official transcript of the hearing before 

Judge Silverstein on May 7, 2008, in Docket No. OR03-5-001, attached herein as Attachment 

CCC. 

Independently, Indicated Shippers understand that the Commission views the opinion of 

the U.S. Court of Appeals in BP West Coast Products LLC v. FERC, 374 F.3d 1263 (D.C. Cir. 

2004), as having been overruled by ExxonMobil Oil Corporation v. FERC, 487 F.3d 945 (D.C. 

Cir. May 29, 2007) and does not permit shippers to raise the issue of whether SFPP is not 

entitled to an income tax allowance as a matter of law.  In deference thereto, Indicated Shippers 

forbear raising that issue, but without waiver. 
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 Next, a policy statement is not “law,” as the Commission so recently recognized in its 

order on rehearing in Docket No.  PL07-2.  Order Dismissing Request For Rehearing Or 

Reconsideration, Composition of Proxy Groups for Determining Gas and Oil Pipeline Return on 

Equity, 123 FERC ¶ 61,259, at ¶ 5 (2008).  The fact that a Court of Appeals allowed the Policy 

Statement on Income Tax Allowances to be tested at the Commission, if the Court’s standards 

were met, does not change the fact that the Policy Statement itself can be challenged whenever 

implemented, as well as whether the implementation of the Policy Statement yields just and 

reasonable results.  Indicated Shippers raise both issues here. 

In sum, this section of the complaint raises the following issues: 

1. What income tax allowance, if any, can SFPP legitimately claim under the terms 

and conditions of the Policy Statement on Income Tax Allowances (as approved by the Court), 

an issue that the Commission itself held in the Policy Statement is a factual issue peculiar to each 

case.  Policy Statement on Income Tax Allowances at ¶ 32 (“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”). 

2. Whether the Policy Statement on Income Tax Allowances, as implemented, yields 

just and reasonable results, being a product of reasoned decision-making based on substantial 

evidence in the record. 

B. SFPP Is Not Entitled to an Income Tax Allowance for Any Deferred Income Tax 
Liability. 

 
 1. Terminate the income tax allowance now charged to shippers each year 

under the guise of current pre-payment of “deferred income taxes,” to be paid in the 
future. 

 
 SFPP has collected, and continues to collect, millions of dollars from shippers to cover 

claimed “deferred income tax liability.”  Neither SFPP nor any of its partners, up to and 
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including the partners in KMEP have any “deferred income tax liability” covered by SFPP since 

all tax deductions and credits are flowed through each year.  Nothing is held back to pay “future” 

taxes; if the partners do not need these deductions to offset any income received from KMEP, the 

partners themselves can use the flow through of tax deductions and credits into the future to 

offset future income taxes.  Again, this point is conclusively established by the cross-

examination of the Kinder Morgan chief tax officer, Attachment CCC.  The collection of an 

additional amount from shippers to pay a “deferred” tax is a double dip and pure extra return on 

equity in the case of SFPP and KMEP.  

 To illustrate this point: say an accelerated tax deduction will save $1 in income taxes in 

the current year.  Shippers are charged that $1.  The partners get (a) a deduction that will save $1 

and, to boot, (b) $1 from the shippers.  That makes $2.  While the $1 from the shippers can be 

spent, the deduction that will save the same $1 can be used currently, if there is any income, or 

saved for use in the future to offset future income taxes, if any.  This goes on year after year, 

until millions of dollars are collected from shippers.  

 These dollars putatively collected as an advance on the payment of future taxes  are not 

retained in cash but are flowed through, like any other cash.  SFPP makes no pretense of 

retaining the cash collected from shippers, not for a current, but for a claimed future expense, in 

the Accumulated Deferred Income Tax (“ADIT”) account.  That is correctly reported in its 2007 

Form 6, page 230 as being zero, since the cash is long gone and there is no “reserve” to pay 

future taxes of the partners.  In rate and complaint cases, SFPP will create an ADIT account for 

regulatory purposes, on the theory that it has been collecting money to put aside to pay for future 

taxes of the partners, while in fact the “future” taxes of the partners have already been covered 
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by the flow through of all deductions and credits each year and double covered by the charge to 

shippers, also flowing through. 

 Taxpaying corporate public utilities can collect in rates a “deferred income tax” 

component because a corporation is allowed to “defer” income taxes, in the sense that it is 

allowed to “normalize” income taxes.  That means the effect of the full income tax deductions 

and credits are not recognized in the year received, but are spread out, or “deferred” over a 

period of time.  Partnerships taxed as partnerships, such as SFPP and KMEP, cannot “defer” 

income taxes, even if they had any to pay.  A partnership “flows through” to the partners all 

income, deductions and credits each year, holding nothing back either for nonexistent income 

taxes on itself or for future income taxes that a partner might be called upon to pay.  This is 

easily proven by looking at the SFPP Annual Reports where the ADIT account says “zero.”  

2007 FERC Form 6, page 230. 

 What this means is, of course, that the dollars that the shippers pay each year to cover 

future income taxes really are additional income, since there is no correlating expense.  The 

partners receive the deductions and credits each year, so any future taxes are already covered.  

The result is an unconscionable double dip.  

 Recapping, if, as historically has happened at the KMEP level, the limited partners as a 

class are allocated hundreds of millions of dollars of losses in income each year, because the 

general partner takes more than all, all, or almost all of the entire income of KMEP as a 

management fee, the limited partners as a class are not going to pay income taxes.  The 

additional depreciation, called 743(b), that KMEP arranged for its public unit holders and 

accounts to them on their K-1 tax statements, shelters even more “ actual or potential” taxes.  

Thus, the credits and deductions that are flowed through each year from KMEP are carried 
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forward and can be used to offset any income from the partnership in the future, and, if there is 

no income, can be used to offset capital gains taxes on the sale of the units, or else use the 

deductions to set off ordinary income taxes from any source.  A redundant collection of cash 

from ratepayers is a double dip. 

 In sum, shippers should not be called upon to pay cash to cover a “deferred tax” due to 

withholding of credits and deductions when the credits and deductions are not withheld but are 

sent to the partners every year. 

 2. The millions of dollars of ratepayers’ money that has been collected over the 
years must be returned to ratepayers in the form of lower rates, by amortization 
under standard Commission precedent. 

 
 In addition, the pipeline must repay to shippers, through amortization lowering the rates, 

the millions of dollars that have been collected under the false premise of “deferred income 

taxes” and theoretically placed in an account called “Accumulated Deferred Income Taxes.”  

Under the Commission’s settled “South Georgia” doctrine,6 when an ADIT account is 

“overfunded,” that is, it has more cash in it than will be paid out in deferred income taxes, the 

public utility is obliged to flow the overfunded amount back to shippers and consumers.7  

Partners received the benefit of all deductions and credits each year, and, if there is no income, 

then these deductions and credits are carried forward to be, in themselves, coverage for future 

income taxes.  A double dip is not justified.  SFPP should be required to credit to its cost of 

service the amounts in the ADIT account on a 5-year amortization schedule.  Shippers have 

                                                 
6 South Georgia Natural Gas Co., Docket No. RP77-32 (letter order issued May 5, 1978). 
7            Columbia Gas Transmission Corp. and Columbia Gulf Transmission Co., 40 FERC ¶ 61,030, at ¶ 61,088 
(1987).  See also Ozark Gas Transmission System, 39 FERC ¶ 61,142, at ¶ 61,513 (1987); Memphis Light, Gas & 
Water Div. v. FERC, 707 F.2d 565, at 572-73 (D.C. Cir. 1983). 
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already “prepaid” taxes by millions of dollars which have already been covered by the flow 

through of deductions and credits. 

 Therefore, the practice of charging shippers for “deferred” income taxes has to be 

terminated prospectively and the millions that have been collected as a double dip, reflected in 

the ADIT accounts, must be refunded to shippers, in conformity with “South Georgia.” 

 Anticipating SFPP’s response:  SFPP will claim that shippers who paid those millions of 

dollars were “compensated” by the deduction of the ADIT account, as adjusted by SFPP, from 

rate base.  This, it will be said, lowers return.  In response, allow Indicated Shippers to point out 

that, once the rate was set, such as here over 20 years ago for the West Line to Phoenix, the 

ADIT account grows and grows each year, but the rate of return is not adjusted until there is a 

subsequent rate or complaint case.  It is pure sophistry to claim that the occasional adjustment in 

return is compensation for the millions collected annually, but not reflected in any lowering of 

the return until this century, when the Commission ordered two interim rate reductions affecting 

the West Line.  Then the ADIT account was built up again, to date, by annual charges to shippers 

for “deferred income taxes.”  According to the workpapers that were provided by SFPP in its 

June, 2008, West Line rate increase filing in Docket No. IS08-390, effective one month after its 

index rate increase filing in Docket No. IS08-302 became effective, over protest, SFPP has more 

than $25 million dollars of shipper money in an ADIT account.  That account is said to have 

been $4 million in 1983, now grown to more than $25 million dollars, all taken from ratepayers.  

See SFPP, L.P. West Line Interstate Rate Base for the years 1983 through test period, Statement 

E1, pages 1 and 2, filed June 30, 2008 in Docket No. IS08-390-000 and appended hereto as 

Attachment HHH.  And that is just for the West Line!  Only the workpapers underlying the page 

700 of the Form 6 might offer some information about the entire amount of ratepayer dollars 
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collected, but shippers are not allowed access to these.  Are these 25 million dollars collected 

from ratepayers in some cash reserve at SFPP?  According to the 2007 Annual Report, Form 6, 

SFPP had only $8,350 on hand at the beginning of the year.  SFPP 2007 Form 6 at Page 110. 

Are these hard dollars collected from ratepayers recognized in some account?  No, on the 

Balance Sheet, pages 110 and 111 of SFPP’s 2007 FERC Form 6, the amounts collected for 

“deferred” income taxes are said to be zero.  This is confirmed on page 230, where 

assets/liabilities for future taxes are required to be reported.  SFPP correctly reports none; there 

are no deferred tax liabilities.  The over $25,000,000 collected from West Line shippers alone 

has long since been appropriated by SFPP for the benefit of its partners.  It is time for ratepayers 

to get their money back, with interest. 

C. Indicated Shippers Challenge SFPP’s Claims with Respect to Return. 

 This challenge covers all aspects of SFPP’s claims with respect to return.  This includes 

but is not limited to rate of return on equity, rate of return on debt, capital structure, rate base and 

additions and credits to rate base, including Starting Rate Base, Accumulated Deferred Income 

Taxes, and Amortization of Deferred Earnings. 

 The basic problem with the determination of the “rate of return on equity” is whether 

return on capital (income) or return of capital (a recovery of investment -- such as depreciation -- 

called a “cash distribution” when given to partners) can be used in the “dividend yield formula” 

when master limited partnerships are included in a Proxy Group.  

 There does not appear to be any dispute that the proper place to begin to measure “return 

on equity” is the unit prices of the limited partners in master limited partnerships who buy and 

sell their units on the New York Stock Exchange.  In the settled methodology of the 

Commission, the first step is to calculate the “dividend yield.”  For a corporation, it is simply the 
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income that goes to a stockholder (a dividend) divided by the stock market price, averaged.  That 

is, as it clearly says, a “dividend yield.”  If the corporation does not send any income to the 

stockholders, then the dividend yield is, of course, zero.  This is a true “return on equity.” 

 Applying that methodology to master limited partnerships, such as KMEP, whose limited 

partners, the investors buying on Wall Street, are allocated hundreds of millions of dollars in 

income losses each year, renders the “dividend yield” zero.  The amount of income that is 

allocated to the limited partners buying on Wall Street is not public information; only access to 

the income tax returns can yield this information.  The tax returns of KMEP now being public 

information as a result of litigation at the Commission establish this fact for SFPP proxy group 

purposes.  Again, for a succinct and conclusive proof of this, please refer to the cross-

examination of the Kinder Morgan chief tax officer, Attachment CCC. 

  What is public information regarding MLPs commonly claimed for proxy groups is that 

the amount of “cash distribution” to partners exceeds, often substantially, the “Income” reported 

in financial statements.  But there is no necessary correlation that any or all of the partners 

actually receive “income” without the proof available in tax returns.  There is no claim that the 

financial accounting for “income” is the same as the tax accounting for “income.”  Indeed SFPP 

itself in its annual report to the Commission makes the very point that the two can vary 

substantially.  

As SFPP puts it:  
 

Income Tax 
For federal and state income tax purposes, SFPP is not a taxable 
entity.  As such, it does not directly pay federal or state income tax.  
SFPP’s taxable income or loss, which may vary substantially from 
the net income or net loss it reports in its statement of income, is 
includable in the tax returns for each partner.   
 

SFPP, L.P., FERC Form 6, page 123.1 (2007). 
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 So, absent proof to the contrary, it cannot be presumed that the public limited partners are 

allocated any income at all, nor can it be guessed what the income might be, if there were any.  

In fact, in the Policy Statement, Composition of Proxy Groups for Determining Gas and Oil 

Pipeline Return on Equity, 123 FERC ¶ 61,048 (2008), the Commission does presume that the 

limited partners get losses, the exact opposite.  Therefore there would be a “zero” return on 

equity, or even a negative number. 

 To avoid this result of a zero rate of return on equity, and to secure a higher rate of return 

on equity, the pipelines have persuaded the Commission tentatively, subject to litigation, that the 

“return on equity” should be measured by the “return of capital”— the “cash distributions,” even 

though no one claims that cash distributions are ordinary income such as are dividends.  “Cash 

distributions” are not “income” at all.  In addition, and independently, no one claims that 

“income” from a partnership flowed through to partners will always equal the “cash 

distribution,” assuming that any positive income is flowed through to the relevant partners.  

Rather, it seems generally conceded that the amount of income, if any, allocated is substantially 

less than the amount of cash distributions in MLPs organized along the model of KMEP.  High 

Island Offshore System, L.L.C., 100 FERC ¶ 61,043 (2005); Kern River Transmission Company, 

Opinion No. 486, 117 FERC ¶ 61,077 (2006). 

 As previously stated, MLPs do not report publicly what income, positive or negative, that 

is actually flowed through to the limited partners who buy and sell on Wall Street.  “Cash 

distributions” are reported and sometimes reflected in a column labeled “dividend” by financial 

services.  The label does not change the actual character.  Indicated Shippers object to the use of 

“cash distributions” in calculating the “rate of return on equity.” 
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Indicated Shippers also respectfully challenge any application of the Commission’s 

Policy Statement regarding the determination of return on equity to SFPP.  Policy Statement, 

Composition of Proxy Groups for Determining Gas and Oil Pipeline Return on Equity, 123 

FERC ¶ 61,048 (2008) (“Policy Statement on Return On Equity”).  There is a fundamental 

factual conflict between the Commission’s Policy Statement on Income Tax Allowances and the 

Commission’s Policy Statement on Return On Equity.  The Commission’s Policy Statement on 

Income Tax Allowances, as interpreted in an interim (not final) order on December 26, 2007, 

Order on Rehearing, Remand, Compliance, and Tariff Filings, 121 FERC ¶ 61,240 (2007), 

presumes that all limited partners receive taxable income from the partnership because they 

receive a K-1 from the partnership, even if the K-1 shows a loss in taxable income and thus no 

income tax liability.  Therefore, shippers are called upon to subsidize an annual income tax 

liability whether there is any income tax liability or not, and at marginal rates, even if those rates 

are never applicable.   

Conversely, the Policy Statement on Return on Equity presumes that the limited partners 

do not receive any taxable income from the partnership and thus use return of capital (cash 

distributions” as if the cash distributions were a “return on equity” (income)).  Here there does 

not appear to be any suggestion that the cash distributions are taxed as income in the year 

received, which makes further inconsistencies with the Policy Statement on Income Taxes.  

Instead, the suggestion is that the cash distributions become “income” at some indefinite time in 

the future.  That is because the cash distributions, being a non-taxable return of capital, operate 

to reduce the tax basis of the investment.  Thus, when a sale is made to a third party at a 

presumed profit that includes all cash distributions received, the capital gains tax will be higher 

because the early recovery of the investment makes the investment basis lower.  So the net result, 
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it is said, is the conclusion that limited partners do receive income from third persons sometime 

in the future equal to the amount of the cash distributions received.  Policy Statement on Return 

on Equity, 123 FERC ¶ 61,048, at ¶ 15.  This, of course, is not income received from either the 

public utility or the owning partnership; it is “income,” in the form of capital gains, from the 

purchaser to the former unit holder.  That cash cannot possibly be attributed to SFPP or KMEP. 

 SFPP sometimes uses sophistry to try to avoid the obvious conclusion.  SFPP points out, 

correctly, that there is a range of potential capital gains tax rates, one of them being the “ordinary 

income” tax rate.  (This point is demonstrated by the K-1 introduced in evidence in Docket No. 

OR03-5-001 as Exh. No. BPX-26 and attached hereto as Attachment Z, and the calculation of the 

capital gains tax effect of the range of applicable rates by SFPP’s expert tax lawyer).  Here is the 

sophistic syllogism: 

  Premise: Ordinary income is taxed at ordinary income rates. 

  Second premise:  Some capital gains are taxed at ordinary income rates. 

  Conclusion: Therefore, capital gains are ordinary income. 

 The obvious and fatal flaws to this SFPP sophistry are: (a) the second premise must 

disclose that only some capital gains are taxed at the ordinary income rate, and (b) the tax rate 

does not convert the capital gain into ordinary income.  To illustrate: 

  Premise: A duck can be shot with an arrow. 

  Second premise: A chicken can be shot with an arrow. 

  Conclusion: Therefore, a chicken is a duck. 

 The result of the inconsistencies between the two Policy Statements is that the 

Commission under the Policy Statement on Income Tax Allowances calls upon shippers to pay a 

current income tax allowance, as if there were taxable income allocated to each and every 
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partner, enough to trigger the marginal tax rate, however applied.  At the same time under the 

Policy Statement on Return on Equity, the Commission calls for shippers to subsidize any capital 

gains taxes as well by paying a higher rate of return on equity, even though the cash distributions 

will not be taxed at all! 

 There is also a yet-to-be-articulated deduction for the time value of money to be reflected 

in the return on equity,8 apparently on the theory that a portion of the “return on equity” is 

prepayment of capital gains taxes, due sometime in the future, if the unit is sold at a profit; this 

should be “refunded” to shippers, because the partner can invest the yet to be determined extra 

cash.  Objection to paying capital gains taxes on the sale of investments, subsidizing investors, is 

hereby raised.  Not only is there no basis for shippers to have to pay the capital gains taxes of 

partners or of shareholders in corporations, but there is another bias against shippers.  If “cash 

distributions” are used as if they are a “return on equity,” thus increasing the equity return in 

dollars substantially, the Commission then calculates now both a current and a prospective 

income tax allowance that shippers have to pay that is unquestionably too high, if there is one at 

all. 

 While the Commission was persuaded to issue a Policy Statement approving the use of 

cash distributions instead of income, as the Commission recognized, this is only a tentative 

decision to be tested in litigation.  Allow us to point out that, if “cash distributions,” which are 

not ordinary income nor taxable in the year received, are transformed into income some time in 

the future because cash distributions reduce the tax basis of the investment and therefore may 

                                                 
8  If the Commission is of the view that cash distributions become taxable income upon the sale of units to a 

third-party purchaser, it follows that the Commission is anticipating a capital gains tax that would be 
subsidized by shippers because a capital gains tax, at varying rates, is the tax that would apply at the time of 
sale.  There is, however, neither precedent nor justification for calling upon shippers to subsidize the capital 
gains taxes of either a shareholder in a corporation or a partner in a partnership. 
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generate a higher capital gains tax some time in the future, then, it follows, that the hundreds of 

millions of dollars in losses in ordinary income flowed through by KMEP also become positive 

“income” in the future, upon a sale.  Losses in income, like cash distributions, operate to reduce 

the tax basis of the investment.  So the ultimate irony would be to force shippers to make up to 

the partners for the losses in income flowed through. 

 The combination of the two inconsistent presumptions (that there both is and is not 

ordinary income each year) yields a high rate of return on equity that is not measured by a return 

on equity, but rather on a return of capital -- virtually indistinguishable from depreciation -- and, 

in turn, precipitates a higher claim for an income tax allowance, as if, in fact, income taxes 

would be due each year based on the return of capital, when, in fact, cash distributions are never 

taxed as ordinary income from a trade or business.  “Cash distributions” are never a factor in 

income taxes and are only a factor in capital gains taxes where there is an actual or a constructive 

sale. 

 This illustrates another fatal flaw in using “cash distributions” as if these were a return on 

equity.  Who would say that a public utility should earn a return or receive an income tax 

allowance on the dollars paid in by shippers to cover the “depreciation” costs, embedded in the 

rates?  According to the Statement of Cash Flow for SFPP for 2007, in the Form 6 at page 120, 

the cash generated by depreciation was $55,137,324.  That same statement reflects a Cash 

Distribution of $80,000,000.  If rates of return on equity are to be set on the basis of cash 

distributions, at least the depreciation should be deducted, which would leave $24,862,676 for 

SFPP.  The same should be done for any MLPs in proxy groups.  While, without access to the 

workpapers that underlie the page 700 cost of service, now denied to shippers until after 

discovery commences, it is not possible to calculate precisely, it should be noted that the 
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depreciation charge shown on page 700 is about half of the total return claimed (depreciation: 

$17,161.048 vs. total return: $36,166,248).  Depreciation is also more than the entire income tax 

allowance claimed of $11,973,316. 

 On this very subject it is very important to consider the testimony of two of SFPP’s 

witnesses in the recently tried case before Judge Silverstein in Docket No. OR03-5-001.  The 

transcript of the cross examination of SFPP cost of service and tax witness Ganz, which includes 

quotations from the Presiding Judge’s question to witness Williamson, confirms the impropriety 

of using depreciation dollars, embedded in cash distribution dollars, as income or the basis for an 

income tax allowance.  See Attachment GGG. 

 Not reflected in the Policy Statement on Income Tax Allowances nor in the other Policy 

Statement is the fact that shippers also presently are required to pay hard dollars each year to 

cover “deferred” income taxes of partners, even though “deferred taxes” do not exist because the 

partners get the full benefit of deductions and credits each year, with the ability to carry over 

losses to future years.  This is both a hidden return on equity and a hidden income tax allowance.  

Over $25,000,000 on the West Line alone has been collected without any pretense that these 

sums have been “reserved” to pay future taxes, since SFPP correctly reports that there is no 

provision for funds to pay future taxes of the partners, and further reports that there is no future 

income tax liability in their annual reports; see SFPP FERC Form 6, at page 110, line 13; page 

111, line 42; and page 230 (the last being a specific report on deferred income tax liabilities, 

reporting none). 

 This situation cannot be allowed to continue.  The situation can perhaps be summarized 

as follows: 
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 1. It is presumed that all partners in KMEP do have income from the partnership and 

thus have actual or potential income taxes to pay each year, at certain disputed marginal tax 

rates, even when the uncontradicted income tax returns show hundreds of millions of dollars in 

losses in income each year for the limited partners.  The facts, based on solid evidence and law 

show no income tax liability when there is no income.  Further, the cross examination of the 

KMEP chief tax officer, Attachment CCC, succinctly and conclusively establishes that the 

general partner gets income each year whether or not the partnership has any income at all, even 

when the income exceeds the total income of the partnership itself.  SFPP calls this an 

“incentive” for good management; we call it a “management fee,” but the label does not matter;  

what matters is that the General Partner is not getting a “share” of the income divided up among 

the partners.  The General Partner is getting its incentive/management fee off the top before the 

partnership income, if any, is distributed to partners—including to the general partner for its 1% 

interest.  Shippers cannot be called upon to underwrite income tax liability for persons being 

compensated for providing services, even to the point of taking more than all of the income of 

the partnership as a fee. 

 2. It is presumed that all partners in MLPs, including KMEP, do not have income 

from the partnership and thus receive a zero rate of return on equity.  With no “return on capital” 

to use in setting a reasonable “return on capital,” the Commission intends to use return of capital 

-- cash distributions -- instead.  “Cash distributions” are never ordinary income for partners; cash 

distributions are not taxed as income.  The only time cash distributions affect the calculation of a 

tax is on the actual or constructive sale of a unit or part thereof, and that is only because the 

partner has already got some or all of his investment dollars back.  It has nothing to do with the 

- 32 -  

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



 

operation of a public utility and its return on equity.  This, too, is conclusively proven by the 

cross examination of the Kinder Morgan chief tax officer, Attachment CCC. 

 3. Using cash distributions, a return of capital, as if they were a return on capital, has 

two effects.  First, it drives the return on equity substantially higher.  Second, it drives the 

income tax allowance, if any, substantially higher, since the pretense is that the cash distributions 

are current taxable “income” and thus are subject to current ordinary income taxes.  No one 

claims that cash distributions are taxed as ordinary income each year.  And no one claims that a 

ratepayer should pay an income tax allowance on the depreciation dollars that the ratepayer pays 

each year, depreciation dollars being a source for cash distributions. 

 4. Thus, in addition to using cash distributions for purposes of calculating a current 

income tax allowance substantially higher than if “return on equity” was used, the shippers are 

supposed to underwrite the eventual capital gains that a unit holder might owe-- if the unit is sold 

at a profit over the owner’s tax basis, a speculative assumption at best.  Indicated Shippers object 

to being called upon to subsidize capital gains taxes, whether for partners or shareholders. 

 5. Part of the high rate of return generated by using return of capital is said to be a 

prepayment of the eventual capital gains taxes.  It remains to calculate a time value of money for 

the period before the capital gains tax is due on the presumed sale at a profit which also must be 

presumed to be high enough to cover all cash distributions that have not already been covered by 

the allocation of income, which offsets cash distributions, raising the tax basis of the investment. 

 These points are well illustrated by Attachment RR, reviewed now by footnote.9

                                                 
9  Attachment RR is Exh. No. BPX-44 from the Docket No. OR03-5-001 proceeding.  It shows a hypothetical 
study of a K-1 for an individual public limited partner in an MLP (comparable to Kinder Morgan Energy Partners, 
L.P). It consists of three pages covering three points, A, B, and C:  

 A depicts what happens to the tax basis of an individual partner in a three year period, here assumed to be 
2002, 2003, and 2004.  
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 The parameters of the variables here are legion: how many years before the sale will take 

place, what will be the purchase price on the NYSE; what will be the tax basis of the owner at 

that time, what with the potential of both cash distributions and losses in income reducing the tax 

basis and allocation of income increasing the tax basis, thus reducing capital gains; what loss 

carry forwards, resulting from losses in income and deductions and credits that have been flowed 

through over the years and not used to offset income taxes, if there are none; what capital gains 

tax rates will apply at the time, there being a whole range of rates now; etc, starting and ending 

with the inquiry of “how much of the return on equity is a prepayment for eventual capital gains 

taxes each year, and at what rate of return on the investment should be assessed?”  Surely the 

rate of return for ratepayers should be no less than the nominal rate of return that the pipelines 

are charging ratepayers in two bites, one current, one deferred.  Attachment RR shows that 40% 

of the cash distribution can be attributed to an income tax allowance on top of the “return on 

                                                                                                                                                             
 In the first year, the partner is allocated only a cash distribution and no income. The tax basis goes down by 
the amount of the cash distribution. In the second year, 2003, the partner is allocated both a cash distribution and 
income. The tax basis goes down by the amount of the cash distribution and then is raised back up again by the 
amount of the income. In the third year, 2004, the partner is allocated a cash distribution and a loss in income.  The 
tax basis goes down by both the cash distribution and the loss in income. (“cash distributions” depicted are analyzed 
for the amount that is a cash distribution and the amount that ratepayers pay for the income tax allowance on the 
cash distribution — in this case 60% of the cash distribution comes from the return of capital (shown as return on 
equity, a misnomer) and 40% comes from the income tax allowance on that cash distribution claimed by SFPP in the 
North Line rate case in Docket No. IS05-230). 

 B depicts the federal income tax consequences each year. In the first year, 2002, when only a cash 
distribution was allocated, there is no income tax on the $2 cash distribution, but ratepayers have paid $ .80 to cover 
the zero tax. In the second year, 2003, again there is no tax on the cash distribution, but there is a tax of $.28 on the 
$1 in income (using, without waiver, the Commission’s disputed claim that there is a 28% marginal tax rate applied 
to all individual income, when no individual pays any marginal tax rate). Ratepayers have paid $1.60 now to cover a 
$ .28 income tax. In the third year, 2004, there is the cash distribution, again not taxed, and a loss in income, also not 
taxed, but this loss in income carries forward to offset any taxes on future income, if any, from the MLP. But 
ratepayers provide another $ .80 in cash to cover the non existent taxes. In the three year period, ratepayers have 
paid $2.40 in income tax subsidies, only $ .28 has been used. That leaves an excess profit of $2.12, an overpayment 
by ratepayers. 

 C, other considerations, shows that the return on investment (return on equity) as zero in 2002, since there 
was only a cash distribution and not income. In 2003, there was income and thus an income yield. In 2004, with a 
loss in income, the income yield was negative. Thus, in two out of three years, the rate of return on equity was zero. 

 Also shown is the recovery of investment, the return of capital. That is the $2 in cash distributions allocated 
each year.  
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equity” measured by “return of capital,” using SFPP’s numbers in the North Line rate case in 

Docket No. IS05-230.  That is 40% per year, a growing fund of ratepayer dollars flowed through.  

 6. What about the millions of dollars that shippers have paid in hard cash to fund 

“future” income tax liability, a double dip since the deductions and credits that are claimed to be 

held back at the utility level for future use are in fact, and must be, flowed through to the partners 

each year to use in the current or future years.  This is shipper money collected without any 

offsetting expense and long ago flowed through to the partners.  The ADIT account is 

overfunded.  Applying Commission precedent, the dollars have to be amortized back to the 

shippers. 

 Accordingly, Indicated Shippers challenge the use of cash distributions in determining 

SFPP’s rate of return on equity.  There is no objection to using Master Limited Partnerships in 

proxy groups, so long as the actual return on equity is ascertained by securing access to the 

income tax returns, something well within the subpoena power of the Commission.  Since Price 

Waterhouse seems to provide the K-1 service for many, if not all, MLPs, and since all of the K-1 

data for each company can be provided conveniently on one CD, the task of calculating the 

return on equity is a short and ministerial one for a qualified tax CPA, like Mr. Sintetos.  For 

KMEP, where the income tax returns, including the K-1 data on one CD, are public information 

as the result of litigation, we know that the rate of return on equity is less than zero. 

D. Volumes. 

 SFPP should not be permitted to understate its projected volumes on the West Line in 

order to justify a rate increase.  SFPP’s sister pipeline, Calnev Pipe Line LLC, has announced an 

expansion of its system, projecting increased volumes into Las Vegas.  SFPP is the only origin 

point for these expanded volumes to be transported over Calnev.  Accordingly, it appears that 
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SFPP is merely attempting to avail itself of a rate increase before the substantial increase in 

volumes going to Las Vegas can take effect.  Accordingly, Indicated Shippers challenge SFPP’s 

claims with respect to volumes and the issues should be set for hearing.  

E. Cost Allocation and Rate Design. 

 Indicated Shippers challenge SFPP’s claims with respect to cost allocation and rate 

design, allocation of overhead costs using the Massachusetts formula and Kansas-Nebraska 

formula.  Indicated Shippers challenge any “black box” costs that are allocated to SFPP from its 

affiliates.  Such costs should be excluded from SFPP’s cost of service.  Accordingly, the 

Commission should set these issues for hearing. 

F. Operations and Maintenance Costs. 

 Indicated Shippers challenge SFPP’s claims regarding operations, maintenance, and 

administrative costs, including the allocation of costs from other Kinder Morgan entities as well 

as allocations between the interstate (including all separate systems), intrastate, and terminal 

operations of SFPP.  These issues should be set for hearing. 

G. SFPP’s Rates Should Not Be “Indexed Forward” Automatically. 
 
 This is a complaint case.  There is no basis in law for the Commission to increase a 

pipeline’s rates in a complaint case.  The Commission will determine what the just and 

reasonable rates are for 2008, which can only be equal to or less than the rates on file.  If the 

Commission then purports to increase the just and reasonable rate, by indexing or otherwise, it 

cannot do so in a complaint case.  A pipeline must file for a rate increase and meet the burden of 

proving that the new rate is just and reasonable. 

 In response, SFPP is very likely to claim that it is entitled to an automatic rate increase 

even in complaint cases, a claim which Indicated Shippers deny.  To illustrate, assume that the 

- 36 -  

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



 

Commission sets a just and reasonable rate in Docket No. OR96-2, et al. based on a 1999 test 

year.  SFPP will then claim that it is entitled to raise the just and reasonable rate by the index 

percentages of 2000, 2001, 2002, 2003, 2004, 2005, 2006, 2007, 2008 -- and reduce reparations 

accordingly -- thereby eviscerating shippers’ efforts, now validated by the Commission, to stop 

SFPP from collecting illegal rates. 

 Not only do Indicated Shippers assert that any such rate increases would be illegal under 

the Interstate Commerce Act, it is also unlawful to allow automatic rate increases under the 

indexing regulations. The Commission’s regulations do not permit automatic indexing of rates.  

In order to qualify for an index rate increase, the pipeline must show that its costs increased from 

year to year.  Calnev Pipe Line LLC, 95 FERC ¶ 61,491 (2001); Calnev Pipe Line LLC, 96 

FERC ¶ 61,350 (2001).  Shippers are guaranteed the right to protest such rate increases, 

including protesting increases within the index cap.  Shippers do not have the burden of proof.  

Rather, a pipeline must establish its right to a full index increase.  Shippers have only the burden 

of articulating “reasonable grounds.”  Shippers’ allegation of “reasonable grounds” is merely a 

burden of production to assert that the “rate increase is so substantially in excess of the actual 

cost increases incurred by the carrier that the rate is unjust and unreasonable.”  18 C.F.R. 

§ 343.2(c)(1). 

In Association of Oil Pipelines v. FERC, 83 F.3d 1424, 1444 (D.C. Cir. 1996), based on 

the Commission’s representation to the Court, the Court of Appeals concluded that under the 

indexing regulations, “[t]here is no shifting of the ultimate burden on the pipeline to justify a rate 

change.”  The Court continued:  

The Commission’s assurance that the rules under review respect 
the burden of proof allocation in Section 15(7) protests satisfies us 
at this juncture.  Of course, judicial review remains available to 
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any protestant who believes that the Commission has improperly 
shifted the burden of proof in a specific 15(7) protest. 

Id. 
 
 If SFPP does assert that it wishes to index the just and reasonable rate back up to or 

higher than the rate complained about, the burden will be on SFPP to file for an ICA Section 15 

rate increase, provide costs of service, adjusted in accordance with the holding of the 

Commission, before SFPP can even make the claim. 

 In sum, the Commission may not grant an automatic index rate increase to SFPP.  A 

pipeline’s rate cannot be increased in a complaint case as a matter of law.  In addition, an 

automatic, unchallengeable, index rate increase is unlawful.  Accordingly, Indicated Shippers 

oppose any automatic “indexing forward” of SFPP’s rates. 

VI. 
 

THE COMMISSION SHOULD SET THIS COMPLAINT PROCEEDING FOR 
HEARING TO INVESTIGATE AND DETERMINE  

THE JUSTNESS AND REASONABLENESS OF SFPP’S RATES  
IN EFFECT AS OF DATE OF COMPLAINT, AUGUST 8, 2008,  

AND INITIATE SETTLEMENT PROCEDURES  
BEFORE A SETTLEMENT JUDGE. 

 
 SFPP’s rates should be set at just and reasonable levels as of August 8, 2008, whether 

equal to or less than the superseded rates.  Any increase in rates above the rates filed for or 

adjudicated as being just and reasonable without a separate tariff filing by the pipeline under ICA 

Section 15 with a full cost of service support and the right of shippers to protest and, if 

necessary, to file a complaint, is unjust and unreasonable.  Accordingly, Indicated Shippers 

respectfully request that the Commission set this proceeding for investigation and hearing, 

affording Complainants full rights of discovery, and establish just and reasonable rates for SFPP.  

In accordance with the Commission’s policy regarding oil pipeline proceedings, Indicated 

Shippers request that a Settlement Judge be appointed to allow the parties to explore the 
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possibility of settlement. 

VII. 

COMPLAINT IN COMPLIANCE WITH RULE 206(b) 

In accordance with the Commission’s regulations, 18 C.F.R. § 385.206, the complainant 

must satisfy the following: 

 1. 18 C.F.R. § 385.206(b)(1), “a complaint must clearly identify the action or 

inaction which is alleged to violate application statutory standards or regulations.”   

 SFPP is charging unjust and unreasonable rates, in violation of the ICA, made even more 

so as a result of SFPP’s 2008 West Line rate increase effective August 1, 2008.  SFPP cannot 

qualify for the 2008 West Line rate increase without first meeting the substantial divergence test 

and second carrying its burden of proof to show that the resulting rates, now in effect, are “just 

and reasonable.”  The “action” of SFPP is: charging ratepayers unjust and unreasonable rates. 

 2. 18 C.F.R. § 385.206(b)(2), “explain how the action or inaction violates 

applicable statutory standards or regulatory requirements.” 

 The Interstate Commerce Act mandates that all rates be just and reasonable, a principle 

reaffirmed by the Energy Policy Act of 1992 and acknowledged by the Commission.  SFPP’s 

current rates are not “just and reasonable.”  As the Court of Appeals held in Farmers Union II, 

“not even a little unlawfulness is permitted.”  Farmers Union Cent. Exch. v. FERC, 734 F.2d 

1486, 1508 (D.C. Cir. 1984).  Here there is a whole lot of unlawfulness. 

 3. 18 C.F.R. § 385.206(b)(3), “set forth the business, commercial, economic or 

other issues presented by the action or inaction as such relate to or affect the complainant.”   

 The business, commercial, economic, or other issues presented by this action that affect 

Complainants is that Complainants are in the business of supplying the needs of the public, 
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including both private and military consumers, for refined petroleum products, such as motor 

gasoline, jet fuel for civil and military aircraft, and diesel fuels for various modes of 

transportation.  This pipeline has the only common carrier pipeline system which, either by itself 

or through interconnection with an affiliate provides access to the interstate markets in Arizona, 

Nevada, and Oregon.  There is no other viable substitute for the SFPP pipeline system.  

It should suffice to show the relevant standards of aggrievement to say that Complainants 

wish to use a public utility to gain access to the interstate market.  Access to the interstate market 

is regulated by FERC, whether the access facility is an electrified wire or a pipeline carrying oil 

or gas.  The interstate shipper has the right to expect FERC to see that only just and reasonable 

rates are being charged.  In the Commission’s own words: 

The Commission concludes that the Act of 1992 does not 
deregulate oil pipeline rates and that the Commission must 
continue to ensure that oil pipeline rates are just and reasonable. 
 

Order No. 561, [Regs.  Preambles 1991-1996] FERC Stats.  & Regs.  ¶ 30,985, at 30,945 (1993), 

order on reh'g, Order No. 561-A, [Regs.  Preambles, 1991-1996] FERC Stats.  & Regs.  ¶ 31,000 

(1994), aff’d, Association of Oil Pipe Lines v. FERC, 83 F.3d 1424 (D.C. Cir. 1996). 

 4. 18 C.F.R. § 385.206(b)(4), “make a good faith effort to quantify the financial 

impact or burden (if any) created for the complainant as a result of the action or inaction.”    

 With SFPP’s increased rates that went into effect on August 1, 2008, Complainants’ 

transportation costs on the West Line have increased by approximately 12.3%, based on SFPP’s 

claims -- in one month.  SFPP, L.P., June 30, 2008 filing in Docket No. IS08-390-000, COS 

Summary, page 1 of 2.  That increase was on top of a 5% increase on July 1, 2008.  The last time 

the Commission set an interim “just and reasonable” rate filing for SFPP, the rate was below 
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$0.97.  Now it is $ 1.20.  That is a 24% jump when, in fact, the $0.97 rate is still too high, that 

being only an interim rate.  And that is only one of four major systems! 

 In addition, SFPP continues to report excess profits on Page 700 of its FERC Form 6 for 

2007, making a total of more than $239,000,000 in excess profits over the past few years from 

overcharging interstate ratepayers.  This manifests that the rates are not and have not been just 

and reasonable on all systems.  Therefore, shippers and consumers continue to pay excessive 

rates.  The damages are calculated in the millions of dollars, even by SFPP in its reports to the 

Commission.  The dollar impact on each of the Indicated Shippers cannot be calculated precisely 

until discovery is completed, but for each the damages will be measured in the millions of 

dollars. 

 5. 18 C.F.R. § 385.206(b)(5), “indicate the practical, operational, or other 

nonfinancial impacts imposed as a result of the action or inaction, including, where 

applicable, the environmental, safety or reliability impacts of the action or inaction.”  

 No comment is necessary.   

 6. 18 C.F.R. § 385.206(b)(6), “state whether the issues presented are pending in 

an existing Commission proceeding or a proceeding in any other forum in which the 

complainant is a party, and if so, provide an explanation why timely resolution cannot be 

achieved in that forum.”   

 This Complaint, as of the present time, is the only complaint challenging SFPP’s rates in 

effect as of the date of this complaint, August 8, 2008.  The Commission requires both a protest 

and two, sometimes three complaints, including this one, to be filed each year in order to 

challenge an index rate increase.  The instant general Complaint also covers the 2008 index rate 
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increase embedded in the rates currently in effect.  Indicated Shippers are fully complying with 

the Commission’s orders.  December 14 Order at ¶¶ 8-11; May 5 Order at ¶ 6. 

 7. 18 C.F.R. § 385.206(b)(7), “state the specific relief or remedy requested, 

including any request for stay or extension of time, and the basis for that relief.” 

 The specific relief or remedy requested is that the Commission review and investigate in 

an evidentiary hearing all of SFPP’s rates in effect on the date of complaint, August 8, 2008; 

reduce SFPP’s rates to the just and reasonable level; and require the payment of reparations with 

interest to Complainants, without any indexing forward of the just and reasonable rate.  No 

request for stay or extension of time is requested.   

 8. 18 C.F.R. § 385.206(b)(8), “include all documents that support the facts in 

the complaint in possession of, or otherwise attainable by, the complainant, including, but 

not limited to, contracts and affidavits.”   

 Indicated Shippers submit the following documents and the documents listed below this 

index. 

Attachment 
No. 

Description 

A Docket No. OR03-05-001 
Exhibit No. BPX-1 

Prepared Direct Testimony of Kellye Jennings 
December 14, 2007 

B Docket No. OR03-05-001 
Exhibit No. BPX-2 

Curriculum Vitae of Kellye Jennings 

C Docket No. OR03-05-001 
Exhibit No. BPX-3 

SFPP, L.P. Cost of Equity December 2006 & September 2007, Version 
using SSA, Schedule 10, pages 1 and 2 

D Docket No. OR03-05-001 
Exhibit No. BPX-4 

Kinder Morgan Energy Partners, L.P. SEC Form 10-K for 2006 
Consolidated Statements of Partners’ Capital, Page 141 
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E Docket No. OR03-05-001 
Exhibit No. BPX-5 

Prepared Direct Testimony of Christopher P. Sintetos 
December 14, 2007 

F Docket No. OR03-05-001 
Exhibit No. BPX-6 

Curriculum Vitae of Christopher P. Sintetos 

G Docket No. OR03-05-001 
Exhibit No. BPX-7 

2006 KMEP K-1 to public unit holder 

H Docket No. OR03-05-001 
Exhibit No. BPX-8 

Kinder Morgan Energy Partners, L.P. SEC Form 10-K for 2003 
Consolidated Statements of Partners’ Capital for 2003, p. 97 

I Docket No. OR03-05-001 
Exhibit No. BPX-9 

KMEP 2003 Form 1065  

J Docket No. OR03-05-001 
Exhibit No. BPX-10 

Kinder Morgan Energy Partners, L.P. SEC Form 10-K for 2006,  
Consolidated Statements of Partners’ Capital for 2006, p. 141 

K Docket No. OR03-05-001 
Exhibit No. BPX-11 

SFPP 2003 FERC Form 6, Page 123.1  

L  Docket No. OR03-05-001 
Exhibit No. BPX-12 

KMEP 2006 Form 1065   

M Docket No. OR03-05-001 
Exhibit No. BPX-13 

IRS Publication  
“Individual Income Tax Rates and Shares, 1999” 

N Docket No. OR03-05-001 
Exhibit No. BPX-14 

Transcript excerpt of testimony of Richard Bullock, 
Docket No. IS05-23, Pgs 01720-01732 

O Docket No. OR03-05-001 
Exhibit No. BPX-15 

Prepared Direct Testimony of Elizabeth H. Crowe 
December 14, 2007 

P Docket No. OR03-05-001 
Exhibit No. BPX-16 

Curriculum Vitae of Elizabeth H. Crowe 
Q Docket No. OR03-05-001 

Exhibit No. BPX-17 
KMEP Capital Structure & Cost of Debt Tables 
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R Docket No. OR03-05-001 
Exhibit No. BPX-18 

Oil & Gas Partnership Per-Unit Income & Distributions 
S Docket No. OR03-05-001 

Exhibit No. BPX-19 
Corporate Group DCF Calculation 

T Docket No. OR03-05-001 
Exhibit No. BPX-20 

North Line & Oregon Line 2004 Cost-of-Service Calculations 
U Docket No. OR03-05-001 

Exhibit No. BPX-21 
Prepared Rebuttal Testimony of Christopher P. Sintetos 

April 7, 2008 
V Docket No. OR03-05-001 

Exhibit No. BPX-22 
SFPP FERC Form 6 for 2003, Page 700 

W Docket No. OR03-05-001 
Exhibit No. BPX-23 

Response of SFPP Witness Richard Bullock to Data Request  
BPX-1-29 – Losses to Public Limited Partners Reported by KMEP in 

2003-2006 
X Docket No. OR03-05-001 

Exhibit No. BPX-24 
Summary of K-1s to Partners in KMEP (2003) 

Y Docket No. OR03-05-001 
Exhibit No. BPX-25 

Summary of K-1s to Partners in KMEP (2004) 
Z Docket No. OR03-05-001 

Exhibit No. BPX-26 
KMEP 2007 K-1 issued to Gordon Gooch 

AA Docket No. OR03-05-001 
Exhibit No. BPX-27 

Nustar Energy L.P. 2007 K-1 issued to Gordon Gooch 
BB Docket No. OR03-05-001 

Exhibit No. BPX-28 
Teppco Partners, L.P. 2007 K-1 issued to Gordon Gooch 

CC Docket No. OR03-05-001 
Exhibit No. BPX-29 

Enterprise Products Partners, L.P. 2007 K-1 issued to Gordon Gooch 

DD 
Docket No. OR03-05-001 

Exhibit No. BPX-30 
Buckeye Partners L.P. 2007 K-1 issued to Gordon Gooch 

EE Docket No. OR03-05-001 
Exhibit No. BPX-31 

Prepared Rebuttal Testimony of Kellye Jennings 
April 7, 2008 
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FF Docket No. OR03-05-001 

Exhibit No. BPX-32 
Prepared Rebuttal Testimony of Elizabeth H. Crowe 

April 7, 2008 
GG Docket No. OR03-05-001 

Exhibit No. BPX-33 
KMEP 2003 & 2004 Capital Structure 

HH Docket No. OR03-05-001 
Exhibit No. BPX-34 

Excerpt from KMEP 2007 Form 10K 
II Docket No. OR03-05-001 

Exhibit No. BPX-35 
Summaries of Operations of Each Company in SFPP’s Proxy Group 

JJ Docket No. OR03-05-001 
Exhibit No. BPX-36 

Maps of crude oil and products pipeline operations 
KK Docket No. OR03-05-001 

Exhibit No. BPX-37 
2007 EBIT/Operating Income for Oil MLPs by Business Segment 

LL Docket No. OR03-05-001 
Exhibit No. BPX-38 

Excerpts from Teppco and Buckeye 2007 Forms 10K 
MM Docket No. OR03-05-001 

Exhibit No. BPX-39 
SFPP Adjusted Taxable Income Calculation for 2003 

NN Docket No. OR03-05-001 
Exhibit No. BPX-40 

SFPP Recalculation of Weighted Income Tax Rate for 2003 

OO Docket No. OR03-05-001 
Exhibit No. BPX-41 

SFPP FERC Form 6  for 2003, Page 700 

PP Docket No. OR03-05-001 
Exhibit No. BPX-42 

SFPP FERC Form 6 for 2004, Page 700 

QQ Docket No. OR03-05-001 
Exhibit No. BPX-43 

Post-Technical Conference Affidavit of J. Peter Williamson, PL07-2 
February 11, 2008 

RR Docket No. OR03-05-001 
Exhibit No. BPX-44 

Hypothetical Study of K-1 for and Individual Public Limited Partner in an 
MLP  (three-page A, B, C exhibit) 
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SS Docket No. OR03-05-001 
Exhibit No. BPX-45 

Comparison of Taxable Income & Cash Distributions for KMEP (using 
2003 KMEP Income Tax Return) 

TT Docket No. OR03-05-001 
Exhibit No. BPX-46 

Morgan Stanley Study 
MLP Capital Intensity (Ex. 10) 

August 13, 2007 

UU Docket No. OR03-05-001 
Exhibit No. BPX-47 

Hypothetical Balance Sheets to Highlight “Goodwill” 

VV Docket No. OR03-05-001 
Exhibit No. BPX-48 

The Theory of Investment Value, John Burr Williams 

WW Docket No. OR03-05-001 
Exhibit No. BPX-49 

Chart – SFPP Chain of Ownership 

XX Docket No. OR03-05-001 
Exhibit No. BPX-50 

SFPP FERC Form 6 for 2003 

YY Docket No. OR03-05-001 
Exhibit No. BPX-51 

Analysis of KMEP Schedules K-1 for 2000 and 2001  
reflecting sale of units 

ZZ Docket No. OR03-05-001 
Exhibit No. BPX-52 

Gooch Substitute K-1 from KMEP 2000 

AAA Docket No. OR03-05-001 
Exhibit No. BPX-53 

Gooch Substitute K-1 from KMEP 2001 

BBB Docket No. OR03-05-001 
Exhibit No. BPX-54 

Comparison of 2003 Costs of Service NL, OR, EL, and WL 

CCC Transcript Excerpt of Cross-Examination of Richard Bullock 
Pgs. 00260-00296 

DDD Transcript Excerpt of Cross-Examination of Kellye Jennings 
Pgs. 00914-00946 

EEE Transcript Excerpt of Cross-Examination and  
Redirect of Christopher P. Sintetos 

Pgs. 00313-00357 

FFF Transcript Excerpt of Cross-Examination and  
Redirect of Elizabeth H. Crowe 

Pgs. 00359-00388 

GGG Transcript Excerpt of Cross-Examination of George Ganz 
Pgs. 00997-01002 
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HHH Docket No. IS08-390 
West Line Interstate Rate Base for the Years 1983-Test Period 

June 30, 2008 
 

 Counsel also submits his attestation that BP and ExxonMobil are shippers on the SFPP 

system who are affected by the rates, terms and conditions charged and that he has read the 

Complaint and affirms that all is true and correct, to the best of his knowledge and belief.  

Counsel is solely responsible for the text of this pleading. 

 9. 18 C.F.R. § 385.206(b)(9), “state (i) whether the Enforcement Hotline, 

Dispute Resolution Service, tariff-based dispute resolution mechanisms, or other informal 

dispute resolution procedures were used, or why these procedures were not used; (ii) 

whether the complainant believes that alternative dispute resolution (ADR) under the 

Commission's supervision could successfully resolve the complaint; (iii) what types of ADR 

procedures could be used; and (iv) any process that has been agreed on for resolving the 

complaint.”  

 Complainants have not contacted the enforcement hotline, being of the belief that it 

would be fruitless to do so, since it does not appear that that office addresses rate and complaint 

case issues.    

 10. 18 C.F.R. § 385.206(b)(10), “include a form of notice of the complaint 

suitable for publication in the Federal Register in accordance with the specifications in Sec. 

385.203(d) of this part.  The form of notice shall be on electronic media as specified by the 

Secretary.”   

 A Form of Notice is included. 
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 11. 18 C.F.R. § 385.206(b)(11), “explain with respect to requests for Fast Track 

processing pursuant to section 385.206(h), why the standard processes will not be adequate 

for expeditiously resolving the complaint.” 

 Fast track procedures are not requested. 

VIII. 

CONCLUSION AND REQUEST FOR RELIEF 

 Complainants respectfully request that the Commission (a) set this proceeding for hearing 

and investigation; (b) appoint a settlement judge to supervise settlement negotiations; 

(c) terminate SFPP’s collection of excess profits from shippers and consumers; (d) establish just 

and reasonable rates; require the payment of reparations, with interest, compounded quarterly, 

starting two years before the date of complaint for all rates; (e) not permit automatic “indexing 

forward” of the resulting rates and (f) award such other relief as is necessary and appropriate 

under the Interstate Commerce Act.  
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    Respectfully submitted, 

       BP WEST COAST PRODUCTS LLC AND 
       EXXONMOBIL OIL CORPORATION 
 

By: /s/ R. Gordon Gooch     
 
 

R. Gordon Gooch 
Travis & Gooch 
851 North Glebe Road, Suite 1911 
Arlington, VA  22203 
(703) 351-7520 
gordon_gooch@travisandgooch.com
 
 
/s/ Elisabeth R. Myers 
Elisabeth R. Myers 
Husch Blackwell Sanders LLP 
750 17th Street, N.W., Suite 1000 
Washington, D.C.  20006 
Tel:  (202) 378-2307 
Fax: (202) 378-2319 
elisabeth.myers@huschblackwell.com
 
Counsel for BP West Coast Products LLC 
and ExxonMobil Oil Corporation 
   

  
Dated:  August 8, 2008 
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UNITED STATES OF AMERICA 
BEFORE THE 

FEDERAL ENERGY REGULATORY COMMISSION 
 
BP West Coast Products LLC and    ) 
ExxonMobil Oil Corporation,    ) 
       ) 

Complainants,     ) 
       ) 

v.     ) Docket No.  OR08-______ 
       ) 
SFPP, L.P.,      ) 
       ) 
 Respondent.     ) 
 
 

NOTICE OF COMPLAINT 
 

(________, 2008) 
 

 Take notice that on August 8, 2008, BP West Coast Products LLC and ExxonMobil Oil 
Corporation (“Complainants”) tendered for filing a Complaint against the rates of SFPP, L.P. 
(“SFPP”) in effect as of the date of complaint.  Complainants request that the Commission set 
the proceeding for hearing and investigation; appoint a settlement judge to supervise settlement 
negotiations; terminate SFPP’s collection of excess profits from shippers and consumers; 
establish just and reasonable rates; require the payment of reparations, with interest, compounded 
quarterly, starting two years before the date of complaint for all rates; not permit “indexing 
forward” of the resulting rates; and award such other relief as is necessary and appropriate under 
the Interstate Commerce Act. 
 
 Complainants state that copies of the Complaint were served on SFPP, L.P. 
 

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 C.F.R. §§ 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 Complainants. 
 

The Commission encourages electronic submission of protests and interventions in lieu 
of paper using the “eFiling” link at http://www.ferc.gov.  Persons unable to file electronically 
should submit original and 14 copies of the protest or intervention to the Federal Energy 
Regulatory Commission, 888 First Street, N.E., Washington, D.C. 20426. 
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The public version of this filing is accessible on-line at http://www.ferc.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 FERCOnlineSupport@ferc.gov, or call (866) 208-
3676 (toll free).  For TTY, call (202) 502-8659. 
 
Comment Date:  _______________ 
 
 
 

Kimberly D. Bose  
Secretary 
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UNITED STATES OF AMERICA 
BEFORE THE 

FEDERAL ENERGY REGULATORY COMMISSION 

BP West Coast Products LLC and    ) 
ExxonMobil Oil Corporation,    ) 
       ) 

Complainants,     ) 
       ) 

v.     ) Docket No.  OR08-______ 
       ) 
SFPP, L.P.,      ) 
       ) 
 Respondent.     ) 
 
 

AFFIDAVIT OF COUNSEL 
FOR BP WEST COAST PRODUCTS LLC 

AND EXXONMOBIL OIL CORPORATION 
UIN SUPPORT OF COMPLAINT AGAINST SFPP, L.P. 

 
1. I, R. Gordon Gooch, am counsel for BP West Coast Products LLC (“BP”) and 

ExxonMobil Oil Corporation (“ExxonMobil”) (together “Indicated Shippers”) regarding the 

above-captioned complaint proceeding against SFPP, L.P. (SFPP”).  As counsel, I provide this 

Affidavit in support of Indicated Shippers’ Sixth Original Complaint against SFPP challenging 

the justness and reasonableness of all of SFPP’s jurisdictional rates and charges, as described in 

the complaint. 

2. I hereby verify that BP and ExxonMobil are past, current and future shippers of 

petroleum products on all of the interstate lines owned by SFPP.  Accordingly, BP and 

ExxonMobil have paid and will continue to pay SFPP’s charges for transportation over all of its 

lines, and are and will continue to be economically impacted by SFPP’s unjust and unreasonable 

transportation rates. 

3. I have selected and included in Indicated Shippers’ Complaint herein as exhibits 
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the direct and answering testimonies of Kellye Jennings, Christopher P. Sintetos, both Certified 

Public Accountants, and Elizabeth H. Crowe, a regulatory expert, that were filed December 14, 

2007 and April 1, 2008, respectively, in the complaint proceeding in Docket No. OR03-5-001, as 

well as the other exhibits admitted into evidence in the public record and selected transcript 

excerpts from that proceeding.  

It is my belief that I have complied with the following regulation: 

18 C.F.R. § 385.206(b)(8), “include all documents that support the facts in the complaint in 

possession of, or otherwise attainable by, the complainant, including, but not limited to, contracts 

and affidavits.”  Substantially the same evidence, adjusted by earlier chronology, is found in 

several cases pending before the Commission, but, in my view, it would be redundant and 

unnecessary to submit these as well, and thus ask waiver of the requirement of including “all” 

documents.  

 3. I am responsible for the good faith quantification of the financial impact and 

burden borne by Indicated Shippers as a result of SFPP’s unjust and unreasonable rates counted 

in the millions of dollars, similar to the millions of dollars in damages due to these shippers now 

recorded on SFPP’s books.  I can and will refine that number upon completion of the discovery 

process. 

 4. I hereby declare that I have read the relevant salient Commission orders and 

regulations applicable to oil pipeline proceedings of this nature and, to the best of my 

knowledge, have complied with all applicable Commission directives.  If I have overlooked or 

misinterpreted anything, please accept my apologies in advance and allow me to make amends. 
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 5. I hereby declare that, to the best of my knowledge, all the facts set forth in the 

complaint are true and accurate.  I take full and personal responsibility for every word in the text 

of this complaint, other than the quotations.   

Executed this 8th day of August, 2008.  

/s/ R. Gordon Gooch 
R. Gordon Gooch 
Travis & Gooch 
851 N. Glebe Road, Suite 1911 
Arlington, VA 22203 
(703) 351-7520 
gordon_gooch@travisandgooch.com 
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CERTIFICATE OF SERVICE  
 

I hereby certify that I have this day served the foregoing document by E-Mail or by first-

class U.S. Mail, postage prepaid, upon counsel for the Respondent in this proceeding.  

Dated at Washington, D.C., this 8th day of August, 2008.  

/s/ Nancilee Holland 
Nancilee Holland  
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ATTACHMENT A 

Docket No. OR03-5-001 

Exhibit No. BPX-1 

Prepared Direct Testimony of Kellye Jennings 

December 14, 2007 
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ATTACHMENT B 

Docket No. OR03-5-001 

Exhibit No. BPX-2 

Curriculum Vitae of Kellye Jennings 
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ATTACHMENT C 

Docket No. OR03-5-001 

Exhibit No. BPX-3 

SFPP, L.P. Cost of Equity December 2006 & September 2007, Version 

using SSA, Scheudle 10, pages 1 and 2 
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SFPP, L.P. Schedule 10

Cost of Equity December 2006 Page 1 of 2

Version using SSA

Distribution Yields for Nine Oil Pipelines

Avg.

Company Tkr High Low High Low High Low High Low High Low High Low Price Divd Yield

Buckeye Partners LP BPL $43.25 $40.40 $43.96 $42.00 $43.80 $42.32 $45.89 $43.30 $45.90 $44.50 $46.99 $45.56 $43.99 $3.10 7.05%

Enbridge Energy Partners EEP $48.27 $43.26 $49.51 $46.55 $48.72 $46.00 $50.69 $46.10 $50.50 $49.16 $50.75 $49.30 $48.23 $3.70 7.67%

Enterprise Products Prtnrs EPD $27.06 $25.00 $27.06 $26.15 $27.05 $25.30 $28.49 $26.07 $28.55 $27.18 $29.98 $28.09 $27.17 $1.84 6.77%

Kinder Morgan Energy Partners LP KMP $46.49 $45.05 $46.53 $44.45 $44.90 $42.80 $46.08 $43.01 $48.93 $44.01 $48.98 $47.42 $45.72 $3.24 7.09%

Magellan Midstream Partners MMP $35.60 $33.60 $36.93 $35.00 $37.29 $35.92 $39.40 $36.69 $38.96 $36.62 $39.35 $37.89 $36.94 $2.36 6.39%

Plains All American Pipeline PAA $46.57 $43.21 $47.35 $45.51 $46.40 $44.17 $48.57 $45.23 $50.56 $46.08 $53.23 $50.15 $47.25 $3.00 6.35%

Sunoco Logistics SXL $43.04 $40.45 $45.60 $42.20 $45.30 $43.50 $47.75 $43.71 $49.05 $45.59 $50.90 $48.10 $45.43 $3.15 6.93%

Teppco Partners LP TPP $36.45 $35.05 $37.56 $35.73 $37.65 $36.05 $39.95 $36.90 $40.45 $37.75 $41.85 $39.10 $37.87 $2.70 7.13%

Valero L.P. VLI $52.50 $48.76 $51.81 $49.05 $51.91 $49.21 $53.68 $49.05 $56.24 $53.62 $57.75 $54.50 $52.34 $3.66 6.99%

GDP Weighted Adjusted Yield Yield

IBES Growth Average Dividend Plus Contns Discrete Average Plus

Yield Median F'cast Growth Yield Growth Yield Yield Yield Growth

1/ 2/

Buckeye Partners LP BPL 7.05% 4.00% 5.15% 4.38% 7.20% 11.58% 7.05% 7.36% 7.20% 11.58%

Enbridge Energy Partners EEP 7.67% 4.00% 5.15% 4.38% 7.84% 12.22% 7.67% 8.01% 7.84% 12.22%

Enterprise Products Prtnrs EPD 6.77% 8.00% 5.15% 7.05% 7.01% 14.06% 6.77% 7.25% 7.01% 14.06%

Kinder Morgan Energy Partners LP KMP 7.09% 7.00% 5.15% 6.38% 7.31% 13.70% 7.09% 7.54% 7.31% 13.70%

Magellan Midstream Partners MMP 6.39% 7.00% 5.15% 6.38% 6.59% 12.98% 6.39% 6.80% 6.59% 12.98%

Plains All American Pipeline PAA 6.35% 6.00% 5.15% 5.72% 6.53% 12.25% 6.35% 6.71% 6.53% 12.25%

Sunoco Logistics SXL 6.93% 5.00% 5.15% 5.05% 7.11% 12.16% 6.93% 7.28% 7.11% 12.16%

Teppco Partners LP TPP 7.13% 5.00% 5.15% 5.05% 7.31% 12.36% 7.13% 7.49% 7.31% 12.36%

Valero L.P. VLI 6.99% 5.00% 5.15% 5.05% 7.17% 12.22% 6.99% 7.35% 7.17% 12.22%

Average 6.93% 5.67% 5.49% 12.61% 12.61%

Median 12.25% 12.25%

High 14.06% 14.06%

Low 11.58% 11.58%

2006 Inflation 2.54% 2.54%

Real Median Yield Plus Growth 9.71% 9.71%

1/  Source: IBES Reports of 12/14/06

2/  GDP Growth Forecast from EIA of 1/2006 (5.54%),  Global Insight (formerly DRI -WEFA)  of 10/11/05 (5.41%) and SSA 1/06 (4.51%)

2006

Nov DecJul Aug Sep Oct

Monthly High and Low Prices

Yield Plus Growth using IBES Earnings Growth

and GDP Growth Forecasts 

Alternative Calculation using

Continuous and Discrete Yields
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SFPP, L.P. Schedule 10

Cost of Equity September 2007 Page 2 of 2

Version using SSA

Distribution Yields for Nine Oil Pipelines

Avg.

Company Tkr High Low High Low High Low High Low High Low High Low Price Divd Yield

Buckeye Partners LP BPL $54.75 $49.41 $54.80 $49.89 $53.49 $48.79 $55.19 $51.80 $54.47 $44.40 $51.60 $48.78 $51.45 $3.25 6.32%

Enbridge Energy Partners EEP $61.82 $55.45 $60.83 $53.69 $56.92 $52.30 $58.47 $54.90 $56.08 $48.27 $52.00 $48.38 $54.93 $3.70 6.74%

Enterprise Products Prtnrs EPD $33.35 $31.65 $33.35 $30.22 $32.08 $30.24 $33.70 $30.00 $31.24 $26.25 $32.18 $29.45 $31.14 $1.93 6.20%

Kinder Morgan Energy Partners LP KMP $57.00 $52.68 $56.99 $53.28 $55.87 $52.11 $56.70 $52.55 $53.29 $46.61 $51.16 $49.40 $53.14 $3.40 6.40%

Magellan Midstream Partners MMP $53.39 $44.09 $50.54 $44.46 $47.45 $43.21 $48.00 $44.75 $46.65 $38.51 $43.79 $39.90 $45.40 $2.52 5.55%

NuStar Energy NS $71.50 $65.75 $68.67 $62.29 $69.17 $64.00 $70.09 $64.63 $66.50 $52.85 $64.70 $59.00 $64.93 $3.80 5.85%

Plains All American Pipeline PAA $59.74 $56.32 $62.42 $57.25 $64.82 $60.70 $65.24 $60.45 $61.80 $53.01 $57.75 $52.76 $59.36 $3.32 5.59%

Sunoco Logistics SXL $61.19 $58.35 $63.75 $58.87 $62.00 $54.56 $63.25 $58.01 $59.56 $45.80 $55.29 $50.31 $57.58 $3.35 5.82%

Teppco Partners LP TPP $46.20 $43.59 $46.20 $42.37 $44.99 $42.56 $46.01 $42.69 $43.54 $37.04 $40.49 $38.01 $42.81 $2.74 6.40%

GDP Weighted Adjusted Yield Yield

IBES Growth Average Dividend Plus Contns Discrete Average Plus

Yield Median F'cast Growth Yield Growth Yield Yield Yield Growth

1/ 2/

Buckeye Partners LP BPL 6.32% 5.00% 4.75% 4.92% 6.47% 11.39% 6.32% 6.63% 6.47% 11.39%

Enbridge Energy Partners EEP 6.74% 5.00% 4.75% 4.92% 6.90% 11.82% 6.74% 7.07% 6.90% 11.82%

Enterprise Products Prtnrs EPD 6.20% 8.00% 4.75% 6.92% 6.41% 13.33% 6.20% 6.63% 6.41% 13.33%

Kinder Morgan Energy Partners LP KMP 6.40% 8.00% 4.75% 6.92% 6.62% 13.54% 6.40% 6.84% 6.62% 13.54%

Magellan Midstream Partners MMP 5.55% 7.00% 4.75% 6.25% 5.72% 11.97% 5.55% 5.90% 5.72% 11.97%

NuStar Energy NS 5.85% 6.00% 4.75% 5.58% 6.02% 11.60% 5.85% 6.18% 6.02% 11.60%

Plains All American Pipeline PAA 5.59% 7.00% 4.75% 6.25% 5.77% 12.02% 5.59% 5.94% 5.77% 12.02%

Sunoco Logistics SXL 5.82% 3.00% 4.75% 3.58% 5.92% 9.51% 5.82% 6.03% 5.92% 9.51%

Teppco Partners LP TPP 6.40% 5.00% 4.75% 4.92% 6.56% 11.47% 6.40% 6.72% 6.56% 11.47%

Average 6.10% 6.00% 5.58% 11.85% 11.85%

Median 11.82% 11.82%

High 13.54% 13.54%

Low 9.51% 9.51%

Inflation 12 months to 9/07, latest from BLS 2.76% 2.76%

Real Median Yield Plus Growth 9.06% 9.06%

1/  Source: IBES Reports of 9/20/07

2/  GDP Growth Forecast from EIA of 1/2007, Global Insight (formerly DRI -WEFA)  of 10/11/05, and SSA 1/07

Monthly High and Low Prices

Yield Plus Growth using IBES Earnings Growth

and GDP Growth Forecasts 

Alternative Calculation using

Continuous and Discrete Yields
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ATTACHMENT D 

Docket No. OR03-5-001 

Exhibit No. BPX-4 

Kinder Morgan Energy Partners, L.P. SEC Form 10-K for 2006 

Consolidated Statements of Partners’ Capital, page 141 
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ATTACHMENT E 

Docket No. OR03-5-001 

Exhibit No. BPX-5 

Prepared Direct Testimony of Christopher P. Sintetos 

December 14, 2007 
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Exhibit No. BPX-5

UNITED STATES OF AMERICA

BEFORE THE

FEDERAL ENERGY REGULATORY COMMISSION

Chevron Products Company,  ) 
BP West Coast Products LLC,  ) 
ExxonMobil Oil Corporation, and  ) 
ConocoPhillips Company,   ) 
      ) 
  Complainants,  ) 
      ) 
 v.     )  Docket Nos. OR03-5-001, et al.
      ) 
SFPP, L.P.,     ) 
      ) 
  Respondent.   ) 

PREPARED DIRECT TESTIMONY 

OF CHRISTOPHER P. SINTETOS 

ON BEHALF OF  

BP WEST COAST PRODUCTS LLC AND EXXONMOBIL OIL CORPORATION 

DECEMBER 14, 2007 

(Revised April 30, 2008)
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Exhibit No. BPX-5

ii

PREPARED DIRECT TESTIMONY 

OF CHRISTOPHER P. SINTETOS 

ON BEHALF OF  

BP WEST COAST PRODUCTS LLC AND EXXONMOBIL OIL CORPORATION 
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Exhibit No. BPX-5

iii
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Exhibit No. BPX-5

iv

PREPARED DIRECT TESTIMONY 

OF CHRISTOPHER P. SINTETOS 

ON BEHALF OF  

BP WEST COAST PRODUCTS LLC AND EXXONMOBIL OIL CORPORATION 

LIST OF ACRONYMS IN SINTETOS’ TESTIMONY

AWR - Argy, Wiltse & Robinson PC  

CFP - Certified Financial Planner 

CPA - Certified Public Accountant 

FERC - Federal Energy Regulatory Commission 

IRC - Internal Revenue Code 

IRS - U.S. Internal Revenue Service 

LP - Limited Partner 

KMEP - Kinder Morgan Energy Partners, L.P. 

MLP - Master Limited Partnership  

NYSE - New York Stock Exchange 

SEC - U.S. Securities & Exchange Commission 

USA - Uniform System of Accounts 
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Exhibit No. BPX-5

Page 1 of 39 

UNITED STATES OF AMERICA

BEFORE THE

FEDERAL ENERGY REGULATORY COMMISSION

Chevron Products Company, )
BP West Coast Products LLC, )
ExxonMobil Oil Corporation, and )
ConocoPhillips Company,   ) 
      )
  Complainants,  ) 
      )
 v.     ) Docket Nos. OR03-5-001, et al.
      )
SFPP, L.P.,     ) 
      )
  Respondent.   )

PREPARED DIRECT TESTIMONY

OF CHRISTOPHER P. SINTETOS

ON BEHALF OF 

BP WEST COAST PRODUCTS LLC AND EXXONMOBIL OIL CORPORATION

1

2

3

4

5

6

7

8

9

10

11

I. Identification And Qualifications

Q. Please state your name, business affiliation, and the latter’s address. 

A. My name is Christopher P. Sintetos.  I am a partner in the CPA firm of Argy, Wiltse and

Robinson, P.C., 8405 Greensboro Drive, Suite 700, McLean, VA 22102.  I have attached my 

C.V. as Exhibit No. BPX- 6. 

Q. What is your specialty?

A. Taxation. 

II. Prior Testimony 

Q. Are you the same Chris Sintetos, CPA specializing in taxation and a CFP, who provided 

testimony in SFPP’s Sepulveda proceeding in Docket Nos. OR96-2, et al. (Sepulveda Phase), in 

SFPP’s North Line case in Docket No. IS05-230, in the Commission’s Policy Proceeding 
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Exhibit No. BPX-5

Page 2 of 39 

1

2

3

4

5

6
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11

12

13

14

15

16

17

18

19

20

21

22

23

regarding return on equity for master limited partnerships in Docket No. PL07-2-000, and before 

the California Public Utility Commission in Docket Nos. A.06-09-016, et al.?

A. Yes, I am.

Q. Do you hold yourself out as an expert on the FERC’s Uniform System of Accounts 

(“USA”)?

A. No. 

Q. Do you hold yourself out as an expert on the FERC’s ratemaking methodologies?

A. No. 

III. Introductory Point:  Focusing On Federal Income Taxes 

Q. Before we begin, I need to make a point clear.  The questions that I direct to you are with 

regard to federal income taxes only, unless the question specifically refers to state income taxes. 

Please acknowledge this instruction. 

A. I acknowledge.

IV. Distinguishing Ordinary “Income Taxes” From “Capital Gains Taxes.” 

Q. I want, from the outset, to dispel any ambiguity between:

(a) taxes which may be due with regard to “income” flowed through to a partner by 

the partnership as the result of the operation of the partnership’s trade or business, which I 

believe is called “ordinary” income (relevant to this case, the “income” from the transportation

of refined petroleum products in interstate commerce); and

(b) taxes which may be due with regard to a profit on the sale of a partnership interest

(an asset) to a third person, where the “income” comes from the cash paid by the new owner 

rather than the partnership itself.

Please explain the difference.
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Exhibit No. BPX-5

Page 3 of 39 
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A. Very well.  There is a traceable difference between the two sources of income and the 

taxes associated with them, as a general statement.

(a) Ordinary income from a trade or business, or that amount, if any, that is 

reportable after consideration of all deductions and credits, flowed through from the partnership 

(as well as any other income, deductions, and credits which the taxpayer may have) is generally 

reportable as ordinary income and may be subject to tax at an “ordinary” income tax.  There may

be further adjustments to these amounts at the partner’s level.  An example of this would be the 

additional depreciation that is specific to a single partner as a result of the amount that partner 

paid for his interest (IRC Sec. 743).  This net income is basically the taxable income from the

trade or business activity of the partnership.

The income tax rate applied to this income is applied on a progressive scale, the

percentage getting higher with the amounts of taxable income.  There is not one single ordinary 

income tax rate.

There are other classifications of “income” that may also be flowed through to partners, 

such as net income from rental real estate, interest income and dividend income.  These income

items may or may not be related to the ordinary trade or business activities of the partnership. 

The income taxes associated with rental real estate, interest and nonqualifying dividends are 

calculated using the same graduated rate schedule used for “ordinary income” above.  For 

individual income tax purposes, the income taxes currently imposed on qualifying dividends is a 

0% to 15% rate depending on the taxpayer’s regular tax bracket and tax year. 

(b) Capital gains associated with a partnership interest can come from the partnership

itself or from a sale of the partnership interest to a third party. Capital gains flowing from a 

partnership can result from the sale of property used by the partnership in its trade or business or 
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25

1. the taxpayer’s ordinary tax bracket -- in the case of net short term
 gains, 
2. the more favorable capital gain rates currently 0-15%, or 
3. in the case of depreciated real estate, at the unrecaptured 1250 

depreciation rate of 25%.

The second source of capital gain associated with a partnership interest comes from the 

sale of the partnership unit to someone, rather than from the partnership’s operations.  The rate 

applied to this gain can also vary depending upon the existence of partnership recapture items.

That is, there is the potential of a “taxable gain” upon the sale of an asset.  Potential 

confusion arises because the tax on the “taxable gain” is also called an “income tax” and, further, 

since the tax rate for this income tax on the taxable gain, if there is any at all, can range between 

all taxation at capital gains rates (more than one) and all taxation at ordinary income tax rates 

(several), or anywhere in between.  Nonetheless, the Internal Revenue Code views the 

disposition of a partnership unit as the sale of capital asset.

One exception perhaps relevant here is found in partnership law for taxation of a “gain”

prior to any sale.  That is when the partner’s interest in the partnership falls below zero.  Let me

illustrate.  Say a partner starts with $1,000.  Each year, for ten years, the only thing that partner

gets from the partnership is cash distributions of $100 a year.  Cash distributions are not

“income,” they are a return of capital, i.e., the partner recovering some of its investment.  So 

there is no income tax of any kind for the partner to pay.

However, in year 11 the situation changes.  Now the partner has received all of its 

investment dollars back through cash distributions, and his basis is zero.  Then the partner gets 
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another $100 in cash distributions.  This last distribution would generate a capital gain so long as 

the partner has no remaining basis to offset against this distribution.

V. The Relationship Of “Income” To “Cash Distributions:” Are Cash Distributions

The Same As Income?

Q. When a partner in a partnership taxed as a partnership receives a “cash distribution” from 

the partnership that does not take his investment basis below zero, does the partner have to pay 

any income taxes or capital gains on all or any part of the cash distribution?

A. The distribution is not taxable. 

Q. What then are “cash distributions?”

A. “Cash distributions” are distributions and reductions of the partner’s capital account for

book purposes and a reduction of a partner’s tax basis for income tax purposes.  Think of it as if 

a person is withdrawing cash from a savings account.  The withdrawal does not create taxable 

income.

Q. If these decreases in the capital account go on long enough, the capital account will fall 

below zero.  What happens, tax wise, when a cash distribution drives the capital account into 

negative territory?

A. The “cash distribution” is still not “taxable operating income” from the partnership.  The

IRS deems that these distributions in excess of the partner’s basis create taxable capital gains at

the partner’s level. 

Q. In layman’s terms, then, please define “taxable income” in the context of a partnership 

taxed as a partnership, which is to say, no income tax liability at all. 

A. A partnership’s taxable income or loss is determined at the partnership level.  The

partnership then reports to each partner his or her share of the partnership’s taxable income or

loss and, if applicable, the additional depreciation that a partner gets when “writing up” his 
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investment in the partnership to the purchase price.  The partner then reports income on his

individual return and is subject to income tax, net of all deductions and credits, on positive 

income flowed through.  Cash distributions play no role in this. 

Q. Does the total amount of cash distributions always result in a reduction of the investment 

basis of the partner, down to zero, for tax purposes?

A. Yes. 

Q. Can the reduction in the investment basis of the partner caused by a cash distribution be 

offset by an increase in the investment basis because of positive income flowed through?

A. Yes.  If positive income is flowed through to the partner, then the taxable income

operates to increase the partner’s capital account and tax basis of the investment.  Think of the 

partnership’s positive income flowed through to a partner the same as the bank’s posting of

interest income to the account. “Income” is interest earned as a return on the investment, and it 

causes the basis of the investment to go up. To illustrate, say there has been a $1,000 deposit 

with an annual interest payment of $20.  At the end of the year, if no money has been withdrawn,

then the asset is now $1,020—but the $20 is taxable income whether drawn out in cash or not.

Conversely, if a loss in income is flowed through to the partner then the tax basis of the

investment is reduced.  Think of this as if the bank has deducted a maintenance fee from the 

account.  There is no income tax on the loss, in fact; there may be a reduction of tax to the 

partner as a result of a loss. 

Q. Some people I know think that one can divide the cash distribution into two components,

income and not income. What do you say?

A. Taxable income and distributions are two separate components; they are separately 

stated on an IRS Schedule K-1.  Income or loss is based on the activity of the entity. 
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Distributions of cash are based on the partnership agreement and management’s determination of 

the partnership’s need for and other sources of cash.  While both items affect a partner’s capital

account, there is no specific determination that a cash distribution is from income or if it is from 

capital originally contributed.  Quite often distributions to partners may even come from 

borrowing at the partnership level. 

Q. Let’s look at a concrete example, please sir.  I hand you a genuine K-1 furnished by 

KMEP to a public unit holder, with only the social security number redacted.  Please attach this

as Exhibit No. BPX-7.  Please walk me through the process. 

A. Very well, let’s start with Part III, “Partner’s Share of Current Year Income, Deductions,

Credits, and Other Items.”  You will see that in line 1 this partner suffered a $3 loss in ordinary 

business income and had no other income, deductions, or credits allocated to him. Line 19, 

“distributions,” shows that the partner received a cash distribution of $3. 

Now go to Part II, section N, “Partner’s capital account.”  You see: 

 Beginning capital account   37 
Capital Contributed during the year  0 
Current year increase (decrease) -3

 Withdrawals & Distributions   -3 
 Ending capital account   31 

Here the income was negative, so it operated to decrease the capital account, or “tax 

basis,” which the K-1 shows as “current year increase (decrease).”  The distributions also 

decrease the capital account.  These are shown under “withdrawals & distributions.”  The

investor received $3 in cash as a return of his investment (capital account), but that $3 is not 

income, and it is not subject to income tax.  Indeed, the investor had an income tax loss of $3. 
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Q. Mr. Sintetos, you and your fellow CPA Kellye Jennings use an analogy to explain the 

distinction between partnership “income” and “cash distributions” using a savings account at a 

bank, which you just did in part above.  Would you please relate the analogy?

A. Yes, assume that one puts $1,000 in a savings account at a bank.  Say the bank pays 2% 

interest on deposits annually.  At the end of a year, the bank would have added $20 in interest 

(income) to that account, so now the account would have $1,020 in it.  Then say the person

wishes to buy a TV set or something else, and withdraws $600 in cash.  Now I will cover the 

federal income tax consequences. 

First, the $20 in interest is taxable as “ordinary income,” whether the customer draws the 

$20 out of the bank or not.  Please notice that I said “taxable;” I did not say “taxed.”  One cannot 

tell simply from knowing the amount of “ordinary income” what the tax amount is, if any at all. 

The tax rate for individuals could be anything between zero and 35%, but on a progressive scale, 

where some income is taxed, if at all, at different rates leading up to the maximum marginal rate.

Second, the $600 withdrawn from the bank account is not taxable at all.  That is simply a 

reduction from the balance in the savings account, which now goes from $1,020 to $420.  This is 

the equivalent of the “cash distribution” to a partner. 

In my view, by analogy, one should look at the “taxable income,” if any, flowed through 

by a partnership to its partners as the same as the interest paid by the bank on a savings account 

and credited to the partner’s account, whether the partner gets any cash that year or not.  This is 

the return on their capital.

By the same analogy, the “cash distribution” made to a partner is the same as 

withdrawing cash from the savings account.  The withdrawal of cash in both instances operates 

to reduce the amount of the investment, or stated another way, is a return of capital. 
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income flowed through, that gain on the disposition of a partnership interest is the result of the 

sale of a capital asset, not “ordinary income” from, say, a trade or business.  The sale of the asset

(partnership interest) is between an outside buyer and seller.  It is not the result of a transaction at 

partnership level.  The income tax rules
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 on gains or losses from the sales of assets may tax this

gain, if at all, at several different rates depending upon the underlying partnership expenses and 

tax basis of its assets, but this is not to be confused with “ordinary” income flowed through to 

partners by the partnership. The sale of the asset is between the buyer and the seller and is 

presumably based on market conditions at the time and the perceived value of the interest being 

sold.  For this reason the sale is deemed to be the sale of a capital asset.  This income is not 

operational income from the entity’s activity.  The income tax rules on gains or losses from the 

sales of a partnership interest may tax the gain, if any, at several different rates depending upon 

tax method of the partnership and the nature of its assets.  This tax treatment is the result of 

recapture rules imposed by the Internal Revenue Code it is not the result of the current operating

income of the partnership.

VI. Is “Book” Net Income The Same As “Tax” Net Income? 

Q. Now, Mr. Sintetos, I have looked at a U.S. Securities and Exchange Commission

(“SEC”) Form 10-K page entitled “Consolidated Statements of Partners’ Capital” and seen the

words “net income” used.  I have also looked at IRS Forms 1065, income tax returns for 

partnerships, and I see a section entitled “Analysis of Net Income (Loss).”  My question is, do 

the words “net income” have the same meaning in both documents?
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A. No. The 10-K provides financial information.  This reporting is done using the

accounting rules set forth by the SEC.  The basic purpose of showing “net income” here is to 

provide readers of the statements with an accounting that is consistent with other SEC reports so 

that an investor, lender or other reader can compare the entity’s activity with other investment

activities.  The partnership income tax Form 1065 reflects the taxable income of the entity.  The

numbers presented on Form 1065 are determined based on the rules set forth under the Internal

Revenue Code, not the SEC.   One cannot expect both number sets to be the same, even though

they have the same name, except perhaps by coincidence.

Q. Let’s test this thesis with an actual case study.  I hand you the “Consolidated Statements

of Partners’ Capital” for 2003, from the 10-K of KMEP, and ask you to attach it to your

testimony as Exhibit No. BPX-8.  You may assume the accuracy of the provenance.  What is the 

amount of net income reported as going to the Common Units for 2003?

A. $265,423,000. 

Q. Now I hand you the Analysis of Net Income (Loss) as well as schedule M-1 and M-2 

from Kinder Morgan Energy Partners’ 2003 IRS Form 1065 income tax return page 4 (Bates 

No. SF03 09674), provided in discovery, which I ask you please to attach as Exhibit No. BPX-9. 

Again you may assume the accuracy of the provenance.

So let me ask you this:  is the number reported there for net income to all the limited

partners a positive or a negative number?

A. It is a negative number, meaning the limited partners had a net loss for income tax 

purposes.  The total number reflected for all limited partners is ($379,740,538).  (Sum of entries 

on Line 2(b) under Analysis of Net Income (Loss)).
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Q. Now please look at the same tax form and tell me whether it shows that the general 

partner got more than or less than the total net income of the partnership.

A. The general partner got more than the total net taxable income reported for the entire

partnership.  I feel it is necessary to point out that the tax form provided me has some

inconsistent reporting so that two numbers for total taxable income can be derived.  In either case

the amount reported to the general partner exceeds the total taxable income reported on the tax 

form.

Q. Comparing the “net income” number in the SEC Form 10-K for the general partner with

the “net income” number in the IRS Form 1065 for the general partner, are the two numbers the 

same?

A. No. 

Q. Which is larger?

A. The net income number for financial reporting is larger than the net income number for

the net income actually flowed through to the partners.  (See my comment above regarding the 

inconsistent reporting on the tax form.)  In either case the amount reported to the SEC was

greater than the total taxable income reported on the income tax form.

Q. Please state the two numbers referenced in the preceding question. 

A. The net income number for the general partner from the 10-K is $326,524,000.  The 

number from the tax return is -$316,295,160.

Q. Would you say, in your opinion, that the financial reporting “net income” was larger than 

the actual “net income” flowed through by a wide margin?

A. In my opinion, yes. 

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



Exhibit No. BPX-5

Page 12 of 39 

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

Q. Cutting to the chase, sir, if one wants to know what net income actually was flowed 

through to partners, if any, where must one look? 

A. One must look at the IRS forms, including the Forms 1065, and the Schedule K-1s. 

Q. Just in case someone thinks the example used above was anomalous, let us review 

together some more K-1s and 10-Ks. 

In the “Consolidated Statements of Partners’ Capital” from the 2006 SEC Form 10-K of 

Kinder Morgan Energy Partners, L.P. (which I ask you to attach hereto as Exhibit No. BPX-10), 

let me focus on three numbers under “Common units,” the ones owned by the public limited

partners who buy and sell on the New York Stock Exchange (“NYSE”). 

Beginning balance in units: 157,005,326
Net Income: $325,390,000
Ending balance in units: 162,816,303

Here is the question:  if I divide the “net income” by the “beginning balance in units,” 

getting $2.07 per unit, will I get the “net taxable income” that actually was flowed through to 

each of the public limited partners’ units?

A. Not unless it is an extreme coincidence. 

Q. Well, if I divide the “net income” by the “ending balance in units,” getting $2.00, will I 

get the “net income” that actually was flowed through to the public limited partners’ units?

A. It would be a coincidence. 

Q. Well can we at least agree that the amount of dollars in net taxable income flowed 

through to each unit owned by a public limited partner would be somewhere between $2.00 and 

$2.07?

A. I can’t say for sure without reviewing the Schedule K-1s for each of the partners, but the 

K-1 provided me for the 2006 year indicates that at least one of the partners received a (loss) of 

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



Exhibit No. BPX-5

Page 13 of 39 

1

2

3

4
5
6

7

8

9

10

11

12

13

14

15

16

17

18

19

($3).  A negative $3 does not fall within a positive range of $2.00 to $2.07 and thus your 

proposition fails. 

Q.  Well, SFPP reports the following in a response to a data request, BPX-1-29:

DATA REQUEST BPX-1-29

For IRS year 2003 and each year thereafter, what is the total amount of taxable income reported 
by KMEP to the IRS for the class of limited partners whose units trade on the NYSE? 

 RESPONSE:

     2003  2004 2005 2006

Total taxable income reported by  -429,537,099    -225,602,769   -405,767,214   -355,008,090 
KMEP to the IRS for the class of 
limited partners whose units trade on 
the NYSE 

Response prepared by Richard L. Bullock. 

Dated: November 19, 2007. 

Now, based on that, Mr. Sintetos, can you provide your opinion as to whether the book 

income of $325,390,000 said to be for the public limited partners was actually flowed through to 

these partners?

A. I can say that the book income was not flowed through; according to the exhibit you have

shown me, the limited partners in 2006 were allocated $355,008,090 in net losses in income.

Q. Now I read to you a statement contained in the SFPP annual report to FERC, SFPP 

Form 6 for 2003, page 123.1 under the heading “Income Tax,” which I ask you to attach as 

Exhibit No. BPX-11:  “For federal and state income tax, SFPP’s taxable income or loss, which 

may vary substantially from the net income or net loss it reports in its statement of income, is

includable in the tax returns for each partner.”  Would you say that the representation made by 

SFPP is true?
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A. Yes, I would say a difference between “book” income, as reported to the FERC, and the 

“tax” income,  can “vary substantially,” even going from positive to negative, as we have just

seen.

Q. Will you please attach KMEP’s Form 1065 tax return for 2006 as an exhibit to your 

testimony so that the comparable numbers for 2006 will be in this record?

A. Yes, I have attached it as Exhibit No. BPX-12. 

VII. Rate Of Return On Equity

Q. Since you do not hold yourself out as an expert on the ratemaking methodology of the 

FERC, allow me to ask you to accept, as a hypothetical, that the FERC wants to measure the 

“rate of return on equity.”  The major element of this inquiry is called the “dividend yield,” 

obtained basically for corporations by dividing the per share “dividend” paid to the stockholders 

who buy and sell their shares on the stock exchange by the current stock market price, usually 

averaged, yielding an element of the “rate of return on equity.”  For example, if the appropriate 

stock market price to use for one share is $50 and the dividend is $1 per share, then the “dividend 

yield” is (1/50) or 2%.  Will you accept this hypothetical?

A. Yes. 

Q. Is the $1 received by the shareholder subject to taxation?

A. Yes, generally speaking.  There are exceptions, such as when the shareholder is exempt 

from taxation of that type. 

Q. Now let us consider the case of a limited partner in a Master Limited Partnership who 

buys and sells his unit on the NYSE.  Assume a stock market price of $50 and $1 in taxable 

income flowed through.  Measured against the stock market price, as the FERC does, what was 

the limited partner’s “return on equity”?
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A. It would be 1/50, or 2%. 

Q. Is the $1 in taxable income flowed through to the limited partner taxable?

A. Yes, generally speaking, the same as a dividend, although the tax rates can vary. 

Q. Now let us say that the limited partner received no taxable income at all from the 

partnership.  Again, stock market price is $50. What is the return on equity, using the stock 

market price as the denominator?

A. Zero. 

Q. Is there any income tax consequence? 

A. No income tax would be due because there is no taxable income flowed through. 

Q. Now let us change the hypothetical above: the limited partner received no taxable income

at all but did receive $10 as a cash distribution.  What is his return on equity under the same 

conventions?

A. Zero. 

Q. Is there any income tax consequence? 

A. No.  Since there is no taxable income flowed through there is no income tax due.  The 

cash distribution is not taxable as income, since it is a return of capital.  The only time the cash 

distribution from a partnership can trigger a tax -- a capital gains tax -- is when the cash 

distribution reduces the tax basis below zero.  Then it is considered a constructive sale of the 

asset, but it is not income from the partnership. 

Q. Assume with me that the entire class of limited partners who buy and sell on the NYSE

were allocated losses in taxable income, what would the dividend yield be?

A. Something less than zero, a negative return on equity. 

Q. Even if the limited partners did receive cash distributions? 
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A. Yes, even if the limited partners did receive cash distributions.

Q. Is there any income tax consequence of being allocated losses in income?

A. Yes.  Basically there are two.  First, the losses in income operate to reduce the tax basis

of the investment, just like a cash distribution does.  Second, the loss in income can be “carried 

forward” to offset any taxable income from that partnership that might flow through in the 

future. Any unused passive loss carryover can be used upon a sale of the partnership unit to 

offset other income the partner may have.  The unused ordinary losses would first offset the 

partner’s income that is taxed at ordinary rates.  To the extent it exceeds the investors other

ordinary income it would then offset capital gains.

VIII. Taxation Of Ordinary Income Of Individuals From A Trade Or Business

Q. Let us first clear out some underbrush here. I want first to identify and then set aside the 

taxation of corporate dividends to a taxpaying individual.  What is the general rule here?

A. The general rule is that dividends received by such an individual are subject to income

taxes at the partner’s level as a dividend to the extent they are paid out of a corporation’s 

cumulative or current earnings and profits. The amount of the tax depends on whether the 

dividend is a “qualifying” dividend or a “non-qualifying” dividend. If the latter, the tax rate is the 

same as for ordinary income.  If the partner is an individual, then the tax rate is between 0 and 

15% depending on the taxpayer’s tax bracket and the tax year of receipt. 

Q. Next, what is the general rule about taxable income that a partner in a partnership has 

flowed through to him/her by the partnership?

A. The general rule is that taxable operating income received by a partner is taxed as 

ordinary income, with some possible exceptions not applicable to income from a trade or 

business.
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Q. Let us not focus on ordinary income taxes for individuals, sticking with the general rule 

instead.  Please explain how this aspect of the federal tax system works. 

A. Individual income taxes are “progressive.”  That means there are “layers,” or “brackets” 

of tax rates.  Income that falls within each bracket is taxed at the tax rate for that bracket.  The 

first bracket has a tax rate of zero and the last bracket has a tax rate of 35% of the income that 

falls within that bracket.  As taxable income rises through the brackets, the tax rate increases for 

the income falling into that bracket up to the maximum marginal rate of 35%. 

Q. I believe that there is considerable confusion about the facts at the Commission level, and 

I would like your help in dispelling that confusion.  In sum, the Commission seems to be under

the belief that if an individual has any income high enough to reach the top bracket of 35%, then

the individual pays a flat 35% on all income.  Is this proposition true or is it false? 

A. It is false.  The 35%, or indeed the rate for any of the brackets, is applied only to the 

income that falls within that bracket.  That is a marginal rate, not to be confused with the actual 

or effective tax rate which is a blend of all of the tax rates in the brackets reached by the taxable

income.

Q. I have tried to come up with a metaphor that might be of assistance in illustrating this

point.  Here is what I suggest: assume that an individual is a fire safety technician whose trade

or business is checking fire equipment on each floor of a building.  He is paid $100 for each floor 

that he inspects, and he does this once a year. His only client is one ten-story office building. 

Now, the city imposes an income tax on the individual’s income.  The higher that the technician

goes up in the building, the higher the tax rate is.  Here it is in tabular form:
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TABLE 1 

Ten Story Office Building 

Progressive Tax 

Floor Fee Tax% Tax $ Net after tax fee

10 $100 50% $50 $50

9 $100 40% $40 $60

8 $100 35% $35 $65

7 $100 30% $30 $70

6 $100 25% $25 $75

5 $100 20% $20 $80

4 $100 15% $15 $85

3 $100 10% $10 $90

2 $100 5% $5 $95

1 $100 0% $0 $100

Total $1,000 $230 $770

Effective tax rate: (230/1000) 23%

1

2

3

4

5

As you can see, when he gets to the tenth floor, he is now in the 50% bracket, but the 

50% applies only to the increment of his fee in the tenth floor, or bracket.  His effective tax rate

is 23%, a blend. 

Now, just to calibrate, say the technician stopped at the eighth floor, never reaching the

ninth or tenth floor.  Here, I think, is the analogy: 
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TABLE 2 

Ten Story Office Building 

Progressive Tax 

Floor Fee Tax% Tax $ Net after tax fee

10 $0 50% $0 $50

9 $0 40% $0 $60

8 $100 35% $35 $65

7 $100 30% $30 $70

6 $100 25% $25 $75

5 $100 20% $20 $80

4 $100 15% $15 $85

3 $100 10% $10 $90

2 $100 5% $5 $95

1 $100 0% $0 $100

Total $800 $140 $660

Effective tax rate: (140/800) 18%

In this case, the technician reached the 35% bracket, but, again, that 35% applied only to 

the fee for the 8
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th floor, or bracket.  His effective tax rate is 18%.

Q. Do you think this exercise correctly illustrates how the progressive income tax on

ordinary income from a trade or business works? 

A. Yes, I do. 

Q. You may take it from me that in a December 2005 order in SFPP, L.P., Order on Initial 

Decision and on Certain Remanded Cost Issues, Docket Nos. OR92-8-024 et al., 113 FERC

¶ 61,377, at ¶ 32 (Dec. 16, 2005), the Commission decided to impute a flat 28% income tax rate 

for individuals, based on documents that were not in the record. No party was given the 

opportunity to be heard, although the law requires the opportunity to be heard when the 

Commission goes outside of the record.  The seminal factual basis for that imputation was a
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schedule in a publication of the IRS, entitled “IRS Publication -- Individual Tax Rates Shares 

1999,” which I ask you to attach hereto as Exhibit No. BPX-13.  The particular part of that 

publication relied upon was “Figure C.”  I have put that Figure C into the format used for the 

analogy above, and here it is: 

TABLE 3 

Figure C from IRS Publication 

Progressive Tax 

Bracket Taxable
Income

Tax % Tax $ 

10

9 39.6%

8 35%

7 31%

6 X 28% X

5 X 25% X

4 X 20% X

3 X 15% X

2 X 10% X

1 X 0% X

Total $1,442,198,308 $276,780,570

Effective tax rate: (276,780,570/1,442,198,308) 19%

Taxes if income taxed at 28% marginal rate $403,815,526

5

6

7

8

9

Q. Here is my first question:  does Figure C show that persons in the 28% tax bracket paid a 

flat 28% income tax on the taxable income?

A. As a point of clarification I would note that this schedule does not appear to be a current 

individual rate schedule.  The current maximum rate is 35%.  Because of these higher rates I 

would expect the overall effective tax rate to be much lower given the same taxable income
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parameters.  In any event, the document does not show that persons in the 28% bracket paid a 

flat 28% in income taxes. 

Q. In your view, is it even arguable that persons in the 28% tax bracket paid a flat 28% of 

their taxable income in income taxes. 

A. No, that would be the taxpayer’s marginal bracket.  If an individual’s taxable income

reaches the 28% bracket he still gets the advantages of the lower brackets on the lower levels of 

his income.

Q. Please calculate for me the amount of taxable income that an individual would have to 

have in order to pay an effective tax rate of 28%. 

A. I calculate that taxable income would have to be just over $295,000 using the 2006 rates 

standard deduction and personal exemption for a individual taxpayer filing single. 

Q. You having looked at the Form 1065 income tax return of KMEP for 2006 and the 

allocation of net income to individuals, and taking that statement at face value, would you say it 

is reasonable to assume that each and every one of the individual limited partners received 

$295,000 in taxable income from KMEP?

A. The Schedule on page 4 “Analysis of Net Income (Loss), of that tax return, BPX-9 at 

page10, lines 14-17 (Bates No. SF03 09844), would suggest that as a group the limited partners 

had a tax loss allocated to them, not taxable income. This would indicate that every limited

partner could not have received taxable income as the combination of their incomes totals, which

was a (loss) of ($344,704,433).

Q. Well, is it even theoretically possible that some of the individual limited partners received

so much taxable income from KMEP in 2006 that the class would “average” $295,000 in taxable 

income?
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A. Again, the schedule mentioned above would indicate that is not possible for 2006. 

Q. Well, how reasonable would it be, if at all, in your view to assume that each and every

individual among the thousands who own LP units in KMEP or who owned even one share of a

mutual fund that owned KMEP LP units had taxable income from outside sources of $295,000?

A. In my view, this is not a reasonable assumption.

Q. Please put below a table showing the range of tax rates for the categories of limited

partners shown below: 

A. Very well.  The following shows the ranges: 

TABLE 4 

Trust 0-35%

Mutual Fund generally not taxed 

Subchapter C 
Corporation

0-35% with a 38% intervening bracket that erodes the lower 
corporate brackets for corporations with taxable income in excess of 
$15,000,000

Partnerships generally not subjected to tax 

Tax exempt entities (e.g.,
municipalities)

generally taxed at trust or corporate rates 

UBTI Entities same as exempt organization, applied to unrelated business income

Pension Funds/IRAs/etc. same as exempt organization 

Individuals 0-35%

Q. Now, sir, please walk me through what happens, tax-wise, when a garden variety “C” 

corporation receives a cash distribution from a partnership in which that corporation is a limited

partner.

9

10

11
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A. Just as with an individual.  The cash distribution is a return of capital and is not taxable as 

income.  Again, the only caveat is that a capital gains tax will be triggered if a cash distribution 

exceeds the tax basis, thus generating a constructive sale. 

Q. What happened, tax-wise, when a garden variety C corporation is allocated taxable 

income as a limited partner?

A. Corporations generally pick up all the income/loss of a partnership as other income on its 

corporate return.  Unless the corporation is closely held the passive activity rules that apply to an 

individual generally don’t apply.  The corporation’s tax or savings would be based on its overall 

taxable income including the partnership gain or loss. 

IX. Stand Alone Taxation Of Taxable Income Flowed Through To Partners 

Q. Now please help me understand what the income tax bite would be if the partnership 

taxable income was calculated on a “stand alone” basis, without any assumption that the partner 

had outside income from other sources in any amount whatsoever. 

A. Very well.  I have made calculations based on the 2006 tax rates, exemptions and 

standard deductions.  The tax rates have actually been reduced and the exemptions and standard

deductions have increased.  In short each of the calculations below produces a number that is 

slightly lower than the amounts that would be produced by the 2007 rates and the like. 

Q. All right, Mr. Sintetos, let us focus on the taxable income from the partnership, on a stand 

alone basis, as if the only taxable income the limited partner receives is from a partnership.  His 

allocation of income is $20.  What is his actual or potential income tax?

A. Zero, using his standard deduction and personal exemption allowed all taxpayers other 

than dependents of other taxpayers.
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Q. Same hypo, but this time the limited partner gets $2,000 in taxable income from the

partnership.  Again, what is the income tax rate applicable?

A. If this were the sole source of taxable income to the limited partner, he would pay no 

federal income tax on this income, unless, he was a dependent child of another taxpayer in which 

case the maximum federal tax would be about $116 or 6% of the total income.

Q. Same hypo, but this time the limited partner gets $20,000 in taxable income from the

partnership.  Again, what is the income tax rate applicable?

A. If this were the sole source of taxable income and he was a single adult his federal tax 

would be about $1,359 or approximately 7% of the $20,000.

Q. Same hypo, but this time the limited partner gets $50,000 in taxable income from the

partnership.  Again, what is the income tax rate applicable?

A. If this were the sole source of taxable income and he was a single adult his federal tax 

would be about $6,951 or approximately 13.9% of the $50,000.

Q. Same hypo, but this time the limited partner gets $100,000 in taxable income from the 

partnership.  What is the income tax rate applicable?

A. If this were the sole source of taxable income and he was a single adult his federal tax 

would be about $19,973 or approximately 20% of the $100,000.

Q. Changing the form of the question, what would the taxable income from a partnership 

have to be for an individual to pay 28% in federal income taxes.

A. About $295,000.

Q. Cutting to the chase, Mr. Sintetos, how much taxable income from the partnership must

an individual get in order to reach the marginal tax rate of 35%?
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A. According to the 2006 tax rates, as a single taxpayer it is estimated that taxable income

needs to exceed $326,550 before the next dollar of taxable income is taxed at a federal rate of 

35%.

Q. Do even individual billionaires pay the IRS 35% of their millions in taxable ordinary 

income?

A. No.  The 35% tax rate is a marginal rate. I cannot think of any way that an individual 

would have a flat 35% effective ordinary income tax rate, because individual income tax rates

are “progressive,” starting lower and then getting higher as taxable income increases, as we have 

discussed.

Q. Now for the bottom line question here:  what is the income tax rate to be applied to the 

limited partners in KMEP in 2006 who were allocated losses in income?

A. Zero, from KMEP.  There may be outside income that would generate a tax liability. 

Q. As a person virtually ignorant on income tax laws, let me ask this:  is there some rule or

regulation that you can think of that would require the taxable income, if any, from the

partnership to be considered last, thus at the applicable marginal rate for that level of income?

A. There is no income tax rule, that I know of, that stipulates which income source is 

considered to be taxed first. 

X. Determining Taxable Income At First Partnership Level 

Q. Please help me now understand how “taxable income” is calculated. 

A. I will be pleased to do so.

Q. Let us start with a basic partnership, like SFPP, LP, that is “taxed” as a partnership and 

then work up the ladder through holding company partnerships and then to the partners in 

KMEP, a master limited partnership, please. 
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A. All right.

Q. What is the income tax rate for the partnership itself?

A. Zero.  All of the income, deductions, and credits flow through each year from the

partnership to the partners. 

Q. Hold it right there for a minute.  Can a partnership “defer” taxes on the taxable income

flowed through to the partners each year?

A. Remember that there are no income taxes on the partnership described here, whether 

“current” or “deferred.”  The essence of the flow through of partnerships is that all income and 

all deductions and credits for that year flow through to the partners in the partnership’s reporting 

year.

Q. Thank you, now resuming, let me ask you if you would accept a simplified model as a 

framework for my questions:  assume that the partnership has the following categories of costs 

and revenues. 

a. Operations, Maintenance, and General & Administrative Overhead; 

b. Straight line book depreciation; 

c. IRS tax depreciation, including accelerated depreciation and tax credits; 

d. interest expense; and

e. revenues from the trade or business of transporting refined petroleum products 

which are in excess of items a, b, and d (which in our trade are made up of two components—the

authorized “profits,” or return on equity, and excess profits, over and above the authorized 

profits.

A. I will accept the hypo. 
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Q. First question:  does the book depreciation play any role at all in calculating the amount

of taxable income, if any, that will be flowed through to partners?

A. No.  Only the IRS deductions and credits are used. 

Q. Second question: please give me a simplified, very simplified, explanation of the IRS 

deductions and credits. 

A. Very well.  In an over simplified explanation, let me cover the basic points. 

First, the legitimate costs of doing business are deducted from revenues. 

Second, the IRS allows the deduction of depreciation, and this comes in multiple 

categories.  For simplicity, let me say that there are two sets, speaking generally.  One is

“accelerated” depreciation and the other is “straight line” depreciation. 

The remainder is “taxable income” to the partners, but subject to tax credits. 

Third, sometimes the Congress allows “tax credits.”  These are not “deductions” from 

income but instead operate directly to offset taxes.

In the partnership hypo that we are using here, the net income, the accelerated

depreciation, the straight line depreciation, and the tax credits will all be flowed through to the

partners, since the partnership pays no taxes. 

Q. What is the theory behind “accelerated” depreciation and “tax credits?”

A. Speaking generally, these result from a determination by the Congress to encourage 

investment in certain types of properties.  Accelerated depreciation results in a quicker recovery 

of the investment and less income taxes; tax credits are even better, because the income tax itself

is reduced. 

Q. Let us pause for a moment to compare “book” depreciation with “tax” depreciation. 

Take it from me as a hypothetical that the FERC has a Uniform System of Accounts which 
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includes depreciation.  While I am no expert and as you cheerfully acknowledge that you are not 

either, let us assume together that the USA prescribes book depreciation over a long period of 

time, perhaps best described as “useful life” for hard assets, down to salvage value. 

A. I will make this assumption.

Q. Speaking generally, would you expect the straight line depreciation under this hypo to be 

longer in time than IRS straight line depreciation?

A. Speaking generally, yes. 

Q. And I take it as a safe assumption, again speaking generally, that accelerated IRS 

depreciation allows the recovery of capital over an even shorter period of time than either IRS or

book depreciation. 

A. Speaking generally, yes. 

Q. Let’s use hypothetical numbers in order to be sure we are calibrating.  Assume that for a

hard asset the book depreciation is 20 years and the tax depreciation is 10 years, ignoring for the 

moment accelerated depreciation and tax credits.  With these assumptions a $1,000 hard asset,

the only asset in the partnership, would depreciate at the rate of $50 a year for 20 years and 

would depreciate at the rate of $100 a year for 10 years for tax purposes. 

A. That is correct, under this hypo.  I should mention that the tax depreciation methods are a 

lot more sophisticated then the straight doubling that you have asked me to assume.

Q. I have no illusions about my ability to understand the tax laws, but what I am trying for is

a way to illustrate a principle.  Assume now that the net taxable income, before depreciation, of 

this partnership was $100.  What amount of taxable income would be flowed through to 

partners?

A. Zero.  The IRS tax depreciation of $100 would reduce the taxable income to zero. 
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Q. Now assume with me that all of the revenues of the partnership come from public utility

ratepayers.  What comment, if any, would you have if the partnership claimed to ratepayers that 

they had a depreciation deduction against net income of only $50, so there was $50 of taxable 

income flowed through? 

A. I would say that is not the correct amount of depreciation to use in determining the

amount of tax that the partner would be liable for in the year mentioned.

Q. Now let me change the hypo.  First, I eliminate any “straight line” IRS depreciation and 

substitute that the only asset of $1,000 in the partnership qualified for accelerated depreciation 

under IRS standards, with the net result that the full $1,000 was recovered in 5 years rather than 

in 10, in equal installments each year.  Under this hypo, what is the amount of depreciation that 

can be deducted in each of the five years?

A. I will assume $200 but the IRS methods really don’t produce such a simplified straight 

line accelerated depreciation. 

Q. Again, I am no tax expert and am trying to find a way to display the principles, so, using 

the hypo, warts and all:  With net income of $100, what happens?

A. First, the $200 deduction means that there is no taxable income in that year; in fact, there

would be a tax loss of $100. 

Q. What?  You mean the taxpayer would report a $100 loss in income?

A. Yes. 

Q. So, assuming $100 in income in each year of a ten year period, what happens?

A. In years one through five, the taxable income is offset, rendering a $100 loss in income.

In years six through 10, when there is no depreciation for tax purposes, the previously unused 
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$500 loss carryover would be used to the extent there is taxable income from the activity.  Under 

this hypo, there would not be any taxable income in years 6 through 10. 

Q. What happens in year 11, if the net income before taxes is again $100 and there is no 

more tax depreciation? 

A. The $100 in net income becomes the taxable income.

Q. Just to be sure that I comprehend this, in years one through five the partners get $100 in 

net income flowed through and $200 in tax depreciation flowed through? 

A. Yes. 

Q. Does the partnership hold back $100 of the tax depreciation and then give it to the 

partners in years 6 to 10? 

A. No, there is no carryover of depreciation per se.  The loss in income generated by the tax 

depreciation in years one through five would offset taxable income from the same entity in later 

years.  Using your example the losses accumulated in years one through five would offset the 

income caused by the lack of tax depreciation in years 6 to10.

Q. Now assume with me that the partnership acquires a new $1,000 hard asset in each of the 

ten years, the IRS accelerated tax depreciation is $200 a year for each, and the net income for the

next 20 years is $100 a year.  Assuming no changes in the partners in a twenty year period, 

would there ever be taxable income in the twenty year period for any of the partners?

A. Not under your fact pattern.

XI. Determining Taxable Income For Owners Of An MLP Like KMEP 

Q. Let us now skip the intermediates and go right to the Master Limited Partnership.  I want 

to do this hypothetically in order to get to the principles.  Here is what I want you to assume.

There is one General Partner who owns 1%.  There is one entity, which I will call “KMR” that 
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owns a substantial piece of the MLP through i-shares but does not get any income.  For my 

purposes, there are two classes of Limited Partners.  One is made up of the owner of the General 

Partner, the General Partner, subsidiaries of the owner, and apparently related insiders.  Then 

about 90% of the limited partner units are “public” or “common”, meaning that the units are 

bought and sold on the NYSE.  Together these two sets of limited partners own 99%, ignoring 

for the moment about a 25% ownership interest through i-shares. 

Are you willing to accept these hypos so far?

A. Yes. 

Q. Then here are two more critical assumptions. 

First, that the General Partner, owning a 1% interest, is by contract entitled to income

each year whether the partnership has any income or not as an “incentive” to manage the 

partnership better and that this qualifies under IRS regulation as a “guaranteed payment to 

partners.”  I call this a “management fee” by definition. 

Second, that the MLP made the necessary election with the IRS that allows persons who 

buy limited partnership units on the NYSE to “write up” their tax basis to the amount paid for the 

unit, rather than step into the shoes of the seller.  As a result of the write ups, the new purchaser 

can start depreciation from the purchase price, thus sheltering more income, if any, from 

taxation.

Are you willing to accept these assumptions?

A. Yes. 

Q. Very well, then.  Please walk me through what happens if the “taxable income” of the

MLP is $1,000,000. 
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A. First, $500,000 of the income comes off the top and is given to the General Partner for its 

services.  This payment is credited to the taxable income of the partnership, thereby reducing the 

taxable income.  The General Partner pays the income taxes on the fee for its services; this is not

the responsibility of the partnership or its partners.

Second, that leaves $500,000 of taxable income to be flowed through to the general 

partner and to all of the limited partners.  This is the first step in the return on capital to the 

investor/owners.

Third, say that $400,000 is earmarked for the public limited partners, just to pick a 

number.  For each of the public limited partners, the MLP will calculate the additional

depreciation that each limited partner is entitled to as a result of the “write up” of the investment

to the purchase price and will report to the unit holder his/her share of the taxable income, after

all depreciation and deductions are taken into consideration, including the additional depreciation 

resulting from the write up and the starting over of depreciation. 

Q. In order to calculate the amount of taxable income that actually reaches the 

owner/investors, would all of these factors have to be known? 

A. Yes. 

Q. Where can such information be found?

A. It is supposed to be in the income tax returns of the MLP and in the K-1s provided to 

each partner.  The appropriate treatment of the items may also get their origins in the partnership

agreement.

Q. Is only the taxable income that actually reaches the partners subject to an actual or

potential income tax?

A. Yes. 
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Q. If losses in income are actually flowed through to partners, is there any actual or potential 

income tax resulting?

A. No. 

Q. And once the amount of taxable income from the partnership, net of the subtraction for 

the guaranteed payment for partners and after taking the additional depreciation resulting from

write ups is determined, then will the actual or potential income tax rate vary depending on (a)

the nature of the taxpayer, if a tax payer at all, such as individual, partnership, corporation, etc.,

and (b) what rate applies, there being a range of possible rates?

A. That is true, bearing in mind one more variable. 

Q. What is that?

A. The effective income tax rate is determined by the total amount of taxable income that 

falls within a tax category, such as ordinary income, from all sources throughout the tax year, 

and not all taxes are paid on a calendar year basis. 

Q. How can that information be obtained, if at all. 

A. One would have to look at the income tax returns of all investors who paid income taxes. 

Q. Can’t you just assume a constant total amount of taxable income for sixty or seventy

thousand investors? 

A. Not with any validity.

Q. Well, armed with the K-1 information is it possible, within reasonable limits, to calculate

the tax rate that would apply to the taxable income flowed through on a stand alone basis?

A. Yes, within reasonable limits, but the problem here is that even the stand alone income

might be offset by losses from other sources or other offsets.  So the most one can say is that the 

stand alone calculation is the “potential” taxable income.
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Q. Thank you.  Now I want to turn to a couple of the assumptions that I gave you above and 

see if we can make them factual. 

XII. Guaranteed Payments To Partners 

Q. Allow me to ask a hypothetical question. Assume that the general partner of a Master 

Limited Partnership taxed as a partnership takes more than all, all, or almost all of the net income 

of the partnership before the partners get any income, if any, as an “incentive” to manage the 

partnership.  How would the IRS handle this situation?

A. I can only speak generally, but generally the IRS would allow the partnership to do this. 

The amount of income taken off the top by the general partner would be deducted from the

income of the partnership, so that only what is left over is the taxable income of the partnership, 

to be allocated among the partners.  If this distribution is for services and it is not limited to or 

defined by the taxable income of the partnership it could meet the definition of a guarantee 

payment to partner.

Q. What if the general partner is guaranteed an amount of income not based on the taxable 

income of the partnership and is guaranteed that amount whether the partnership has net income

or not as part of its compensation for managing the partnership. 

A. Again speaking generally, that probably would meet the test for a guaranteed payment to 

partners and thus be taken out of the net income of the partnership for tax purposes.  Stated 

another way, the taxable income of the partnership would be reduced by the amount of the 

guaranteed payment.

Q. What if the “priority allocation of income” to the general partner is greater than the total 

income of the partnership itself?
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A. The IRS allows the general partner to have income in excess of the total income of the 

partnership thereby generating losses that are allocated to the other partners. 

Q. Now let me call to your attention the sworn testimony of Richard Bullock, the Chief Tax 

Officer of Kinder Morgan and ask that you attach pages from the transcript in Docket 

No. IS05-230-000 involving SFPP’s North Line.

A. I have done so, and they are attached as Exhibit No. BPX-14. 

Q. You will note, among other things, that Mr. Bullock says that the General Partner is 

guaranteed income equal to the amount of the General Partner’s cash distributions whether 

KMEP has any income or not.  If you accept Mr. Bullock’s testimony as true, can you form an 

opinion as to whether the income allocated to the general partner as an “incentive” is a 

guaranteed payment to partners?

A. In my opinion, the answer is “yes.”  The income to the particular partner does not depend 

on whether the partnership has any income, and the income is for the service of managing the

partnership.

Q. Very well.  Thank you, Mr. Sintetos. 

XIII. The “Write Up” Of Limited Partner Units Purchased On The NYSE (743(b)) 

Q. Please give me the 101 course on what Section 743(b) is all about. 

A. Section 743(b) is basically a depreciation deduction, over and above any depreciation 

deduction that is flowed through by the partnership using the partnership’s cost of its assets, 

743(b) depreciation is specific to a particular partner.  This depreciation adjustment is made

possible by virtue of a partnership election under IRS Code Section 754.  Once a 754 election is 

made, any partner purchasing an interest in the electing partnership is required to adjust his/her 

basis in partnership assets.  To the extent this basis “step-up” (or step-down) relates to
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depreciable or amortizable assets, that partner will receive an annual depreciation or amortization 

adjustment associated with the basis adjustment.

As a general example, say that I was a partner whose capital account was zero, because

of, let’s say, the results of cash distributions -- a return of capital -- lowering my tax basis to 

zero.  Say I sell my partnership interest to Gordon Gooch for $8,000.  The KMEP partnership 

having made the election, (see Exhibit No. BPX-12, KMEP Form 1065 for 2006, page 18 of 64 

(Bates No. SF03 09857)), the partnership must adjust Mr. Gooch’s tax basis in its underlying 

assets to account for his basis differential.  This “step-up” is done under Code Sec 743(b) and it 

should result in a step-up of $8,000 in the partner’s assets as they relate to Mr. Gooch.  This 

allows Gordon Gooch to begin taking additional depreciation and amortization to the extent this 

step-up is related to either depreciable or amortizable assets.  This additional 

depreciation/amortization belongs exclusively to Gordon Gooch.  It will offset the taxable

ordinary income otherwise assigned to Mr. Gooch under the partnership agreement.  This 

depreciation is above the historical tax basis the partnership is depreciation. 

Q. Who is supposed to keep track of this “write up” and the special depreciation that is 

associated with it? 

A. The bottom line is that the partnership is supposed to do this and report it to the IRS, as 

KMEP acknowledges on page 18 of 64 of Exhibit No. BPX-12, KMEP Form 1065 for 2006, 

(Bates No. SF03 09857)). 

Q. Interesting.  Do these 743(b) “write ups” operate to reduce the taxable income of the new 

partner?

A. They should, because the special depreciation is above the historical depreciation

otherwise used in calculating taxable ordinary income.
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Q. In your opinion, Mr. Sintetos, if one were to wish to calculate the taxable income of a

partner in KMEP, would it be necessary to know both the amount of depreciation that was 

flowed through the partnership itself and the amount of the 743(b) depreciation of each partner?

A. Yes. 

XIV. State Income Taxes 

Q. Now Mr. Sintetos, I would like to ask some questions about state income taxes.  Let me

first ask if you will accept the following proposition: income tax laws and regulations vary 

significantly from state to state, there being no single system.

A. I think that proposition is basically correct. 

Q. If a K-1 from KMEP to any partner shows taxable income in one or more states that have 

income taxes, is that partner supposed to report and pay any state income taxes due in each of 

those states?

A. Yes, in addition to their own state of residence if there is a state income tax in that state.

Q. Is it possible that a partner would have no federal income tax liability but would have 

state income tax liability in one or more states for their “slice” of the income pie? 

A. It is possible. 

Q. How many of the over 160,000 partners in KMEP who are not owned by Knight Holdco, 

Inc., f/k/a Kinder Morgan, Inc., actually filed multiple state tax returns and also paid any state

income taxes that might have been applicable for tax year 2003 or 2004? 

A. I have no idea. 

Q. Changing gears here, I would like for you to explain the interrelationship between state 

income taxes and federal income taxes, at the 101 level. 
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A. As a general statement, income taxes paid by a taxpayer to a State (or any subdivision 

thereof, like city or county) are a deduction from taxable income before calculating the federal 

income taxes, if any.  This can affect the calculation of the actual tax of the individual as this

deduction does impact the calculation of alternative minimum tax. 

Q. Does this conclude your testimony at this time?

A. Yes. 
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Consolidated Statements of Partners’ Capital, p. 97
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ATTACHMENT J 

Docket No. OR03-5-001 

Exhibit No. BPX-10 

Kinder Morgan Energy Partners, L.P. SEC Form 10-K for 2006 

Consolidated Statements of Partners’ Capital, p. 141 
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Docket No. OR03-5-001 

Exhibit No. BPX-11 

SFPP 2003 FERC Form 6, Page 123.1 
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Docket No. OR03-5-001 

Exhibit No. BPX-12 

KMEP 2006 Form 1065 
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IRS Publication “Individual Income Tax Rates and Shares, 1999” 

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



ATTACHMENT N 
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Exhibit No. BPX-14 

Transcript excerpt of testimony from Richard Bullock, Docket No. IS05-

23, Pgs 01720-01732
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9        Q     Has your company ever done or commissioned to be 

 10   done a study to determine the income level of the 

 11   individual limited partners of KMEP? 

 12        A     No. 

 13        Q     Has your company ever done or commissioned to be 

 14   done a study to determine which, if any, of the individual 

 15   partners of KMEP actually paid income taxes for the tax 

 16   year 2004? 

 17        A     No. 

 18              PRESIDING JUDGE:  The witness may be clear on 

 19   this, but I'm not.  What do you mean by "your company"? 

 20              MR. BENNETT:  I'm sorry, your Honor, SFPP, L.P., 

 21   or any other of the Kinder Morgan companies or group that 

 22   you're associated with. 

 23              THE WITNESS:  No; the answer is no. 

 24              BY MR. BENNETT: 

 25        Q     Just for clarity of the record, who are you 

01721

  1   employed by? 

  2        A     I'm employed by Kinder Morgan, Inc. 

  3        Q     Did Kinder Morgan, Inc., or any of the 

  4   affiliated Kinder Morgan companies perform or cause to be 

  5   performed the kind of studies that I mentioned to you in 

  6   the last two or three questions that I asked?

  7        A     No, not to my knowledge. 

  8        Q     Do you hold the view that KMEP serves mostly as 
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  9   a tax shelter for wealthy individuals? 

 10        A     Do I hold that view? 

 11        Q     Yes. 

 12        A     No. 

 13        Q     And that's based on what? 

 14        A     Well, it's based on the belief that losses are 

 15   not the driving motivation for investment in KMEP or any 

 16   other -- I shouldn't say "any other," but in KMEP.  So 

 17   maybe to clarify a little more, if there were no cash 

 18   distributions made from KMEP to its partners but it was 

 19   able to allocate losses to the partners, then I don't think 

 20   it would be an attractive investment. 

 21        Q     What do you think the primary motivation is for 

 22   people to buy into KMEP, then? 

 23        A     Well, I believe it's a combination of things.  I 

 24   believe it would be cash distributions, the fact that we 

 25   have had a track record of increased market value for the 

01722

  1   limited partner common units and that there is an element 

  2   of tax deferral. 

  3        Q     Could you explain to me generally what "gross 

  4   income" means? 

  5        A     Gross income generally would indicate income 

  6   before deductions. 

  7        Q     Income before any deductions; correct? 
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  8        A     Yes. 

  9        Q     And could you explain generally what the 

 10   term "net income" means? 

 11        A     It would be generally gross income less 

 12   deductions. 

 13        Q     And could you explain generally what you 

 14   understand the term "taxable income" to mean?

 15        A     Taxable income is the result of combining all 

 16   items of gross taxable income, deducting all allowable tax 

 17   deductions, and arriving at a net number. 

 18        Q     Could you turn to SFN-5, which is an attachment 

 19   to your direct testimony?  And if you will look, please, at 

 20   page 35 of 105. 

 21        A     Okay. 

 22        Q     You see there's a provision there that 

 23   begins "After the application of Section 5.1(d)(iii)(A); 

 24   right? 

 25        A     Yes. 

01723

  1        Q     Just for clarity of the record, could you read 

  2   that provision into the record? 

  3        A     "After the application of Section 

  4   5.1(d)(iii)(A), all or any portion of the remaining items 

  5   of Partnership gross income or gain for the taxable period, 

  6   if any, shall be allocated 100 percent to the General 

  7   Partner, until the aggregate amount of such items allocated 
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  8   to the General Partner pursuant to this paragraph 

  9   5.1(d)(iii)(B) for the current taxable period and all 

 10   previous taxable periods is equal to the cumulative amount 

 11   of all Incentive Distributions made to the General Partner 

 12   (or its assignees) from the Closing Date to a date 45 days 

 13   after the end of the current taxable period."

 14        Q     Okay.  Now, with reference to the term "gross 

 15   income" that appears on the third line there, do you have a 

 16   different understanding of gross income as it appears there 

 17   than the definition you gave me when I asked you the 

 18   question several minutes before? 

 19        A     Well, I believe that there are different 

 20   interpretations of gross income. 

 21        Q     How do you understand the term "gross income" as 

 22   it appears there in the provision that you just read? 

 23        A     Well, gross income is not defined by the 

 24   partnership agreement.  So again, I believe that that may 

 25   be something that is subject to interpretation. 

01724

  1        Q     What is your interpretation? 

  2        A     Well, I can tell you how that's interpreted with 

  3   respect to the income that's allocated from the partnership 

  4   to the partners. 

  5        Q     That's okay if you're going to give me your 

  6   interpretation.  That's what I'm interested in.  Are you 
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  7   going to give me your interpretation of the term as it 

  8   appears there? 

  9        A     Well, my interpretation with respect to the 

 10   partnership return would be the same as the way it's 

 11   interpreted for the partnership return. 

 12        Q     And what is your interpretation? 

 13        A     That the items -- it is gross income based on 

 14   the items of gross -- on the items of income that are 

 15   reported on Schedule K of the partnership return for 

 16   ordinary income, interest income, and dividend income. 

 17        Q     Is that all of the income that KMEP receives in 

 18   a given year? 

 19        A     No. 

 20        Q     What income is left out that's not included in 

 21   the term "gross income" given the understanding of the 

 22   term "gross income" that you just enunciated?

 23        A     It could include the proceeds on the sale of 

 24   assets, and I believe that's it.  The allocations that are 

 25   made for tax purposes are based on the amounts of ordinary 

01725

  1   income, interest income, and dividend income.  For ordinary 

  2   income, it's ordinary income after deductions, excluding 

  3   depreciation. 

  4        Q     Okay.  Are you saying, then, that gross income, 

  5   as it's used in this language here in SFN-5, includes all 

  6   receipts resulting from the regulated activity of SFPP, 
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  7   L.P.? 

  8        A     That would be, yes, part of it. 

  9        Q     Okay.  And what else does it include other than 

 10   all receipts from the regulated activity of SFPP, L.P.? 

 11        A     It would include all receipts of all of the 

 12   underlying partnerships that allocate income to KMEP. 

 13        Q     All right.  What happens after an allocation of 

 14   gross income is made to the general partner of KMEP? 

 15        A     The remaining -- the remaining taxable income is 

 16   then allocated to the limited partners and the general 

 17   partner in accordance with their ownership percentage, 

 18   except for the I units. 

 19        Q     I should have been a little bit more precise. 

 20   What happens to the other part of the gross income after an 

 21   allocation of gross income is made to the general partner 

 22   of KMEP? 

 23        A     Well, that's included in determining the amount 

 24   of income that gets allocated to the limited partners. 

 25        Q     So are the limited partners allocated income 

01726

  1   from gross income before any deductions are taken or 

  2   without any deductions being taken? 

  3        A     Well, again, the allocation that is made in the 

  4   return is based on ordinary income after deductions 

  5   excluding depreciation, interest income, and dividend 
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  6   income.  So the general partner gets allocated an amount of 

  7   those three items equal to the incentive distribution 

  8   first, and then whatever is remaining gets allocated to the 

  9   limited partners. 

 10        Q     Sorry.  I'm not really following you.  Is there 

 11   a step between the allocation of gross income to the 

 12   general partner and the allocation of something else to the 

 13   limited partners that might be described as a netting of 

 14   income? 

 15        A     I'm sorry.  Could you repeat or rephrase that 

 16   for me? 

 17        Q     Okay.  After the allocation of gross income to 

 18   the general partner that's linked to the cash distribution 

 19   incentive that you've described, it's not, wouldn't you 

 20   agree, 100 percent of gross income that's allocated to the 

 21   general partner; right? 

 22        A     No. 

 23        Q     So after the allocation of some percentage of 

 24   gross income to the general partner, there remains an 

 25   additional amount of gross income; is that correct? 

01727

  1        A     Yes, that's true, but I don't think that's 

  2   exactly the way we do it for the return. 

  3        Q     Okay.  Stick with me now. 

  4        A     Okay. 

  5        Q     So what happens to the other portion of the 
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  6   gross income to get some income allocated to limited 

  7   partners?  Are there any steps in between those two points? 

  8   Do you understand what I'm asking? 

  9        A     Not in the way you're presenting it, there 

 10   isn't.  The way the income gets allocated, the amount of 

 11   the income allocation, you're getting to get the same 

 12   answer whether you use your approach or whether you use the 

 13   approach in the return that we use for the tax return. 

 14   Because the total amount of gross income that could be 

 15   allocated to the general partner, based on the incentive 

 16   distribution, is not going to exceed the amount of the 

 17   incentive distribution, correct.  So whatever the incentive 

 18   distribution is, the general partner is going to get that 

 19   amount of income allocated to it.  The balance will be 

 20   allocated to the limited partners. 

 21        Q     So as the balance is being allocated to the 

 22   limited partners, does the notion of net income have any 

 23   meaning? 

 24        A     I don't think so, because as you refer to it, 

 25   the balance, it is the balance.  I'm not sure -- it's the 

01728

  1   remainder.  I'm not sure what -- exactly what the 

  2   relationship is to net income, again net income in terms of 

  3   for financial statement purposes or tax purposes.  I'm not 

  4   sure I see -- I'm not sure that I see the relationship. 
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  5   The incentive distribution resulted in allocation of 

  6   income.  The balance goes to the limited partners. 

  7        Q     Would you say that this provision is ambiguous? 

  8        A     Not in the result of how much income is 

  9   allocated to the general partner based on the incentive 

 10   distribution, it's not. 

 11        Q     But in any other way, is it unclear? 

 12        A     Again, I think, you know, there can be some 

 13   interpretation as to what gross income means, but it's not 

 14   ambiguous with respect to the amount of taxable income to 

 15   be allocated to the general partner. 

 16        Q     But you would agree, wouldn't you, that 

 17   reasonable people could differ about how to interpret the 

 18   provision, aside from the allocation of gross income to 

 19   general partner; is that correct? 

 20        A     As long as it didn't result in a different 

 21   answer. 

 22        Q     From your answer? 

 23        A     Yes. 

 24        Q     If there's a limited partner in KMEP reading 

 25   this agreement, how are they to understand whether their 

01729

  1   allocation of taxable income comes from gross income or net 

  2   income? 

  3        A     Well, this provision is worded this way, I 

  4   believe, to ensure that even in a circumstance where the 
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  5   partnership had a tax loss, so there's no taxable income 

  6   calculated at the partnership level in total, it's a tax 

  7   loss.  Then to the extent that the general partner gets an 

  8   incentive distribution, even though there's a tax loss, the 

  9   general partner is still going to get an allocation of 

 10   income. 

 11              So I think it's worded this way, again, to 

 12   ensure that anytime there's an incentive distribution, the 

 13   general partner is going to get allocated income, and that 

 14   income is going to be taxable.  And to the extent it's 

 15   allocated to the general partner, it will reduce the amount 

 16   of taxable income that would be left to allocate to the 

 17   limited partners, or it would increase the amount of loss 

 18   that would be allocated to the limited partners.  In other 

 19   words, the general partner is not going to get off the hook 

 20   for paying tax when the general partner receives an 

 21   incentive distribution. 

 22        Q     All right.  I want to stick with this notion of 

 23   net income, though, for limited partners.  Are you equating 

 24   net income after the allocation of gross income to the 

 25   general partner with taxable income when you consider the 

01730

  1   limited partners and the allocations they are to receive, 

  2   if any, from KMEP? 

  3        A     Do I consider net income different from taxable 
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  4   income? 

  5        Q     Yes, that's one way of putting it.  I was asking 

  6   you, do you equate the two, net income equals taxable 

  7   income after allocation of gross income to the general 

  8   partner of KMEP? 

  9        A     No, because net income is net income for the 

 10   entity, and I think I understand your question is, you 

 11   know, this is an allocation of income to the general 

 12   partner.  So in other words, any allocation made to the 

 13   general partner due to the incentive distribution is not 

 14   deducting -- it's not deducted in arriving at net income. 

 15   This is an allocation of income between the general partner 

 16   and the limited partners.  So it's not a deduction of the 

 17   partnership to get to net income. 

 18        Q     Right.  I understand that.  Now just focusing on 

 19   the universe of limited partners after this phenomenon has 

 20   happened of allocation of gross income to the general 

 21   partner, is the allocation of income thereafter to limited 

 22   partners an allocation of net income or an allocation of 

 23   taxable income? 

 24        A     I think we're mixing concepts a little bit here. 

 25   I would normally think of net income in terms of financial 

01731

  1   reporting and taxable income in terms of tax reporting. 

  2   The two aren't the same.  So I don't really know how to 

  3   compare those two other than to say for financial 

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



Exhibit No. BPX-14 

Page 12 of 13 

  4   accounting purposes, the allocation made to the general 

  5   partner is not a deduction to arrive at net income. 

  6              The same is true for the calculation of taxable 

  7   income.  It is not a deduction -- it is not a deduction in 

  8   arriving at taxable income.  Under each circumstance, it is 

  9   an allocation of income to the general partner. 

 10              The allocation of income to the general partner 

 11   with respect to the incentive distribution will be the same 

 12   for financial accounting purposes as it is for tax 

 13   purposes, because that amount is dependent upon the total 

 14   incentive distribution paid to the general partner.  But 

 15   the actual net income number for financial accounting 

 16   purposes and taxable income for tax purposes could be a 

 17   different number. 

 18        Q     And with respect to the allocation of income to 

 19   the limited partners now, is that an allocation after 

 20   certain deductions have been taken against gross income 

 21   and, therefore, is an allocation of taxable income, or is 

 22   it something else? 

 23        A     We are not allocating -- we are allocating 

 24   taxable income to the limited partners. 

 25        Q     What happens to the tax basis of the general 

01732

  1   partner after the allocation of gross income to the general 

  2   partner pursuant to this provision that we've been 
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  3   discussing for the last several minutes? 

  4        A     The general partner's tax basis in the 

  5   partnership is increased by the amount of income allocated 

  6   to it, taxable income allocated to the general partner and 

  7   is reduced by the amount of cash distributed to the general 

  8   partner.  So in effect, you'd get a dollar of income 

  9   allocated for each dollar of incentive distribution paid in 

 10   cash.  They would offset.  One would increase; the other 

 11   would decrease. 

 12        Q     What is the benefit, if any, of this provision 

 13   that we've been talking about for ratepayers of SFPP, L.P.? 

 14        A     I don't know.  The partnership agreement was to 

 15   reflect allocations for tax purposes.  I don't think it had 

 16   any concept of we're supposed to determine something from a 

 17   regulatory standpoint. 
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UNITED STATES OF AMERICA

BEFORE THE

FEDERAL ENERGY REGULATORY COMMISSION

Chevron Products Company, )
BP West Coast Products LLC, )
ExxonMobil Oil Corporation, and )
ConocoPhillips Company,   ) 
      )
  Complainants,   ) 
      )
 v.     ) Docket Nos. OR03-5-001, et al.
      )
SFPP, L.P.,     ) 
      )
  Respondent.   )

PREPARED DIRECT TESTIMONY

OF ELIZABETH H. CROWE 

ON BEHALF OF 

BP WEST COAST PRODUCTS LLC AND EXXONMOBIL OIL CORPORATION

I. IDENTIFICATION AND QUALIFICATIONS 1

2

3

4

5

6

7

8

Q. Please state your name, professional association, and business address. 

A. My name is Elizabeth H. Crowe.  I am President of Foresite Energy Services, LLC, an 

independent firm providing economic consulting services to the regulated energy industry. 

Q. Please attach a copy of your resume and a list of some or all of the cases that you have 

participated in at the FERC. 

A. A copy of my biography and list of proceedings in which I have testified or otherwise

participated is attached as Exhibit No. BPX-16. 

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



Exhibit No. BPX-15 

Page 2 of 28 

1
2

3

4

5

6

7

8

II. MEETING COMPLAINANTS’ BURDEN TO SHOW THAT CURRENT RATES

ARE NOT “JUST AND REASONABLE.”

Q. Please state whether the interstate revenues of SFPP, L.P. have exceeded its claimed

interstate cost of service in 1999 through 2006, and, if so, by how much in both dollars and 

percentages.

A. Yes, SFPP has over-recovered its cost of service by between 12.6% and 36.1% in each of 

these years.  The table below shows the numbers as reported by SFPP, L.P. in its FERC Form

No. 6 annual report to the Commission, page 700: 

Total Cost Total Interstate Percent

Year of Service Operating Revenues Over-Recovery Over-Recovery

1999  $    85,386,000  $  113,968,000  $   28,582,000 33.5%

2000  $    88,870,968  $  115,760,000  $   26,889,032 30.3%

2001  $    89,487,649  $  121,765,000  $   32,277,351 36.1%

2002  $    94,168,364  $  124,801,000  $   30,632,636 32.5%

2003  $   109,188,314  $  124,956,117  $   15,767,803 14.4%

2004  $   100,535,308  $  127,709,781  $   27,174,473 27.0%

2005  $   107,184,334  $  136,683,920  $   29,499,586 27.5%

2006  $   123,587,556  $  139,172,954  $   15,585,398 12.6%

Q. As to the North Line, do you have any further evidence of whether the interstate revenues 

have exceeded the interstate cost of service in 2004?

9

10

11

12

13

14

15

16

A. Yes, I have two. 

First, Hon. Peter Young, Presiding Administrative Law Judge, found that the cost of 

service claimed by SFPP in a proposed rate increase case on the North Line was overstated and 

ordered reductions in the rates and therefore in the revenues being collected.1

Second, in a 2004 decision of the Commission, the revenues collected on the North Line 

in 1999 were reported to be $15,429,000, and the cost of service for the same year was reported 

1 SFPP, L.P., 116 FERC ¶ 63,059 (2006).

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



Exhibit No. BPX-15 

Page 3 of 28 

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

to be $12,778,000.  This $2,651,000 in excess revenues represents a 20.75% over-recovery of 

costs.2

Q. How about the Oregon Line?

A. The same order showed revenues on the Oregon Line of $7,130,000, which are 

$1,099,000, or 18.22%, higher than the $6,031,000 cost of service for the same year. 

III. RETURN 

 A. Overview

Q. Would you accept the following statement to be true and correct:  leaving aside for the 

moment the question of rate base, critical elements in the Commission’s methodology for

calculating a “return” component in a cost of service include (a) the debt/equity ratio; (b) the cost 

of debt; and (c) the rate of return on equity?

A. Yes. 

Q. Good.  Let us review each in turn. 

B. Debt/Equity Ratio

Q. In situations such as we have here, where the public utility, SFPP, is not a “stand alone” 

entity, if it is an entity at all, where does one look to find a debt/equity ratio?

A. Generally, one looks to the parent entity which is ultimately responsible for the debts of 

the public utility, and either secures or provides the borrowed capital used by the regulated 

company.

2 SFPP, L.P., 106 FERC ¶ 61,300, at Appendix A, p. 38 (2004).
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22

Q. According to a Commission order issued in Docket No. OR07-14-000, 121 FERC 

¶ 61,239, at ¶ 56 (2007), that entity is Kinder Morgan Energy Partners, L.P. (KMEP), so please 

use that entity. 

A. Very well.

Q. What is the debt/equity ratio that you recommend?

A. I recommend a debt/equity ration of 63.8% debt and 36.2% equity. 

Q. What is the provenance of that number?

A. I start with the long-term debt and partners’ capital reported in KMEP’s 2007 third 

quarter Form 10Q, filed with the U.S. Securities & Exchange Commission (SEC).  I then make

two adjustments to the partners’ capital to arrive at my recommended debt/equity ratio. 

Q. What adjustments do you make?

A. I remove two “write-ups” on the asset side of the balance sheet that operate to inflate the

equity component, or partner’s capital, on the liability side of the balance sheet. 

First, I remove the “write-up” of hard assets from the depreciated original cost to

“market” value which were made at the time of acquisition.  This is sometimes called a 

“Purchase Accounting Adjustment” or PAA.  Only in limited circumstances, not here presented, 

does the FERC allow a “write-up” of assets to be included in the rate base on which regulated 

rates are determined.  Thus, FERC’s practice is to calculate return on a rate base where the basic

plant accounting is depreciated original cost. The amount to be removed for KMEP PAA related 

to its regulated subsidiaries is taken from the Initial Decision of Hon. Peter Young, Presiding 

Administrative Law Judge, in Docket No. IS05-230, which is another proceeding involving

SFPP’s North Line rates.3

3 SFPP, L.P., 116 FERC ¶ 63,059, at ¶ 82 (2006).
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Second, I remove $1,076,000 designated as “goodwill” on KMEP’s third quarter 2007 

balance sheet, based on the testimony of CPA Kellye Jennings.  She states that “goodwill” is 

generally the “premium” paid by a new purchaser over and above even the “write-up” of the hard 

assets.  She further states that “goodwill” flows directly to the “equity” on the other side of the 

balance sheet.  Shippers should not have to provide a higher profit and higher debt coverage 

based on good-will premiums paid, any more than they should pay for a write-up of the hard

assets.

Q. What is the net result of these adjustments?

A. The net result of these two adjustments is to increase the debt component of the capital 

structure from 54.5% to my recommended 63.8%.  These calculations are shown on Exhibit No. 

BPX-17.

C. Cost of Debt 

Q. Allow me to ask you to calculate the cost of debt for KMEP. 

A. All right.

Q. Are there companies who give credit ratings to companies like KMEP?

A. Yes. 

Q. In your view do interest rates tend to increase as bond ratings are decreased, and vice 

versa?

A. Yes. 

Q. Let us focus on one of the bond rating agencies, in an effort to make one calculation, with 

the invitation for SFPP to make others if they wish.  You may take it as a fact that one or more of 

the bond rating agencies lowered the ratings of KMEP because of the then pending takeover of

Kinder Morgan Inc. by a consortium of Wall Street Equity Funds and a minority interest owned 
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by some of the then current management, as was established at the California Public Utilities

Commission and the SEC and cannot be denied by SFPP.  Have you located a downgrade of 

KMEP credit in 2007?

A. Yes.  I have a Moody’s 5/30/07 downgrade of KMEP’s credit rating. 

Q. In your opinion, should ratepayers and consumers pay higher debt costs that were

precipitated by the takeover of the ultimate holding company of SFPP?

A. No. 

Q. Please quantify the result of the Moody downgrade of KMEP bond rating, subject to 

comparison subsequently with other bond rating agencies, if SFPP wishes to do so. 

A. I start with the cost of long-term debt reported by KMEP in its 2006 annual report to the 

SEC (Form 10K).  This cost of long-term debt is also quantified by SFPP in its East Line 

Expansion filing, Docket No. IS08-28, at Schedule 11, page 2.  There the weighted cost of senior 

bonds is shown as 6.48%.  To the senior bonds I add the commercial paper, which KMEP 

characterizes as long-term debt and which Hon. Peter Young found to be properly included in 

calculating the cost of debt for SFPP.4  The amount and cost of commercial paper was also taken 

from KMEP’s 2006 Form 10K.  The total weighted debt cost when commercial paper is included 

is 6.26%, as shown on Exhibit No. BPX-17.

I then recommend further adjusting this cost of debt to account for the downgrade of 

KMEP’s credit rating by Moody’s.  In May, 2007, Moody’s downgraded the senior secured

notes for “KMP”  (KMEP) from Baa1 to Baa2.5  Generally speaking, a downgrade of one full 

category would result in a cost of debt increase of about 20 basis points, based on observed 

historical differentials between different categories of Moody’s utility bond rates.  Thus, I 

4  116 FERC ¶ 63,059 at ¶ 87 (2006).
5   Press release can be located at http://uk.reuters.com/article/oilRpt/idUKWNA652320070530.
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recommend lowering the cost of debt for SFPP from 6.26% to 6.19%, to reflect the one-third of a 

category downgrade by Moody’s. 

D. Rate of Return On Equity 

1. Selection of proxy group 

Q. I ask you to deal with the selection of a proxy group in two sections, this one which we 

will use, as its base, the proxy group selected by SFPP in its November, 2007 filing in SFPP, 

L.P. Docket No. IS08-28, and subsequently, one that you would recommend for Commission

consideration.  Is this all right with you?

A. Yes. 

Q. What entities did SFPP use in this contemporaneous filing?

A. SFPP used the nine oil Master Limited Partnerships shown below, as presented on

Schedule 10 of the Docket No. IS08-28 East Line Expansion filing. 

Buckeye
Partners,

L.P.

Enbridge
Energy

Partners LP 

Enterprise
Products
Partners

Kinder
Morgan
Energy

Partners
Magellan

Midstream
NuStar
Energy

Plains All 
American

Sunoco
Logistics

TEPPCO
Partners

  2. Calculating dividend yield

Q. I wish you to focus now on just the “dividend yield” portion of the DCF methodology for

rate of return on equity. 

A. Very well.

Q. Have you made a study of the various comments filed on this subject in the 

Commission’s inquiry on proxy groups in Docket No. PL07-2?

A. No, though I have briefly reviewed the comments of a limited number of parties in that 

proceeding.

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



Exhibit No. BPX-15 

Page 8 of 28 

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

Q. Before we begin, please give me a brief explanation of what the “dividend yield”

calculation is all about and what the issue is?

A. I think a good brief explanation is this:  the objective of the DCF methodology is to 

calculate a just and reasonable rate of return on equity for a regulated utility.  That is, it seeks to

determine what would represent a fair level of earnings, or return on investment, for an investor 

in stock or partnership units on the New York Stock Exchange (NYSE).  The key here is the

calculation of “earnings” or “income” to the investor.

In the case of a corporation, the basic formula is to divide the dividend per share by the

appropriate stock market price in order to derive a percentage of income or earnings that the

investor received on his investment, measured against the stock market price.  This percentage is

called the dividend yield.  The dividend is a share of the income of the corporation, and thus is, 

as I understand it, taxable in the hands of the investor as investment income.  The dividend yield 

is a return on equity investment measured in percentage terms by the stock market price. 

In the case of Master Limited partnerships (MLP), we must limit our discussion of earned 

returns in the context of the DCF formula solely to the public limited partners who buy and sell 

on the NYSE.  I am not aware of any controversy over this limitation.  Nor is it reasonable that 

there be any, since the limited partners are the only investors whose “earnings” can be correlated

with the stock market price to calculate a yield in this fashion. 

The current controversy regarding application of the DCF methodology to MLPs centers 

on what to use for “dividends” in the “dividend yield” formula.

Q. Please stop there so we can take these up one at a time.

A. Very well.
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a. SFPP method:  using the “cash distributions” to the public

limited partners instead of using income in the “dividend 

yield” formula.

Q. First, I simply wish you replicate the “dividend yield” calculation of SFPP in the new 

East Line rate case, at Schedule 10 of Docket No. IS08-28, confirming that what SFPP labels as 

“Divd” in Schedule 10 are not “dividends,” but in fact are the “cash distributions” that 

purportedly went to the public limited partners in KMEP. 

A. I believe that the SFPP exhibit reports “cash distributions” in the column labeled “divd.” 

I am not aware of any proceeding in which the “dividends” used for MLPs in the “dividend

yield” column represented anything other than unit cash distributions divided by the average 

stock market price.  I also confirm that the unit cash distributions used as “dividends” are

ostensibly those that were paid to the public limited partners (the ones who buy and sell on the 

NYSE) on a per unit basis, as that would be what is reported as “dividends” by financial news

services.  Here is the SFPP claim:

Pipeline
Average Price

(April - Sept, 2007) "Dividend" Yield

Buckeye Partners, L.P.  $     51.45  $     3.25 6.32%

Enbridge Energy Partners LP  $     54.93  $     3.70 6.74%

Enterprise Products Partners  $     31.14  $     1.93 6.20%

Kinder Morgan Energy Partners  $     53.14  $     3.40 6.40%

Magellan Midstream  $     45.40  $     2.52 5.55%

NuStar Energy  $     64.93  $     3.80 5.85%

Plains All American  $     59.36  $     3.32 5.59%

Sunoco Logistics  $     57.58  $     3.35 5.82%

TEPPCO Partners  $     42.81  $     2.74 6.40%

Average "Dividend" Yield 6.10%

15

16

17

Q. So SFPP wants to insert “cash distributions” to the public limited partners for

“dividends” in the “dividend yield” formula?

A. Yes. 
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Q. In your view, it is correct and appropriate to insert “cash distributions” for “dividends” in

the dividend yield formula?

A. No.  It is inappropriate to insert anything other than “income” or “earnings” that are 

allocated to the investors who are the publicly-traded limited partners into the DCF formula as a 

“dividend” yield.  In addition, the testimonies of the CPAs Jennings and Sintetos, on which I

rely, make it clear that “cash distributions” are never taxed as income from the partnership and

are, in fact, nothing more than the investor getting some of his/her investment dollars back.  This 

is a “return of capital,” in the same way that depreciation is a “return of capital” to the owners of 

a pipeline and is collected as such in the pipeline’s cost of service.  Depreciation is never treated 

as income for purposes of calculating an income tax; in fact, depreciation is a non-cash expense 

deducted from revenues along with other cash expenses in order to derive taxable net income.

Depreciation and cash distributions share the attributes of being a return of capital and thus do 

not belong in a formula which seeks to measure return on capital. 

Q. In order to make consistent comparisons among methods, let us attempt to rely on the 

data provided to the SEC in Form 10-K, an annual report, for the nine proxy companies selected 

by SFPP, and calculate the “dividend” yield using cash distributions to limited partners and 

limited partner units for the computation.  If we do, what do we have to work with here?

A. Looking at the data reported to the SEC, and using my best judgment, I can come up with 

a beginning-of-year (BOY) and an end-of-year (EOY) amount for the number of partnership 

units that correlate with the public limited partners and I can ascertain the total dollar amount of 

cash distributions claimed for these limited partners.  Not all of the 10-Ks that I looked at were 

perfectly clear with respect to the categories of partnership units to include as limited partner
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units, but I used my best judgment.  I can thus calculate a BOY and EOY and provide the 

average cash distribution and cash distribution yield.

Q. Now, so that we can have an “apples to apples” comparison with the next studies, please

recalculate the SFPP method using the 2006 10-K data. 

A. Here is the calculation of “dividends” and “dividend yield” using 2006 average stock

prices and 2006 unit cash distributions to limited partners in the formula:

Pipeline Avg. stock price 2006
Average

"Dividend" Yield

Buckeye Partners, L.P.  $     43.67  $     3.11 7.12%

Enbridge Energy Partners LP  $     46.30  $     3.70 7.99%

Enterprise Products Partners  $     25.96  $     1.80 6.94%

Kinder Morgan Energy Partners  $     46.64  $     3.20 6.87%

Magellan Midstream  $     34.93  $     2.34 6.69%

NuStar Energy  $     51.86  $     3.55 6.84%

Plains All American  $     45.81  $     2.46 5.36%

Sunoco Logistics  $     43.54  $     3.25 7.46%

TEPPCO Partners  $     37.35  $     2.46 6.59%

Avg "Dividend" Yield 6.87%

b. Using “cash distributions” to all partners, not just the public

limited partners, as the insert into the dividend yield formula.

7
8

9

10

11

12

13

14

15

16

Q. One of the set of comments that I read was sponsored by Dr. Horst.  He advocates using 

all the cash distributions, not just the distributions that go to the public limited partners.  I

summarize his rationale as something like this:  in the MLP structure, with a General Partner

who owns maybe 1% or 2% of the Master Limited Partnership, with limited partners of one kind 

or another owning the 98 or 99%, the General Partner often takes up to half of the cash 

distributions as an “incentive” to manage well (which I call a “management fee”), thus leaving 

less cash for the MLP to distribute to the limited partners.  If I understand him correctly, then Dr. 

Horst believes the ratepayers should subsidize the “incentive” distribution to the General Partner.
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Would you help me try to quantify, as best we can working together, what number would result 

from that?

A. Yes, I will. 

Q. Again using KMEP’s SEC Form 10-K for 2006, what did you come up with for the 

“dividend yield” using all cash distributions to all partners as if they were “income” to the public 

limited partners?

A. I calculated an average cash distribution yield of 9.21%.  Here is the table: 

Pipeline Avg. stock price 2006
Average

"Dividend" Yield

Buckeye Partners, L.P.  $     43.67  $     3.30 7.56%

Enbridge Energy Partners LP  $     46.30  $     4.22 9.12%

Enterprise Products Partners  $     25.96  $     2.05 7.90%

Kinder Morgan Energy Partners  $     46.64  $     6.37 13.66%

Magellan Midstream  $     34.93  $     3.27 9.37%

NuStar Energy  $     51.86  $     4.36 8.41%

Plains All American  $     45.81  $     2.87 6.26%

Sunoco Logistics  $     43.54  $     4.89 11.23%

TEPPCO Partners  $     37.35  $     3.49 9.34%

Avg "Dividend" Yield 9.21%

8

9

10

11

12

13

14

Q. Would you recommend this methodology?

A. No, it has all of the problems of the SFPP method and then some.  The cash distributions 

used in the calculation do not all go to the investors but instead go to other partners, including

the general partner for its “incentive” to provide good management.  This is neither income nor

even cash distributions to the public limited partners and cannot be correlated with the stock 

market price or used in the DCF formula to estimate the public investors’ expected return on 

equity.
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c. SEC type earnings 

Q. There are some who may wish to advocate that the “earnings” or “income” for the public

limited partners, if reflected in the financial reports to the SEC in the Form 10-K, be used on a

per unit basis to be inserted into the formula as “dividends.”  Please make the calculations,

consistently.

A. Using income allocated to limited partners and again using my judgment to determine the

appropriate units to include as limited partner units when the SEC reports were not entirely clear, 

I calculate the following “dividend” yield for each of the proxy companies:

Pipeline Avg. stock price 2006
Average

"Dividend" Yield

Buckeye Partners, L.P.  $     43.67  $     2.72 6.23%

Enbridge Energy Partners LP  $     46.30  $     3.70 7.98%

Enterprise Products Partners  $     25.96  $     1.23 4.73%

Kinder Morgan Energy Partners  $     46.64  $     2.04 4.36%

Magellan Midstream  $     34.93  $     2.38 6.81%

NuStar Energy  $     51.86  $     2.93 5.65%

Plains All American  $     45.81  $     2.70 5.88%

Sunoco Logistics  $     43.54  $     3.15 7.22%

TEPPCO Partners  $     37.35  $     1.81 4.84%

Avg "Dividend" Yield 5.97%

9

10

11

12

13

14

15

16

I have included all three of these tables, with supporting calculations, as Exhibit No. 

BPX-18 attached to this testimony.

Q. Would you recommend that “income” as reported for financial purposes to the SEC as 

allocated to the public limited partners be used as the “dividend” in the dividend yield formula?

A. No, for the reasons stated by CPAs Jennings and Sintetos.  According to these two CPAs,

there is no necessary correlation between “book” income allocated to the limited partners and the 

amount of “income” that really went to the public limited partners on their K-1 tax forms.  In 

addition, even SFPP in its annual report says that actual income can vary substantially from book
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income.6   Finally, the calculation of a unit dividend based on income reported to the SEC as 

going to limited partners involves the doubtful assumption that every partner gets the same

amount of income for each percentage, or unit, owned, and I know that this is not a true

statement, based on the testimony of CPA Sintetos.

   d. IRS type earnings.

Q. Well, how about using the actual taxable income that flowed through to the public limited

partners as the “dividend” in the dividend yield formula?

A. I believe that this is the correct methodology, as confirmed by CPAs Sintetos and 

Jennings.

Q. In your professional work at the FERC, have you ever seen a proponent of the use of 

MLPs in their proxy groups use the income that actually reaches the limited partners who buy 

and sell on the NYSE and thus have a stock market price to calculate with?

A. No. 

Q. Perhaps SFPP will in this case, so let’s anticipate.  One of the MLPs in the SFPP proxy 

group was KMEP.  In 2006, what was the dividend yield for the class of public limited

partnership owners, using income flowed through?

A. It was less than zero.

Q. How do you know that? 

A. From CPA Sintetos’ testimony (BPX-5) and the SFPP exhibit he cited (BPX-10). 

Q. What about the other MLPs in the proxy group sought by SFPP?

A. I have no information on that. 

6 See, e.g., SFPP 2006 FERC Form No. 6, Notes to Financial Statements, p. 123.6, which states in part, “SFPP’s
taxable income or loss, which may vary substantially from the net income or net loss it reports in its statement of
income, is includable in the tax returns for each partner.”
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Q. Can you discern the income from knowing the numbers for cash distributions and/or SEC 

earnings?

A. No, not according to the CPAs, and I agree. 

Q. So, in the absence of any evidence that taxable income actually reaches the public limited

partners in the tax sheltered MLPs, what can you say the “dividend yield” is?

A. I cannot say. 

   e. Conventional corporate proxy group

Q. Have you performed a DCF analysis using a proxy group composed of oil and gas 

corporate entities rather than MLPs? 

A. Yes.  This analysis is shown on Exhibit No. BPX-19.  I have included ten corporate 

entities whose primary or exclusive business is in the oil and gas industry, and who own at least

one major interstate oil or natural gas pipeline.  While only one company (Sunoco, Inc.) owns 

primarily oil rather than natural gas transportation assets, this proxy group comes as close as any 

non-MLP group could come, in my opinion, to being representative of the business profile of 

KMEP, which also owns several large interstate natural gas pipelines.

Q. What are the results of the analysis for corporate oil and gas companies with respect to 

dividend yield?

A. Using the most recent six months’ stock prices and dividend data (June – November,

2007), I calculate a range of dividend yields from 0.93% to 3.70%, with an average yield of 

2.04%.

Q. What is your recommendation for a proxy group for this case, right now limiting to the 

dividend yield factor?
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A. Given the fact that the DCF formula, and the purpose for which it is used in FERC 

ratemaking, pertain to the calculation of an expected or reasonable rate of return on equity for the 

investing public, it is my opinion that only corporations, whose dividends represent actual 

income to the stock market investor, should be used in the proxy group.  Thus, I recommend

using the ten-member corporate proxy group shown on Exhibit No. BPX-19. 

  3. Growth factors

Q. What is the basic theory that underlies the FERC methodology for calculating the 

“growth in earnings” factors for the rate of return on equity?

A. In my view, the basic theory is that there is a positive correlation between growth in

earnings and growth in corporate dividends. 

Q. If the Commission chose to use SEC type MLP earnings for the public limited partners as 

the “dividend” in the dividend yield formula, would this theory apply?

A. Yes, it would, if the SEC-reported earnings were, in fact, passed on to the public limited

partners.

Q. If the Commission decided to use “income” actually flowed through to the public limited

partners as the “dividend” in the dividend yield formula, would this theory apply?

A. Yes. 

Q. If the Commission decided to use “cash distributions” as the dividend in the dividend

yield formula, would this theory apply?

A. No.  Cash distributions are not limited to cash derived from earnings, but can and do 

come from borrowing cash from banks, from floating new equity securities issues and from

flowing through other depreciation dollars and other available cash as well, so the theory will not 
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work.  The MLP can make cash distributions be virtually whatever they want them to be, so long 

as they can borrow money or float new units to fund the increasing distributions. 

4. Placing SFPP in range of proxy group. 

Q. Since you do not know what proxy group SFPP will urge in this case, it would be 

premature and unfair to ask you to place SFPP within the range of the proxies, so let me ask a 

general question.  What factor do you presently think would be most crucial in placing SFPP in 

the range of a proxy group?

A. The fact that SFPP is the only refined petroleum product pipeline in the state of Oregon 

and in the State of Arizona, and is the only way to reach the State of Nevada, directly or through 

its affiliate, Calnev.  This gives SFPP a virtual monopoly over the transportation of refined 

petroleum products by common carrier pipeline in these areas with the attendant reduced risks, 

meaning that SFPP should be at or near the bottom of the range of reasonable returns produced 

by the proxy group. 

Q. Let us leave relative risk as an open question here.  I ask you, please, when you make the 

next calculation, to give SFPP the median or mean, whichever is most favorable to it, subject to 

revisiting when we see what SFPP has to say. 

E. Recommendations Regarding Rate of Return 

Q. Now Ms. Crowe, what do you recommend for the elements of the return components that 

we have discussed?

A. I recommend a debt/equity ratio of 63.8%/36.2%, a cost of debt of 6.19%, and a nominal

rate of return on equity of 10.56%, assuming that SFPP should be given the mean, which is

higher than the median in the corporate proxy group analysis I performed.
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IV. INCOME TAX ALLOWANCE

A. Defining Taxable Income 

Q. What is the starting point for determining “taxable income” for an oil pipeline?

A. There are two starting points for an oil pipeline:  a real return on equity, or current 

“income,” and a deferred return on equity component, consisting of the difference between the

real rate of return on equity and the nominal rate of return on equity. This second component is 

usually called “Deferred earnings” and is included in calculating the trended original cost (TOC) 

rate base as well as being amortized in the cost of service under “Amortization of deferred 

earnings,” or something similar.

Q. Is “depreciation” included?

A. No, depreciation is a return of capital, not income.

Q. Are “cash distributions” included?

A. No, like depreciation, cash distributions are a return of capital, not income. 

Q. I notice that sometimes pipelines add a claim for income for Allowance for Funds Used 

During Construction (“AFUDC”); is this income?

A. Pipelines generally will add the annual depreciation allowance for equity AFUDC to the 

calculated return on equity for purposes of computing an income tax allowance, because equity

AFUDC is not depreciable for tax purposes – it is disallowed by the IRS.  This equity AFUDC 

depreciation adjustment to calculated return on equity is not income.

Q. What about a claim involving ITC?

A. SFPP includes “Depreciation of ITC Basis Reduction” as another adder to calculated 

return on equity for purposes of computing the income tax allowance.  As I understand it, this is 

not income, either, but has to do with income tax credits.  If I understand CPA Sintetos’ 
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testimony about “flow-through” on partnerships, any ITC basis reduction should have long since 

been passed through to the partners in the partnership. 

Q. Now let us cover the deductions and credits from “income” in order to determine “taxable

income.”

A. Very well.

B. Deductions And Credits To Reduce “Income” To “Taxable Income.” 

  1. State income taxes

Q. Are any state income taxes a deduction from “income” to arrive at “taxable income”?

A. Yes.  Because state income taxes are deductible for federal income tax purposes, the 

weighted total federal and state income tax rate is normally derived by a downward adjustment

to the applicable state income tax rate.  This is routine in FERC ratemaking proceedings. 

  2. Depreciation

Q. Is depreciation a deduction from “income”?

A. Yes, depreciation is a non-cash expense that utilities deduct from their revenues, along 

with other cash expenses, to derive their taxable income.

Q. For corporate public utilities which are tax-paying entities, how is depreciation usually 

accounted for?

A. Usually depreciation is accounted for in the ratemaking process in two ways.  First, the 

FERC straight-line “book” depreciation is used to calculate the depreciation component of the 

cost of service.  Second, any accelerated depreciation that reduces the taxable income above 

straight-line depreciation is accounted for separately.  The basic assumption is that the tax-

paying corporation “defers” the payment of taxes resulting from the difference between book 
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depreciation and accelerated tax depreciation.  This is generally referred to as “normalized” taxes 

for the tax-paying corporation.  Here is the way it usually works. 

First, the tax-paying corporation deducts the full amount of accelerated depreciation from

its own income tax return with the result that its actual or potential income taxes are reduced in

the early years of operation from what they would have been if only book depreciation had been 

deducted.

Second, the rate payers initially pay an income tax allowance as if there were no 

accelerated tax deductions, thus paying more than the actual or potential cost of income taxes. 

Third, the tax-paying corporation then calculates the savings in income taxes resulting

from the full deduction of accelerated depreciation and records that number in an account called

“Accumulated Deferred Income Taxes” (“ADIT”).

Fourth, the ADIT account at the time of a rate or complaint case is deducted from rate 

base, in recognition that the ratepayers have advanced more money to the corporation for income 

taxes than the corporation actually pays. 

Fifth, when the accelerated income tax deductions are used up, the corporation deducts

the increased taxes from the ADIT account. 

Sixth, if and when the ADIT account is “overfunded” -- that is, the company owes less in 

deferred taxes than the amount that has been set aside in the account — then the corporation

must flow the over-funded portion of the ADIT account back to the cost of service as a reduction

in rates, usually by lowering the taxable income and income tax allowance. 

Q. Does this methodology apply to partnerships that do not pay any income taxes but flow

through all depreciation, both straight line and accelerated, to the partners each year, deferring

nothing?
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A. No.  According to CPA Sintetos’ testimony, I would classify SFPP as a “flow-through” 

entity, one that cannot and does not “normalize” taxes.

Q. What is the consequence of this conclusion?

A. The ratepayers should not be called upon to pay income taxes on more than the taxable 

income flowed through the partnership.  In this situation, there would be nothing to add to the 

ADIT account, since the actual tax liability is recognized currently. 

Q. Very well, Ms. Crowe, in order to establish this principle, I direct you to accept for this 

moment in time the amount of tax savings, if any, that SFPP calculated for addition to the ADIT 

account and calculate the deduction from income that would yield the tax savings.

A. Recognizing that the calculation depends upon the income tax rate, an issue we have not 

addressed yet, I can only give you the answer in terms of the claim of SFPP for an income tax

rate.

Q. That will be sufficient to establish the principle.

A. In this case, SFPP’s ADIT account for the North Line increased from 2003 to 2004 by the

amount of $177,000, as shown on page 3b of 6 of the North Line cost of service provided by 

SFPP in this proceeding.  Using SFPP’s own blended income tax rate of 37.61% (shown on the 

Inputs page of the same cost of service), I calculate a deduction from income in the amount of

$471,000.  For the Oregon Line, the ADIT account did not increase from 2003 to 2004, so there

would be no additional deduction from income recognized in that year. 

3. Crediting the ADIT account

Q. You said above, in item “sixth,” that when the ADIT account is “overfunded,” the cost of 

service is credited, lowering the tax allowance and the rates, as I understood you. 

A. Yes, that it usually called the South Georgia (and reverse South Georgia) method.
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Q. Have you observed SFPP making South Georgia credits in their cost of service?

A. Yes, SFPP has made several adjustments of this type on Schedule 7 of the cost of service 

files provided for 2003 and 2004 in this proceeding. 

Q. Now, Ms. Crowe, since SFPP, L.P. is and always has been a “flow-through” entity for 

income tax purposes, having no income taxes itself to defer and having flowed through all 

accelerated depreciation to its partners each year, how much, if any, is the ADIT account

overfunded?

A. It is 100% overfunded. 

Q. Just taking for now the SFPP claim for the total amount in ADIT, what is that number?

A. SFPP claims total ADIT at the end of 2004 of $1.23 million on the Oregon Line and 

$5.26 million on the North Line (see Schedule 7).

Q. What do you recommend in this case?

A. I recommend that the ADIT account, having been funded by the ratepayers’ money, be 

amortized back to the ratepayers as a credit to the cost of service.

C. Determining The Amount of Investment Income At KMEP Level That Is 

Subject To Actual Or Potential Income Tax Liability

Q. Now let us assume that there is some taxable income that flows up to KMEP, the entity

which is apparently to be used under the Policy Statement for determining an income tax rate to 

be used for the income tax allowance. You may take it from me, as a legal interpretation, the tax 

rate must be calculated on the basis of actual or potential taxes on the investment income, if any, 

that actually reaches the partners, if SFPP can prove it.  What steps do you recommend be taken?

A. I recommend two adjustments be made to the taxable income in order to determine an 

income tax rate to apply in this proceeding. My recommendations are based on the testimony of 

CPA Sintetos. 
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1. Deducting the management fee of the General Partner 

First, it is my understanding that the amount of income that the general partner (GP) 

receives as what is called by KMEP an “incentive” for good management of the MLP is a 

“guaranteed payment to partners” under the IRS code, in part because the GP is guaranteed 

income equal to up to a 50% share of the cash distributions, whether the partnership has any 

income or not.  This is, as I understand it, credited to the income of the partnership and taken off 

the top.  The remainder is the income of the partnership that goes to all partners, in accordance 

with the partnership agreement, including the GP.  So this guaranteed payment to the GP, or 

incentive amount, should be deducted from income.

2. Calculating taxable income to public limited partners including the

“write up” deduction under 743(b) 

Second, I understand from CPA Sintetos that public limited partners in KMEP are

allowed to “write up” their tax basis to the amount of the purchase price on the NYSE and start 

depreciation all over again.  So this depreciation deduction, accounted for by the MLP, is

deducted from income as well as the depreciation and credits that flow through the partnership 

itself.  This would further reduce the actual or potential income taxes of the public limited

partners and therefore most likely the income tax rate as well.

Of course, if losses in income are flowed through, then there would be no income tax to 

pay at all and the income tax rate would be zero. 

Q. Do you have any reason to believe that the public limited partners in KMEP received, as 

a class, losses in income?

A. Yes, based on CPA Sintetos’ testimony.
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  3. Determining the appropriate income tax rate for each category

Q. The Commission has held that it is to be presumed that all individuals pay 28% of their

taxable income in income taxes.  Do you believe this presumption is reasonable?

A. Based on CPA Sintetos’ testimony, I do not. 

D. Vectoring The Income Tax Allowance To Those Who Pay Income Taxes And 

Other Prerequisites To Applying The Policy Statement 

Q. Under the Policy Statement, the “partnership agreement” at the level where the “partners”

who have actual or potential income tax liability on the “net income,” here the North Line and 

Oregon Line segments of SFPP serving the interstate market, must be amended so as to vector 

the subsidy to be collected from shippers and consumers only to those who have the actual or 

potential liability on the investment income that they receive.  I have read what SFPP claims is 

the current KMEP partnership agreement and found nothing that would comply with this Policy 

Statement requirement.  Thus the income tax allowance is, again, zero as a matter of law. 

However, as a matter of fact, are you aware of any effort on the part of KMEP to flow through an 

income tax allowance to correlate with the income tax actual or potential liability?

A. No.  All I can say is that the cash distributions to the public limited partners appear from

KMEP’s SEC reports to be on a straight per-unit basis.  What they do for tax purposes in 

allocating income, if any, I do not know. 

V. CONCLUSION

Q. Now is the time to sum up in these ten seconds of time.  In doing so, I want you to accept,

only provisionally, the cost of service items claimed by SFPP that you do not adjust as well as 

the claimed volumes, as is.  Put an “*” by numbers presently taken “as is”, without prejudice to 

revision in the light of developments.
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A. My illustrative cost of service calculations are contained on Exhibit No. BPX-20, and 

summarized below: 

NORTH LINE

Description
BPX
2004

SFPP
2004

Average Net TOC Rate Base $46,387  * $46,476

Weighted Cost of Capital 6.69% 8.30%

Allowed Total Return $3,101 $3,858

Add: Permanent Tax Differences:

 Amortization of Deferred Earnings $247  * $247

 Depreciation of Equity AFUDC $24 $27

 Depreciation of ITC Basis Reduction $13 $13

Less: Debt Return $1,588 $1,363

Subtotal $1,798 $2,783

Amortization of Unfunded and Overfunded
ADIT ($1,072) ($20)

Net to Tax Multiplier 0.60286 0.60286

Subtotal $438 $1,665

Income Tax Allowance $0 $1,645

Add Carrier Expenses:

 Operating Expenses Excluding Depreciation $10,237  * $10,237

 Carrier Depreciation Expense $1,733  * $1,733

 Amortization of AFUDC $24  * $26

 Amortization of Deferred Earnings $247  * $247

Total Operating Expenses $12,241 $12,244

Total Cost of Service $14,271 $17,747

Note: * indicates amount is accepted at this time for illustrative purposes
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OREGON LINE

BPX SFPP

Description 2004 2004

Average Net TOC Rate Base $8,738  * $8,741

Weighted Cost of Capital 6.74% 8.44%

Allowed Total Return $589 $738

Add: Permanent Tax Differences:

 Amortization of Deferred Earnings $77  * $77

 Depreciation of Equity AFUDC $6 $6

 Depreciation of ITC Basis Reduction $5 $5

Less: Debt Return $271 $232

Subtotal $406 $593

Amortization of Unfunded and Overfunded
ADIT ($252) (1) ($6)

Net to Tax Multiplier 0.57613 0.57613

Subtotal $88 $338

Income Tax Allowance $0 $332

Add Carrier Expenses:

 Operating Expenses Excluding Depreciation $4,748  * $4,748

 Carrier Depreciation Expense $439  * $439

 Amortization of AFUDC $5  * $5

 Amortization of Deferred Earnings $77  * $77

Total Operating Expenses $5,269 $5,269

Total Cost of Service $5,606 $6,339

Note: * indicates amount is accepted at this time for illustrative purposes

These calculations reflect my recommended capital structure, cost of debt, rate of return on 

equity, amortization of the over-funded ADIT balance and a zero income tax allowance.  On the 

North Line, my total cost of service of $14.3 million is $2.0 million, or 12.5%, less than SFPP’s

reported revenues of $16.3 million for the same year (Schedule 21 of the cost of service provided

1

2

3

4
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by SFPP).  On the Oregon line, my $5.6 million cost of service is $2.4 million, or 29.7%, less 

than SFPP’s reported revenues of $8.0 million for the same year. 

Q. Does this conclude your testimony at this time?

A. Yes. 
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UNITED STATES OF AMERICA

BEFORE THE

FEDERAL ENERGY REGULATORY COMMISSION

Chevron Products Company, )
BP West Coast Products LLC, )
ExxonMobil Oil Corporation, and )
ConocoPhillips Company,   ) 
      )
  Complainants,   ) 
      )
 v.     ) Docket Nos. OR03-5-001, et al.
      )
SFPP, L.P.,     ) 
      )
  Respondent.   ) 

PREPARED REBUTTAL TESTIMONY

OF CHRISTOPHER P. SINTETOS

ON BEHALF OF 

BP WEST COAST PRODUCTS LLC AND EXXONMOBIL OIL CORPORATION

1

2

3
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5

6

Q. Please state your name.

A. Christopher P. Sintetos.

Q. Are you the same Christopher Sintetos who submitted prepared direct testimony in this 

proceeding on December 14, 2007?

A. Yes. 

I. ISSUE:  Does SFPP’s Claim for “Taxable Income” as the Basis for An Income Tax 

Allowance utilize a number (a) before or (b) after recognition of all IRS deductions 

against income taxes, including but not limited to accelerated depreciation, in order

to derive an income tax rate?

7
8
9

10

11

12

13

Answer:  After.

Q. May I call to your attention an exhibit tendered by SFPP witness Ganz, the same being 

Exhibit No. SFO-62A, page 1 of 3 pages, labeled “Weighted Federal Income Tax Allowance; 

SFPP; 2003.”  This document is presently claimed to be “Confidential Protected Material.” 
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A. Very well.

Q. On the left margin do you see the words “SFPP taxable income allocated to:”?

A. Yes. 

Q. Under the “total” column do you see a total of $69,769,749?

A. Yes. 

Q. Now I ask you to look at an exhibit tendered by SFPP witness Bullock, the same being 

Exhibit No. SFO-55A, pages 1 through 25, labeled “1065 U.S. Return of Partnership Income

2003; SFPP, L.P,” and you may take this exhibit “as is” without yourself vouching for any part 

of it.  This is also presently claimed to be “Confidential Protected Material.” 

A. All right.

Q. Focusing now on page 4 of SFPP’s federal Form 1065 (further identified as Bates No. 

SFO3 09157, Exhibit No. SFO-55A, page 6 of 25), I want to ask some questions about 

“Schedule M-1 Reconciliation of Income (Loss) per books with Income (Loss) per Return.” 

First, what is the total amount of taxable income claimed by SFPP?

A. That number is $69,769,749, found on line 9 of that schedule. 

Q. What is the amount of “net income (loss) per books” claimed?

A. That number is $161,220,571, as found on line 1 of schedule M-1 and again on line 3 of 

schedule M 2, Analysis of Partners’ Capital Accounts. 

Q. To satisfy my curiosity as well as perhaps others, explain what is happening with lines 2 

through 5 of schedule M-1, which seem to add up to a larger number.

A. Perhaps the simplest way to explain is to say that those are the numbers used to arrive at a 

“net” number on line 1.  One starts with line 5 and then deducts the numbers on lines 2 to 4 to 

arrive at line 1. 

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



Exhibit No. BPX-21 

Page 3 of 20 

1

2

Q. Thank you.  Now back to the line of questioning. Here we have:

[I

Net income (loss) per books $ 161,220,571 

Taxable Income $   69,769,749 

Net income in excess of taxable income $   91,450,822 

3

4

5

6

7

8

9

10

11
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13
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16

17
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21

Assuming again the accuracy of the tax return, is the conclusion to draw that $91,450,822 

of book income was not taxable at all?

A. Yes. 

Q. Percentage wise, what per cent of the book income was taxable?

A. I calculate 43.28%.

Q. Asking a redundant question here in order to make a better public record, would you say 

that the claimed book income for 2003 was more than half sheltered from income tax liability 

because of IRS deductions claimed?

A. The difference between book income and taxable income is the difference between the 

allowable deductions claimed and income recognized for tax purposes versus book purposes. 

Q. Just confining yourself to the face of Exhibit No. SFO-55A, page 6 of 25, Bates SF03 

09157, and assuming the accuracy thereof, please, what explanation is offered by SFPP for 

sheltering book income from federal taxation?

A. SFPP’s explanation is set forth on lines 6 through 7.  In this case, deductions are claimed

for tax exempt interest, for depreciation, and for other deductions said to be displayed on 

Schedule 5. 

Q. Can you tell from the face of this document whether the depreciation used to shelter book 

income from taxable income did or did not include IRS tax depreciation above book 

depreciation?
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A. Yes, by comparing line 4(a) depreciation [book] with line 7(a) depreciation [tax], you see 

that a greater depreciation for tax purposes was claimed as compared to the book depreciation 

claimed.

Q. Is this surprising to you? 

A. Not at all. I would expect the tax depreciation to be greater than the book depreciation. 

Speaking generally, book depreciation tends to be straight-line depreciation over the useful life 

of an asset.  Tax depreciation tends to be shorter in duration and to have forms of “acceleration”

where the deductions are higher than a pure straight line depreciation would yield, even a straight 

line for tax purposes, which can be for periods of time less than the useful life of the depreciable

property.

Q. Can what you are saying here be illustrated, at least in part, by reference to Form 4562 

Depreciation and Amortization for SFPP for 2003, in this same exhibit SFO-55A, at page 7 of 25 

(Bates No. SFO 09158)?  This document is presently claimed to be protected, so do not use any 

numbers in responding. 

A. Yes.  Perhaps it suffices to look at Part III Section B, which displays several of the ways 

in which tax depreciation is calculated.   This schedule is limited in its detail as it only displays 

the methods and lives used for current asset additions.  To get a more detailed explanation one 

would need the tax preparer’s detailed depreciation schedules which would show the tax lives 

and methods for prior year additions. 

Q. With that background, let me ask you this question:  if the number for taxable income

used by Mr. Ganz in calculating a “Weighted Federal Average Income Tax Allowance” for 2003 

on Exhibit No. SFO-62A is the same as the taxable income number reflected in SFPP’s 2003 tax 
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return, Exhibit No. SFO-55A, does it follow that Mr. Ganz is using a number for taxable income

that is AFTER all IRS deductions are taken, including IRS depreciation? 

A. Yes. 

II. ISSUE:  What is the effect on “taxable income” for IRS purposes if a reduction in 

book income is made, speaking generally? In context here, the question pertains to 

how, if at all, to change the number for “taxable income” if excess profits resulting 

from the collection of unjust and unreasonable rates from interstate ratepayers are 

removed from book income.  Stated another way, since the Commission does not 

permit an income tax allowance on excess or illegal profits, how should the 

correction be made? 

Q. Now, sir, a question based on three things: 

(a) the same exhibit tendered by SFPP witness Bullock, the same being SFO-55A, pages 

1 through 25, labeled “1065 U.S. Return of Partnership Income 2003; SFPP, L.P,” and you may

take this exhibit “as is” without yourself vouching for any part of it.  This is presently claimed to 

be “Confidential Protected Material.”  Again, let us focus on page 4 of the federal form (page 6 

of 25, further identified as Bates No. SFO3 09157), “Schedule M-1 Reconciliation of Income

(Loss) per books with Income (Loss) per Return;”

(b) a hypothetical that I will give you based on real numbers that I will give you as an

assumption; and

(c) the hypothetical. 

To refresh, that document shows, inter alia:

[

Net income (loss) per books $ 161,220,571 

Taxable Income $   69,769,749 

23

24 That is the (a) part of the question.
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Now for the (b) part, or the “real” numbers that I will ask you to assume.  These real

numbers are taken from the Page 700 of SFPP’s annual report, FERC Form 6, for 2003, which I 

ask you to attach as an exhibit.

Total interstate revenues $124,956,117

Total interstate cost of service $105,412,438

Excess profits $  19,543,679 
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Now for the (c) part, or hypothetical.  Assume that, just before the Form 1065 for SFPP 

was sent to the IRS, SFPP discovered that it had overstated net book income by $19,543,679, all 

for revenue collected for the ordinary course of business in providing transportation service to 

the interstate market, which had to be refunded to ratepayers.  Assume that SFPP corrected the 

error.  Can you tell me what the taxable income number would then be?

A. Yes, I have attached SFPP’s Page 700 for 2003 is attached hereto as Exhibit No. BPX-22.

All things being equal, the taxable income would be reduced by $19,543,679 so long as there are 

no book to tax (M-1) differences in the recognition of revenue between book and tax, or from

$69,769,749 to $50,226,070.

III. ISSUE:  Tracing “taxable income” to partners in KMEP for purposes of 

(a) determining whether there is any actual or potential income tax liability and 

(b) determining whether there is any “taxable income” allocated to the public 

limited partners and, if so, how much, in order to make the calculation for a rate of 

return on equity. 

Q. Now let us turn to the income tax return of KMEP for 2003, the same being tendered by

SFPP witness Bullock as Exhibit No. SFO-55C, pages 1-54 (Bates Nos. SF03 09669 et seq.).

Again, you may take this tax return “as is” without taking any responsibility for its accuracy.  Let 

us start by recording here the book income and the taxable income reported on page 6 of 54 

(Bates No. SF03 09674), Schedule M-1, please.
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Net income per books $697,337,369

Taxable income $205,638,230
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Q. Now please refer to the “analysis of net income (loss)” at the top of that same page and 

tell me what KMEP claims for net income to be allocated to the various classes of partners. 

A. That is line 1, $205,638,230. 

Q. How much of that income was allocated to the General Partner?

A. That is line 2a, and the amount is $316,295,160. 

Q. If I did the math right, that would mean that the General Partner received all of the 

taxable income of the KMEP partnership plus $110,656,930 in additional taxable income.  Is that 

a correct reading of that schedule? 

A. Yes, that is what is being represented to the IRS. 

Q. Forgive me now for asking a redundant question, this time without using numbers, in 

order to enhance the public record.  Did the General Partner receive all of the taxable income of 

the KMEP partnership plus an additional sum, over and above the total reported taxable income?

A. Again, that is what is being represented to the IRS. 

Q. How can that possibly be true?

A. It can possibly be true by allocating the plus $110,656,930 to the General Partner and 

then allocating a negative, or loss in income, to the limited partners of $110,656,930 to be 

included on line 2b. 

Q. Again with apology, please answer the same question without using any numbers.
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A. It can possibly be true by allocating a sum of income greater than the total income of the

partnership to the general partner and then offsetting the additional positive income to the 

general partner by allocating an equal amount of losses in income to the limited partners. 

Q. Let us pause right here for a “sub total” type question, since we have even more to talk 

about.  The question is:  relying on the Form 1065, Exhibit No. SFO-55C, page 6 of 54 (Bates 

SF03 09674) as being true and correct, what conclusion, if any, would you draw with regard to 

the taxable income, if any, allocated to the limited partners?

A. On the face of this document, standing alone, and on the questions you have asked me so 

far, I would conclude that no taxable income was allocated to the limited partners as a class;

rather, as a class, or classes, they were allocated losses in income and thus would not have any 

“taxable income.”  However, this response is subject to check against the K-1 data.

Q. I will discuss the relevance of the K-1 data with you later.  For now tell me, please, what 

this schedule says with regard to the classes of limited partner shown on the IRS form:

corporate, individual (active), individual (passive), partnership, exempt organizations, and 

nominee/others.

A. All right, see the table below.  It appears that there are no “individual (active)” limited

partners, nor would I expect there to be, because the general partner has substantially all the 

power in the typical limited partnership. 
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Corporate -$ 80,739,836

individual (passive) -$265,106,510

partnership -$ 10,087,081

exempt organizations -$  48,862,723 

nominee/others -$ 23,807,111

Total -$ 428,603,261 
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Q. Are you saying that, as a class, the limited partners were allocated losses in taxable 

income of $428,603,261?

A. That is what the 1065 tax return says at page 6 of 54 (Bates SF03 09674). 

Q. Assuming the accuracy of KMEP’s Form 1065 for 2003, would there be any actual or 

potential income tax liability on that $428,603,261?

A. No.  There would be no current income tax liability on that sum, but that sum, being a 

loss in income, would carry forward into future years and operate to mitigate or eliminate up to 

the amount of taxable income that KMEP might allocate to those partners in the future. 

Q. Let us pause on your last point: the mitigation or elimination of any taxable income that 

KMEP might allocate to those partners in the future.  Are you saying that, if KMEP allocates any 

taxable income in the future, the losses in taxable income in the prior years operate to offset the 

taxable income?

A. Yes, passive loss carryovers from publicly traded partnerships are suspended and may

offset future income from that same partnership.  In the event all of the carryover losses have not 

been offset at the time of disposition of the partnership interest, the unused losses can be used to 

offset other taxable income of the disposing partner. 
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Q. In response to Indicated Shippers’ Data Request No. BPX-1-29 (which I ask that you 

attach to your testimony), Mr. Bullock provided the following information about the taxable 

income just to the public partners of KMEP: 

2003 -429,537,099
2004 -225,602,769
2005 -405,767,214
2006 -355,008,090

Just sticking to the relevance of this to the future income tax liability, would the public

limited partners who received these losses in taxable income be able to deduct these losses 

against any future income that KMEP might allocate to them?

A. Yes, by applying the passive loss rules for publicly traded partners that I explained above.

Mr. Bullock’s response is attached as Exhibit No. BPX-23. 

Q. Now let us return to the Analysis of Net Income shown on SFO-55C, page 6 of 54 (Bates 

No. SF03 09674), the Form 1065 income tax return of KMEP for 2003.  But first, we have not 

yet discussed the K-1 data. What is a Schedule K-1?

A. That is the IRS form that a partnership has to provide to each partner showing that 

partner’s share of income (positive or negative), deductions (including all tax depreciation), and 

the other reportable items. 

Q. Does the amount of any cash distributions given to the partners show up on the K-1s?

A. Yes. 

Q. Is the amount of cash distributions reflected in the K-1s reported to the IRS as taxable 

income from KMEP?

A. No.  Cash distributions in themselves do not represent “taxable income.”  A cash 

distribution operates solely as a reduction in the basis of the investment -- a return of capital.  A 
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cash distribution can trigger a tax as a constructive sale or liquidation of part of the partnership 

unit if the cash distributions, in the aggregate, reduce the basis of the investment below zero.

Q. Let me nail down one other point before we proceed.  Let us use the taxable income/

(losses) reported by KMEP for individuals on the 2003 return of negative $265,106,510.  Is it at 

least theoretically possible that some individuals in one year would get some positive taxable 

income while the partnership reported nothing but losses in taxable income to the class?

A. Yes, it is possible that a study of the K-1s would reveal that some partners, here assumed

to be individuals, did receive some taxable income.  In that case, the number reported in the 1065 

is the net number.  Let us say, for the sake of argument, that in 2003 some individuals did get an

aggregate amount of taxable income in the amount of $50,000,000.  If the number reported in the 

1065 is a negative $265,106,510, that would mean that the total amount of losses to the class of 

limited partners was actually $315,106,510 or $50,000,000 greater than reported, so the net 

would be the $265,106,510. 

Q. Does it also follow that, under the hypo you used above, there could be actual or potential 

income taxes to pay on the $50,000,000?

A. Yes, depending upon each partner’s passive loss carryover situation. 

Q. So for the class of individual partners under the hypo used above, there could be actual or 

potential income taxes to pay on $50,000,000 but no actual nor potential income taxes to be paid 

on $315,106,510?

A. Yes. 

Q. So the ratio of actual or potential income tax liability within the class is something like

6:1, 6 no tax and 1 some actual or potential?

A. Based on the assumptions you provided, yes. 
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Q. Did your firm make any study of the K-1 data for 2003 provided on computer disc by 

SFPP?

A. Yes, and the 2003 study is attached as Exhibit No. BPX-24.

Q. With regard to the public limited partners of KMEP, did you find any K-1s with any 

taxable income at all? 

A. No, I found no taxable income allocated to any of the public limited partners in 2003.

Q. Did your firm make any study of the K-1 data for 2004 provided on computer disc by 

SFPP?

A. Yes, and the 2004 study is attached as Exhibit BPX-25.

Q. With regard to the public limited partners of KMEP, did you find any K-1s with any 

taxable income at all? 

A. Yes, I found that some 12,693 of the total public partners -- about 6.3181% of the 

publicly traded partners -- received some $14,070,193 in taxable income, subject to reduction or 

elimination by passive losses in earlier years, in 2004. 

Q. I want to be able to derive a percentage that the positive income of $14,070,193 is of the 

total losses in taxable income (not just the net number).  What is or are the number or numbers

for the total losses in taxable income suffered by the public limited partners?

A. Because KMEP’s tax return and K-1 numbers do not reconcile, the answer depends on

which source of information you use.  My analysis of the 2004 K-1 information, in Exhibit 

No. BPX-25, indicates that the net taxable (loss) to all the limited partners netted to 

($221,743,727).  However, the analysis of taxable income by partner type on page 4 of KMEP’s 

2004 Form 1065, Exhibit No. SFO-57C, Bates No. SFO 309728, indicates that the net (loss) to 

the all limited partners netted to ($217,909,833)  In order to get to the total loss for all public 
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limited partners, you need to note that the non-publicly traded limited partners as a group had net 

taxable income of $25,730,085 (this figure is netted in arriving at the above net limited partner 

(losses)).  If you add back the non-public limited partners net income to the public limited

partners net total loss, the net (losses) to public partners would be ($247,473,812) and

($243,639,918) respectively.  All of the above amounts are before tax credits that also passed 

through to all partners. 

IV. ISSUE:  In search of unaccounted for losses in taxable income to limited partners. 

Q. State whether or not the total amount of line 2a added to the total amount of line 2b is 

supposed to equal the net taxable income of KMEP on line 1 of the Analysis of Net Income,

SFO-55C, page 6 of 54 (Bates SFO3 09674). 

A. That is the general rule and, if it is not followed, then KMEP should explain why not. 

Q. In 2003 line 2a, the General partner’s allocation, when added to the allocation of negative 

income to the limited partners, does not equal the taxable income reported.  If my math is 

correct, then the sums of the two lines, added together, yields a negative $112,308,101.  How 

does KMEP purport to explain that discrepancy?

A. First, on page 18 of 54 (Bates SF03 09686) in Exhibit No. SFO-55C, KMEP claims that 

the difference between the amount on Form 1065, page 4, Analysis of Net Income is “explained” 

by two different factors. 

(1) KMEP indicates that it has received incomplete information on beneficial owners 
from the nominees. It is claimed that the amounts reported on page 4, line 2, do represent the 
sum of the Schedule K-1 amounts “and therefore include all over allocations.” 

(2) KMEP reports that the schedule K-1 amounts also include the effects of Section 
743(b) basis adjustments in the capital balances and therefore do not sum to the total capital 
balance as shown on Schedule M-2 for Form 1065. 
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Second, on Exhibit No. SFO-55C, page 19 of 54 (Bates SF03 09687), KMEP purports to 

comply with the requirement that 743(b) depreciation be reported in its tax return, but with 

narrative without providing any numbers.  As KMEP recognizes, “The partnership has elected to 

adjust the basis of partnership properties under Section 743(b)….” 

Q. Let me ask some questions about the “nominee” stated problem first, then turn to Section 

743(b).  Does KMEP purport to report a category called “nominee/other” in its analysis of Net 

Income (Loss) in its tax return, Exhibit No. SFO-55C page 6 of 54 (Bates SF03 09674)?

A. Yes, KMEP reports allocating losses in income of $23,807,111 to this classification, 

about 5% of the total reported losses in income.

Q. Yet, Exhibit SFO-62A, Weighted Federal Income Tax Allowance for 2003, purports to 

be able to identify classes of limited partners down to a fraction of a percent, three of the 

categories being said to be less than one percent.  Do you have anything to suggest to explain 

this inconsistency?

A. No. 

Q. Now let us address the Section 743(b) question.  Please give me a brief tutorial in what 

this is all about. 

A. The 743(b) depreciation adjustment that a partner gets is a result of adjusting the basis of 

the partnership’s assets for the difference between the purchase price paid for a partner’s interest 

and the historical tax basis of the partnership interest purchased. One basic premise of 

partnership taxation is that a “new” partner buying a partnership interest from an “old” partner 

steps into the shoes of the old partner, taking the depreciated assets as is and continuing the 

depreciation.  However, if the partnership so elects, the partners can adjust the assets of the 

partnership to reflect the difference between the price paid for their interest and the historical tax
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cost associated with the interest purchased. This election is known as a Section 754 election.

Once the election is made it is binding upon the partnership for subsequent years until revoked.

This election is usually made by partnerships that have interests that sell for more than the tax 

book value.  The reason this is done is so that the additional purchase price paid can yield the 

additional tax depreciation associated with the write up of the new partner’s interest.  This allows 

a new partner to start depreciation/amortizing the partnership assets all over again.  KMEP states 

here that it has made the election, so that means, among other things, that public limited partners 

who buy and sell limited partnership interests on the NYSE can “write up” their tax basis and 

thus can claim greater depreciation to offset taxable income.  The partnership itself is supposed 

to keep track of this additional depreciation/amortization and reflect the additional depreciation

and amortization in the K-1s given to the partners.

Here KMEP is reporting that the Analysis of Net Income on SFO-55C page 6 of 54 

(Bates SFO3 09674) does include the additional 743(b) depreciation, so the losses in taxable 

income reported are after, not before, all depreciation deductions have been taken into account. 

Q. Does the additional depreciation under 743(b) operate to reduce the actual or potential

income taxes of the partners?

A. Yes.  Any additional depreciation combines with tax depreciation and other deductions

flowed through to the partners, offsetting taxable income, either currently or carried forward to 

future tax years until used up. 

Q. Do you believe that KMEP or its contractor, Price Waterhouse Cooper, knows the 

amount of 743(b) depreciation flowed through to the partners on the K-1s?

A. Yes, or how else could the calculations said to have been made actually have been made?

Q. Let us recap now: 
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The total taxable income of KMEP in 2003 was said to be $205,638,230. 

The General Partner was allocated $316,295,160 (before tax credits of $431,050). 

To balance out the difference in income that went to the GP of ($110,656,930) that sum
had to be offset by having (losses) in that amount to the Limited Partners. 

But the total amount of losses in income allocated to the limited partners was 
($428,603,261).

The difference between the net loss to limited partners that is needed to tie to total taxable
income ($110,656,930) and the amount identified on Exhibit No. SFO-55C, page 6 of 54, 
as going to those same limited partners ($428,603,261), is ($317,946,331) of additional 
(loss) or expense. 

This ($317,946,331) of additional loss is said to be accounted for by a combination of 
743(b) deductions and improperly accounted for limited partners. 

Did I do the math right?

A. I believe that you did, using the Analysis of Net Income (Loss).

Q. Without plowing the same ground with the 2004 income tax return on KMEP, Exhibit 

No. SFO-57C, let us simply reflect here what is shown on page 6 of 51, Bates No. SF03 09728, 

the Analysis of Net Income (Loss).

Total net income of KMEP $467,322,069 (line 1) 

General Partner $387,460,554 (line 2(a)) 

Total losses reported in all categories of limited partners $217,909,833 (line 2(b)) 

24

25

26

27

28

And let me ask:  those numbers are not going to reconcile either, are they?  That is, line 1 does 

not equal the sum of lines 2(a) and 2(b)?

A. The numbers do not reconcile.  Line 1 does not equal the sum of lines 2(a) and 2(b). 

Q. How many dollars need to be explained?

A. On the face of the document, some ($297,771,348) in additional allocated (loss). 
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Q. Tell me again, please, what your K-1 study for 2004 revealed as to the total amount of 

taxable income that went to the public limited partners?

A. Of all the K-1s reported on the disc, those K-1s reporting net taxable income had 

combined taxable income of $14,070,193. 

Q. And please refresh our recollection on what the loss in taxable income for the public 

limited partners was in 2004, as reported by Mr. Bullock?

A. A (loss) of ($225,602,769).  This is probably a “net” number that includes those K-1s 

reporting taxable income. 

V. ISSUE:  Do any investors in the NYSE trading care about “income,” a return on 

investment?

Q. I put this proposition to you, a Certified Financial Planner as well as a Certified Public

Accountant, for you to accept or to reject: 

Not a single investor in issues traded on the NYSE cares whether he/she receives any 
income (return on investment) at all; the only thing that matters is how much cash flow 
comes in from an “investment,” even if the cash flow is nothing more than the investor 
getting some of his/her investment dollars back. 

A. I reject that proposition. 

Q. Why?

A. Generally an informed investor is focusing on an after-tax return on his/her investment.

By doing this an investor can compare a range of investment returns.  In addition to comparing 

the returns on an investment the investor should consider the risks associated with the investment

and his or her own personal tax situation and liquidity needs.

VI. Examples of K-1s from MLPs 

Q. With the hope and intention of assisting the Commission by developing a more complete

record, I have purchased limited partnership interests in a number of MLPs and have received 

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



Exhibit No. BPX-21 

Page 18 of 20 

1

2

3

4

my K-1 tax returns for 2007.  Other than redacting my social security number, I am willing for 

these K-1s to go into the public record for such use as any party wishes to make of them.  Would

you please attach the following K-1s as exhibits to your testimony. 

Kinder Morgan Energy Partners Exhibit No. BPX-26 

Nustar Energy L.P. Exhibit No. BPX-27 

Teppco Partners L.P. Exhibit No. BPX-28 

Enterprise Products Partners L.P. Exhibit No. BPX-29 

Buckeye Partners L.P. Exhibit No. BPX-30 
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A. Certainly. 

Q. Do you doubt the genuineness of these documents?

A. No. 

Q. Now I will ask only two questions:  do some or all of the K-1s now attached to your 

testimony provide advice that cash distributions should not be reported to the IRS as income?

A. Yes. See Exhibit Nos. BPX-26 (KMEP), BPX-27 (Nustar), BPX-28 (Teppco), and BPX-

29 (Enterprise). 

Q. Last question, do any of the K-1s include “FAQs” (frequently asked questions) that 

pertain to the question of whether the MLP is profitable, given that little or no income is flowed 

through to the public limited partners?

A. Yes. See Exhibit Nos. BPX-26 (KMEP). 

Q.      Mr. Sintetos, let me take this as a means to advise you and the record that on the night of 

Thursday, April 3rd, 2008 I received four documents from SFPP said to be responsive to 

BP/XOM’s Third Set of Discovery Requests.  I do not expect you to provide an instant analysis. 

 I know that you are a practicing tax CPA and that April 15th is looming.  Further, the due date 

for this testimony is April 7th which does not leave sufficient time to review these documents.
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You may give consideration to these documents (as well as any other subsequently obtained 

information) in the future, and, if any cause you to modify your testimony, we can bring this to 

the attention of all in the customary and appropriate way.

A.      Thank you. 

Q. Does that conclude your testimony?

A. Yes. 

Q. Thank you, Mr. Sintetos.
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SUMMARY OF K-1S TO PARTNERS IN KMEP (2003)
SOURCE:  K-1 DATABASE 2003, BATES NO. SFO3 11763, AND KMEP FORM 1065 TAX RETURN, EXHIBIT SFO-55C

Exhibit BPX  -24
Page 1 of 3

A.  All Partners

Ending K-1

Listed % BEGINNING CAPITAL - Ja CAPITAL CONTR. - Jb CURRENT YR INC/LOSS - Jc WITHDRAWALS/DISTR - Jd ENDING CAPITAL - Je ORDINARY INC - 1 RENTAL - 3 INTEREST INCOME - 4a

Partners 150001-168748 101,796,437$              104,685,474$          (18,403,383)$                  70,013,607$                      118,064,921$                    (16,066,277)$        117,581$          337,082$                 
Partners 100001-15000 497,748,746$              656,720,095$          (98,364,516)$                  493,035,807$                    563,068,518$                    (85,907,220)$        700,077$          2,004,471$              
Partners 50001-100000 700,532,059$              1,216,143,090$       (149,248,959)$                980,878,213$                    786,547,977$                    (130,622,484)$      1,206,403$       3,454,810$              
Partners 1-50000 565,762,192$              448,736,406$          (123,056,939)$                344,834,061$                    546,607,598$                    (103,545,683)$      1,008,348$       2,888,726$              
Total Database Public Ltd Ptnrs 86.085047% 1,865,839,434$           2,426,285,065$       (389,073,797)$                1,888,761,688$                 2,014,289,014$                 (336,141,664)$      3,032,409$       8,685,089$              

Kinder Morgan GP, Inc as GP 1.000000% 72,099,968$                -$                         326,524,118$                  314,244,307$                    84,379,779$                      303,056,177$        2,040,612$       5,801,358$              
Kinder Morgan GP, Inc as LP 1.218743% 24,472,299$                -$                         4,869,566$                      4,439,300$                        24,902,565$                      (411,000)$             38,705$            111,136$                 
Kinder Morgan, Inc. 6.247892% 125,457,371$              -$                         24,963,856$                    22,758,095$                      127,663,132$                    (1,977,114)$          198,883$          571,066$                 
KN Gas Gathering,Inc 5.448318% 157,612,462$              -$                         17,389,975$                    19,845,628$                      155,156,809$                    3,344,304$            173,431$          497,984$                 
Total All Partners 100.000000% 2,245,481,534$           2,426,285,065$      (15,326,282)$                 2,250,049,018$                2,406,391,299$                (32,129,297)$        5,484,040$       15,666,633$            

B.  By Partner Type

Partner Type
Individuals 926,517,155$              787,486,335$          (200,643,272)$                580,869,808$                    932,490,410$                    (168,714,258)$      1,631,553$       4,672,799$              
Corporations 179,074,534$              695,263,528$          (39,622,141)$                  610,510,834$                    224,205,087$                    (34,650,999)$        289,973$          831,324$                 
Partnerships 51,139,712$                80,396,224$            (7,117,055)$                    72,770,480$                      51,648,401$                      (8,355,080)$          71,927$            206,148$                 
Estates 9,364,147$                  12,239,626$            (2,399,183)$                    7,126,137$                        12,078,453$                      (2,057,098)$          19,328$            55,337$                   
Trusts 280,426,731$              245,946,304$          (62,220,535)$                  149,260,885$                    314,891,615$                    (55,016,854)$        542,347$          1,551,603$              
Foreign Citizens 18,601,695$                47,763,477$            (4,954,099)$                    24,341,359$                      37,069,714$                      (4,260,379)$          26,728$            76,777$                   
Others 122,739,478$              241,910,548$          (20,572,417)$                  234,834,645$                    109,242,964$                    (18,135,822)$        122,118$          350,035$                 
Exempt Organization 35,131,661$                41,958,189$            (6,027,885)$                    38,366,822$                      32,695,143$                      (5,506,548)$          43,061$            123,291$                 
IRAs/Seps/Keoghs 224,114,462$              250,862,690$          (42,045,280)$                  155,215,247$                    277,716,625$                    (36,218,745)$        259,899$          744,781$                 
Pension Plans 17,917,409$                20,780,014$            (3,156,609)$                    13,402,525$                      22,138,289$                      (2,994,945)$          22,143$            63,431$                   
Clearing Account 812,450$                     1,678,130$              (315,321)$                       2,062,946$                        112,313$                           (230,936)$             3,332$              9,563$                     
Total by Partner type 1,865,839,434$           2,426,285,065$      (389,073,797)$                1,888,761,688$                2,014,289,014$                (336,141,664)$     3,032,409$       8,685,089$              

Corporate Ltd modified by paper K-1s 486,616,666$              695,263,528$          7,601,256$                      657,553,857$                    531,927,593$                    (33,694,809)$        700,992$          2,011,510$              
Corporate General Partner 72,099,968$                -$                         326,524,118$                  314,244,307$                    84,379,779$                      303,056,177$        2,040,612$       5,801,358$              

C.  Comparison of Net Taxable Income Per 1065 Page 4 Analysis of Net Income (Loss) (SFO-55C) and K-1 Data from Above

General Partner Corporate Ltds Individuals Partnerships Exempt Org. Others Total All Partners
Net Income (loss) 303,056,177$          (33,694,809)$                  (168,714,258)$                  (8,355,080)$                      (5,506,548)$          (118,914,779)$  (32,129,297)$           
Net Income (Loss) From Rental Activities 2,040,612$              700,992$                         1,631,553$                        71,927$                             43,061$                 995,895$          5,484,040$              
Interest Income 5,801,358$              2,011,510$                      4,672,799$                        206,148$                           123,291$               2,851,527$       15,666,633$            
Total Ordinary Dividend 5,943,319$              2,053,331$                      4,773,590$                        210,498$                           125,912$               2,914,006$       16,020,656$            
Net Section 1231 gain (loss) 962$                        (598,891)$                       (1,639,778)$                      (78,221)$                           (52,723)$               (1,157,275)$      (3,525,926)$             
Interest (Expense) (90,957)$                  (2,042,802)$                    (4,748,355)$                      (209,387)$                         (125,273)$             (2,899,031)$      (10,115,805)$           
Foreign Taxes (Exp) (14,553)$                  (326,239)$                       (751,049)$                         (33,311)$                           (19,915)$               (456,862)$         (1,601,929)$             
IDC (Exp) (441,758)$                (9,922,362)$                    (23,074,835)$                    (1,017,090)$                      (608,447)$             (14,090,774)$    (49,155,266)$           
Net income (Loss) From All flow Thru (f 316,295,160$         (41,819,270)$                 (187,850,333)$                 (9,204,516)$                     (6,020,642)$          (130,757,293)$  (59,356,894)$           

From 1065 Pg 4 Analysis 316,295,160$          (80,739,836)$                  (265,106,510)$                  (10,087,081)$                    (48,862,723)$        (23,807,111)$    (112,308,101)$         

Other Credits 431,050$                 9,681,575$                      22,508,907$                      992,387$                           593,599$               13,744,221$     47,951,739$            

         

2
0
0
8
0
8
0
8
-
5
1
1
0
 
F
E
R
C
 
P
D
F
 
(
U
n
o
f
f
i
c
i
a
l
)
 
8
/
8
/
2
0
0
8
 
3
:
4
8
:
2
3
 
P
M



SUMMARY OF K-1S TO PARTNERS IN KMEP (2003)
SOURCE:  K-1 DATABASE 2003, BATES NO. SFO3 11763, AND KMEP FORM 1065 TAX RETURN, EXHIBIT SFO-55C

Exhibit BPX  -24
Page 2 of 3

A.  All Partners

Partners 150001-168748
Partners 100001-15000
Partners 50001-100000
Partners 1-50000
Total Database Public Ltd Ptnrs

Kinder Morgan GP, Inc as GP

Kinder Morgan GP, Inc as LP

Kinder Morgan, Inc.

KN Gas Gathering,Inc

Total All Partners

B.  By Partner Type

Partner Type
Individuals
Corporations
Partnerships
Estates
Trusts
Foreign Citizens
Others
Exempt Organization
IRAs/Seps/Keoghs
Pension Plans
Clearing Account
Total by Partner type

Corporate Ltd modified by pape
Corporate General Partner

QUALIFIED DIVIDENDS - 4b1 DIVIDEND INCOME - 4b 1231 GAIN/LOSS POST MAY - 6a 1231 GAIN/LOSS - 6b OTHER CREDITS - 13 INTEREST EXP - 14a INVESTMENT INC - 14b1 DEPR. ADJ - 16a FOREIGN GROSS INC - 17d3

171,203$                        345,089$                 (6,205)$                                   (151,904)$              1,628,593$            343,559$             682,881$                   5,230,157$         775,304$                        
1,017,896$                     2,048,137$              (23,109)$                                 (833,239)$              9,659,909$            2,037,554$          4,053,267$                29,124,875$       4,597,442$                     
1,754,168$                     3,528,415$              4,618$                                    (1,267,462)$           16,637,366$          3,509,675$          6,983,183$                46,944,771$       7,917,711$                     
1,466,662$                     2,951,040$              10,271$                                  (998,316)$              13,914,548$          2,935,494$          5,840,040$                38,122,043$       6,622,267$                     
4,409,929$                     8,872,681$              (14,425)$                                 (3,250,921)$           41,840,416$          8,826,282$          17,559,371$              119,421,846$     19,912,724$                   

4,581,563$                     5,943,319$              48,808$                                  962$                      431,050$               90,957$               11,744,677$              1,490,843$         205,058$                        
56,431$                          113,441$                 13,492$                                  (18,000)$                534,903$               112,867$             224,577$                   813,758$            254,461$                        

289,969$                        582,906$                 31,495$                                  (130,326)$              2,748,558$            579,960$             1,153,972$                6,766,595$         1,307,532$                     
252,860$                        508,309$                 13,473$                                  (127,641)$              2,396,812$            505,739$             1,006,293$                4,458,298$         1,140,201$                     

9,590,752$                     16,020,656$           92,843$                                  (3,525,926)$          47,951,739$         10,115,805$       31,688,890$              132,951,340$     22,819,976$                   

2,372,512$                     4,773,590$              17,137$                                  (1,639,778)$           22,508,907$          4,748,355$          9,446,938$                61,780,456$       10,712,747$                   
422,079$                        848,675$                 (4,423)$                                   (322,924)$              4,001,302$            844,236$             1,679,685$                12,224,488$       1,903,785$                     
104,674$                        210,498$                 (72)$                                        (78,221)$                992,387$               209,387$             416,610$                   2,966,667$         472,213$                        

28,109$                          56,501$                   30$                                         (20,514)$                266,413$               56,181$               111,832$                   732,407$            126,782$                        
787,900$                        1,584,465$              67$                                         (560,224)$              7,470,493$            1,575,789$          3,135,617$                19,780,976$       3,555,405$                     

38,978$                          78,373$                   (2,264)$                                   (30,336)$                369,587$               77,978$               155,139$                   1,307,242$         175,842$                        
177,746$                        357,388$                 (6,585)$                                   (175,909)$              1,685,010$            355,538$             707,406$                   5,968,888$         801,744$                        

62,624$                          125,912$                 15$                                         (52,723)$                593,599$               125,273$             249,155$                   1,884,580$         282,506$                        
378,242$                        762,653$                 (17,734)$                                 (340,494)$              3,600,426$            759,245$             1,509,233$                11,692,927$       1,714,061$                     

32,206$                          64,863$                   (1,089)$                                   (27,629)$                306,253$               64,587$               128,429$                   981,583$            145,739$                        
4,859$                            9,763$                     493$                                       (2,169)$                  46,039$                 9,713$                 19,327$                     101,632$            21,900$                          

4,409,929$                     8,872,681$             (14,425)$                                (3,250,921)$          41,840,416$         8,826,282$         17,559,371$              119,421,846$     19,912,724$                   

1,021,339$                     2,053,331$              54,037$                                  (598,891)$              9,681,575$            2,042,802$          4,064,527$                24,263,139$       4,605,979$                     
4,581,563$                     5,943,319$              48,808$                                  962$                      431,050$               90,957$               11,744,677$              1,490,843$         205,058$                        
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SUMMARY OF K-1S TO PARTNERS IN KMEP (2003)
SOURCE:  K-1 DATABASE 2003, BATES NO. SFO3 11763, AND KMEP FORM 1065 TAX RETURN, EXHIBIT SFO-55C

Exhibit BPX  -24
Page 3 of 3

A.  All Partners

Partners 150001-168748
Partners 100001-15000
Partners 50001-100000
Partners 1-50000
Total Database Public Ltd Ptnrs

Kinder Morgan GP, Inc as GP

Kinder Morgan GP, Inc as LP

Kinder Morgan, Inc.

KN Gas Gathering,Inc

Total All Partners

B.  By Partner Type

Partner Type
Individuals
Corporations
Partnerships
Estates
Trusts
Foreign Citizens
Others
Exempt Organization
IRAs/Seps/Keoghs
Pension Plans
Clearing Account
Total by Partner type

Corporate Ltd modified by pape
Corporate General Partner

Nontx Ajst to Inc 743(b)

FOREIGN DEDUCTIONS - 17f3 FOREIGN TAXES - 17g IDC - 18b NONDEDUCTIBLE EXP - 21 DISTRIBUTIONS - 22 UBTI Depreciation

810,117$                         53,386$                            1,670,340$     12,199$                         13,584,869$            (17,631,481)$   723,123$            
4,809,979$                      321,423$                          9,903,086$     78,717$                         80,377,053$            (95,234,865)$   5,623,947$         
8,286,414$                      556,332$                          17,054,510$   139,179$                       138,257,675$          (146,714,748)$ 12,348,421$       
6,929,436$                      464,478$                          14,264,207$   115,779$                       115,355,868$          (117,017,659)$ 6,333,452$         

20,835,946$                    1,395,619$                       42,892,143$   345,874$                       347,575,465$          (376,598,753)$ 25,028,943$       

214,759$                         14,553$                            441,758$        3,065$                           314,244,307$          -$                 2,592,119$    
266,501$                         18,057$                            548,189$        4,597$                           4,439,300$              -$                 1,235,057$    

1,369,394$                      92,787$                            2,816,830$     23,623$                         22,758,095$            -$                 -$               
1,194,146$                      80,913$                            2,456,346$     20,600$                         19,845,628$            -$                 -$               

23,880,746$                    1,601,929$                      49,155,266$   397,759$                      708,862,795$         (376,598,753)$ 25,028,943$      3,827,176$    

11,209,307$                    751,049$                          23,074,835$   187,076$                       186,717,174$          (190,510,569)$ 9,903,044$         
1,993,334$                      134,482$                          4,100,997$     33,904$                         33,335,314$            (38,500,742)$   2,496,731$         

494,364$                         33,311$                            1,017,090$     8,416$                           8,248,805$              (9,309,466)$     3,088,264$         
132,722$                         8,916$                              273,074$        2,231$                           2,204,483$              (2,315,703)$     154,078$            

3,720,853$                      249,707$                          7,657,870$     62,434$                         62,085,062$            (62,284,118)$   6,694,421$         
184,105$                         12,432$                            378,757$        3,134$                           3,075,635$              (4,612,068)$     (3,374)$               
839,420$                         56,646$                            1,727,035$     14,305$                         13,988,021$            (19,748,050)$   748,307$            
295,701$                         19,915$                            608,447$        4,968$                           4,924,900$              (6,074,273)$     591,324$            

1,790,829$                      117,520$                          3,692,799$     26,642$                         30,043,043$            (39,679,191)$   943,258$            
152,373$                         10,088$                            314,061$        2,373$                           2,566,433$              (3,289,224)$     412,890$            

22,938$                           1,553$                              47,178$          391$                              386,595$                 (275,349)$        -$                    
20,835,946$                    1,395,619$                      42,892,143$   345,874$                      347,575,465$         (376,598,753)$ 25,028,943$

4,823,375$                      326,239$                          9,922,362$     82,724$                         80,378,337$            (38,500,742)$   2,496,731$         
214,759$                         14,553$                            441,758$        3,065$                           314,244,307$          -$                 -$                    

Total Public Partners with Positive Taxable Income 0
Percentage of Public Partners with Positive Taxable Income 0
Total Net Taxable Income to Public Partners 0
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SUMMARY OF K-1S TO PUBLIC PARTNERS IN KMEP (2004)
SOURCE:  K-1 DATABASE 2004 BATES NO. SFO3 11763  AND KMEP FORM 1065 TAX RETURN, EXHIBIT SFO-57C

Exhibit BPX-25
Page1of3

A.  All Partners BEGIN CAPITAL - Na CAPITAL CONTR. - Nb CURRENT YR INC/LOSS - Nc WITHDRAWALS/DISTR - Nd ENDING CAPITAL - Ne ORDINARY INC - 1 INTEREST INCOME - 5 ORDINARY DIVIDENDS - 6a

 Page 150,0001 - 200,900 total 264,326,532$             337,969,108$          (32,918,087)$                   235,820,162$                 333,557,391$          (31,560,045)$       860,698$                890,529$                       
 Page 100,001-150,000 total 673,094,257$             1,240,906,177$       (75,184,531)$                   1,001,614,617$              837,201,286$          (80,572,298)$       3,261,676$             3,370,740$                    
Page 50,001-100,000 total 623,182,341$             1,666,509,199$       (65,355,696)$                   1,518,032,570$              706,303,274$          (67,456,108)$       3,146,656$             3,251,911$                    
 Page 1-500,000 Total 422,795,181$             494,044,769$          (49,204,618)$                   365,676,651$                 501,958,681$          (47,981,058)$       2,520,154$             2,604,944$                    
Total Database Public Ltd Partners 1,983,398,311$          3,739,429,253$       (222,662,932)$                 3,121,144,000$              2,379,020,632$       (227,569,509)$     9,789,184$             10,118,124$                  

Kinder Morgan GP, Inc. as GP 84,379,779$               -$                         395,092,415$                  376,004,801$                 103,467,393$          376,670,593$      5,498,531$             5,678,069$                    
Kinder Morgan GP, Inc. as LP 24,902,565$               -$                         8,430,352$                      4,844,440$                     28,488,477$            2,238,475$          115,451$                119,221$                       
Kinder Morgan, Inc 127,663,132$             -$                         43,218,241$                    24,835,047$                   146,046,326$          11,738,214$        593,238$                612,611$                       
KN Gas Gathering, Inc 155,156,809$             -$                         23,468,512$                    21,656,782$                   156,988,539$          11,936,461$        517,318$                534,212$                       
Kinder Morgan Transcolorado, Inc -$                            32,025,000$            2,002,580$                      -$                                34,027,580$            2,011,739$          3,715$                    3,837$                           
Total All Partners 2,375,500,596$          3,771,454,253$      249,549,168$                 3,548,485,070$             2,848,038,947$      177,025,973$     16,517,437$           17,066,074$                  

B.  By Partner Type

Partner Type
Individuals 875,973,269$             1,083,150,566$       (97,210,678)$                   856,144,887$                 1,005,768,270$       (96,457,824)$       4,849,299$             5,012,421$                    
Corporations 244,685,861$             1,406,561,688$       (27,453,684)$                   1,315,545,093$              308,248,772$          (28,513,828)$       1,126,412$             1,163,469$                    
Partnerships 59,711,719$               119,918,440$          (7,213,887)$                     97,127,549$                   75,288,723$            (7,332,336)$         282,583$                291,915$                       
Estates 12,166,957$               11,173,062$            (185,055)$                        9,604,510$                     13,550,454$            (1,426,991)$         67,091$                  69,352$                         
Trusts 347,243,505$             334,203,629$          (34,665,398)$                   245,541,229$                 401,240,507$          (38,740,401)$       1,916,856$             1,981,334$                    
Foreign Citizens 44,760,386$               131,725,761$          (8,889,205)$                     80,910,020$                   86,686,922$            (8,532,569)$         177,052$                182,822$                       
Others 65,578,336$               202,132,496$          (8,306,780)$                     173,179,250$                 86,224,802$            (8,698,347)$         269,964$                278,914$                       
Exempt Organization 34,059,128$               94,160,815$            (3,643,849)$                     87,524,599$                   37,051,495$            (3,581,770)$         140,876$                145,573$                       
IRAs/Seps/Keoghs  278,204,991$             329,801,535$          (32,188,730)$                   240,957,477$                 334,860,319$          (31,547,896)$       874,714$                905,115$                       
Pension Plans 20,328,950$               26,537,515$            (2,837,337)$                     14,376,369$                   29,652,759$            (2,687,225)$         75,452$                  78,031$                         
Clearing Account 685,209$                    63,746$                   (68,329)$                          233,017$                        447,609$                 (50,322)$              8,885$                    9,178$                           
Total Database by Partner Type 1,983,398,311$          3,739,429,253$      (222,662,932)$                3,121,144,000$             2,379,020,632$      (227,569,509)$    9,789,184$             10,118,124$                  

Corporate Ltd modified by paper K-1s 552,408,367$             1,406,561,688$       47,663,421$                    1,366,881,362$              673,799,694$          (588,939)$            2,356,134$             2,433,350$                    
Corporate General Partner 84,379,779$               -$                         395,092,415$                  376,004,801$                 103,467,393$          376,670,593$      5,498,531$             5,678,069$                    

C.  Comparison of Net Taxable Income Per 1065 Page 4 Analysis of Net Income (Loss) (SFO-57C) K-1 Data from Above

General Partner Corporate Ltds Individuals Partnerships Exempt Org. Others Total All Partners
Net Income (loss) 376,670,593$         (588,939)$                        (96,457,824)$                 (7,332,336)$            (3,581,770)$        (91,683,751)$          177,025,973$                

Net Inc. (Loss) From Rental A -$                         -$                                 -$                                -$                         -$                     -$                        -$                               
Interest Income 5,498,531$             2,356,134$                     4,849,299$                    282,583$                140,876$            3,390,014$             16,517,437$                  

Total Ordinary Dividend 5,678,069$              2,433,350$                      5,012,421$                     291,915$                 145,573$             3,504,746$             17,066,074$                  

Net Sec. 1231 gain (loss) (3,885)$                    40,840$                           (517,842)$                       (33,517)$                  (15,940)$              (420,536)$               (950,880)$                      

Interest (Expense) (83,832)$                  (2,015,233)$                     (4,142,378)$                    (241,642)$                (120,421)$            (2,893,766)$            (9,497,272)$                   

Foreign Taxes (Exp) -$                         -$                                 -$                                -$                         -$                     -$                        -$                               
IDC (Exp) (298,922)$               (7,294,727)$                    (15,029,485)$                 (875,016)$               (436,195)$           (10,510,160)$          (34,444,505)$                 

Total Taxable Income (Loss)It 387,460,554$          (5,068,575)$                     (106,285,809)$                (7,908,013)$             (3,867,877)$         (98,613,453)$          165,716,827$                

From 1065 Pg4 Analysis 387,460,554$          (1,211,697)$                     (158,108,485)$                (7,848,844)$             (40,152,156)$       (10,588,651)$          169,550,721$                

Tax Credits 522,756$                 12,570,303$                    25,896,579$                   1,507,666$              751,622$             18,110,759$           59,359,685$                  
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A.  All Partners

 Page 150,0001 - 200,900 total
 Page 100,001-150,000 total
Page 50,001-100,000 total
 Page 1-500,000 Total
Total Database Public Ltd Partners

Kinder Morgan GP, Inc. as GP
Kinder Morgan GP, Inc. as LP
Kinder Morgan, Inc
KN Gas Gathering, Inc
Kinder Morgan Transcolorado, Inc
Total All Partners

B.  By Partner Type

Partner Type
Individuals
Corporations
Partnerships
Estates
Trusts
Foreign Citizens
Others
Exempt Organization
IRAs/Seps/Keoghs
Pension Plans
Clearing Account
Total Database by Partner Type

Corporate Ltd modified by paper K-1s

Corporate General Partner

QUALIFIED DIVIDENDS - 6b 1231 GAIN/LOSS - 10 INVESTMENT INT EXP - 13I SECTION 59e2 EXP - 13K OTHER CREDITS - 15U FOREIGN GROSS INC - 16F FOREIGN DEDUCTIONS - 16K DEPRECIATION ADJ - 17A

890,529$                         (124,072)$              732,840$                       2,673,740$                  4,608,870$              3,004,296$                    1,823,981$                       10,188,325$                 
3,370,740$                      (385,926)$              2,787,093$                    10,103,992$                17,409,152$            11,356,975$                  6,908,932$                       31,877,082$                 
3,251,911$                      (336,040)$              2,688,516$                    9,749,762$                  16,799,749$            10,958,391$                  6,665,765$                       29,698,028$                 
2,604,944$                      (265,693)$              2,152,950$                    7,810,987$                  13,458,604$            8,778,408$                    5,338,842$                       22,447,788$                 

10,118,124$                    (1,111,731)$           8,361,399$                    30,338,481$                52,276,375$            34,098,070$                  20,737,520$                     94,211,223$                 

5,678,069$                      (3,885)$                  83,832$                         298,922$                     522,756$                 341,054$                       140,081$                          1,175,712$                   
119,221$                         (6,324)$                  98,770$                         357,426$                     615,931$                 401,842$                       244,589$                          314,603$                      
612,611$                         (32,408)$                507,522$                       1,836,607$                  3,164,916$              2,064,837$                    1,256,805$                       4,370,665$                   
534,212$                         205,330$               442,571$                       1,601,567$                  2,759,886$              1,800,589$                    1,095,965$                       2,398,832$                   

3,837$                             (1,862)$                  3,178$                           11,502$                       19,821$                   12,931$                         7,871$                              409,511$                      
17,066,074$                    (950,880)$             9,497,272$                   34,444,505$               59,359,685$           38,719,323$                 23,482,831$                     102,880,546$               

5,012,421$                      (517,842)$              4,142,378$                    15,029,485$                25,896,579$            16,891,113$                  10,272,766$                     43,664,552$                 
1,163,469$                      (123,896)$              963,192$                       3,487,625$                  6,009,749$              3,920,872$                    2,386,094$                       11,930,910$                 

291,915$                         (33,517)$                241,642$                       875,016$                     1,507,666$              983,677$                       598,566$                          2,921,591$                   
69,352$                           (6,851)$                  57,376$                         207,849$                     358,147$                 233,649$                       142,191$                          619,394$                      

1,981,334$                      (208,067)$              1,637,939$                    5,938,773$                  10,231,842$            6,674,837$                    4,060,470$                       16,980,744$                 
182,822$                         (34,195)$                151,096$                       547,775$                     943,759$                 615,737$                       374,642$                          2,573,628$                   
278,914$                         (37,130)$                230,811$                       836,139$                     1,440,730$              939,960$                       571,936$                          3,011,518$                   
145,573$                         (15,940)$                120,421$                       436,195$                     751,622$                 490,365$                       298,330$                          1,373,090$                   
905,115$                         (122,833)$              744,573$                       2,717,914$                  4,685,218$              3,053,688$                    1,853,793$                       10,176,437$                 

78,031$                           (10,905)$                64,370$                         234,201$                     403,661$                 263,248$                       159,911$                          891,907$                      
9,178$                             (555)$                     7,601$                           27,509$                       47,402$                   30,924$                         18,821$                            67,452$                        

10,118,124$                    (1,111,731)$          8,361,399$                   30,338,481$               52,276,375$           34,098,070$                 20,737,520$                     94,211,223$                 

2,433,350$                      40,840$                 2,015,233$                    7,294,727$                  12,570,303$            8,201,071$                    4,991,324$                       19,424,521$                 
5,678,069$                      (3,885)$                  83,832$                         298,922$                     522,756$                 341,054$                       140,081$                          1,175,712$                   
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A.  All Partners

 Page 150,0001 - 200,900 total
 Page 100,001-150,000 total
Page 50,001-100,000 total
 Page 1-500,000 Total
Total Database Public Ltd Partners

Kinder Morgan GP, Inc. as GP
Kinder Morgan GP, Inc. as LP
Kinder Morgan, Inc
KN Gas Gathering, Inc
Kinder Morgan Transcolorado, Inc
Total All Partners

B.  By Partner Type

Partner Type
Individuals
Corporations
Partnerships
Estates
Trusts
Foreign Citizens
Others
Exempt Organization
IRAs/Seps/Keoghs
Pension Plans
Clearing Account
Total Database by Partner Type

Corporate Ltd modified by paper K-1s

Corporate General Partner

NONDEDUCTIBLE EXP - 18C DISTRIBUTIONS - 19A INVESTMENT INCOME - 20A UBTI - 20P GROSS RECEIPTS - 20Q1 743(b) Depreciation

34,615$                           35,996,601$           1,752,375$                       (33,242,469)$      679,286,874$              
145,157$                         135,831,899$         6,631,102$                       (87,617,969)$      2,565,944,255$           
139,339$                         130,992,924$         6,398,522$                       (74,336,195)$      2,476,067,100$           
110,955$                         105,038,383$         5,125,622$                       (53,606,277)$      1,983,605,460$           
430,066$                         407,859,807$         19,907,621$                     (248,802,910)$    7,704,903,689$           

4,330$                             376,004,801$         11,176,600$                     -$                    2,393,878$              
5,245$                             4,844,440$             234,672$                          1,158,667$              

26,951$                           24,835,047$           1,205,849$                       
23,502$                           21,656,782$           1,051,530$                       

169$                                7,552$                              2,048,221$          2,921,433$                  
490,263$                         835,200,877$        33,583,824$                     (246,754,689)$   7,707,825,122$          3,552,545$

213,395$                         201,961,735$         9,862,398$                       (107,252,127)$    3,816,787,388$           -$                         
50,766$                           47,008,870$           2,289,512$                       (30,846,176)$      885,791,547$              -$                         
12,717$                           11,759,995$           574,329$                          (7,923,373)$        222,225,021$              -$                         

3,013$                             2,792,638$             136,441$                          (1,578,226)$        52,786,626$                -$                         
85,383$                           79,857,455$           3,897,446$                       (43,050,895)$      1,508,050,156$           -$                         

7,914$                             7,382,986$             359,492$                          (8,847,783)$        139,108,117$              -$                         
12,140$                           11,229,334$           548,838$                          (9,254,060)$        212,361,079$              -$                         

6,281$                             5,859,039$             286,300$                          (3,874,664)$        110,776,818$              -$                         
34,836$                           36,476,145$           1,781,229$                       (33,271,282)$      690,534,790$              -$                         

3,216$                             3,161,368$             153,575$                          (2,833,600)$        59,495,761$                -$                         
405$                                370,242$                18,061$                            (70,724)$             6,986,386$                  -$                         

430,066$                         407,859,807$        19,907,621$                     (248,802,910)$   7,704,903,689$          -$

106,633$                         98,345,139$           4,789,115$                       (28,797,955)$      888,712,980$              1,158,667$              
4,330$                             376,004,801$         11,176,600$                     -$                    -$                             2,393,878$              

Total Public Partners with Positive Taxable Income 12,693

Percentage of Public Partners with Positive Taxable Income 6.3181%
Total Net Taxable Income to these Public Partners 14,070,193$
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UNITED STATES OF AMERICA

BEFORE THE

FEDERAL ENERGY REGULATORY COMMISSION

Chevron Products Company, )
BP West Coast Products LLC, )
ExxonMobil Oil Corporation, and )
ConocoPhillips Company,   ) 
      )
  Complainants,   ) 
      )
 v.     ) Docket Nos. OR03-5-001, et al.
      )
SFPP, L.P.,     ) 
      )
  Respondent.   ) 

PREPARED REBUTTAL TESTIMONY

OF KELLYE JENNINGS

ON BEHALF OF 

BP WEST COAST PRODUCTS LLC AND EXXONMOBIL OIL CORPORATION

1

2

3

4

5

6

7

8

9

Q. Please state your name.

A. My name is Kellye Jennings. 

Q. Are you the same Kellye Jennings who provided prepared direct testimony in this 

proceeding on December 14, 2007?

A. Yes.

Q. What is the purpose of your rebuttal testimony?

A. The purpose of the testimony is to respond to Professor Williamson’s criticism of the 

bank account analogy I used in my direct testimony in order to illustrate the difference between 

return of capital and return on capital in the partnership context. 
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Q. Do you believe that you, a Certified Public Accountant, know the difference between a 

bank account and a partnership interest?

A. Yes, I do. 

Q. Does the difference between a bank account and a partnership interest have anything 

material to do with the accounting point that you were making?

A. No.  Because some people confuse “cash distributions” received by a partner with income

(that is, they mistake a return of capital for a return on capital), I thought I would illustrate the

same principle with a bank account, a form of transaction that is more generally understood than 

the complex MLP partnerships.  The point I was making and continue to make is that when a 

partner receives a cash distribution from a partnership, that cash distribution is a return of capital

-- i.e., the partner getting some investment dollars back -- in the same way that withdrawal of 

cash from a bank account is a return of capital -- the owner getting some investment dollars back.

In neither case, as long as the investment amounts remain above zero, is the cash distribution nor 

the withdrawal considered to be “taxable income” or even “income” at all; both are a return of 

invested capital.

When the capital account is positive and remains positive or results in a zero balance

after a cash distribution, cash distributions are a return of capital, not a return on capital.  In a 

partnership, income -- return on capital -- is separately accounted for and reported.  These are 

independent variables, each operating separately from the other.  Both have their individual

“placeholders” in the analysis of capital accounts, but the operation of one does not have any

influence over the operation of the other.  A cash distribution, in total, always operates to reduce 

the capital account (as long as the partner account is positive), since the partner has received 

some investment dollars back.  Income, on the other hand, may be positive or it may be negative
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or there may be none at all.  In addition, a partner can receive a cash distribution in the same

period that negative income is reported.  If the income allocated to the partner is positive, then

the capital account is increased by this amount.  If the income is negative, then the capital 

account is further reduced by this amount.  If there is no income, there is no effect on the capital 

account.

Q. What if Mr. Williamson really and truly believes that a cash distribution from a 

partnership is income to the partner? 

A. Then he is applying a definition unknown to GAAP.  As I said, distributions in and of 

themselves are not income.

Q. Does this conclude your testimony?

A. Yes. 

Q. Thank you, Ms. Jennings. 
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UNITED STATES OF AMERICA

BEFORE THE

FEDERAL ENERGY REGULATORY COMMISSION

Chevron Products Company, )
BP West Coast Products LLC, )
ExxonMobil Oil Corporation, and )
ConocoPhillips Company,   ) 
      )
  Complainants,  ) 
      )
 v.     ) Docket Nos. OR03-5-001, et al.
      )
SFPP, L.P.,     ) 
      )
  Respondent.   )

PREPARED REBUTTAL TESTIMONY

OF ELIZABETH H. CROWE 

ON BEHALF OF 

BP WEST COAST PRODUCTS LLC AND EXXONMOBIL OIL CORPORATION

1

2

3

4

5
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8

Q. Please state your name.

A. My name is Elizabeth H. Crowe. 

Q. Are you the same Elizabeth Crowe who provided prepared testimony in this proceeding

on December 14th 2007? 

A. Yes.

Q. What is the purpose of your rebuttal testimony?

A. The purpose of my testimony is to respond to rate of return and income tax allowance 

issues addressed in the answering testimony of Mr. Williamson and Mr. Ganz. 
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I. RETURN

 A. Dividend Yield

Q. Let us start with the “dividend yield” factor in the determination of rate of return on 

equity, please.  What is the basic formula for corporate public utilities?

A. The “basic” formula for the dividend yield is the income given to shareholders in the 

form of dividends divided by the stock market price, yielding a rate of return on equity for this 

factor.  “Dividends” are the taxable income that a corporation flows through to stockholders who 

then must pay any applicable income taxes on the dividends.  No allowance for the income taxes 

that a shareholder might have to pay is included in the cost of service. 

Q. Please state the exhibit number of Mr. Williamson’s latest iteration of a rate of return on 

equity calculation that you can identify. 

A. I believe Exhibit No. SFO-15 contains Mr. Williamson’s most recent set of rate of return 

on equity calculations. 

Q. Does Mr. Williamson apply the same formula that you described?

A. No.  He ignores the question of whether there is any income flowed through to those who 

buy and sell on the NYSE.  He substitutes “cash distributions” in the place of income flowed 

through to stockholders.  Cash distributions are not income but instead are the return of capital to 

the unitholder in a partnership.

Q. Are all of the Williamson proxy companies “master limited partnerships?”

A. Yes (see Exhibit No. SFO-12 at page 19, lines 5-6). 

Q. Just to nail this down, state whether Mr. Williamson reflected any income at all in his

calculation of a dividend yield, or “income” divided by “stock market price.” 
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A. I find no attempt by Mr. Williamson in his calculation of a “dividend” yield to reflect

income earned by the partners. 

Q. Let us now focus on one of the MLPs in Williamson’s proxy group, KMEP, often 

described as the parent of SFPP.  What number does Mr. Williamson get when he divides cash 

distributions by stock market price in 2003?

A. Mr. Williamson shows a result of 6.11% for KMEP in 2003 (see page 9 of Exhibit No. 

SFO-15).

Q. Can you calculate what the “dividend yield” number would be if Mr. Williamson used 

the net “income” that flowed through to the public partners who buy and sell KMEP units on the 

NYSE in 2003 and 2004?

A. Yes, based on the latest data provided by SFPP and available to me, and relying on that 

information to be accurate, we know (a) the total number of units for the public limited partners 

of KMEP and (b) the net taxable income flowed through to these public limited partners.  Simple

division will yield an average per unit income number.  Only the limited partners are relevant for 

this calculation because the stock market price only applies to this group of partners. 

Q. What then is the “return on equity” for the dividend yield part of the test for KMEP in 

2003 and 2004?

A. For the years 2003 and 2004, it is less than zero.  The public limited partners of KMEP 

were allocated large losses in taxable income in these years.  The loss in income, on average, is 

$2.70 per unit for 2003, and $1.32 per unit for 2004. 

Q. What is the provenance for your “taxable income” numbers?

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



Exhibit No. BPX-32

Page 4 of 22 

1

2

3

4

5
6
7
8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

A. SFPP Witness Bullock, in a protected response to Data Request BPX-1-29, attached to 

the rebuttal testimony of Mr. Sintetos, Exhibit No. BPX-23, provided the following information:

[BEGIN

      2003        2004        2005        2006 

Total taxable income reported by    $ -429,537,099    -225,602,769   -405,767,214   -355,008,090
KMEP to the IRS for the class of 
limited partners whose units trade on 
the NYSE 

Thus, assuming the accuracy of Mr. Bullock’s response, the public limited partners as a 

class received a loss in taxable income of negative $429,537,099 in 2003.  In 2004, the public 

limited partners as a class received a loss in taxable income of negative $225,602,769 

Q. Allow me to call to your attention the testimony of CPA Sintetos filed concurrently with 

your testimony pertaining to the K-1 information that SFPP provided on disc in discovery.  He 

reports that none of the public limited partners received any taxable income in 2003.  What

conclusion do you draw from this?

A. This is further confirmation that the dividend yield (“return on equity”) for KMEP in 

2003 should be zero.

Q. Further, as to the K-1 information that SFPP provided on disc in discovery for 2004, Mr. 

Sintetos reports that the information indicates that public limited partners were allocated 

$14,070,193 in taxable income.  Adjusting the Bullock “net” number of negative $225,602,769 

for this positive taxable income yields losses in taxable income to the public limited partners of 

$239,672,962 with positive taxable income being about 5.87% of the total losses.  What do you 

conclude from this?

A. I conclude that the average income per publicly-traded unit will remain a negative

number, based on what Mr. Bullock says. 
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Q. What is the provenance of your “units” number?

A. Mr. Ganz’s Exhibit Nos. SFO-62A and B. The same information is also provided in Mr. 

Ganz’s testimony, Exhibit No. SFO-61, at pages 18 and 23. 

Q. Has SFPP provided comparable data for the other MLPs in its proxy group?

A. Not that I can find. 

Q Have you reached a conclusion about Mr. Williamson’s exhibit? 

A. Yes, Mr. Williamson’s exhibit cannot be used to set a rate of return on equity.  At best, 

his exhibit can be said to show the rate of return of capital, that is, the unitholder’s average rate 

of investment being recovered, much like depreciation in a company recovers the original capital

invested by the owner. 

Q. Does it appear to you that SFPP wants to have two components in its rates dealing with 

return of capital, one being the “depreciation” component, the other being the “cash distribution 

component,” mislabeled “return on equity?”

A. Yes, to the extent that the cash distribution includes dollars recovered by the pipeline as 

depreciation, those dollars are being recovered twice under SFPP’s proposed cost of service. 

Q. Is the depreciation component in the rates one of the sources for “cash distributions?”

A. I believe so.  Depreciation is cash received by the pipeline for which there is no 

associated expense.  Thus, depreciation dollars are available for distribution to unitholders of the 

partnership.

Q. So we have the problem here of a “double dip”? 

A. Yes, in the sense that SFPP is proposing to recover both a depreciation allowance and an 

equity return on that depreciation allowance for those depreciation dollars that are included in the 

cash distributions used by Mr. Williamson in his DCF calculations.
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Q. Does Mr. Williamson address the appropriateness of using cash distributions 

(representing return of capital), rather than income (representing return on capital), in his 

“dividend” yield calculations?

A. Briefly.  Mr. Williamson addresses the issue by asserting that none of the three witnesses

for BP and ExxonMobil understands how investors determine the yield on their investments in 

MLPs.1  Mr. Williamson claims it is “clear” that investors determine the yield “by dividing the 

cash distribution by the unit price” and that they believe that cash distributions constitute a return 

on their investment.  He then claims that investors “prefer small rather than large allocations of

taxable income” which is “opposite to the opinions of the three witnesses.”  Mr. Williamson

offers no support for any of these assertions, and no reference to testimony of the three BP and 

ExxonMobil witnesses where they purportedly state opinions as to the preferences of investors 

with respect to allocations of taxable income.

Q. Is Mr. Williamson’s response relevant to the issue of whether it is appropriate for the 

Commission to use cash distributions as a substitute for income to investors in the determination

of a rate of return on equity for SFPP?

A. No.  Whether or not some or all investors in an MLP believe that cash distributions 

represent a return on their investment does not change the fact that cash distributions are not a 

return on their investment, and therefore are not appropriate for use in a measure of the 

appropriate rate of return on investment to approve for SFPP in this rate proceeding.  While I do 

not, in fact, claim to know whether investors view their cash distributions as a return on their 

investment, rather than viewing the income that is allocated to them on their K-1 forms as the 

1  Exhibit No. SFO-12 at page 26, lines 11-21.
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return on their investment, to the extent that they do view distributions in this manner, they are 

incorrect.

Q. Did you offer an opinion in your testimony as to whether investors prefer small or large 

allocations of taxable income, as Mr. Williamson claims?

A. No. 

 B. Capital Structure

Q. Mr. Williamson criticizes your use of the third-quarter 2007 capital structure for KMEP

for this proceeding.  What is your response to this?

A. Counsel has informed me that the applicable test period for this case has not been 

specifically determined as yet.  Thus, I used the most recent information available regarding 

KMEP’s current capital structure.  For purposes of completeness in the record, I attach here as 

Exhibit No. BPX-33 the capital structure for KMEP at year-end 2003 and 2004.  I have made the 

same adjustments for the PAA write-up and for goodwill as were made on Exhibit No. BPX-17.

As shown on the exhibit, the debt/equity ratio for 2003 is 65/35% and the ratio for 2004 is 

61/39%.

Q. Mr. Williamson also criticizes your adjustment to remove goodwill from the equity 

portion of KMEP’s capitalization, citing the testimony of Mr. Prim on behalf of SFPP regarding 

the lack of relationship of KMEP’s goodwill to the purchase of SFPP.2  How do you respond?

A. The testimony of Mr. Prim to which Mr. Williamson refers consists of one word – “No” – 

in response to a question regarding whether there is any connection between the goodwill on 

KMEP’s books and the acquisition of SFPP.3  However, I did not remove the goodwill because it

2  Exhibit No. SFO-12 at page 36, lines 1-7.
3  Exhibit No. SFO-81 at page 5, line 19.

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



Exhibit No. BPX-32

Page 8 of 22 

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

was directly related to the purchase of SFPP.  Rather, I removed it because, like a PAA write-up, 

goodwill reflects an accounting adjustment that increases the value of an asset above its net 

depreciated book value.  As such, it artificially inflates the equity component of rate base and 

thereby produces an unwarranted increase in the cost of service to ratepayers.4

Q. Do you have support for your assertion that goodwill is essentially equivalent to the PAA

already disallowed by the Commission in the prior SFPP order to which you have referred?

A. Yes.  Attached as Exhibit No. BPX-34 are excerpts from KMEP’s 2007 Form 10K that 

set forth the nature of goodwill.  Goodwill represents the bulk of KMEP’s intangible assets,

which KMEP defines as “assets which provide future economic benefit but have no physical 

substance” (p. 52).  No economic benefit to ratepayers of SFPP has been shown or alleged for 

any of KMEP’s goodwill.  In addition, KMEP states that goodwill represents “excess cost over 

fair value of net assets” created by the difference between the price paid to acquire these assets

and their underlying net book value (p. 127).  Thus, they are substantially the same as the PAAs 

the Commission does not allow to be included in rate base for development of a pipeline’s cost 

of service. 

 C. Business Risk

Q. Does SFPP address the issue of its business risk relative to the proxy group companies

and the placement of SFPP within the zone of reasonableness produced by the DCF formula?

A. The only discussion I could locate was a single sentence in the testimony of Mr. 

Williamson where he states that he is unaware of any unusual circumstances that would indicate 

“anomalously high or low risk” for SFPP.5

4 SFPP, L.P., 113 FERC ¶ 61,277, at ¶¶ 65-66 (2005).
5  Exhibit No. SFO-12 at page 21, lines 16-19.
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Q. Have you examined the business position and risk of SFPP relative to the other proxy 

group companies in SFPP’s proposed proxy group?

A. Yes.  I have reviewed publicly-available information for the five proxy group members

shown on Exhibit No. SFO-15.  I find that SFPP is considerably less risky than the five 

companies used by SFPP in its proxy group for rate of return on equity calculations.

Q. Please provide a general description and supporting information concerning the 

businesses of the five proxy group companies used by SFPP.

A. Attached as Exhibit No. BPX-35 are summaries of the operations of each company in 

SFPP’s proxy group.  These summaries are taken from the websites of the proxy group 

companies.  In addition, I have attached to this testimony, as Exhibit No. BPX-36, maps showing 

the crude oil and products pipeline operations of each of the member companies.  Also attached, 

as Exhibit No. BPX-37, is a business segment analysis for each of the five companies, showing 

the income or earnings by segment for calendar year 2007.

Q. What information can you draw from these materials that has bearing on their relative 

business risk as compared to SFPP? 

A. There are several conclusions that can be drawn from the publicly-available information

provided by these proxy companies.  First, as the pipeline maps show, all the companies have 

petroleum products pipelines and/or crude oil pipelines serving competitive markets such as 

Chicago, Philadelphia and/or the Texas/Oklahoma mid-continent area.  The concentration of 

pipelines in these major refining and market areas suggests the presence of sufficient competition

to influence the market price for transportation of these products.  For example, Teppco has 

FERC permission to utilize market-based rates for almost all its transportation of refined 

petroleum products (see attached Exhibit No. BPX-38, pages 1-4 of 8, excerpt from Teppco
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Partners, L.P. 2007 Form 10K).  Similarly, Buckeye is authorized to charge market-based rates 

in 15 regions and metropolitan areas (see pages 5-8 of Exhibit No. BPX-38).  NuStar also 

charges some market-based rates.  In addition, NuStar just completed the acquisition of CITGO 

asphalt refineries on the east coast, including a long-term agreement for the purchase of crude oil 

at market-based rates.6

In contrast, SFPP serves areas in California and Nevada where no other common carrier 

product pipeline alternatives are available to its customers. SFPP is thus shielded from

competition in its transportation of petroleum products by pipeline, and therefore faces 

significantly less business risk than any of the other companies in the proxy group used by SFPP.

For all these reasons, SFPP should be placed considerably below the median return in the 

range of reasonable returns determined in this proceeding.

II. INCOME TAX ALLOWANCE

A. Determining “Taxable” Income for Income Tax Allowance Calculation 

Q. Do you agree with me that in the normal course in FERC ratemaking, where an income

tax allowance is in order, it is necessary to have a number of dollars of taxable income computed

that, when multiplied by the correct tax rate, will yield the amount of dollars to be included in the

cost of service as an income tax allowance?

A. Yes, I agree that this is the basic formula. 

Q. Now the question on the floor is whether the “number of dollars” that Mr. Ganz 

calculated for the purpose of multiplying the appropriate tax rate was really “taxable income” or 

some other form of income, such as “book” income.  Have you reviewed Mr. Ganz’s exhibits, 

Exhibit No. SFO-62, basically dealing with the income tax allowance rate being claimed, and 

6  http://biz.yahoo.com/e/080325/ns8-k.html
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Exhibit Nos. SFO-65 and 67, the costs of service for the two lines wherein Mr. Ganz purports to 

calculate an income tax allowance for the rates?

A. Yes, I have. 

Q. When Mr. Ganz purports to calculate a weighted income tax rate on Exhibit No. SFO-62 

for use in SFPP’s cost of service for the two lines, does he use as “taxable income” the number

resulting from the application of all IRS depreciation and other deductions from “book” income

as reflected in the SFPP income tax return?

A. Yes, he does. 

Q.  But when he calculates an income tax allowance for the rates, does he ignore IRS tax 

depreciation and other deductions when calculating the income tax allowance component in the 

costs of service?

A. Yes.  He has previously removed ratepayer contributed capital, called “Accumulated

Deferred Income Taxes,” or ADIT, from rate base, thus lowering the return somewhat.  But this 

is not done for tax purposes but instead to compensate ratepayers for overpaying the current 

income tax liability over the early years of the pipeline’s operations.

Q. How can you be so sure that Mr. Ganz is ignoring IRS tax depreciation and other 

deductions when calculating the taxable income in the cost of service schedules?

A. Because (a) he does not show any such deductions in his calculation of income and (b) he 

separately purports to calculate the amount of taxes saved by some IRS accelerated depreciation 

and places that amount in an ADIT account which is credited to rate base rather than used to 

calculate “taxable” income.

Q. We will get to ADIT in a moment.  Let us stay with the subject of the calculation of

taxable income for purposes of calculating an income tax allowance in the rates.  I call to your 
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relevant 2003 income tax return of SFPP, relied upon by Mr. Ganz, testified as follows (Exh. No. 

BPX-21, page 3, lines 10-16): 

Q. Thank you [, Mr. Sintetos].  Now back to the line of questioning.  Here we 
have:
[BEGIN

Net income (loss) per books $ 161,220,571 

Taxable Income $   69,769,749 

Net income in excess of taxable income $   91,450,822 
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Assuming again the accuracy of the tax return, is the conclusion to draw 
that $91,450,822 of book income was not taxable at all?
A. Yes. 
Q. Percentage wise, what per cent of the book income was taxable?
A. I calculate 43.28%. 

Q. Will you rely on Mr. Sintetos here?

A. Yes, I will rely on Mr. Sintetos here.

Q. What adjustment, if any, would you make to the “taxable income” used by Mr. Ganz for 

the North Line and the Oregon Line segments for 2003 so that the income would truly be 

“taxable income” and not something else? 

A. I would reduce the amount of income upon which an income tax allowance is calculated 

in the cost of service to 43.28% for 2003, to match the overall amount claimed by SFPP. 

Q. But you are using the aggregate taxable income number for all of SFPP:  interstate, 

intrastate, terminals, other income, are you not?

A. Yes.  This is consistent with the taxable income number used by Mr. Ganz on Exhibit 

No. SFO-62. 

B. Effect of ADIT on Taxable Income 

Q. Please give me a brief refresher on ADIT and its use by Mr. Ganz on behalf of SFPP. 
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A. Using the methodology for corporate public utilities, rather than for partnerships, Mr. 

Ganz ignores the fact that IRS depreciation will lower the taxable income of SFPP that is flowed 

through every year to the partners.  Instead, he designs an income tax allowance based on the 

higher level of book income that does not take account of IRS depreciation.  As a result, 

ratepayers pay an income tax allowance that is known to be too high until that time when the IRS 

depreciation rates drop below the book depreciation rates.  In theory, the tax savings generated 

by the overpayment of current income tax subsidies is capital contributed by ratepayers, and the 

public utility may use this cash as it pleases.  Mr. Ganz purports to calculate this capital

contributed by ratepayers.  As compensation, these “tax savings” are placed in an account called 

ADIT.  Then, in the ordinary course of business, three things happen.  One, the dollars in the 

ADIT account are deducted from rate base, thus lowering somewhat the return to the public 

utility.  Two, as the depreciation deductions (and related tax savings) are “used up,” the ADIT 

account is drawn down.  Third, if the ADIT account ever had more dollars in it than are needed 

to pay future taxes, then the dollars must be refunded to the ratepayers. 

Q. Please refresh me again on why this ADIT methodology is not applicable to partnerships 

like SFPP and KMEP. 

A. A corporation has its own income tax liability and has the ability to “normalize” income

taxes.  That is, the corporation can opt to pay income taxes on a form of accelerated depreciation,

maintain an ADIT account, and pay any increased taxes when due.  A corporation does not flow 

through any income tax deductions, including accelerated depreciation, to its stockholders. 

Partnerships like SFPP and KMEP do not fit any of these necessary conditions.  These 

partnerships have no income tax liability of their own.  All income and deductions, including all 

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



Exhibit No. BPX-32

Page 14 of 22 

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

IRS depreciation and deductions, thus flow through to the partners each year.  Nothing is held 

back for “future taxes.”

Thus, the partners get the full benefits of tax depreciation each year, and it is not proper 

to call upon shippers to pay income taxes for the partners based on the assumption that the 

partners do not get the full benefits of depreciation flowed through each year.  That is a double 

dip.  As Mr. Sintetos explains, with the full amount of depreciation flowed through to the 

partners, the partners have, in effect, a personal ADIT account because any losses in taxable 

income, as the result of tax depreciation or otherwise, are “carried forward” and can be used to 

offset any taxable income that the partner might receive from KMEP in the future.  Requiring the 

shippers to pay income taxes for partners as if there were no tax depreciation or other deductions 

only provides more “return” for the partners than is disclosed on the face of the cost of service. 

Q. So what is your recommendation? 

A. I recommend refunding the contributed capital back to the ratepayers by amortizing the 

ADIT account over a five-year period and crediting it to the taxable income.  Ratepayers have 

long ago prepaid even the current income tax liability of the limited partners. 

Q. So what do you recommend for the amount of “taxable income” on which any income tax 

allowance would be calculated?

A. As shown on Exhibit No. BPX-39, the 2003 taxable income remaining after these 

adjustments are made is zero.  Thus, the taxable income on which any income tax allowance 

would be calculated is zero. 

C. Income Tax Rate 

1. 743(b) depreciation
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Q. Let me see if I can cut to the chase here:  Mr. Ganz basically is looking for the income

tax that would be due on taxable income of SFPP for 2003.  He starts with about $69,800,000, 

allocates that amount among the various partners, and comes with, first, a federal tax liability of 

some 33%, more or less, right? 

A. Yes, on Exhibit SFO-62A. 

Q. In dollars of taxes then, he is looking for a federal actual component of about $23.0 

million, right?

A. That would be the amount of income tax produced by applying the 33% weighted tax rate 

to the $69.8 million of net income.

Q. If Mr. Ganz somehow overlooked, say, $30,000,000 in deductions that would shelter the 

$69,800,000, then, after correcting for this oversight, Mr. Ganz would be looking for  $13.1 

million to cover the actual or potential income tax liability of the partners, right? 

A. That would be the amount of income tax produced by applying the 33% weighted tax rate 

to $39.8 million of net income.

Q. Did Mr. Ganz overlook deductions that would shelter some or all of the $69,800,000 in 

taxable income?

A. Yes. Mr. Ganz does not account for the fact that some, if not all, partners in KMEP are 

entitled to additional depreciation, called 743(b) depreciation, as the result of an election made

by KMEP that requires partners who buy and sell units on the NYSE to “write up” the tax basis 

to the purchase price (or close to it), and then begin depreciation all over again.  As I understand 

Mr. Sintetos, KMEP keeps track of this additional depreciation and flows it through to the 

partners in their K-1 tax reports, thus reducing taxable income, if any, even further.  Mr. Ganz 
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does not factor in the 743(b) depreciation in calculating an income tax rate, and thus his 

calculations of an income tax rate are incorrect and overstated.

Q. Can you quantify the amount of 743(b) depreciation?

A. I defer to Mr. Sintetos on this, since he is a tax CPA.  As I understand it, he says that 

KMEP has failed to quantify the total amounts, although required to do so by the IRS, and 

without more information can only conclude that the amounts of losses] in taxable income yet to 

be explained by KMEP are in the hundreds of millions of dollars.

2. Amount of Taxable Income to Public Limited Partners 

Q. Let’s hark back to Mr. Bullock and the amount of losses in taxable income that the public 

limited partners have suffered as shown on Exhibit No. BPX-23: 

[BEGIN P 

     2003  2004 2005 2006

Total taxable income reported by  -429,537,099    -225,602,769   -405,767,214   -355,008,090
KMEP to the IRS for the class of 
limited partners whose units trade on 
the NYSE.
EN

Does Mr. Ganz claim that the public limited partners in KMEP had positive taxable 

income in 2003 and 2004—that they had actual or potential tax liability?

A. Yes, he calculates a share of taxable income for these partners and calculates a tax rate. 

Q. Mr. Ganz may not be aware that Mr. Sintetos’ study of the K-1 discs revealed that not 

one public limited partner received any positive income in 2003, but you may rely on Mr. 

Sintetos.  What is your view?

A. My view is that both Mr. Bullock and Mr. Sintetos have shown that there is no actual or 

potential income tax liability for any of the public limited partners in 2003.
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Q. Mr. Sintetos said he could find some $14,000,000 in positive taxable income for the 

public limited partners in 2004. What is your view?

A. Comparing the $14,000,000 in positive income to the net losses in income reported by 

Mr. Bullock, adjusting for the “netting” would mean that, at best, there was about 6% of taxable 

income and 94% of non-taxable income, so only a very small fraction of Mr. Ganz’s income tax 

rate for public limited partners in 2004 should be included in the calculation of a weighted 

income tax rate, prior to any other adjustments.

Q. Before we leave the public limited partners, let me ask if you accept the proposition that

each and every individual owner of a limited partnership interest in KMEP, directly or indirectly, 

pays federal income taxes at a flat 28% marginal rate. 

A. No, as I understand Mr. Sintetos, no one pays a flat marginal rate of 28%.  I believe that 

the evidence relied upon by the FERC on its face showed that the effective tax rate for 

individuals who fell into the 28% tax bracket as they went up the progressive scale was 

something like 19%. 

 D. Excess Profits

Q. Using 2003 as an illustration, I call to your attention that SFPP reported, under oath, to 

the FERC that it was collecting $19,543,679 from interstate shippers in excess of its own

claimed cost of service, as shown on Page 700 of Form 6, as shown on Exhibit No. BPX-22. 

A. I note that.

Q. Do you believe that interstate shippers should subsidize any income taxes that may be 

due on excess profits, or the fruits of unjust and unreasonable rates?
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A. No, I do not.  Any income tax allowance should cover only the allowed taxable income, 

principally the return on equity found just and reasonable by the Commission, as adjusted 

appropriately.

Q. CPA Sintetos testifies contemporaneously with this testimony that, all things being equal, 

a reduction in book income of $19,543,679 should result in the same reduction for taxable 

income.  And on this statement you can rely. 

A. I will rely on that statement.

Q. Thus, if on equitable or other legal grounds, such as providing an income tax allowance 

for an illegal rate, the $19,543,679 is disallowed for purposes of taxable income, then the total 

amount of dollars that Mr. Ganz would be looking for would be the taxes on $50,226,020, not 

$69,769,749.  There would be zero tax allowance on $19,543,579, is that right?

A. That would be correct. 

 E. General Partner

Q. What adjustment, if any, could you make for the general partner (“GP”)? 

A. I have two. First, I could make an interim correction in the amount of taxable income 

Mr. Ganz assigns to the GP of KMEP.  One must remember, as better explained by Mr. Sintetos, 

and also by Mr. Bullock, that the “income” allocated to the GP by KMEP has nothing at all to do 

with the taxable income of KMEP.  As an “incentive distribution” to encourage good 

management (or as we would say, a “management fee”), the general partner can get up to almost

half of the cash distributions on a progressive scale, and, in addition, gets income in the same

amount.  That means the general partner can get more income than the partnership itself makes,

as happened in 2003. 
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Thus, in order to determine the “income” to be allocated to the GP, one does not look at 

the income of the partnership at all; it does not matter what the partnership income was or even if 

there were no income.  The GP is going to get income equal to its cash distribution as a 

management fee.  So we have to trace the cash distribution that goes to the GP. 

Leaving aside for the moment whether the GP should get the maximum when only SFPP 

is considered, I would use the percentage that Mr. Bullock reported in his testimony, which is 

49.49% (Exhibit No. SFO-49, page 9, line 17). 

Thus, starting with the cash distributions reported by SFPP of $80,000,000, I would 

subtract the amounts of cash distributions that went to the limited partner in SFPP and to the 

general partner of OLP-D.  I would then apply the 49.49% percent to this reduced number to 

calculate the proper amount for Mr. Ganz to claim for the GP income.

However, for the sake of simplicity, I am going to skip this step and proceed directly to a 

major point.  For this purpose I leave intact the claims of Mr. Ganz for the GP of KMEP, the LP 

of SFPP, and the GP of OLP-D for their share of the total taxable income claimed for SFPP. 

Now, for my second step, I eliminate entirely an income tax allowance for the general 

partner in KMEP.  Since I believe that the income that goes from KMEP to its general partner is 

a payment for services rendered, here management services, the GP is not entitled to an income

tax subsidy from the shippers, so I set the applicable tax rate for the GP to zero. 

Q. If you only make two corrections to Ganz’s SFO-62A, one dealing with the public 

limited partners and the other dealing with the General Partner, what is the result? 

A. If I (a) replaced the claimed income tax rates for the public limited partners with zero for 

2003, since the evidence shows that there was no taxable income allocated to them and (b) 

replaced the claimed income tax rate for the general partner with a zero because of the fact that 
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the general partner is getting a management fee, then the weighted average federal income tax 

allowance for 2003 would be 3.02%, not 33.05%. This calculation is shown on Exhibit No. 

BPX-40.

Q. And if you made the first adjustment to the general partner’s income allocation, what 

would happen?

A. The weighted average federal income tax allowance would change slightly. 

Q. What about 2004, where Mr. Sintetos found evidence from the K-1s that a small

percentage of positive income did find its way to public limited partners?

A. A consistent calculation could be made, but only up to a point.  Recall that Mr. Ganz has 

not recognized 743(b) depreciation that is flowed through to at least the public limited partners.

I understand that a data request has been tendered to SFPP which calls for disclosure of this 

information.  It may well be that the 743(b) depreciation would eliminate some or all of the very 

small relative amount of positive income.  Only KM has this information.  And we must be 

vigilant to see that no form of income tax subsidy is imposed on ratepayers for excess profits. 

Q. Let us assume, Ms. Crowe, that at the end of the day a positive number is calculated for 

use in computing an income tax allowance, be it exactly what SFPP requests or some much 

lower number following your reasoning and calculations.  What is your recommendation for an 

income tax allowance?

A. The income tax allowance remains zero, regardless of the tax rate that is determined.

This is because the “taxable income” against which the tax rate is multiplied is zero.  Taxable 

income is zero as a result of two factors, discussed above.  First, because partnerships are flow-

through entities, all tax depreciation and deductions must be given to the partners in the year 

received, thus lowering the taxable income.  None of these deductions is deferred.  Second, the 
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ratepayers have prepaid the income taxes for the partners for years now, and this cash collected

from ratepayers needs to be returned to them through amortization of the ADIT account. 

 F. Ganz Methodology

Q. Now I do ask you:  do you accept Mr. Ganz’s methodology?

A. No.  Among other things, as discussed above, I do not accept that all of the taxable

income of SFPP, less the LP of SFPP and the GP of OLP-D, reached KMEP’s partners and was 

subject to either actual or potential income taxes by each and every partner.  This is particularly 

true since Mr. Ganz did not factor in 743(b) depreciation, nor, for that matter, did he consider the 

effect of losses in taxable income in prior years being carried forward to reduce or eliminate

current taxable income.  With Mr. Bullock’s response to Data Request BPX-1-29, we know that 

Mr. Ganz cannot possibly be correct, since the public limited partners alone suffered hundreds of 

millions of dollars in taxable income losses. 

Q. Assuming that an actual income tax rate is to be determined, how would you recommend

the Commission do this?

A. I would recommend that the K-1 data be used as the basis data.  As I understand it, the K-

1s show precisely what income and deductions the partners had in 2003 and 2004, including the 

743(b) depreciation, even if KMEP cannot account for it. 

Q. Does this conclude your testimony at this time?

A. Yes. 

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



Exhibit No. BPX-32
Page 22 of 22

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



ATTACHMENT GG 

Docket No. OR03-5-001 

Exhibit No. BPX-33 

KMEP 2003 & 2004 Capital Structures 

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



Exhibit No. BPX-33
Page 1 of 2

2003 2004

Dollars % Dollars %
(thousands) (thousands)

DEBT

1 Long-term debt, excluding market value 4,316,678$             4,722,410$             
of interest rate swaps

2 Total Debt 4,316,678$            65.0% 4,722,410$            61.0%

EQUITY

3 Minority Interest 40,064$                  45,646$                  

4 Partners' capital, excluding accumulated 3,666,737$             4,353,863$             
other comprehensive loss (1)

5 (Less Goodwill) (2) (732,838)$  (729,510)$              

6 (Less Purchase Accounting Adjustment) (649,000)$              (649,000)$              

7 Total Equity 2,324,963$            35.0% 3,020,999$            39.0%

8 Total Capitalization 6,641,641$ 7,743,409$             

Note: (1) The figure shown reflects the 2003 data shown in the 2004 10-K.  Data in the original 2003 Form 10-K
    includes only "partners' capital" of $3,510,927,000
(2) Goodwill assets balance obtained from 2004 10-K, p 105.

Source: KMP Form 10-K for 2004, p71; http://www.kindermorgan.com/investor/kmp_sec_filings.cfm

SFPP, L.P. Docket No. OR03-5

KMEP 2003 & 2004 Capital Structure

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



Exhibit No. BPX-33

             Page 2 of 2

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



ATTACHMENT HH 

Docket No. OR03-5-001 

Exhibit No. BPX-34 

Excerpt from KMEP 2007 Form 10K 

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



Exhibit No. BPX-34

Page 1 of 4

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



Exhibit No. BPX-34

Page 2 of 4

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



Exhibit No. BPX-34

Page 3 of 4

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



Exhibit No. BPX-34

Page 4 of 4

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



ATTACHMENT I I  

Docket No. OR03-5-001 

Exhibit No. BPX-35 

Summaries of Operations of Each Company in SFPP’s Proxy Group 

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



1 of 1 http://www.buckeye.com/AboutUs/tabid/54/Default.aspx

HOME | ABOUT US | EMERGENCY INFORMATION | PIPELINE AWARENESS | INVESTOR CENTER | CAREERS | SITE MAP

Contact Us  | Search

About Us

About Us

About Buckeye
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Organizational History

Operating Units

Pipeline System Map

ULSD Receipt Specifications
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Call Before You Dig

General Pipeline Information

Transport4

Buckeye Partners, L.P., through its subsidiary partnerships, is engaged

in the transportation of refined petroleum products primarily serving the northeastern
and midwestern United States. The Partnership also operates approximately 2,000 miles

of pipeline under agreement with major oil and chemical companies, and provides bulk

storage services at terminals in Illinois, Indiana, Massachusetts, Michigan, Missouri, New
York, Ohio and Pennsylvania.

Buckeye, with its principal operating and technical service office in Macungie,
Pennsylvania, provides an important link between major petroleum refining and supply

locations and demand in many of the area's principal cities. Buckeye operates one of the

nation's largest independent common-carrier pipelines, providing refiners, wholesalers,
marketers and commercial end-users a dependable, all-weather method of

transportation for refined petroleum products. The company's unique combination of

experienced and responsive professional staff, technical expertise, and modern
transportation facilities have earned Buckeye a reputation for high quality, safe, reliable,

and efficient transportation services.

Buckeye owns and operates approximately 5,350 miles of underground pipelines serving

over 100 delivery locations within a eighteen states. The company transports refined

petroleum products including gasoline, jet fuel, diesel fuel, heating oil, and kerosene
from major supply sources to industry-owned terminals and airports located within major

end-use markets. Buckeye also transports other refined products, such as propane and

butane, refinery feedstocks and blending components. Transportation service is typically
provided on a common carrier basis under published tariffs for our valued customers.

Buckeye's geographical diversity, connections to multiple sources of supply, and

extensive delivery system have created a strong base business. Buckeye is not affiliated
with oil companies and does not own the material that it transports.

Commitment to Service Excellence 

Buckeye is committed to providing quality transportation service to its customers by

continuing to grow and diversify its service offerings. As the petroleum supply and

distribution functions continue to become more complex and critical, customers can rely
on Buckeye to provide unsurpassed service. Buckeye's strengths are its remarkable

combination of history, sound financial background, and dedicated employees. We look

forward to undertaking new challenges in the next millennium, and welcome the
opportunity to continue to serve our valued customers.

Terms Of Use  |  Copyright 2002-2008 Buckeye Partners, L.P.
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U.S. Home | EEP Home | Contact Us | Terms of Use | Sitemap

You are here:  Enbridge Partners

Click on the Tax Web link to 
receive the most recent K-1 tax 
information pertaining to your 
investment in Enbridge Energy 
Partners. Information for the 
immediately prior tax year is 
typically available from late 
February to Dec. 31. When at 
the log on page, Partner 
Federal ID number typically 
means your SSN.

Enbridge Energy Partners, L.P. (the “Partnership”), headquartered in Houston,

is a leader in energy transportation, delivering crude oil, liquid petroleum and natural gas

and operating natural gas midstream businesses in the Mid-Continent and Gulf Coast

regions of the United States. The Partnership's Liquids Segment is conducted in large part

through ownership of the U.S. portion of the world's longest liquid petroleum pipeline, which

transports crude oil and natural gas liquids primarily from reserves in western Canada to

refining centers in the Midwest and Ontario, Canada. The Natural Gas Segment consists of

gathering, transmission, processing, treating and marketing subsidiaries operating in the

Mid-Continent and Gulf Coast regions.

The Partnership's units trade on the New York Stock Exchange (NYSE) under the symbol 

EEP. Shares of Enbridge Energy Management, L.L.C., which manages the business and 

affairs of the Partnership, trade on the NYSE under the symbol EEQ. Enbridge Inc., based 

in Calgary, Alberta, Canada, holds an approximate 15 percent interest in the Partnership

through its U.S. subsidiary Enbridge Energy Company, Inc. (the general partner of the 

Partnership). Enbridge Energy Management, L.L.C., together with approximately 78,000 

unitholders, owns the remaining interests. Enbridge Inc. trades on the NYSE and the 

Toronto Stock Exchange (TSX) under the symbol ENB.

© 2006 Enbridge. All rights reserved. Contact Webmaster

EEP Assets Investor Info Corporate Governance News & Media Links FERC Info
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Kinder Morgan Energy Partners, L.P. (NYSE: KMP) is one of America's largest publicly
traded pipeline limited partnerships with an enterprise value of approximately $20 billion.

Most of Kinder Morgan's assets reside at KMP, which is comprised of the following
business segments.

KMP is the largest independent owner/operator of products pipelines in the United States,
transporting more than 2 million barrels a day of gasoline, jet fuel, diesel fuel and natural
gas liquids through over 8,300 miles of pipelines. The Products Pipelines business segment
also includes approximately 60 liquids terminals, which have a storage capacity of over 29
million barrels, and six transmix facilities.

KMP is a major transporter of natural gas in Texas, the Rocky Mountains and the Midwest.
The Natural Gas Pipelines business segment consists of approximately 14,700 miles of
pipelines with transportation capacity of about 7 billion cubic feet per day and working gas
storage capacity of about 35 billion cubic feet. This segment also owns or operates natural
gas gathering, treating and processing facilities.

KMP is the largest CO2 marketer and transporter in North America. Kinder Morgan CO2
Company owns the most prolific source of carbon dioxide in the world and transports and
markets more than 1 billion cubic feet per day of CO2 through 1,200 miles of pipelines.
CO2 is used for enhanced oil recovery projects. This business segment is also one of the
largest oil producers in Texas with significant interests in the Permian Basin.

KMP is the largest independent terminal operator in North America. The Terminals
business segment consists of approximately 100 terminals, which have a liquids storage
capacity of over 45 million barrels for petroleum products and chemicals, and handles over
85 million tons annually of bulk materials like coal and petcoke. This segment also has
about 60 transload facilities.

KMP's newest business segment is the Trans Mountain Pipeline, an approximately
700-mile pipeline system that transports crude oil and petroleum products from Alberta to
marketing terminals and refineries in British Columbia and Washington state. Trans
Mountain has a pipeline capacity of approximately 260,000 barrels per day.

The $4.89 billion Rockies Express Pipeline, one of the largest natural gas pipeline projects
to be built in the United States in the past 25 years. A joint venture of KMP, Sempra
Pipelines and Storage and ConocoPhillips, the 1,678-mile Rockies Express Pipeline will run
from the Rocky Mountains to Clarington, Ohio, and will transport up to 1.8 billion cubic feet
of natural gas per day. The first two segments of the project are operational, with Rockies
Express-West beginning interim service in January. Subject to receiving required regulatory
approvals, the entire project is expected to be fully operational in June 2009.

The $1.3 billion Midcontinent Express Pipeline, a 500-mile natural gas pipeline that
originates in Oklahoma and terminates in Alabama. Pending necessary regulatory
approvals, Midcontinent Express is expected to be in service by February 2009 and has an
initial transportation capacity of 1.4 billion cubic feet per day. The project is a joint venture
of KMP and Energy Transfer Partners.
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The $510 million Kinder Morgan Louisiana Pipeline, which will provide takeaway capacity
from the Cheniere Sabine Pass liquefied natural gas import terminal in Louisiana. The
proposed 136-mile pipeline will transport up to 3.2 billion cubic feet of natural gas per day
and will connect with various interstate and intrastate pipelines. Total completion is
scheduled for the second quarter of 2009.

KMP continues work on the approximately $400 million expansion of its CALNEV pipeline
system into Las Vegas, Nev. The expansion involves the construction of a new 16-inch
diameter pipeline, which will parallel existing utility corridors to minimize environmental
impacts, from Colton, Calif., to Las Vegas. Capacity for refined petroleum products on
CALNEV would increase to approximately 200,000 bpd upon completion of the new
pipeline. We expect to complete the project in 2010.

Construction continues on the approximately C$443 million Anchor Loop project, the
second phase of the Trans Mountain pipeline system expansion that will increase capacity
on Trans Mountain from about 260,000 to 300,000 barrels per day (bpd). The project is
expected to be completed in November 2008.

Exhibit No. BPX-35

Page 4 of 6

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



1 of 1 http://www.nustarenergy.com/COMPANY/Pages/default.aspx

HOME COMPANY INVESTORS CUSTOMERS NEWS ROOM CAREERS CONTACT US

Environment & Safety
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Pipeline Safety Information
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Pipeline Emergency Info

One Call System
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Control Systems

Map of Operations

History

Our Mission

NuStarGP Holdings,LLC

Site Map

Do Business With Us

About NuStar L.P.

About NuStar Energy L.P.

NuStar Energy L.P. is a publicly traded, limited 
partnership based in San Antonio, with 9,063 miles of 

pipeline, 86 terminal facilities, four crude oil storage 
tank facilities and two asphalt refineries with a 
combined throughput capacity of 104,000 barrels per 

day.  One of the largest asphalt refiners and marketers in 
the U.S. and the second largest independent liquids 
terminal operator in the nation, NuStar has operations in 

the United States, the Netherlands Antilles, Canada, 
Mexico, the Netherlands and the United Kingdom. The
partnership’s combined system has over 86 million

barrels of storage capacity, and includes two asphalt
refineries, crude oil and refined product pipelines,
refined product terminals, a petroleum and specialty

liquids storage and terminaling business, as well as
crude oil storage facilities. 

Copyright © 2007 NuStar L.P. All Rights Reserved. Site Map | Terms Of Use | Privacy Policy

Fast Facts

Total Miles of pipeline:  9,113
-

6,259 miles of refined 

products pipelines 
854 miles of crude oil 

pipelines

2,000 miles of anhydrous 
ammonia pipeline

Number of terminal facilities: 

84 facilities located 
throughout six countries.

Storage Capacity:  79.8

million barrels
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About Us

TEPPCO Partners, L.P. is a publicly traded master limited 
partnership, which conducts business through various subsidiary
operating companies.

TEPPCO owns and operates one of the largest common carrier
pipelines of refined petroleum products and liquefied petroleum
gases in the United States; owns and operates petrochemical
and natural gas liquid pipelines; is engaged in crude oil 
transportation, storage, gathering and marketing; owns and operates natural gas gathering systems;
and owns 50-percent interests in Seaway Crude Pipeline Company, Centennial Pipeline LLC, and Mont
Belvieu Storage Partners, L.P., and an undivided ownership interest in the Basin Pipeline.

Texas Eastern Products Pipeline Company, LLC, an indirect subsidiary of EPCO, Inc., is the general 
partner of TEPPCO Partners, L.P.

© Copyright 2003-2008 TEPPCO Partners, L.P. All rights Reserved.  | Legal Disclaimer  |  Privacy Policy
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HOME | ABOUT US | EMERGENCY INFORMATION | PIPELINE AWARENESS | INVESTOR CENTER | CAREERS | SITE MAP

Contact Us  | Search

About Us : Pipeline System Map

About Buckeye

Mission & Principles

Organizational History

Operating Units

Pipeline System Map

ULSD Receipt Specifications

Quick Links

Emergency Information

Buckeye Gulf Coast

Call Before You Dig

General Pipeline Information

Transport4

Not shown are additional Buckeye assets near Reno, NV and San Diego, CA.

For a listing of counties where Buckeye has pipeline and facilities, click here.

To find out which pipelines are in your community, please consult the National Pipeline Mapping System.

Terms Of Use  |  Copyright 2002-2008 Buckeye Partners, L.P.
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LAKEHEAD SYSTEM

NORTH DAKOTA SYSTEM

MID-CONTINENT SYSTEM

OWNERSHIP MAP

U.S. Home | EEP Home | Contact Us | Terms of Use | Sitemap

You are here: Enbridge Partners > EEP Assets > Liquids Pipelines

Liquids Pipelines

We are uniquely positioned to provide transportation solutions to connect growing production

from Alberta’s oil sands to key U.S. refinery markets and beyond.

During the last two years, our market strategy has set the stage for crude oil moving through

our Lakehead System to secure further penetration into the Midwest and Mid-Continent

regions as well as entry into the refining center of the U.S. Gulf Coast—which together

process 70 percent of U.S. refined products. The three major systems in the Liquids

Pipelines segment transported an average of 1.7 million barrels per day in 2005 and have a

combined 23.4 million barrels of crude oil storage capacity.

Enbridge Liquids Pipelines are owned by Enbridge Energy Partners, L.P. and 

Enbridge (U.S.) Inc., an indirect and wholly owned subsidiary of Enbridge Inc. Click 

on "Ownership Map" to the left for detailed pipeline ownership information.

© 2006 Enbridge. All rights reserved. Contact Webmaster

EEP Assets Investor Info Corporate Governance News & Media Links FERC Info
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System Map
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(A) (B) (C) (D) (E) (F) (G) (H) (I)

Company

% Oil

Kinder Morgan Energy Partners, L.P. Products

Pipelines

Natural Gas 

Pipelines

CO2 Terminals Trans 

Mountain

Interest and 

Corp. Admin.

Total Transp.

1      Segment Earnings $477,000 $535,000 $252,800 $326,700 -$315,100 ($686,100) $590,300 81%

Buckeye Partners, L.P. Pipelines Terminalling & Other Total
Storage Operations

2 Operating Income $150,295 $42,843 $8,942 $202,080 74%

Enbridge Energy Partners LP Liquids Natural Gas Marketing Corporate Total

3 Operating Income $207,100 $91,200 $24,000 ($3,500) $318,800 65%

NuStar Energy L.P. Refined Product Refined Product Crude Oil Crude Oil Marketing Intersegment. General & Total

Terminals Pipelines Pipelines Storage Tanks Eliminations Admin

4 Segment operating income $88,865 $93,812 $32,696 $25,770 $21,111 ($1,740) ($67,915) $192,599 66%

TEPPCO Partners, L.P. Downstream Upstream Midstream Intersegment Total

Eliminations

5 Operating income $135,055 $84,222 $25,767 $4,511 $249,555 *

* Oil transportation services included in Downstream, Upstream, and Midstream operations for TEPPCO. 

Sources: Source page

Kinder Morgan Energy Partners, L.P. 2007 Form 10-K 175

Buckeye Partners, L.P. 2007 Form 10-K 42

Enbridge Energy Partners LP 2007 Form 10-K F-48

NuStar Energy L.P. 2007 Form 10-K 44-45

TEPPCO Partners, L.P. 2007 Form 10-K 60

(In thousands)

SFPP, L.P. Docket No. OR03-5

2007 Segmented EBIT / Operating Income for Oil MLPs
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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION 
Washington, D.C. 20549 

FORM 10-K 

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES 

EXCHANGE ACT OF 1934 
For the fiscal year ended December 31, 2007 

OR

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE 

SECURITIES EXCHANGE ACT OF 1934 
For the transition period from                      to                      .

Commission File Number 1-10403 

TEPPCO Partners, L.P. 
(Exact name of Registrant as specified in its charter) 

Delaware 76-0291058 

(State or Other Jurisdiction of (I.R.S. Employer Identification Number) 

Incorporation or Organization) 

1100 Louisiana Street, Suite 1600  

Houston, Texas 77002  

(Address of principal executive offices, including zip code) 

(713) 381-3636  

(Registrant’s telephone number, including area code) 

Securities registered pursuant to Section 12(b) of the Act: 

Title of each class Name of each exchange on which registered 

Limited Partner Units representing Limited  New York Stock Exchange  
Partner Interests  

Securities registered pursuant to Section 12(g) of the Act: None. 

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes 
No 

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. Yes
No 

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the 
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required 
to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes No 
Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and 
will not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements incorporated by 
reference in Part III of this Form 10-K or any amendment to this Form 10-K. 
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a
smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting 
company” in Rule 12b-2 of the Exchange Act. (Check one):  
      Large accelerated filer               Accelerated filer                         Non-accelerated filer             
            Smaller reporting company 

                                        (Do not check if a smaller reporting company)  
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes No 
At June 30, 2007, the aggregate market value of the registrant’s Limited Partner Units held by non-affiliates was $3.2 billion,
which was computed using the average of the high and low sales prices of the Limited Partner Units on June 30, 2007.  
Limited Partner Units outstanding as of February 1, 2008: 94,766,431.  

Documents Incorporated by Reference: None. 
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approximately $321.0 million for revenue generating projects, which includes $153.0 million for our expected spending on 
the Motiva project. We expect to spend approximately $57.0 million to sustain existing operations (including $17.0 million 
for pipeline integrity) including life-cycle replacements for equipment at various facilities and pipeline and tank replacements
among all of our business segments. We expect to spend approximately $12.0 million to improve operational efficiencies and 
reduce costs among all of our business segments. Additionally, we expect to invest approximately $124.0 million (including 
$3.0 million of capitalized interest) in our Jonah joint venture during 2008 for the completion of the Phase V expansion and 
additional facilities to expand the Pinedale field production.  
     During 2008, TE Products may be required to contribute cash to Centennial to cover capital expenditures, debt service 
requirements or other operating needs. We continually review and evaluate potential capital improvements and expansions 
that would be complementary to our present business operations. These expenditures can vary greatly depending on the 
magnitude of our transactions. We may finance capital expenditures through internally generated funds, debt or the issuance 
of additional equity.  

Regulation  

FERC

     Certain of our crude oil, petroleum products and natural gas liquids pipeline systems (“liquids pipelines”) are interstate
common carrier pipelines subject to rate regulation by the FERC, under the Interstate Commerce Act (“ICA”) and the Energy 
Policy Act of 1992 (“Energy Policy Act”). The ICA prescribes that interstate tariffs must be just and reasonable and must not 
be unduly discriminatory or confer any undue preference upon any shipper. FERC regulations require that interstate oil 
pipeline transportation rates be filed with the FERC and posted publicly.  
     The ICA permits interested persons to challenge proposed new or changed rates and authorizes the FERC to investigate 
such rates and to suspend their effectiveness for a period of up to seven months. If, upon completion of an investigation, the 
FERC finds that the new or changed rate is unlawful, it may require the carrier to refund the revenues in excess of the prior 
tariff during the term of the investigation. The FERC may also investigate, upon complaint or on its own motion, rates that 
are already in effect and may order a carrier to change its rates prospectively. Upon an appropriate showing, a shipper may 
obtain reparations for damages sustained for a period of up to two years prior to the filing of its complaint.  
     On October 24, 1992, Congress passed the Energy Policy Act. The Energy Policy Act deemed just and reasonable under 
the ICA ( i.e ., “grandfathered”) liquids pipeline rates that were in effect for the twelve months preceding enactment and that 
had not been subject to complaint, protest or investigation. The Energy Policy Act also limited the circumstances under 
which a complaint can be made against such grandfathered rates. In order to challenge grandfathered rates, a party must show 
that it was previously contractually barred from challenging the rates, or that the economic circumstances of the liquids 
pipeline that were a basis for the rate or the nature of the service underlying the rate had substantially changed or that the rate
is unduly discriminatory or preferential. Some but not all of our interstate liquids pipeline rates are considered grandfathered
under the Energy Policy Act. There is currently pending before the U.S. Court of Appeals for the D.C. Circuit (“D.C. 
Circuit”) a challenge to the FERC’s standards for assessing when such a substantial change has occurred. We cannot at this 
time predict what effect, if any, the decision in that case will have on the ability of parties to challenge grandfathered rates.
     Certain other rates for our interstate liquids pipeline services are charged pursuant to a FERC-approved indexing 
methodology, which allows a pipeline to charge rates up to a prescribed ceiling that changes annually based on the change 
from year to year in the Producer Price Index for finished goods (“PPI”). A rate increase within the indexed rate ceiling is 
presumed to be just and reasonable unless a protesting party can demonstrate that the rate increase is substantially in excess 
of the pipeline’s costs. Effective March 21, 2006, FERC issued its final order concluding its second five-year review of the 
oil pipeline pricing index. FERC concluded that for the five-year period commencing July 1, 2006, liquids pipelines charging 
indexed rates may adjust their indexed ceilings annually by the PPI plus 1.3 percent (“PPI Index”). At the end of that five 
year period, in July 2011, the FERC will once again review the PPI Index to determine whether it continues to measure 
adequately the cost changes in the oil pipeline industry.  

24  
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     As an alternative to using the PPI Index, interstate liquids pipelines may elect to support rate filings by using a cost-of-
service methodology, competitive market showings (“Market-Based Rates”) or agreements with all of the pipeline’s shippers 
that the rate is acceptable. TE Products has been granted permission by the FERC to utilize Market-Based Rates for all of its 
refined products movements other than the Little Rock, Arkansas, Arcadia and Shreveport-Arcadia, Louisiana destination 
markets, which are currently subject to the PPI Index. As with all rates for service on an oil pipeline subject to FERC 
regulation under the ICA, TE Products must file its market-based rates with FERC and charge those rates on a non-
discriminatory basis, such that the same Market-Based Rate shall be charged to similarly situated shippers. With respect to 
LPG movements, TE Products uses the PPI Index. All interstate transportation movements of crude oil by TCPL are subject 
to the PPI Index as are the NGL interstate transportation movements on the Chaparral NGL system.  
     Because of the complexity of ratemaking, the lawfulness of any rate is never assured. The FERC uses prescribed rate 
methodologies for approving regulated tariff rates for transporting crude oil and refined products. These methodologies may 
limit our ability to set rates based on our actual costs or may delay the use of rates reflecting increased costs. Changes in the 
FERC’s approved methodology for approving rates could adversely affect us. Adverse decisions by the FERC in approving 
our regulated rates could adversely affect our cash flow. Challenges to our tariff rates could be filed with the FERC. We 
believe the transportation rates currently charged by our interstate common carrier pipelines are in accordance with the ICA. 
However, we cannot predict the rates we will be allowed to charge in the future for transportation services by our interstate 
liquids pipelines.  
     In that regard, one element of the FERC’s cost-of-service methodology as it affects partnerships such as us remains under 
review. In a case involving Lakehead Pipe Line Company, L.P., a partnership that operates a crude oil pipeline, the FERC 
concluded in its Opinion No. 397 that Lakehead was entitled to include in calculating its rates an income tax allowance only 
with respect to the portion of its earnings that are attributable to its partners that are not individuals, rationalizing that income 
attributable to individuals would be subject to only one level of taxation. The parties subsequently settled the case, so there
was no judicial review of the FERC’s decision. The FERC subsequently applied this approach in proceedings involving 
SFPP, L.P., which is a subsidiary of a publicly traded limited partnership engaged in the transportation of petroleum 
products. In the first SFPP proceeding, Opinion No. 435, the FERC (among other things) affirmed Opinion No. 397’s 
determination that there should not be an income tax allowance built into a petroleum pipeline’s rates for income attributable 
to non-corporate partners.  
     Following several FERC orders on rehearing, the matter was appealed to the D.C. Circuit. The court found the Lakehead 
policy to lack a reasonable basis and vacated the portion of the FERC’s rulings that permitted SFPP an income tax allowance 
in accordance with that policy. The court remanded the issue to the FERC for further consideration, and the FERC thereafter 
initiated a broader inquiry into the implications of the court’s decision on other FERC-regulated companies. That was 
followed by the issuance of the FERC’s “Policy Statement on Income Tax Allowances” (“Policy Statement”) on May 4, 
2005, which addressed the circumstances in which a partnership or other pass-through entity would be permitted to include a 
tax allowance in its cost of service. On December 16, 2005, the FERC issued its “Order on Initial Decision and on Certain 
Remanded Cost Issues” in various dockets involving SFPP (the “SFPP Order”). Among other things, the SFPP Order applied 
the Policy Statement to the specific facts of the SFPP case, suggesting how the FERC will treat other Master Limited 
Partnership (“MLP”) petroleum pipelines. The SFPP Order confirmed that an MLP is entitled to a tax allowance with respect 
to partnership income for which there is an “actual or potential income tax liability” and determined that a unitholder that is
required to file a Form 1040 or Form 1120 tax return that includes partnership income or loss is presumed to have an actual 
or potential income tax liability sufficient to support a tax allowance on that partnership income. The FERC also established 
certain other presumptions, including that corporate unitholders are presumed to be taxed at the maximum corporate tax rate 
of 35% while individual unitholders (and certain other types of unitholders taxed like individuals) are presumed to be taxed at
a 28% tax rate.  
     Both the SFPP Order and the Policy Statement were appealed to the D.C. Circuit, in a case that was argued before the 
court on December 12, 2006. The matter is currently awaiting a decision.  
     The intrastate liquids pipeline transportation services we provide are subject to various state laws and regulations that 
affect the rates we charge and terms and conditions of that service. Although state regulation typically is less onerous than 
FERC regulation, proposed and existing rates subject to state regulation and the provision of non-discriminatory service are 
subject to challenge by complaint.  
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     The Val Verde and Jonah natural gas gathering systems are exempt from FERC regulation under the Natural Gas Act of 
1938 since they are intrastate gas gathering systems rather than interstate transmission pipelines. However, FERC regulation 
still significantly affects the Midstream Segment, directly or indirectly, by its influences on the parties that produce the 
natural gas gathered on the Val Verde and Jonah systems as well as the parties that transport that natural gas. In addition, in
recent years, the FERC has pursued pro-competition policies in its regulation of interstate natural gas pipelines. If the FERC 
does not continue the pro-competition policies as it considers pipeline rate case proposals, revisions to rules and policies that
affect shipper rights of access to interstate natural gas transportation capacity or proposals by natural gas pipelines to allow
natural gas pipelines to charge negotiated rates without rate ceiling limits, such policy changes could have an adverse effect 
on the gathering rates the Midstream Segment is able to charge in the future.  

Environmental and Safety Matters  

     Our pipelines and other facilities are subject to multiple environmental obligations and potential liabilities under a variety
of federal, state and local laws and regulations. These include, without limitation: the Comprehensive Environmental 
Response, Compensation, and Liability Act; the Resource Conservation and Recovery Act; the Clean Air Act; the Federal 
Water Pollution Control Act or the Clean Water Act; the Oil Pollution Act; and analogous state and local laws and 
regulations. Such laws and regulations affect many aspects of our present and future operations, and generally require us to 
obtain and comply with a wide variety of environmental registrations, licenses, permits, inspections and other approvals, with 
respect to air emissions, water quality, wastewater discharges, and solid and hazardous waste management. Failure to comply 
with these requirements may expose us to fines, penalties and/or interruptions in our operations that could influence our 
results of operations. If an accidental leak, spill or release of hazardous substances occurs at any facilities that we own, 
operate or otherwise use, or where we send materials for treatment or disposal, we could be held jointly and severally liable 
for all resulting liabilities, including investigation, remedial and clean-up costs. Likewise, we could be required to remove or
remediate previously disposed wastes or property contamination, including groundwater contamination. Any or all of this 
could materially affect our results of operations and cash flows.  
     The following is a discussion of all material environmental and safety laws and regulations that relate to our operations.
We believe that we are in material compliance with all these environmental and safety laws and regulations and that the cost 
of compliance with such laws and regulations will not have a material adverse effect on our results of operations or financial 
position. We cannot ensure, however, that existing environmental regulations will not be revised or that new regulations will 
not be adopted or become applicable to us. The clear trend in environmental regulation is to place more restrictions and 
limitations on activities that may be perceived to affect the environment, and thus there can be no assurance as to the amount 
or timing of future expenditures for environmental regulation compliance or remediation, and actual future expenditures may 
be different from the amounts we currently anticipate. Revised or additional regulations that result in increased compliance 
costs or additional operating restrictions, particularly if those costs are not fully recoverable from our customers, could have a 
material adverse effect on our business, financial position, results of operations and cash flows.  
Water 

     The Federal Water Pollution Control Act of 1972, as renamed and amended as the Clean Water Act (“CWA”), and 
comparable state laws impose strict controls against the discharge of oil and its derivatives into navigable waters. The CWA 
provides penalties for any discharges of petroleum products in reportable quantities and imposes substantial potential liability
for the costs of removing petroleum or other hazardous substances. State laws for the control of water pollution also provide 
varying civil and criminal penalties and liabilities in the case of a release of petroleum or its derivatives in navigable waters
or into groundwater. Spill prevention control and countermeasure requirements of federal laws require appropriate 
containment berms and similar structures to help prevent a petroleum tank release from impacting navigable waters. The 
Environmental Protection Agency (“EPA”) has adopted regulations that require us to have permits in order to discharge 
certain storm water run-off. Storm water discharge permits may also be required by certain states in which we operate. These 
permits may require us to monitor and sample the storm water run-off. The CWA and regulations implemented thereunder 
also prohibit discharges of dredged and fill material in wetlands and other waters of the United States unless authorized by an
appropriately issued permit. We believe that our costs of compliance with these CWA requirements will not have a material 
adverse effect on our operations.  
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Partnership’s Laurel subsidiary operates a pipeline in intrastate service across Pennsylvania, and its
tariff rates are regulated by the Pennsylvania Public Utility Commission. The Partnership’s Wood River
subsidiary operates a pipeline in intrastate service in Illinois, and tariff rates related to this pipeline are
regulated by the Illinois Commerce Commission.

FERC Rate Regulation

The generic oil pipeline regulations issued under the Energy Policy Act of 1992 rely primarily on
an index methodology that allows a pipeline to change its rates in accordance with an index (currently
the change in the Producer Price Index (‘‘PPI’’) plus 1.3%) that FERC believes reflects cost changes
appropriate for application to pipeline rates. Under FERC’s rules, as an alternative to indexed rates, a
pipeline is also allowed to charge market-based rates if the pipeline establishes that it does not possess
significant market power in a particular market. The final rules became effective on January 1, 1995.

The tariff rates of each of Wood River, BPL Transportation, Buckeye NGL and Norco are
governed by the generic FERC index methodology, and therefore are subject to change annually
according to the index. If PPI +1.3% were to be negative, then Wood River, BPL Transportation,
Buckeye NGL and Norco could be required to reduce their rates if they exceed the new maximum
allowable rate. Shippers may also file complaints against indexed rates as being unjust and
unreasonable, subject to the FERC’s standards. For example, at December 31, 2007, PPI +1.3% was
calculated to be 5.2%

In addition, FERC had a longstanding rule that pass-through entities, like the Partnership and the
Operating Subsidiaries, may not claim an income tax allowance for income attributable to
non-corporate limited partners in justifying the reasonableness of their rates that are based on their
cost of service. (The General Partner believes only a small percentage of the Partnership’s limited
partnership units are held by corporations.) Further, in a July 2004 decision involving an unrelated
pipeline limited partnerships, the United States Court of Appeals for the District of Columbia Circuit
overruled a prior FERC decision allowing a limited partnership to claim a partial income tax allowance.
On May 4, 2005, the FERC adopted a new policy providing that all entities owning public utility
assets—oil and gas pipelines and electric utilities—would be permitted to include an income tax
allowance in their cost-of-service rates to reflect the actual or potential income tax liability attributable
to their public utility income, regardless of the form of ownership. FERC determined that any
pass-through entity seeking an income tax allowance in a rate proceeding must establish that its
partners have an actual or potential income tax obligation on the entity’s public utility income. The
amount of any income tax allowance will be reduced accordingly to the extent that any of the partners
do not have an actual or potential income tax obligation. This reduction will be reflected in the
weighted income tax liability of the entity’s partners. Whether a pipeline’s owners have an actual or
potential income tax liability will be reviewed by the FERC on a case-by-case basis. This policy was
applied by FERC in June 2005 with an order involving an unrelated pipeline limited partnership (‘‘2005
Policy Statement’’). FERC concluded that the pipeline should be afforded an income tax allowance on
all of its partnership interests to the extent that the ultimate owners of those interests had an actual or
potential income tax obligation during the periods at issue. In December 2005, FERC reaffirmed its
new income tax allowance policy as it applied to that pipeline. On May 29, 2007, the United States
Court of Appeals for the District of Columbia Circuit issued a decision affirming FERC’s 2005 Policy
Statement, and on August 20, 2007, denied requests for rehearing. On December 26, 2007, FERC
issued an order on remand reaffirming and clarifying its 2005 Policy Statement. In orders concurrently
issued, FERC further found that complaints against oil pipeline rates challenging its income tax policy,
as clarified, would not be considered.

A shipper or FERC could cite these decisions in a protest or complaint challenging indexed rates
maintained by certain of the Operating Subsidiaries. Whether a pipeline’s ultimate owners have actual
or potential income tax liability will be reviewed by the FERC on a case-by-case basis. Although this
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new policy is generally favorable for pipelines that are organized as pass-through entities, it still entails
risk due to the case-by-case review requirement. If a challenge were brought and FERC were to find
that some of the indexed rates exceed either the maximum allowable rate or levels justified by the cost
of service, FERC could order a reduction in the indexed rates and could require reparations. As a
result, the Partnership’s results of operations and cash flows could be adversely affected.

Buckeye Pipe Line’s rates are governed by an exception to the rules discussed above, pursuant to
specific FERC authorization. Buckeye Pipe Line’s market-based rate regulation program was initially
approved by FERC in March 1991 and was subsequently extended in 1994. Under this program, in
markets where Buckeye Pipe Line does not have significant market power, individual rate increases:
(a) will not exceed a real (i.e., exclusive of inflation) increase of 15% over any two-year period, and
(b) will be allowed to become effective without suspension or investigation if they do not exceed a
‘‘trigger’’ equal to the change in the Gross Domestic Product implicit price deflator since the date on
which the individual rate was last increased, plus 2%. Individual rate decreases will be presumptively
valid upon a showing that the proposed rate exceeds marginal costs. In markets where Buckeye Pipe
Line was found to have significant market power and in certain markets where no market power
finding was made: (i) individual rate increases cannot exceed the volume-weighted average rate increase
in markets where Buckeye Pipe Line does not have significant market power since the date on which
the individual rate was last increased, and (ii) any volume-weighted average rate decrease in markets
where Buckeye Pipe Line does not have significant market power must be accompanied by a
corresponding decrease in all of Buckeye Pipe Line’s rates in markets where it does have significant
market power. Shippers retain the right to file complaints or protests following notice of a rate
increase, but are required to show that the proposed rates violate or have not been adequately justified
under the market-based rate regulation program, that the proposed rates are unduly discriminatory, or
that Buckeye Pipe Line has acquired significant market power in markets previously found to be
competitive.

The Buckeye Pipe Line program was subject to review by FERC in 2000 when FERC reviewed the
index selected in the generic oil pipeline regulations. FERC decided to continue the generic oil pipeline
regulations with no material changes and did not modify or discontinue Buckeye Pipe Line’s program.
The General Partner cannot predict the impact that any change to Buckeye Pipe Line’s rate program
would have on Buckeye Pipe Line’s operations. Independent of regulatory considerations, it is expected
that tariff rates will continue to be constrained by competition and other market factors.

Environmental Regulation

The Operating Subsidiaries are subject to federal, state and local laws and regulations relating to
the protection of the environment. Although the General Partner believes that the operations of the
Operating Subsidiaries comply in all material respects with applicable environmental laws and
regulations, risks of substantial liabilities are inherent in pipeline operations, and there can be no
assurance that material environmental liabilities will not be incurred. Moreover, it is possible that other
developments, such as increasingly rigorous environmental laws, regulations and enforcement policies,
and claims for damages to property or injuries to persons resulting from the operations of the
Operating Subsidiaries, could result in substantial costs and liabilities to the Partnership. See ‘‘Legal
Proceedings’’ and ‘‘Management’s Discussion and Analysis of Financial Condition and Results of
Operations—Liquidity and Capital Resources—Environmental Matters.’’

The Oil Pollution Act of 1990 (‘‘OPA’’) amended certain provisions of the federal Water Pollution
Control Act of 1972, commonly referred to as the Clean Water Act (‘‘CWA’’), and other statutes, as
they pertain to the prevention of and response to petroleum product spills into navigable waters. The
OPA subjects owners of facilities to strict joint and several liability for all containment and clean-up
costs and certain other damages arising from a spill. The CWA provides penalties for the discharge of
petroleum products in reportable quantities and imposes substantial liability for the costs of removing a
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alternative, a pipeline is allowed to charge market-based rates if the pipeline establishes that it does not
possess significant market power in a particular market.

The indexing methodology is used to establish rates on the pipelines owned by Wood River, BPL
Transportation, Buckeye NGL and Norco. The indexing method presently allows a pipeline to increase
its rates by a percentage equal to the change in the annual producer price index (‘‘PPI’’) for finished
goods plus 1.3%. If the change in PPI +1.3% were to be negative, we could be required to reduce the
rates charged by Wood River, BPL Transportation, Buckeye NGL and Norco if they exceed the new
maximum allowable rate. In addition, changes in the PPI might not fully reflect actual increases in the
costs associated with these pipelines, thus hampering our ability to recover our costs. Shippers may also
file complaints against indexed rates as being unjust and unreasonable, subject to the FERC’s
standards.

Buckeye Pipe Line presently is authorized to charge rates set by market forces, subject to
limitations, rather than by reference to costs historically incurred by the pipeline, in 15 regions and
metropolitan areas. The Buckeye Pipe Line program is an exception to the generic oil pipeline
regulations the FERC issued under the Energy Policy Act of 1992. The generic rules rely primarily on
the index methodology described above.

The Buckeye Pipe Line rate program was reevaluated by the FERC in July 2000, and was allowed
to continue with no material changes. We cannot predict the impact, if any, that a change in the
FERC’s method of regulating Buckeye Pipe Line would have on our operations, financial condition,
results of operations, or cash flows.

Environmental regulation may impose significant costs and liabilities on us.

Our Operating Subsidiaries are subject to federal, state and local laws and regulations relating to
the protection of the environment. Risks of substantial environmental liabilities are inherent in the
Operating Subsidiaries’ operations, and we cannot assure you that the Operating Subsidiaries will not
incur material environmental liabilities. Additionally, our costs could increase significantly and we could
face substantial liabilities, if, among other developments:

• environmental laws, regulations and enforcement policies become more rigorous; or

• claims for property damage or personal injury resulting from the operations of the Operating
Subsidiaries are filed.

Existing or future state or federal government regulations relating to certain chemicals or additives in
gasoline or diesel fuel could require capital expenditures or result in lower pipeline volumes and thereby
adversely affect our results of operations and cash flows.

Changes made to governmental regulations governing the components of refined petroleum
products may necessitate changes to our pipelines and terminals which may require significant capital
expenditures or result in lower pipeline volumes. For instance, the increasing use of ethanol as a fuel
additive, which is blended with gasoline at product terminals, may lead to reduced pipeline volumes
and revenue which may not be totally offset by increased terminal blending fees we may receive at our
terminals.

Department of Transportation regulations may impose significant costs and liabilities on us.

The Operating Subsidiaries’ pipeline operations are subject to regulation by the United States
Department of Transportation. These regulations require, among other things, that pipeline operators
engage in a regular program of pipeline integrity testing to assess, evaluate, repair and validate the
integrity of their pipelines, which, in the event of a leak or failure, could affect populated areas,
unusually sensitive environmental areas, or commercially navigable waterways. In response to these
regulations, the Operating Subsidiaries conduct pipeline integrity tests on an ongoing and regular basis.
Depending on the results of these integrity tests, the Operating Subsidiaries could incur significant and
unexpected capital and operating expenditures, not accounted for in anticipated capital or operating
budgets, in order to repair such pipelines to ensure their continued safe and reliable operation.
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Morgan Stanley Study 
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BPX-__________

Page 1 of 1

Hypothetical Balance Sheets to Highlight "Goodwill"

               for FERC regulatory proceedings

Definition: "Good Will" is the premium over both book and any "write up" of assets under a claimed

"purchase accounting adjustment" paid by a new purchaser

A. Securities and Exchange Commission type Balance Sheet, oversimplified

ASSETS LIABILITIES

Good Will $100 Debt $150

Purchase Accounting Adjustment $200

(write up of assets to "market.")

Depreciated Original Cost $300 Equity $450

(of assets includable in rate

base in regulatory proceedings)

Total $600 $600

B. Appropriate FERC type ratemaking balance sheet

Good Will $0 Debt $150

Purchase Accounting Adjustment $0

(write up of assets to "market.")

Depreciated Original Cost $300 Equity $150

(of assets includable in rate

base in regulatory proceedings)

Total $300

C. Recapitualing Adjustments

First, eliminate "Good will" from both Assets and Equity. There is no asset

"used and useful" to the ratepayer, and no return should be allowed.

Second, eliminate the Purchased Accounting Adjustment from both Assets

and Equity. Barring a waiver from the FERC, ratepayers pay only for the

depreciated original cost facilities in rate base, so PAA has to come out 

of both assets and equity.

Third, depreciated original cost rate base stays at $300, subject to

depreciation. Debt/equity ratio is now 50-50.
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Exhibit No. BPX - 49

Page 1 of 1

SFPP Chain of Ownership
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Check appropriate box:

An Original Signed Form

Conformed Copy

FERC Form No. 6:

ANNUAL REPORT OF OIL PIPELINE

COMPANIES

This report is mandatory under the Interstate Commerce Act, Section 20, and 18 CFR

357.2. Failure to report may result in criminal fines, civil penalties and other sanctions

as provided by law. The Federal Energy Regulatory Commission does not consider

this report to be of a confidential nature.

(Formerly ICC Form P)

Form Approved
OMB No. 1902-0022
(Expires 3/31/2004)

FERC FORM No. 6 (ED. 12-98)

Exact Legal Name of Respondent (Company) Year of Report

Dec. 31, 2003SFPP, L.P.
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IDENTIFICATION

FERC FORM NO. 6:

ANNUAL REPORT OF OIL PIPELINE COMPANIES

04/30/2004/s/ G.L.P.

Assistant TreasurerGary L. Prim

03/31/2004(714) 560-4660

1100 Town & Country Road, Orange, California  92868

Assistant TreasurerGary L. Prim

1100 Town & Country Road, Orange, California  92868

SFPP, L.P.

(1)          An Original

(2)          A Resubmission

Dec. 31, 

X

2003

01 Exact Legal Name of Respondent 02 Year of Report

03  Previous Name and Date of Change (if name changed during year)

04 Address of Principal Office at End of Year (street, City, State, Zip Code)

05 Name of Contact Person 06 Title of Contact Person

07 Address of Contact Person (Street, City, State, Zip Code)

08 Telephone of Contact Person, Including Area Code 09 This Report Is 10 Date of Report 

(Mo, Da, Yr)

The undersigned officer certifies that he/she has examined the accompanying report; that to the best of his/her knowledge, information,

and belief, all statement of fact contained in the accompanying report are true and the accompanying report is a correct statement of

the business and affairs of the above named respondent in repect to each and every matter set forth therein during the period from and

including January 1 to and including December 31 of the year of the report.

VERIFICATION

01 Name 02 Title

03 Signature 04 Date Signed (Mo, Da, Yr)

Title 18, U.S.C. 1001, makes it a crime for any person knowingly and willingly to make to any Agency or Department of the United States any false,

fictitious or fraudulent statements as to any matter within its jurisdiction.

FERC FORM NO. 6 (ED. 12-91) Page 1
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List of Schedules

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Title of Schedule

(a)

Reference

Page No.

(b)

Date

Revised

(c)

     Enter in column (d) the terms "none," "not applicable," or "NA," as appropriate, where no information or amounts have been reported

for certain pages. Omit pages where the responses are "none," "not applicable," or "NA."

Remarks

(d)

GENERAL CORPORATE INFORMATION AND FINANCIAL

STATEMENTS

General Information 101 ED 12-91

Control Over Respondent 102 REV 12-95

Companies Controlled by Respondent 103 NEW 12-95

Principal General Officers 104 ED 12-91

Directors 105 REV 12-95

Important Changes During the Year 108-109 REV 12-95

Comparative Balance Sheet Statement 110-113 REV 12-03

Income Statement 114 REV 12-03

Statement of Accumulated Comprehensive Income and Hedging Activities NA116 NEW 12-02

Appropriated Retained Income NA118 REV 12-95

Unappropriated Retained Income Statement NA119 REV 12-95

Dividend Appropriations of Retained Income NA119 REV 12-95

Statement of Cash Flows 120-121 REV 12-95

Notes to Financial Statements 122-123 REV 12-95

BALANCE SHEET SUPPORTING SCHEDULES (Assets and

Other Debts)

Receivable From Affiliated Companies 200 REV 12-00

General Instructions Concerning Schedules 202 thru 205 201 REV 12-95

Investments in Affiliated Companies 202-203 ED 12-91

Investments in Common Stocks of Affiliated Companies NA204-205 ED 12-91

Companies Controlled Directly by Respondent Other Than Through Title of

Securities NA204-205 ED 12-91

Instructions for Schedules 212 Thru 214 211 REV 12-03

Carrier Property 212-213 REV 12-03

Undivided Joint Interest Property NA214-215 REV 12-03

Accrued Depreciation - Carrier Property 216 REV 12-03

Accrued Depreciaton - Undivided Joint Interest Property NA217 REV 12-03

Amortization Base and Reserve NA218-219 REV 12-03

Noncarrier Property 220 REV 12-00

Other Deferred Charges 221 REV 12-00

BALANCE SHEET SUPPORTING SCHEDULES (Liabilities

and Other Credits)

Payables to Affiliated Companies 225 REV 12-00

Long Term Debt NA226-227 ED 12-00

Analysis of Federal Income and Other Taxes Deferred NA230-231 REV 12-00

Capital Stock NA250-251 REV 12-95

Capital Stock Changes During the Year NA252-253 ED 12-91

FERC FORM NO. 6 (REV. 12-95) Page 2
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List of Schedules (continued)

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Title of Schedule

(a)

Reference

Page No.

(b)

Date

Revised

(c)

     Enter in column (d) the terms "none," "not applicable," or "NA," as appropriate, where no information or amounts have been reported

for certain pages. Omit pages where the responses are "none," "not applicable," or "NA."

Remarks

(d)

Additional Paid-in Capital NA254 ED 12-87

INCOME ACCOUNT SUPPORTING SCHEDULES

Operating Revenue Accounts 301 REV 12-00

Operating Expense Accounts 302-303 REV 12-00

Pipeline Taxes 305 ED 12-87

Income from Noncarrier Property 335 ED 12-91

Interest and Dividend Income 336 REV 12-95

Miscellaneous Items in Income and Retained Income Accounts for the Year 337 ED 12-96

Payments for Services Rendered by Other Than Employees 351 REV 12-95

PLANT STATISTICAL DATA

Statistics of Operations 600-601 REV 12-00

Miles of Pipeline Operated at End of Year 602-603 REV 12-00

Footnotes 604 ED 12-91

Annual Cost of Service Based Analysis Schedule 700 REV 12-00

Two copies will be submitted

No annual report to stockholders is preparedX

Stockholders' Reports (check appropriate box)
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General Information

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

     1.)  For item No. 1, give the exact full name of the respondent. Use the words "The" and "Company" only when they are parts of the

corporate name.  The corporate name should also be given uniformly throughout the report, notably on the cover, on the title page, and

in the "Verification" (p. 1). If the report is made by receivers, trustees, a committee of bondholders, or individuals otherwise in

possession of the property, state names and facts with precision.

     2.)  For item No. 2, if incorporated under a special charter, give date of passage of the act; if under a general law, give date of filing

certificate of organization; if a reorganization has been effected, give date of reorganization.  If a receivership or other trust, give also

date when such receivership or other possession began.  If a partnership, give date of formation and full names of present partners. 

     3.)  For item No. 3, give specific reference to laws of each State or Territory under which organized, citing chapter and section.

Include all grants of corporate powers by the United States, or by Canada or other foreign country; also, all amendments to charter.  It

in bankruptcy, give court of jurisdiction and dates of beginning of receivership or trusteeship and of appointment of receivers of

trustees.

     4.)  For item No. 4, give specific reference to special or general laws under which each consolidation or merger or

combination of other form was effected during the year, citing chapter and section.  Specify Government, State, Territory under the laws

of which each company consolidated or merged or otherwise combined during the year into the present company was organized; give

reference to the charters of each, and to all amendments of them. Carefully distinguish between mergers and consolidations.  For the

purpose of this report, a merger may be defined as the absorption of one of two existing corporations by the other so the absorbed or

merged corporation ceases to exist as a legal entity, its property passing to the merging or absorbing corporation, which assumes all of

the merged corporation's obligations.  A consolidation may be defined as the union of two or more existing corporations into a new

corporation, which, through the consolidation, acquires all of the property of the uniting corporations, assumes all of their obligations,

and issues its capital stock in exchange for those of the uniting corporations in ratios fixed in the agreement for consolidations, after

completion of which both or all of the consolidating corporations cease to exist as legal entities. In a footnote, explain combinations that

are not classifiable as mergers or consolidations.  Cases in which corporations have become inactive and have been practically

absorbed through ownership or control of their entire capital stock, through leases of long duration (under which the lessor companies

so not keep up independent organizations for financial purposes), or otherwise, so that no distinction is made in operating or in

accounting by reason of the original separate incorporation, should be included in a separate list and fully explained in answering this

and the following page.

No

None

None

None

Delaware

08/25/1988

SFPP, L.P.

1. Give exact name of pipeline company making this report.

2. Give date of incorporation.

3. Give reference to laws of the Government, State, or Territory under which the company is organized. If more than one, name all.

4. If a consolidated or a merged company, name all constituent and all merged companies absorbed during the year.

5. Give date and authority for each consolidation and for each merger effected during the year.

6. If a reorganized company, give name of original corporation, refer to laws under which it was organized, and state the occasion fo

any reorganization effected during the year.

7. State whether or not the respondent during the year conducted any part of its businesss under a name or names other than that

shown in response to inquiry No. 1, above; if so, give full particulars (details).
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Control Over Respondent

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.
Controlling Company

or Main Parent

(a)

Intermediate or

Direct Parent

(b)

Percent Voting

Stock Owned

(c)

     1.)  Report in Column (a) the names and state of incorporation of all corporations, partnerships, business trusts, and similar

organizations that indirectly held control (see page iii for definition of control) over the respondent at end of year by means of

intermediaries.  Report only the names of those companies that held ultimate control over the respondent.  If control is in a holding

company organization, report in a footnote the chain of organization only if there are two or more intermediary companies in the chain

of ownership.

     2.)  Report in column (b) the names and state of incorporation and in column (c) the percent of the respondent's voting stock owned

by all corporations, partnerships, business trusts, and similar organizations that directly held control over the respondent at end of year.

     3.)  If control is held by trustees, state in a footnote the names of the trustees, the names of beneficiaries for whom the trust is

maintained, and the purpose of the trust.

Kinder MorganKinder Morgan GP, Inc.  1

  Operating L.P. "D"  (General Partner of Kinder  2   99.50

  Delaware   Morgan Operating L.P. "D")  3

   Delaware  4

  5

  6

  7

  8

  9

 10

 11

 12

 13

 14

 15

 16

 17

 18

 19

 20

 21

 22

 23

 24

 25

 26

 27

 28

 29

 30

 31

 32
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Companies Controlled by Respondent

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.
Name of Company Controled

(a)

Kind of Business

(b)

Percent Voting

Stock Owned

(c)

     1.)  Report in column (a) the names and state of incorporation of all corporations, partnerships, and similar

organizations controlled (see page iii for definition of control) directly by respondent at end of year.

     2.)  If control is held jointly with one or more other interests, state the fact in a footnote and name the other interests.

Transmix processing facilityColton Processing Facility   50.00  1

a California Joint Venture  2

  3

  4

  5

  6

  7

  8

  9

 10

 11

 12

 13

 14

 15

 16

 17

 18

 19

 20

 21

 22

 23

 24

 25

 26

 27

 28

 29

 30

 31

 32
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Principal General Officers

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.
Title of General Officer

(a)

Name of Person

Holiding Office

at End of Year

Office Address

(c)

     1.)  Give the title, name, and address of the principal general officers as follows:  Executive, Legal, Fiscal and Accounting,

Purchasing, Operating, Construction, Maintenance, Engineering, Commercial, and Traffic. If there are receivers, trustees, or

committees, who are recognized as in the controlling management of the company or of some department of it, also give their names

and titles, and the location of their offices.  If the duties of an officer extend to more than one department, or if his duties are not in

accordance with the customary acceptance of his given title, briefly state the facts under Explanatory Remarks below.

One Allen CenterChairman and CEO Richard D. Kinder  1

500 Dallas Street, Suite 1000  2

Houston, Texas  77002  3

  4

-do-President, Products Pipelines Thomas A. Bannigan  5

  6

-do-Vice President and CFO C. Park Shaper  7

  8

-do-Vice President and Controller Jackson W. Ellis  9

 10

-do-Vice President, Marketing Mary F. Morgan 11

 12

1100 Town & Country RoadVice President, Engineering Thomas F. Jensen 13

Orange, California  92868 14

 15

 16

 17

 18

 19

 20

 21

 22

 23

 24

 25

 26

 27

 28

 29

 30

 31

 32
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Directors

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.
Name and Title of Director

(a)

Offices Address

(Street, city, state, zip)

(b)

  1.) Report below the information called for concerning each director of the respondent who held office at any time during the year.

Include in column (a), abbreviated titles of the directors who are officers of the respondent.

  2.) Designate members of the Executive Committee by an asterisk and the Chairman of the Executive Committee by a double

asterisk.

Hulquist Capital LLCGary L. Hulquist  1

One Embarcadero Center, Suite 1200  2

San Francisco, California  94111  3

  4

5851 San Felipe, Suite 900, Houston, Texas  77057Edward O. Gaylord  5

  6

Songy Partners Realty, Ltd.Perry M. Waughtal  7

777 Post Oak Blvd., Suite 300  8

Houston, Texas  77056  9

 10

One Allen CenterRichard D. Kinder, Chairman 11

500 Dallas Street, Suite 1000, Houston, Texas  77002 12

 13

-do-C. Park Shaper 14

 15

 16

 17

 18

 19

 20
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Important Changes During the Year

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Give particulars (details) concerning the matters indicated below.  Make the statements explicit and precise, and number these in

accordance with the inquiries.  Each inquiry should be answered.  Enter "none" or "not applicable" where applicable. If information

which answers an inquiry is given elsewhere in the report, make a reference to the schedule in which it appears.

  1.) Changes and important additions to franchise rights: Describe the actual consideration given therefor and state from whom the

franchise rights were acquired. State if no consideration was given.

  2.) Acquisition of ownership in other carrier operations by reorganization, merger, or consolidation with other companies:  Give names

of companies involved, particulars concerning the transactions, and reference to dates of Commission authorization and journal entries

filed if applicable.

  3.) Important extension or reduction of carrier pipeline operations:  State territory added or relinquished and date operations began or

ceased and give reference to Commission authorization, if any was required.

  4.) State briefly the status of any materially important legal proceedings pending at the end of the year, and the results of any such

proceedings culminated during the year.

  5.) If the important changes during the year relating to the respondent company appearing in the respondent's annual report to

stockholders are applicable in every respect and furnish the data required by instructions 1 to 4 above, such notes may be attached to

this page.

THIS PAGE INTENTIONALLY LEFT BLANK SEE PAGE 109
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1. None
2. None.
3. None.
4. Refer to page 122, Notes to Financial Statements
5. Not applicable.

Name of Respondent

SFPP, L.P.                                                                      

This Report is:
(1) X An Original
(2)  A Resubmission

Date of Report
(Mo, Da, Yr)

03/31/2004

Year of Report

Dec 31, 2003

Important Changes During the Year (continued)
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Comparative Balance Sheet Statement

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.
Item

(a)

Reference

Page No.

(b)

Balance at End

of Current Year

(in dollars)

(c)

For instructions covering this schedule, see the text and instructions pertaining to Balance Sheet Accounts in the U.S. of A.  The entries

in this balance sheet should be consistent with those in the supporting schedules on the pages indicated.

  1.) For instructions covering this schedule, see the text and instructions pertaining to Balance Sheet Accounts in the U.S. of A.  The

entries in this balance sheet should be consistent with those in the supporting schedules on the pages indicated.

  2.) On line 30, include depreciation applicable to investment

in system property.

For instructions covering this schedule, see the text and instructions pertaining to Balance Sheet Accounts in the U.S. of A.  The entries

in this balance sheet should be consistent with those in the supporting schedules on the pages indicated.

Balance at End

of Previous Year

(in dollars)

(d)

CURRENT ASSETS

(        905,519)(      2,984,481)Cash (10)  1

Special Deposits (10-5)  2

       3,062,631           1,684Temporary Investments (11)  3

Notes Receivable (12)  4

     311,451,469     141,992,585200Receivables from Affiliated Companies (13)  5

      23,913,424      28,466,860Accounts Receivable (14)  6

(      1,072,614)(        575,480)Accumulated Provision For Uncollectible Accounts (14-5)  7

Interest and Dividends Receivable (15)  8

Oil Inventory (16)  9

       1,362,372       2,414,826Material and Supplies (17) 10

(         80,973)(        170,323)Prepayment (18) 11

Other Current Assets (19) 12

230-231Deferred Income Tax Assets (19-5) 13

     337,730,790     169,145,671     TOTAL Current Assets (Total of lines 1 thru 13) 14

INVESTMENTS AND SPECIAL FUNDS

Investments in Affiliated Companies (20):

202-203     Stocks 15

202-203     Bonds 16

202-203     Other Secured Obligations 17

202-203     Unsecured Notes 18

       5,751,800       4,403,470202-203     Investment Advances 19

(        561,748)(        484,656)204     Undistributed Earnings from Certain Invest. in Acct. 20 20

Other Investments (21):

     Stocks 21

     Bonds 22

     Other Secured Obligations 23

     Unsecured Notes 24

     Investment Advances 25

Sinking and other funds (22) 26

       5,190,052       3,918,814     TOTAL Investment and Special Funds (Total lines 15 thru 26) 27

TANGIBLE PROPERTY

   1,351,920,516   1,395,445,746Carrier Property (30) 28
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Comparative Balance Sheet Statement (continued)

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.
Item

(a)

Reference

Page No.

(b)

Balance at End

of Current Year

(in dollars)

(c)

For instructions covering this schedule, see the text and instructions pertaining to Balance Sheet Accounts in the U.S. of A.  The entries

in this balance sheet should be consistent with those in the supporting schedules on the pages indicated.

  1.) For instructions covering this schedule, see the text and instructions pertaining to Balance Sheet Accounts in the U.S. of A.  The

entries in this balance sheet should be consistent with those in the supporting schedules on the pages indicated.

  2.) On line 30, include depreciation applicable to investment

in system property.

For instructions covering this schedule, see the text and instructions pertaining to Balance Sheet Accounts in the U.S. of A.  The entries

in this balance sheet should be consistent with those in the supporting schedules on the pages indicated.

Balance at End

of Previous Year

(in dollars)

(d)

     156,594,407     188,349,936     (Less) Accrued Depreciation-Carrier Property (31) 29

     (Less) Accrued Amortization-Carrier Property (32) 30

   1,195,326,109   1,207,095,810Net Carrier Property (Line 28 less 29 and 30) 31

Operating Oil Supply (33) 32

     333,886,495     351,728,000Noncarrier Property (34) 33

      37,594,553      45,692,719     (Less) Accrued Depreciation-Noncarrier Property 34

     296,291,942     306,035,281Net Noncarrier Property (Line 33 less 34) 35

   1,491,618,051   1,513,131,091     TOTAL Tangible Property (Total of lines 31, 32, and 35) 36

OTHER ASSETS AND DEFERRED CHARGES

Organization Costs and Other Intangibles (40) 37

     (Less) Accrued Amortization of Intangibles (41) 38

Reserved 39

Miscellaneous Other Assets (43) 40

      18,671,230      19,380,352221Other Deferred Charges (44) 41

230-231Accumulated Deferred Income Tax Assets (45) 42

Derivative Instrument Assets (46) 43

Derivative Instrument Assets - Hedges (47) 44

      18,671,230      19,380,352     TOTAL Other Assets and Deferred Charges (37 thru 44) 45
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Comparative Balance Sheet Statement (continued)

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.
Item

(a)

Reference

Page No.

(b)

Balance at End

of Current Year

(in dollars)

(c)

For instructions covering this schedule, see the text and instructions pertaining to Balance Sheet Accounts in the U.S. of A.  The entries

in this balance sheet should be consistent with those in the supporting schedules on the pages indicated.

  1.) For instructions covering this schedule, see the text and instructions pertaining to Balance Sheet Accounts in the U.S. of A.  The

entries in this balance sheet should be consistent with those in the supporting schedules on the pages indicated.

  2.) On line 30, include depreciation applicable to investment

in system property.

For instructions covering this schedule, see the text and instructions pertaining to Balance Sheet Accounts in the U.S. of A.  The entries

in this balance sheet should be consistent with those in the supporting schedules on the pages indicated.

Balance at End

of Previous Year

(in dollars)

(d)

   1,853,210,123   1,705,575,928     TOTAL Assets (Total of lines 14, 27, 36 and 45) 46

CURRENT LIABILITIES

Notes Payable (50) 47

     533,081,424     410,822,794Payables to Affiliated Companies (51) 48

       3,076,067       9,693,621Accounts Payable (52) 49

Salaries and Wages Payable (53) 50

      22,748,311      28,024,374Interest Payable (54) 51

Dividends Payable (55) 52

       2,358,484       3,609,708Taxes Payable (56) 53

      37,078,000226-227Long-Term Debt - Payable Within One Year (57) 54

     108,286,868      35,845,303Other Current Liabilities (58) 55

230-231Deferred Income Tax Liabilities (59) 56

     706,629,154     487,995,800     TOTAL Current Liabilities (Total of lines 47 thru 56) 57

NONCURRENT LIABILITIES

226-227Long-Term Debt - Payable After One Year (60) 58

Unamortized Premium on Long-Term Debt (61) 59

(Less) Unamortized Discount on Long-Term Debt-Dr. (62) 60

      23,147,811      34,259,100Other Noncurrent Liabilities (63) 61

230-231Accumulated Deferred Income Tax Liabilities (64) 62

Derivative Instrument Liabilities (65) 63

Derivative Instrument Liabilities - Hedges (66) 64

Asset Retirement Obligations (67) 65

      23,147,811      34,259,100     TOTAL Noncurrent Liabilities (Total of lines 58 thru 65) 66

     729,776,965     522,254,900     TOTAL Liabilities (Total of lines 57 and 66) 67

STOCKHOLDERS' EQUITY

   1,123,433,158   1,183,321,028Capital Stock (70) 68

Premiums on Capital Stock (71) 69

Capital Stock Subscriptions (72) 70

254Additional Paid-In Capital (73) 71

118Appropriated Retained Income (74) 72

119Unappropriated Retained Income (75) 73

(Less) Treasury Stock (76) 74

Accumulated Other Comprehensive Income (77) 75

   1,123,433,158   1,183,321,028115     TOTAL Stockholders' Equity (Total of lines 68 thru 75) 76

   1,853,210,123   1,705,575,928     TOTAL Liabilities and Stockholders' Equity (Total of lines 67 and 76) 77
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Income Statement

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.
Item

(a)

Reference

Page No.

(b)

Current Year

Amount

(in dollars)

(c)

  1.) Give the particulars (details) called for from the income Accounts of the respondent for the year.  The entries in this statement

should be determined in accordance with the rules prescribed in the U.S. of A. and should be consistent with the details stated on the

pages referred to.

  2.) The dividends on line 5 includes only dividends from investments accounted for under the cost method.  The dividends on line 11

includes only dividends accounted for under the equity method.  Line 12 includes the undistributed earnings from investments

accounted for under the equity method.  Line 13 represents the earnings (losses) of investee companies accounted for under the equity

method.

Previous Year

Amount

(in dollars)

(d)

ORDINARY ITEMS - Carrier Operating Income

     231,015,619     232,070,711301Operating Revenues (600)  1

     185,029,035     133,556,119302-304(Less) Operating Expenses (610)  2

      45,986,584      98,514,592     Net Carrier Operating Income  3

Other Income and Deductions

      38,945,692      44,810,269335Income (Net) from Noncarrier Property (602)  4

          93,948         973,800336Interest and Dividend Income (From Investment under Cost Only ) (630)  5

       1,011,463       3,301,719337Miscellaneous Income (640)  6

Unusual or Infrequent Items--Credits (645)  7

      14,095,293       8,778,916(Less) Interest Expense (650)  8

         195,235         416,650337(Less) Miscellaneous Income Charges (660)  9

(Less) Unusual or Infrequent Items--Debit (665) 10

     Dividend Income (From Investments under Equity Only) 11

         980,241       1,483,056     Undistributed Earnings (Losses) 12

         980,241       1,483,056     Equity in Earnings (Losses) of Affiliated Companies (Total lines 11 and 12) 13

      26,740,816      41,373,278          TOTAL Other Income and Deductions (Total lines 4 thru 10 and 13) 14

      72,727,400     139,887,870          Ordinary Income before Federal Income Taxes (Line 3 +/- 14) 15

(Less) Income Taxes on Income from Continuing Operations (670) 16

230-231(Less) Provision for Deferred Taxes (671) 17

      72,727,400     139,887,870          Income (Loss) from Continuing Operations (Total lines 15 thru 17) 18

Discontinued Operations

Income (Loss) from Operations of Discontinued Segments (675)* 19

Gain (Loss) on Disposal of Discontinued Segments (676)* 20

          TOTAL Income (LOss) from Discontinued Operations (Lines 19 and 20) 21

      72,727,400     139,887,870          Income (Loss) before Extraordinary Items (Total lines 18 and 21) 22

EXTRAORDINARY ITEMS AND ACCOUNT CHANGES

337Extraordinary Items -- Net -- (Debit) Credit (680) 23

337Income Taxes on Extraordinary Items -- Debit (Credit) (695) 24

230-231Provision for Deferred Taxes -- Extraordinary Items (696) 25

          TOTAL Extraordinary Items (Total lines 23 thru 25) 26

Cumulative Effect of Changes in Accounting Principles (697)* 27

          TOTAL Extraordinary Items and Accounting Changes -- (Debit) Credit

(Line 26 + 27)

 28

      72,727,400     139,887,870          Net Income (Loss) (Total lines 22 and 28) 29

* Less applicable income taxes as reported on page 122
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Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004
2003

Line

 No.

1. Report in columns (b) (c) and (e) the amounts of accumulated other comprehensive income items, on a net-of-tax basis, where appropriate.

2. Report in columns (f) and (g) the amounts of other categories of other cash flow hedges.

3. For each category of hedges that have been accounted for as "fair value hedges", report the accounts affected and the related amounts in a footnote.

Item

(a)

Unrealized Gains

and Losses on

available-for-sale

securities

(b)

Minimum Pension

liabililty Adjustment

(net amount)

(c)

Foreign Currency

Hedges

(d)

Other 

Adjustments

(e)

Statement of Accumulated Comprehensive Income and Hedging Activities

Balance of Account 77 at Beginning of Preceding

Year

  1

Preceding Year Reclassification from Account 77 to

Net Income

  2

Preceding Year Changes in Fair Value  3

Total (lines 2 and 3)  4

Balance of Account 77 at End of Preceding Year /

Beginning of Current Year

  5

Current Year Reclassifications from Account 77 to

Net Income

  6

Current Year Changes in Fair Value  7

Total (lines 6 and 7)  8

Balance of Account 77 at End of Current Year  9
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Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004
2003

Line

 No.

Statement of Accumulated Comprehensive Income and Hedging Activities(continued)

Other Cash

Flow Hedges

[Specify]

(f)

Other Cash

Flow Hedges

[Specify]

(g)

Totals for each

category of

items recorded in

Account 77

(h)

Net Income

(Carried Forward

from Page 114,

Line 29)

(i)

Total

Comprehensive

Income

(j)

  1

  2

  3

  4

  5

  6

  7

  8

  9
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Appropriated Retained Income

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.

Class of Appropriation

(a)

Balance at End

of Current Year

(in Dollars)

(b)

Balance at End 

of Previous Year

(in dollars)

(c)

Give an analysis of the amount in Account No. 74, Appropriated Retained Income, at the end of the year.

Additions to Property Through Retained Income  1

Debt Retained Through Retained Income  2

Sinking Funds  3

Other Funds  4

Appropriated Retained Income Not Specifically Invested  5

Other Appropriations (Specify)  6

  7

  8

  9

 10

 11

 12

 13

 14

 15

 16

 17

 18

 19

Total 20 
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Unappropriated Retained Income Statement

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.
Item

(a)

Reference

Page No.

(b)

Current Year

Amount

(in dollars)

(c)

  1.) Report items of the Retained Income Accounts of the respondents for the year, classified in accordance with the U.S. of A.

  2.) Report on lines 15 and 16 the amount of assigned Federal income tax consequences, Account Nos. 710 and 720.

  3.) Report on lines 17 through 20 all amounts applicable to the equity in undistributed earnings (losses) of affiliated companies based

on the equity method of accounting.

  4.) Line 18 should agree with line 12, Schedule 114. The total of lines 2, 6, and 18 should agree with line 29, Schedule 114.

  5.) Include on lines 1 through 12 only amounts applicable to Retained Income exclusive of any amounts included on lines 17 through

20.

Previous Year

Amount

(in dollars)

(d)

UNAPPROPRIATED RETAINED INCOME

Balances at Beginning of Year  1

CREDITS

114Net Balance Transferred from Income (700)  2

Prior Period Adjustments to Beginning Retained Income (705)  3

337Other Credits to Retained Income (710)*  4

     TOTAL (Lines 2 thru 4)  5

DEBITS

114Net Balance Transferred from Income (700)  6

337Other Debits to Retained Income (720)*  7

Appropriations of Retained Income (740)  8

119Dividend Appropriations of Retained Income (750)  9

     TOTAL (lines 6 thru 9) 10

     Net Increase (Decrease) During Year (Line 5 minus line 10) 11

     Balances at End of Year (Lines 1 and 11) 12

     Balance from Line 20 13

     TOTAL Unapprop. Retained Inc. and Equity in Undistr. Earnings. (Losses)

of Affil. Comp. at End of Year (Lines 12 & 13)

 14

*Amount of Assigned Federal Income Tax Consequences

     Account No. 710 15

     Account No. 720 16

EQUITY IN UNDISTRIBUTED EARNINGS (LOSSES) OF AFFILIATED

COMPANIES

     Balances at Beginning of Year 17

114Net Balance transferred from Income (700) 18

Other Credits (Debits) 19

     Balances at End of Year 20
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Statement of Cash Flows

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.
Description (See Instructions No. 5 for Explanation of Codes)

(a)

Current Year

Amount

(b)

  1.) If the notes to the cash flow statement in the respondents annual stockholders report are applicable to this statement such notes should be attached

to page 122.  Information about noncash investing and financing activities should be provided on page 122.  Provide also on page 122 a reconciliation

between "Cash and Cash Equivalents at End of Year" with related amounts on the balance sheet.

  2.) Under "Other' specify significant amounts and group others.

  3.) Operating Activities-Other:  Include gains and losses pertaining to operating activities only.  Gains and losses pertaining to investing and financing

activities should be reported in those activities. Show on page 122 the amounts of interest paid (net of amounts capitalized) and income taxes paid.

Previous Year

Amount

(c)

Cash Flow from Operating Activities:  1

    Net Income      139,887,870       72,727,400  2

     Noncash Charges (Credits) to Income:  3

          Depreciation       43,999,318       43,058,978  4

          Amortization  5

  6

  7

     Deferred Income Taxes  8

  9

     Net (Increase) Decrease in Receivables (      5,050,570)        8,286,295 10

     Net (Increase) Decrease in Inventory 11

     Net Increase (Decrease) in Payables and Accrued Expenses (     59,296,724)       82,754,223 12

 13

     Other: 14

Net (Increase) Decrease in Receivables from Affiliated Companies      169,458,884 (    122,775,341) 15

Net Increase (Decrease) in Payables to Affiliated Companies (    159,336,630)       43,722,604 16

Net Increase (Decrease) in Noncurrent Liabilities       11,111,289 (     32,615,344) 17

Other (      1,749,318) (      4,503,933) 18

 19

 20

     Net Cash Provided by (Used in) Operating Activities 21

     (Total of lines 2 thru 20)      139,024,119       90,654,882 22

 23

Cash Flows from Investment Activities: 24

     Construction and Acquisition of Plant (including land): 25

          Gross Additions to Carrier Property: (     20,447,264) (     18,062,655) 26

          Gross Additions to Noncarrier Property (     22,942,622) (      9,354,320) 27

          Other: 28

Other Carrier Property Changes (     26,455,995)        9,130,599 29

Other        4,333,523        2,820,775 30

 31

 32

 33

          Cash Outflows for Plant (Total of lines 26 thru 33) (     65,512,358) (     15,465,601) 34

 35

     Acquisition of Other Noncurrent Assets (d) 36

     Proceeds from Disposal of Noncurrent Assets (d) 37

 38

     Investments in and Advances to Assoc. and Subsidiary Companies        1,348,330 (        518,529) 39

     Contributors and Advances from Assoc. and Subsidiary Companies 40

     Disposition of Investments in (and Advances to) 41

     Associated and Subsidiary Companies 42

 43

     Purchase of Investment Securities (a) 44

     Proceeds from Sales of Investment Securities (a) 45
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Statement of Cash Flows (continued)

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.
Description (See Instructions No. 5 for Explanation of Codes)

(a)

Current Year

Amount

(b)

  4.) Investing Activities:

Include at Other (line 28) net cash outflow to acquire other companies.  Provide a reconciliation of assets acquired with liabilities assumed on page 122.

  5.) Codes used:

          (a) Net proceeds or payments.

          (b) Bonds, debentures and other long term debt.

          (c) Include commercial paper.

          (d) Identify separately such items assets, intangibles, etc.

  6.) Enter on page 122 clarifications and explanations.

Previous Year

Amount

(c)

     Loans Made or Purchased 46

     Collections on Loans 47

 48

     Net (Increase) Decrease in Receivables 49

     Net (Increase) Decrease in Inventory 50

     Net Increase (Decrease) in Payables and Accrued Expenses 51

     Other: 52

 53

 54

 55

     Net Cash Provided by (Used in) Investing Activities 56

     (Total of Lines 34 thru 55) (     64,164,028) (     15,984,130) 57

 58

Cash Flows from Financing Activities: 59

     Proceeds from Issuance of: 60

          Long-Term Debt (b) 61

          Capital Stock 62

          Other: 63

 64

 65

     Net Increase in Short-Term Debt (c)       37,078,000       42,479,000 66

          Other: 67

 68

 69

Cash Provided by Outside Sources (Total of lines 61 thru 69)       37,078,000       42,479,000 70

 71

     Payment for Retirement of: 72

          Long-term Debt (b) (     37,078,000) (     42,479,000) 73

          Capital Stock 74

          Other: 75

Distributions to General and Limited Partners (     80,000,000) (     80,000,000) 76

 77

     Net Decrease in Short-Term Debt (c) 78

 79

     Dividends on Capital Stock 80

     Other: 81

     Net Cash Provided by (Used in) Financing Activities 82

          (Total of lines 70 thru 81) (     80,000,000) (     80,000,000) 83

 84

     Net Increase (Decrease) in Cash and Cash Equivalents 85

          (Total of Lines 22, 57, and 83) (      5,139,909) (      5,329,248) 86

 87

Cash and Cash Equivalents at Beginning of Year        2,157,112        7,486,360 88

 89

Cash and Cash Equivalents at End of Year (      2,982,797)        2,157,112 90
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Notes to Financial Statements

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

  1.) Use the space below for important notes regarding the Balance Sheet, Statement of Income for the year, Statement of Retained

Earnings for the year, and Statement of Cash Flows, or any account therefor.  Classify the notes according to each basic statement,

providing a subheading for each statement, except where a note is applicable to more than one statement.

  2.) Furnish details as to any significant commitments or contingent assets or liabilities existing at end of year, including a brief

explanation of any action initiated by the Internal Revenue Service involving possible assessments of additional income taxes of a

material amount, or of a claim for refund of income taxes of a material amount initiated by the respondent. State whether such

commitments or contingencies will have a material adverse effect upon the financial position or results of operations of the respondent.

  3.) Furnish details on the accounting for the respondent's

pensions and postretirement benefits and explain any changes in the method of accounting for them. Include in the details a concise

breakdown of the effects of the various components on income for the year, funding for the plans and accumulated obligations at year

end.

  4.) Provide an explanation of any significant changes in operations during the year.  Give the financial statement effects of acquiring

oil pipelines by purchase or merger or by participating in joint ventures or similar activities.

  5.) Furnish details on the respondent's accounting for income taxes and provide an explanation of any changes in the methods of

accounting for income taxes and give the financial statement effects resulting from these changes.

  6.) Provide an explanation of any significant rate or other regulatory matters involving the respondent during the year and give the

effects, if any, on the respondent's financial statements.
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Note 1 – General
Organization
SFPP, L.P. (SFPP) owns and operates approximately 2,800 miles of pipeline that transport refined
petroleum products and 13 truck-loading. It is owned (99.5%) by its general partner Kinder Morgan
Energy Partners, L.P. (KMEP) and (0.5%) by its special limited partner Santa Fe Pacific Pipelines, Inc.
KMEP holds the general partnership interest in SFPP through one of its operating partnerships, Kinder
Morgan Operating L.P. “D” (OLP-D).

Kinder Morgan, Inc. (KMI) is the sole stockholder of Kinder Morgan GP, Inc. (KMGP), which holds the
general partner interest in KMEP (1%) as well as an interest (1.0101%) in each of the operating limited
partnerships held by KMEP, including OLP D.

On February 14, 2001, Kinder Morgan Management LLC (KMR), a limited liability company, was formed
under the Delaware Limited Liability Company Act. KMR is a public entity that trades on the New York
Stock Exchange under the symbol “KMR”. KMGP owns each of the two KMR voting securities and is its sole
managing member. During fiscal year 2001, KMGP delegated to KMR the right to manage and control
KMEP, the parent company and general partner of SFPP.

Pensions and Postretirement Benefits
SFPP, L.P. has no officers, directors or employees. All management services for the Partnership were
provided by KMR. Salaries and wages, and associated pension and benefit costs, related to the
management of the Partnership are included in Accounts 320 and 520, Outside Services on page 303.

Income Tax
For federal and state income tax purposes, SFPP is not a taxable entity. As such, it does not directly pay
Federal or State income tax. SFPP’s taxable income or loss, which may vary substantially from the net
income or net loss it reports in its statement of income, is includable in the tax returns for each partner.

Compliance
SFPP maintains its chart of accounts to comply with the Uniform System of Accounts for oil pipelines.
Therefore, the amounts contained in this Form 6 may not necessarily reflect or capture all the costs
required for analysis using the regulatory methodology set forth in Opinion Nos. 154-B and 154-C,
revisions thereof and successors thereto.

Note 2 – Litigation and Other Contingencies
The tariffs SFPP charges for transportation on its interstate common carrier pipelines are subject to rate
regulation by the Federal Energy Regulatory Commission (FERC), under the Interstate Commerce Act. The
Interstate Commerce Act requires, among other things, that interstate petroleum products pipeline rates
be just and reasonable and non-discriminatory. Pursuant to FERC Order No. 561, effective
January 1, 1995, interstate petroleum products pipelines are able to change their rates within prescribed
ceiling levels that are tied to an inflation index. FERC Order No. 561-A, affirming and clarifying Order No.
561, expands the circumstances under which interstate petroleum products pipelines may employ
cost-of-service ratemaking in lieu of the indexing methodology, effective January 1, 1995.

Federal Energy Regulatory Commission Proceedings
Tariffs charged by SFPP are subject to certain proceedings at the FERC involving shippers’ complaints
regarding the interstate rates, as well as practices and the jurisdictional nature of certain facilities and
services, SFPP’s pipeline systems. Generally, the interstate rates on SFPP’s pipeline systems are
“grandfathered” under the Energy Policy Act of 1992 unless “substantially changed circumstances” are
found to exist. To the extent “substantially changed circumstances” are found to exist, SFPP may be
subject to substantial exposure under these FERC complaints.
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The complainants in the proceedings before the FERC have alleged a variety of grounds for finding
“substantially changed circumstances.” Applicable rules and regulations in this field are vague, relevant
factual issues are complex, and there is little precedent available regarding the factors to be considered or
the method of analysis to be employed in making a determination of “substantially changed
circumstances.” If SFPP rates previously “grandfathered” under the Energy Policy Act lose their
“grandfathered” status and are found to be unjust and unreasonable, shippers may be entitled to
prospective rate reductions and complainants may be entitled to reparations for periods from the date of
their respective complaint to the date of the implementation of the new rates.

On June 24, 2003, a non-binding, phase one initial decision was issued by an administrative law judge
hearing a FERC case on the rates charged by SFPP on the interstate portion of its pipelines (see OR96-2
section below for further discussion). In his phase one initial decision, the administrative law judge
recommended that the FERC “ungrandfather” SFPP’s interstate rates and found most of SFPP’s rates at
issue to be unjust and unreasonable. The administrative law judge has indicated that a phase two initial
decision will address prospective rates and whether reparations are necessary.   

Initial decisions have no force or effect and must be reviewed by the FERC. The FERC is not obliged to
follow any of the administrative law judge’s findings and can accept or reject this initial decision in whole
or in part. In addition, as stated above, the facts are complex, the rules and regulations in this area are
vague and little precedent exists. The FERC is now considering the phase one initial decision and will
consider the phase two initial decision when it is issued and briefed by the parties. If the FERC ultimately
finds, after reviewing both initial decisions, that these rates should be “ungrandfathered” and are unjust
and unreasonable, they could be lowered prospectively and complaining shippers could be entitled to
reparations for prior periods. We do not expect any impact on our rates relating to this matter before early
2005.

SFPP currently believe that these FERC complaints seek approximately $154 million in tariff reparations
and prospective annual tariff reductions, the aggregate average annual impact of which would be
approximately $45 million. As the length of time from the filing of the complaints increases, the amounts
sought by complainants in tariff reparations will likewise increase until a determination of reparations
owed is made by the FERC. SFPP is not able to predict with certainty the final outcome of the pending
FERC proceedings, should they be carried through to their conclusion, or whether SFPP can reach a
settlement with some or all of the complainants. The administrative law judge’s initial decision does not
change SFPP’s estimate of what the complainants seek. Furthermore, even if “substantially changed
circumstances” are found to exist, SFPP believes that the resolution of these FERC complaints will be for
amounts substantially less than the amounts sought and that the resolution of such matters will not have
a material adverse effect on SFPP’s business, financial position, results of operations or cash flows.

OR92-8, et al. proceedings. FERC Docket No. OR92-8-000  et al., is a consolidated proceeding that began
in September 1992 and includes a number of shipper complaints against certain rates and practices on
SFPP’s East Line (from El Paso, Texas to Phoenix, Arizona) and West Line (from Los Angeles, California to
Tucson, Arizona), as well as SFPP’s gathering enhancement fee at Watson Station in Carson, California.
The complainants in the case are El Paso Refinery, L.P. (which settled with SFPP in 1996), Chevron
Products Company, Navajo Refining Company (now Navajo Refining Company, L.P.), ARCO Products
Company (now part of BP West Coast Products, LLC), Texaco Refining and Marketing Inc., Refinery Holding
Company LP (now named Western Refining Company, L.P.), Mobil Oil Corporation (now part of ExxonMobil
Oil Corporation) and Tosco Corporation (now part of ConocoPhillips Company). The FERC has ruled that
the complainants have the burden of proof in those proceedings.

A FERC administrative law judge held hearings in 1996, and issued an initial decision in September 1997.
The initial decision held that all but one of SFPP’s West Line rates were “grandfathered” under the Energy
Policy Act of 1992 and therefore deemed to be just and reasonable; it further held that complainants had
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failed to prove “changed circumstances” with respect to those rates and that they therefore could not be
challenged in the Docket No. OR92-8  et al. proceedings, either for the past or prospectively. However, the
initial decision also made rulings generally adverse to SFPP on certain cost of service issues relating to the
evaluation of East Line rates, which are not “grandfathered” under the Energy Policy Act. Those issues
included the capital structure to be used in computing SFPP’s “starting rate base,” the level of income tax
allowance SFPP may include in rates and the recovery of civil and regulatory litigation expenses and
certain pipeline reconditioning costs incurred by SFPP. The initial decision also held SFPP’s Watson Station
gathering enhancement service was subject to FERC jurisdiction and ordered SFPP to file a tariff for that
service.   

The FERC subsequently reviewed the initial decision, and issued a series of orders in which it adopted
certain rulings made by the administrative law judge, changed others and modified a number of its own
rulings on rehearing. Those orders began in January 1999, with FERC Opinion No. 435, and continued
through June 2003.

The FERC affirmed that all but one of SFPP’s West Line rates are “grandfathered” and that complainants
had failed to satisfy the threshold burden of demonstrating “changed circumstances” necessary to
challenge those rates. The FERC further held that the one West Line rate that was not grandfathered did
not need to be reduced. The FERC consequently dismissed all complaints against the West Line rates in
Docket Nos. OR92-8  et al. without any requirement that SFPP reduce, or pay any reparations for, any West
Line rate.

The FERC initially modified the initial decision’s ruling regarding the capital structure to be used in
computing SFPP’s “starting rate base” to be more favorable to SFPP, but later reversed that ruling. The
FERC also made certain modifications to the calculation of the income tax allowance and other cost of
service components, generally to SFPP’s disadvantage.   

On multiple occasions, the FERC required SFPP to file revised East Line rates based on rulings made in the
FERC’s various orders. SFPP was also directed to submit compliance filings showing the calculation of the
revised rates, the potential reparations for each complainant and in some cases potential refunds to
shippers. SFPP filed such revised East Line rates and compliance filings in March 1999, July 2000,
November 2001 (revised December 2001), October 2002 and February 2003 (revised March 2003). Most
of those filings were protested by particular SFPP shippers. The FERC has held that certain of the rates
SFPP filed at the FERC’s directive should be reduced retroactively and/or be subject to refund; SFPP has
challenged the FERC’s authority to impose such requirements in this context. 

While the FERC initially permitted SFPP to recover certain of its litigation, pipeline reconditioning and
environmental costs, either through a surcharge on prospective rates or as an offset to potential
reparations, it ultimately limited recovery in such a way that SFPP was not able to make any such
surcharge or take any such offset. Similarly, the FERC initially ruled that SFPP would not owe reparations
to any complainant for any period prior to the date on which that party’s complaint was filed, but
ultimately held that each complainant could recover reparations for a period extending two years prior to
the filing of its complaint (except for Navajo, which was limited to one month of pre-complaint reparations
under a settlement agreement with SFPP’s predecessor). The FERC also ultimately held that SFPP was not
required to pay reparations or refunds for Watson Station gathering enhancement fees charged prior to
filing a FERC tariff for that service.

In April 2003, SFPP paid complainants and other shippers reparations and/or refunds as required by
FERC’s orders. In August 2003, SFPP paid shippers an additional refund as required by FERC’s most recent
order in the Docket No. OR92-8  et al. proceedings. Payments of $44.9 million were made in 2003 for
reparations and refunds under order from the FERC.   
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Beginning in 1999, SFPP, the complainants and intervenor Ultramar Diamond Shamrock Corporation (now
part of Valero Energy Corporation) filed petitions for review of FERC’s Docket OR92-8 et al. orders in the
United States Court of Appeals for the District of Columbia Circuit. Certain of those petitions were
dismissed by the Court of Appeals as premature, and the remaining petitions were held in abeyance
pending completion of agency action. However, in December 2002, the Court of Appeals returned to its
active docket all petitions to review the FERC’s orders in the case through November 2001 and severed
petitions regarding later FERC orders. The severed orders were held in abeyance for later consideration.

Briefing in the Court of Appeals was completed in August 2003, and oral argument took place on
November 12, 2003. The Court of Appeals is expected to issue its decision in the first or second quarter of
2004.   

Sepulveda proceedings. In December 1995, Texaco filed a complaint at FERC (Docket No. OR96-2)
alleging that movements on SFPP’s Sepulveda pipelines (Line Sections 109 and 110) to Watson Station, in
the Los Angeles basin, were subject to FERC’s jurisdiction under the Interstate Commerce Act, and claimed
that the rate for that service was unlawful. Several other West Line shippers filed similar complaints
and/or motions to intervene.

Following a hearing in March 1997, a FERC administrative law judge issued an initial decision holding that
the movements on the Sepulveda pipelines were not subject to FERC jurisdiction. On August 5, 1997, the
FERC reversed that decision. On October 6, 1997, SFPP filed a tariff establishing the initial interstate rate
for movements on the Sepulveda pipelines at the pre-existing rate of five cents per barrel. Several
shippers protested that rate. In December 1997, SFPP filed an application for authority to charge a
market-based rate for the Sepulveda service, which application was protested by several parties. On
September 30, 1998, the FERC issued an order finding that SFPP lacks market power in the Watson
Station destination market and set a hearing to determine whether SFPP possessed market power in the
origin market.   

Following a hearing, on December 21, 2000, an administrative law judge found that SFPP possessed
market power over the Sepulveda origin market. On February 28, 2003, the FERC issued an order
upholding that decision. SFPP filed a request for rehearing of that order on March 31, 2003. The FERC
denied SFPP’s request for rehearing on July 9, 2003.   

As part of its February 28, 2003 order denying SFPP’s application for market-based ratemaking authority,
the FERC remanded to the ongoing litigation in Docket No. OR96-2, et al. the question of whether SFPP’s
current rate for service on the Sepulveda line is just and reasonable. That issue is currently pending before
the administrative law judge in the Docket No. OR96-2, et al. proceeding. The procedural schedule in this
remanded matter is currently suspended pending issuance of the phase two initial decision in the Docket
No. OR96-2, et al. proceeding (see below).

OR96-2; OR97-2; OR98-1. et al. proceedings. In October 1996, Ultramar filed a complaint at FERC
(Docket No. OR97-2) challenging SFPP’s West Line rates, claiming they were unjust and unreasonable and
no longer subject to grandfathering. In October 1997, ARCO, Mobil and Texaco filed a complaint at the
FERC (Docket No. OR98-1) challenging the justness and reasonableness of all of SFPP’s interstate rates,
raising claims against SFPP’s East and West Line rates similar to those that have been at issue in Docket
Nos. OR92-8, et al. discussed above, but expanding them to include challenges to SFPP’s grandfathered
interstate rates from the San Francisco Bay area to Reno, Nevada and from Portland to Eugene, Oregon -
the North Line and Oregon Line. In November 1997, Ultramar Diamond Shamrock Corporation filed a
similar, expanded complaint (Docket No. OR98-2). Tosco Corporation filed a similar complaint in April
1998. The shippers seek both reparations and prospective rate reductions for movements on all of the
lines. The FERC accepted the complaints and consolidated them into one proceeding (Docket No. OR96-2,
et al.), but held them in abeyance pending a FERC decision on review of the initial decision in Docket Nos.
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OR92-8, et al.

In a companion order to Opinion No. 435, the FERC gave the complainants an opportunity to amend their
complaints in light of Opinion No. 435, which the complainants did in January 2000.   

In August 2000, Navajo and RHC filed complaints against SFPP’s East Line rates and Ultramar filed an
additional complaint updating its pre-existing challenges to SFPP’s interstate pipeline rates. These
complaints were consolidated with the ongoing proceeding in Docket No. OR96-2, et al.

A hearing in this consolidated proceeding was held from October 2001 to March 2002. A FERC
administrative law judge issued his initial decision on June 24, 2003. The initial decision found that, for
the years at issue, the complainants had shown substantially changed circumstances for rates on SFPP’s
West, North and Oregon Lines and for SFPP’s fee for gathering enhancement service at Watson Station and
thus found that those rates should not be “grandfathered” under the Energy Policy Act of 1992. The initial
decision also found that most of SFPP’s rates at issue were unjust and unreasonable. The initial decision
indicated that a phase two initial decision will address prospective rates and whether reparations are
necessary. Issuance of the phase two initial decision is expected sometime in the first quarter of 2004.

SFPP has filed a brief on exceptions to the FERC that contests the findings in the initial decision. SFPP’s
opponents have responded to SFPP’s brief. The FERC is now considering the phase one initial decision and
will consider the phase two initial decision when it is issued and briefed by the parties. If the FERC
ultimately finds, after reviewing both initial decisions, that these rates should be “ungrandfathered” and
are unjust and unreasonable, they could be lowered prospectively and complaining shippers could be
entitled to reparations for prior periods. We do not expect any impact on our rates relating to this matter
before early 2005.

OR02-4 proceedings. On February 11, 2002, Chevron, an intervenor in the Docket No. OR96-2, et al.
proceeding, filed a complaint against SFPP in Docket No. OR02-4 along with a motion to consolidate the
complaint with the Docket No. OR96-2, et al. proceeding. On May 21, 2002, the FERC dismissed Chevron’s
complaint and motion to consolidate. Chevron filed a request for rehearing, which the FERC dismissed on
September 25, 2002. In October 2002, Chevron filed a request for rehearing of the FERC’s
September 25, 2002 Order, which the FERC denied on May 23, 2003. On July 1, 2003, Chevron filed a
petition for review of this denial at the U.S. Court of Appeals for the District of Columbia Circuit. On August
18, 2003, SFPP filed a motion to dismiss Chevron’s petition on the basis that Chevron lacks standing to
bring its appeal and that the case is not ripe for review. Chevron answered on September 10, 2003. SFPP’s
motion was pending, when the Court of Appeals, on December 8, 2003, granted Chevron’s motion to hold
the case in abeyance pending the outcome of the appeal of the Docket No. OR92-8, et al. proceeding. On
January 8, 2004, the Court of Appeals granted Chevron’s motion to have its appeal of the FERC’s decision
in Docket No. OR03-5 (see below) consolidated with Chevron’s appeal of the FERC’s decision in the Docket
No. OR02-4 proceeding. Chevron continues to participate in the Docket No. OR96-2 et al. proceeding as an
intervenor.

OR03-5 proceedings. On June 30, 2003, Chevron filed another complaint against SFPP - substantially
similar to its previous complaint – and moved to consolidate the complaint with the Docket No. OR96-2, et
al. proceeding. This complaint was docketed as Docket No. OR03-5. Chevron requested that this new
complaint be treated as if it were an amendment to its complaint in Docket No. OR02-4, which was
previously dismissed by the FERC. By this request, Chevron sought to, in effect, back-date its complaint,
and claim for reparations, to February 2002. SFPP answered Chevron’s complaint on July 22, 2003,
opposing Chevron’s requests for consolidation and for the back-dating of its complaint. On
October 28, 2003 , the FERC accepted Chevron’s complaint, but held it in abeyance pending the outcome
of the Docket No. OR96-2, et al. proceeding. The FERC denied Chevron’s request for consolidation and for
back-dating. On November 21, 2003, Chevron filed a petition for review of the FERC’s October 28, 2003
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Order at the Court of Appeals for the District of Columbia Circuit. On January 8, 2004, the Court of Appeals
granted Chevron’s motion to have its appeal consolidated with Chevron’s appeal of the FERC’s decision in
the Docket No. OR02-4 proceeding and to have the two appeals held in abeyance pending outcome of the
appeal of the Docket No. OR92-8, et al. proceeding.

California Public Utilities Commission Proceeding
ARCO, Mobil and Texaco filed a complaint against SFPP with the California Public Utilities Commission on
April 7, 1997. The complaint challenges rates charged by SFPP for intrastate transportation of refined
petroleum products through its pipeline system in the State of California and requests prospective rate
adjustments. On October 1, 1997, the complainants filed testimony seeking prospective rate reductions
aggregating approximately $15 million per year.

On August 6, 1998, the CPUC issued its decision dismissing the complainants’ challenge to SFPP’s
intrastate rates. On June 24, 1999, the CPUC granted limited rehearing of its August 1998 decision for the
purpose of addressing the proper ratemaking treatment for partnership tax expenses, the calculation of
environmental costs and the public utility status of SFPP’s Sepulveda Line and its Watson Station
gathering enhancement facilities. In pursuing these rehearing issues, complainants sought prospective
rate reductions aggregating approximately $10 million per year.

On March 16, 2000, SFPP filed an application with the CPUC seeking authority to justify its rates for
intrastate transportation of refined petroleum products on competitive, market-based conditions rather
than on traditional, cost-of-service analysis.

On April 10, 2000, ARCO and Mobil filed a new complaint with the CPUC asserting that SFPP’s California
intrastate rates are not just and reasonable based on a 1998 test year and requesting the CPUC to reduce
SFPP’s rates prospectively. The amount of the reduction in SFPP rates sought by the complainants is not
discernible from the complaint.

The rehearing complaint was heard by the CPUC in October 2000 and the April 2000 complaint and SFPP’s
market-based application were heard by the CPUC in February 2001. All three matters stand submitted as
of April 13, 2001, and resolution of these submitted matters is anticipated within the third quarter of
2004.

The CPUC subsequently issued a resolution approving a 2001 request by SFPP to raise its California rates
to reflect increased power costs. The resolution approving the requested rate increase also required SFPP
to submit cost data for 2001, 2002, and 2003, and to assist the CPUC in determining whether SFPP’s
overall rates for California intrastate transportation services are reasonable. The resolution reserves the
right to require refunds, from the date of issuance of the resolution, to the extent the CPUC’s analysis of
cost data to be submitted by SFPP demonstrates that SFPP’s California jurisdictional rates are
unreasonable in any fashion. On February 21, 2003, SFPP submitted the cost data required by the CPUC,
which submittal was protested by Valero Marketing and Supply Company, Ultramar Inc., BP West Coast
Products LLC, Exxon Mobil Oil Corporation and Chevron Products Company. Issues raised by the protest,
including the reasonableness of SFPP’s existing intrastate transportation rates, were the subject of
evidentiary hearings conducted in December 2003 and are expected to be resolved by the CPUC by the
third quarter of 2004.   

We currently believe the CPUC complaints seek approximately $15 million in tariff reparations and
prospective annual tariff reductions, the aggregate average annual impact of which would be
approximately $31 million. There is no way to quantify the potential extent to which the CPUC could
determine that SFPP’s existing California rates are unreasonable. With regard to the amount of dollars
potentially subject to refund as a consequence of the CPUC resolution requiring the provision by SFPP of
cost-of-service data, such refunds could total about $6 million per year from October 2002 to the
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anticipated date of a CPUC decision during the third quarter of 2004.   

SFPP believes the submission of the required, representative cost data required by the CPUC indicates that
SFPP’s existing rates for California intrastate services remain reasonable and that no refunds are justified.

SFPP believes that the resolution of such matters will not have a material adverse effect on its business,
financial position, results of operations or cash flows.

Southern Pacific Transportation Company Easements
SFPP and Southern Pacific Transportation Company (SPTC) are engaged in a judicial reference proceeding
to determine the extent, if any, to which the rent payable by SFPP for the use of pipeline easements on
rights-of-way held by SPTC should be adjusted pursuant to existing contractual arrangements (Southern
Pacific Transportation Company vs. Santa Fe Pacific Corporation, SFP Properties, Inc., Santa Fe Pacific
Pipelines, Inc., SFPP, L.P., et al., Superior Court of the State of California for the County of San Francisco,
filed August 31, 1994). In the second quarter of 2003, the trial court set the rent at approximately $5.0
million per year as of January 1, 1994. SPTC has appealed the matter to the California Court of Appeals.

Environmental Matters
SFPP is subject to environmental cleanup and enforcement actions from time to time. In particular, the
federal Comprehensive Environmental Response, Compensation and Liability Act (CERCLA) generally
imposes joint and several liability for cleanup and enforcement costs on current or predecessor owners and
operators of a site, without regard to fault or the legality of the original conduct. SFPP’s operations are
also subject to federal, state and local laws and regulations relating to protection of the environment.
Although SFPP believes its operations are in substantial compliance with applicable environmental
regulations, risks of additional costs and liabilities are inherent in pipeline and terminal operations and
there can be no assurance that SFPP will not incur significant costs and liabilities. Moreover, it is possible
that other developments, such as increasingly stringent environmental laws, regulations and enforcement
policies thereunder, and claims for damages to property or persons resulting from SFPP’s operations, could
result in substantial costs and liabilities to SFPP.

SFPP is currently involved in the following governmental proceedings related to compliance with
environmental regulations associated with its assets and has established a reserve to address the costs
associated with the cleanup: (i) one cleanup ordered by the United States Environmental Protection
Agency related to ground water contamination in the vicinity of SFPP’s storage facilities and truck loading
terminal at Sparks, Nevada, (ii) several ground water hydrocarbon remediation efforts under
administrative orders issued by the California Regional Water Quality Control Board and two other state
agencies and (iii) SFPP is, from time to time, involved in civil proceedings relating to damages alleged to
have occurred as a result of accidental leaks or spills of refined petroleum products.

Other
SFPP is a defendant in various lawsuits arising from day-to-day operations. Although no assurance can be
given, SFPP believes, based on its experiences to date, that the ultimate resolution of such items will not
have a material adverse impact on its business, financial position, results of operations or cash flows.

In addition to the matters described above, SFPP may face additional challenges to its rates in the future.
Shippers on SFPP’s pipelines do have rights to challenge the rates SFPP charges under certain
circumstances prescribed by applicable regulations. There can be no assurance that SFPP will not face
challenges to the rates SFPP receives for services on its pipeline systems in the future. In addition, since
many of SFPP’s assets are subject to regulation, SFPP is subject to potential future changes in applicable
rules and regulations that may have an adverse effect on SFPP’s business, financial position or results of
operations.
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Note 3 – Colton Processing Facility
SFPP owns a 50% interest in the Colton Processing Facility and accounts for its interests using the equity
method of accounting. Under this method, an investment is carried at SFPP's acquisition cost, plus its
equity in undistributed earnings or losses since acquisition.

In the second quarter of 2003, the Cardlock Joint Venture (of which SFPP owned a 50% interest in) was
dissolved, and all assets and liabilities liquidated.

Note 4 – Debt
In December 2003, SFPP retired the $37.1 million balance outstanding under the First Mortgage Series F
notes, plus accrued interest.
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Receivables from Affiliated Companies

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.

Name of Debtor

(a)

Description of Assets or of Transaction

(b)

Balance at End of Year

(in dollars)

(c)

1.) Give particulars (details) of the various affiliated company debtors and the character of the transactions involved in the current

asset Account No. 13, Receivables from Affiliated Companies.

2.) In column (a), list every item amounting to $500,000 or more.  For debtors whose balances were less than $500,000, a single entry

may be made under a caption "Minor accounts, less than $500,000."

Kinder Morgan Energy  1

   Partners, L.P. and  2

Advances      141,992,585   affiliates  3

  4

  5

  6

  7

  8

  9

 10

 11

 12

 13

 14

 15

 16

 17

 18

 19

 20

 21

 22

 23

 24

 25

 26

 27

 28

 29

 30

 31

 32

 33

 34

 35

 36

 37

 38

 39

 40

 41

 42

 43

 44

 45

 46

 47

 48

     141,992,585Total 49 

FERC FORM NO. 6 (ED. 12-00) Page 200

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



Investments in Affiliated Companies

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.
Account

No.

(a)

Class No.

(From 201)

(b)

Name of Issuing Comapny and Description of Security Held,

Also Lien Reference, If Any

(c)

1.)  Give particulars (details) of investments included in Account Nos. 20, Investments in Affiliated Companies and 22, Sinking and

Other Funds.

2.)  Refer to the General Instructions on page 201.  Be sure to follow the classification of Investments.  Give totals for each class and

for each subclass, and a grand total for each account.

3.) Indicate in footnotes the obligation in support of which any security is pledged, mortgaged, or otherwise encumbered, giving names

and other important particulars (details) of such obligations.

4.)  Enter in column (c) date of maturity of bonds and other evidences of indebtedness. In case obligations of the same designation

mature serially, the date in column (c) may be reported as "Serially 19 to 19 ".  In making entries in this column, abbreviations in

common use in standard financial publications may be used where necessary due to limited space.

Extent of Control

(In percent)

(d)

Colton Processing Facility   50.00E20  1

  2

No bonds or other evidence of indebtedness  3

  4

  5

  6

  7

  8

  9

 10

 11

 12

 13

 14

 15

 16

 17

 18

 19

 20

 21

 22

 23

 24

 25

 26

 27

 28

 29

 30

 31

 32

 33

 34

 35

 36

 37

 38

 39

 40

 41

 42

 43
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Investments in Affiliated Companies (continued)

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.

5.)  If any of the companies included in this schedule are controlled by respondent, give the percent of control in column (d).  In case

any company listed is controlled other than through actual ownership of securities, give particulars (details) in a footnote.  In cases of

joint control, give in a footnote names of other parties and particulars (details) of control.

6.)  If any advances are pledged, give particulars (details) in a footnote.

7.)  Give particulars (details) of investments made, disposed of, or written down during the year in columns (f), (g) and (h).  If the cost of

any investment made during the year differs from the book value reported in column (f), explain the matter in a footnote. "Cost" means

the consideration given minus accrued interest or dividends included therein.  If the consideration given or received for such

investments was other than cash, describe the transaction in a footnote.

8.)  Do not include in this schedule issued securities or assumed by respondent.

Total Book Value of

Investments At

End of Year

(in dollars)

(e)

Book Value of

Investments of

During Year

(in dollars)

(f)

INVST. DISP.

WRITTEN

Book Value

(g)

INVST. DISP.

WRITTEN

Selling Price

(h)

DIVIDENDS OR

INTEREST

Rate

(in percent)

(i)

DIVIDENDS OR

INTEREST

Amount Credited

to Income

(in dollars)

       3,918,814  1

  2

  3

  4

  5

  6

  7

  8

  9

 10

 11

 12

 13

 14

 15

 16

 17

 18

 19

 20

 21

 22

 23

 24

 25

 26

 27

 28

 29

 30

 31

 32

 33

 34

 35

 36

 37

 38

 39

 40

 41

 42

 43
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Invest in Com Stocks of Affiliated Co / Co Controlled Directly by Resp other than through Title to Securities

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

  1.) Report below the particulars (details) of all investments in common stocks included in Account No. 20, Investments in Affiliated

Companies, which qualify for the equity method under instruction 2-2 in the U.S. of A.

  2.) Enter in column (c) the amount necessary to retroactively adjust those investments qualifying for the equity method of accounting

in accordance with instruction 2-2 (c) (11) of the U.S. of A.

Name of Issuing Company and

Description of Security Held

(a)

Balance at Beginning

of Year

(in dollars)

(b)

Line

 No.

Carriers (List specifics for each company)                0

               0  1

               0  2

               0  3

               0  4

               0  5

               0  6

               0  7

               0  8

               0  9

               0 10

               0 11

               0 12

     TOTAL                0 13

Noncarriers (Show totals only for each column)                0 14

     TOTAL                0 15

Sole or

Joint

(b)

Name of Company Controlled

(a)
Line

 No.

COMPANIES CONTROLLED DIRECTLY BY RESPONDENT OTHER THAN THROUGH TITLE TO SECURITIES

  1

  2

  3

  4

  5

  6

  7

  8

  9

 10

 11

 12

 13

 14

 15

 16

 17

 18

 19

 20

 21

 22

 23

 24
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Invest in Com Stocks of Affiliated Co / Co Controlled Directly by Resp other than through Title to Securities

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

3.) Enter in column (d) the share of undistributed earnings (i.e., less dividends) or losses.

  4.) Enter in column (e) the amortization for the year of the excess of cost over equity in net assets (equity over cost)

at date of acquisition.  See instruction 2-2 (c) (4) of the U.S. of A.

  5). The cumulative total of column (g) must agree with column (c), line 19, Schedule 110.

Adjustment for Investments

Qualifying for Equity

Method

(in dollars)

(c)

Equity in Undistributed

Earnings (Losses during

year

in dollars)

(d)

Amortization During Year

(in dollars)

(e)

Adjustment for Investments

Disposed of or Written

Down During Year

(in dollars)

(f)

Balance at End of Year

(in dollars)

(g)
Line

 No.

               0               0               0               0               0

               0               0               0               0               0  1

               0               0               0               0               0  2

               0               0               0               0               0  3

               0               0               0               0               0  4

               0               0               0               0               0  5

               0               0               0               0               0  6

               0               0               0               0               0  7

               0               0               0               0               0  8

               0               0               0               0               0  9

               0               0               0               0               0 10

               0               0               0               0               0 11

               0               0               0               0               0 12

               0               0               0               0               0 13

               0               0               0               0               0 14

               0               0               0               0               0 15

DESC OF CONTROL How

Established

(d)

DESCRIP. OF CONTROL

Other Parties, if Any, to Joint

Agreement for Control

(c)

DESC OF CONTROL

Extent of Control

(In percent)

(e)

Remarks 

(f)
Line

 No.

COMPANIES CONTROLLED DIRECTLY BY RESPONDENT OTHER THAN THROUGH TITLE TO SECURITIES (Continued)

  0.00  1

  0.00  2

  0.00  3

  0.00  4

  0.00  5

  0.00  6

  0.00  7

  0.00  8

  0.00  9

  0.00 10

  0.00 11

  0.00 12

  0.00 13

  0.00 14

  0.00 15

  0.00 16

  0.00 17

  0.00 18

  0.00 19

  0.00 20

  0.00 21

  0.00 22

  0.00 23

  0.00 24
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Carrier Property

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.

Account

(a)

Balance at Beginning

of Year

(in dollars)

(b)

PROP CHNGS DUR

YR

Expenditures for New

Construction,

Additions,

and Improvements

PROP CHNGS DUR YR

Expenditures for

Existing Property

Purchased or

Otherwise Acquired

(d)

GATHERING LINES

Land (101)  1

Right of Way (102)  2

Line Pipe (103)  3

Line Pipe Fittings (104)  4

Pipeline Construction (105)  5

Buildings (106)  6

Boilers (107)  7

Pumping Equipments (108)  8

Machine Tools and Machinery (109)  9

Other Station Equipment (110) 10

Oil Tanks (111) 11

Delivery Facilities (112) 12

Communication systems (113) 13

Office Furniture and Equipment (114) 14

Vehicles and Other Work Equipment (115) 15

Other Property (116) 16

Asset Retirement Costs for Gathering Lines (117) 17

     TOTAL (Lines 1 thru 17) 18

TRUNK LINES

      16,482,893Land (151) 19

       1,459,793      83,721,445Right of Way (152) 20

         241,700     297,000,930Line Pipe (153) 21

          81,841      23,182,074Line Pipe Fittings (154) 22

       5,791,259     537,452,608Pipeline Construction (155) 23

         159,477      11,645,310Buildings (156) 24

Boilers (157) 25

          63,132     135,577,297Pumping Equipment (158) 26

Machine Tools and Machinery (159) 27

       8,228,327     176,780,085Other Station Equipment (160) 28

       1,236,060      30,334,296Oil Tanks (161) 29

         295,963       8,917,223Delivery Facilities (162) 30

          13,855       2,051,428Communication Systems (163) 31

       2,179,100       6,883,025Office Furniture and Equipment (164) 32

         696,757       6,788,390Vehicles and Other Work Equipment (165) 33

Other Property (166) 34

Asset Retirement Costs for Trunk Lines (167) 35

      20,447,264   1,336,817,004     TOTAL (Lines 19 thru 35) 36

GENERAL

Land (171) 37

Buildings (176) 38

Machine Tools and Machinery (179) 39

Communication Systems (183) 40

Office Furniture and Equipment (184) 41

Vehicles and Other Work Equipment (185) 42

Other Property (186) 43

Asset Retirement Costs for General Property (186.1) 44

      15,103,512Construction Work in Progress (187) 45

      15,103,512     TOTAL (Lines 37 thru 45) 46

      20,447,264   1,351,920,516          GRAND TOTAL (Lines 18, 36, and 46) 47
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Carrier Property (continued)

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.

PROP CHNGS DUR YR

Property Sold, Abandoned,

or Otherwise Retired

During the Year

(e)

Other Adjustments,

Transfers and

Clearnances

(in dollars)

(g)

Increase or Decrease

During the Year

(f+/-g)

(in dollars)

(h)

Balance at End of Year

(b +\- h)

(in dollars)

(i)

PROP CHNGS DUR YR

Net

(c + d - e)

(f)

  1

  2

  3

  4

  5

  6

  7

  8

  9

 10

 11

 12

 13

 14

 15

 16

 17

 18

      16,482,893 19

      84,906,970       1,185,525(        274,268)       1,459,793 20

     296,803,076(        197,854)(        352,537)         154,683          87,017 21

      23,247,707          65,633(         12,902)          78,535           3,306 22

     537,834,626         382,018(      4,990,250)       5,372,268         418,991 23

      11,751,733         106,423(         25,138)         131,561          27,916 24

 25

     135,606,932          29,635(          9,952)          39,587          23,545 26

 27

     182,854,053       6,073,968(      1,296,607)       7,370,575         857,752 28

      31,346,465       1,012,169(        194,846)       1,207,015          29,045 29

      14,085,591       5,168,368       4,878,110         290,258           5,705 30

       2,062,011          10,583          10,583           3,272 31

       9,183,651       2,300,626         133,597       2,167,029          12,071 32

       6,907,218         118,828(         57,389)         176,217         520,540 33

 34

 35

   1,353,072,926      16,255,922(      2,202,182)      18,458,104       1,989,160 36

 37

 38

 39

 40

 41

 42

 43

 44

      42,372,820      27,269,308      27,269,308 45

      42,372,820      27,269,308      27,269,308 46

   1,395,445,746      43,525,230      25,067,126      18,458,104       1,989,160 47
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Undivided Joint Interest Property

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.

Account

(a)

Balance at

Beginning

of Year

(in dollars)

(b)

Property. Change During

Year (in dollars)

Expenditures for New

Construction, Additions,

and Improvements

(c)

Property Change During

Year (in dollars)

Expenditures for Existing

Property Purchased or 

Otherwise Acquired

(d)

Name of Undivided Joint Interest Pipeline:

GATHERING LINES

Land (101)  1

Right of Way (102)  2

Line Pipe (103)  3

Line Pipe Fittings (104)  4

Pipeline Construction (105)  5

Buildings (106)  6

Boilers (107)  7

Pumping Equipment (108)  8

Machine Tools and Machinery (109)  9

Other Station Equipment (110) 10

Oil Tanks (111) 11

Delivery Facilities (112) 12

Communication Systems (113) 13

Office Furniture and Equipment (114) 14

Vehicles and Other Work Equipment (115) 15

Other Property (116) 16

Asset Retirement Costs for Gathering Lines (117) 17

     TOTAL (Lines 1 thru 17) 18

TRUNK LINES

Land (151) 19

Right of Way (152) 20

Line Pipe (153) 21

Line Pipe Fittings (154) 22

Pipeline Construction (155) 23

Buildings (156) 24

Boilers (157) 25

Pumping Equipment (158) 26

Machine Tools and Machinery (159) 27

Other Station Equipment (160) 28

Oil Tanks (161) 29

Delivery Facilities (162) 30

Communication Systems (163) 31

Office Furniture and Equipment (164) 32

Vehicles and Other Work Equipment (165) 33

Other Property (166) 34

Asset Retirement Costs for Trunk Lines (167) 35

     TOTALS Lines 19 thru 35) 36

GENERAL

Land (171) 37

Buildings (176) 38

Machine Tools and Machinery (179) 39

Communication Systems (183) 40

Office Furniture and Equipment (184) 41

Vehicles and Other Work Equipment (185) 42

Other Property (186) 43

Asset Retirement Costs for General Property (186.1) 44

Construction Work in Progress (187) 45

     TOTAL (Lines 37 thru 45) 46

     GRAND TOTAL (Lines 18, 36, and 46) 47

Page 214FERC FORM NO. 6 (REV. 12-03)

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



Undivided Joint Interest Property

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.

Other Adjustments,

Transfers, and 

Clearances

(in dollars)

(g)

Increase or

Decrease

During the Year

(f + g)

(in dollars)

(h)

Balance at End

of Year

(b+h)

(in dollars)

(i)

Property Change During

Year (in dollars)

Property Sold, Abandonded,

or Otherwise Retired During

the Year

(e)

Net

(c+d-e)

(f)

  1

  2

  3

  4

  5

  6

  7

  8

  9

 10

 11

 12

 13

 14

 15

 16

 17

 18

 19

 20

 21

 22

 23

 24

 25

 26

 27

 28

 29

 30

 31

 32

 33

 34

 35

 36

 37

 38

 39

 40

 41

 42

 43

 44

 45

 46

 47
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Debits to

Account

No. 540 and 541

of U.S. of  A.

(in dollars)

(c)

Accrued Depreciation - Carrier prop (Exclusive of Depreciation on Undiv. Joint Int. Prop. reported in schedule 217)

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.

Account

(a)

Balance at

Beginning

of Year

(in dollars)

(b)

Net Debit

From Retirement

of Carrier

Property

(in dollars)

(d)

Balance at

End of Year

(b + c + d + e)

(in dollars)

(f)

Give particulars (details) of the credits and debits to Account No. 31, Accrued Depreciation - Carrier Property, during the year.

Other Debits

and Cardits

Net

(in dollars)

(e)

Annual

Composite/

Component

Rates 

(in percent)

(g)

GATHERING LINES

Right of Way (102)  1

Line Pipe (103)  2

Line Pipe Fittings (104)  3

Pipeline Construction (105)  4

Buildings (106)  5

Boilers (107)  6

Pumping Equipment (108)  7

Machine Tools and Machinery (109)  8

Other Station Equipment (110)  9

Oil Tanks (111) 10

Delivery Facilities (112) 11

Communication Systems (113) 12

Office Furniture and Equipment (114) 13

Vehicles and Other Work Equipment (115) 14

Other Property (116) 15

Asset Retirement Costs for Gathering

Lines (117)

 16

     TOTAL (lines 1 thru 16) 17

TRUNK LINES

     2.60      12,194,478(      214,395)     2,192,169      10,216,704Right of Way (152) 18

     2.22      36,929,717(      667,949)(       87,017)     6,591,224      31,093,459Line Pipe (153) 19

     2.60       3,237,979(       55,725)(        3,306)       603,587       2,693,423Line Pipe Fittings (154) 20

     2.50      73,550,526(      948,136)(      418,991)    13,441,090      61,476,563Pipeline Construction (155) 21

     3.25       1,884,853(        1,831)(       27,916)       380,202       1,534,398Buildings (156) 22

Boilers (157) 23

     2.95      21,889,709(      321,240)(       23,545)     3,999,967      18,234,527Pumping Equipment (158) 24

Machine Tools and Machinery (159) 25

     2.55      23,252,522       400,511(      857,752)     4,585,335      19,124,428Other Station Equipment (160) 26

     3.20       4,945,927(       49,376)(       29,045)       986,892       4,037,456Oil Tanks (161) 27

     3.10       1,509,845(       23,541)(        5,705)       356,544       1,182,547Delivery Facilities (162) 28

     3.65         371,489(        1,958)(        3,272)        75,070         301,649Communication Systems (163) 29

    14.00       4,792,190(        8,356)(       12,071)     1,124,667       3,687,950Office Furniture and Equipment (164) 30

    15.70       3,790,701       503,127(      520,540)       796,811       3,011,303Vehicles and Other Work Equipment (165) 31

Other Property (166) 32

Asset Retirement Costs for Trunk Lines

(167)

 33

     188,349,936(    1,388,869)(    1,989,160)    35,133,558     156,594,407     TOTAL (Lines 18 thru 33) 34

GENERAL

Buildings (176) 35

Machine Tools and Machinery (179) 36

Communication Systems (183) 37

Office Furniture and Equipment (184) 38

Vehicles and Other Work Equipment (185) 39

Other Property (186) 40

Asset Retirement Costs for General

Property (186.1)

 41

     TOTAL (lines 35 thru 41) 42

     188,349,936(    1,388,869)(    1,989,160)    35,133,558     156,594,407          GRAND TOTAL (Lines 17, 34, 42) 43
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Accrued Depreciation - Undivided Joint Interest Property

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Give particulars (details) of the credits and debits to Account No. 31, Accrued Depreciation - Carrier Property, during the year.

Debits to

Account

No. 540 and 541

(in dollars)

(c)

Line

 No.

Account

(a)

Balance at

Beginning

of Year

(in dollars)

(b)

Net Debit

From Retirement

of System

Property

(in dollars)

(d)

Balance at

End of Year

(b + c+ d + e)

(in dollars)

(f)

Other Debits

and Credits -

Net

(in dollars)

(e)

Name of Undivided Joint Interest Pipeline:

Annual

Composit/

Component

Rates

(in percent)

(g)

GATHERING LINES

Right of Way (102)  1

Line Pipe (103)  2

Line Pipe Fittings (104)  3

Pipeline Construction (105)  4

Buildings (106)  5

Boilers (107)  6

Pumping Equipment (108)  7

Machine Tools and Machinery (109)  8

Other Station Equipment (110)  9

Oil Tanks (111) 10

Delivery Facilities (112) 11

Communication Systems (113) 12

Office Furniture and Equipment (114) 13

Vehicles and Other Work Equipment (115) 14

Other Property (116) 15

Asset Retirement Costs for Gatherling Lines

(117)

 16

     TOTAL (Lines 1 thru 16) 17

TRUNK LINES

Right of Way (152) 18

Line Pipe (153) 19

Line Pipe Fittings (155) 20

Pipeline Construction (155) 21

Buildings (156) 22

Boilers (157) 23

Pumping Equipment (158) 24

Machine Tools and Machinery (159) 25

Other Station Equipment (160) 26

Oil Tanks (161) 27

Delivery Facilites (162) 28

Communication Systems (163) 29

Office Furniture and Equipment (164) 30

Vehicles and Other Work Equipment (165) 31

Other Property (166) 32

Asset Retirement Costs for Trunk Lines (167) 33

     TOTAL (Lines 18 thru 33) 34

GENERAL

Buildings (176) 35

Machine Tools and Machinery (179) 36

Communication Systems (183) 37

Office Furniture and Equipment (184) 38

Vehicles and Other Work Equipment (185) 39

Other Property (186) 40

Asset Retirement Costs for General Property

(186.1)

 41

     TOTAL (Lines 35 thru 41) 42

     GRAND TOTAL (Lines 17, 34, 42) 43
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Amortization Base and Reserve

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.

Items

(a)

BASE 540 and 541

Balance at Beginning

of Year

(in dollars)

(b)

BASE 540 and 541

Debits During

Year

(in dollars)

(c)

BASE 540 and 541

Credits During

Year

(in dollars)

(d)

BASE 540 and 541

Balance at End

of Year

(in dollars)

(e)

1.)  Enter in columns (b) thru (e) the cost of pipeline property used as the base in computing amortization charges included in Account 540, Depreciation

and Amortization, and Account 541, Depreciation Expense for Asset Retirement Costs, of the accounting company.

2.)  Enter in columns (f) thru (i) the balances at the beginning and end of the year and the total credits and debits during the year in Account No. 32,

Accrued Amortization -Carrier Property.

3.)  The information requested for columns (b) thru (i) may be shown by projects or for totals only.

4.)  If reporting by project, briefly describe in a footnote each project amounting to $100,000 or more. Reference the kind of property reported; do not

  1

  2

  3

  4

  5

  6

  7

  8

  9

 10

 11

 12

 13

 14

 15

 16

 17

 18

 19

 20

 21

 22

 23

 24

 25

 26

 27

 28

 29

 30

 31

 32

 33

 34

 35

 36

 37

 38

 39

 40

 41

 42

 43

 44

 45

 46

Total 47 
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include location.  Items less than $100,000 may be combined in a single entry titled Minor Items, Each Less Than $100,000

5.)  If the amounts in column (g) do not correspond to the amounts actually charged to Account No. 540 and/or 541, explain such differences in a

footnote.

6.)  Explain in a footnote adjustments included in column (h) that affect operating expenses.

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.

RESERVE

Balance at Beginning

of Year

(in dollars)

(f)

RESERVE

Credits During

Year

(in dollars)

(g)

RESERVE

Debits During

Year

(in dollars)

(h)

RESERVE

Balance at End

of Year

(in dollars)

(i)

  1

  2

  3

  4

  5

  6

  7

  8

  9

 10

 11

 12

 13

 14

 15

 16

 17

 18

 19

 20

 21

 22

 23

 24

 25

 26

 27

 28

 29

 30

 31

 32

 33

 34

 35

 36

 37

 38

 39

 40

 41

 42

 43

 44

 45

 46

47 
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Noncarrier Property

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.

Name and Description of Physical property Held at End of

Year as an Investment

(a)

Book Cost at

End of Year

(in dollars)

(c)

Remarks

(d)

  1.) Give particulars (details) of all investments of the re-spondent in physical property includable in Account No. 34, Noncarrier

property, in the USofA.  In column (a), when describing the property, give the location and other identifica-tion with a reasonable

amount of detail.

  2.) Report each item in excess of $1,000,000.  Items less than  $1,000,000 may be combined in a single entry titled "Minor items, less

than $1,000,000."

  3.) If any noncarrier property was disposed of during the year, or by reclassification was transferred to or from the carrier property

accounts, give particulars (details) in a footnote.

  4.) Summarize the revenues and expenses of operated noncarrier properties on schedule 335.

Date Included

in Account

No. 34

(b)

       1,058,42912/31/1980Albany (OR) Truck Loading Terminal  1

         399,88412/31/1987Atwater (CA) Truck Loading Terminal  2

         484,73112/31/1987Beale Air Force Base (CA) Military Base  3

      16,629,16112/31/1958Bradshaw (CA) Truck Loading Terminal  4

      18,829,62512/31/1979Brisbane (CA) Truck Loading Terminal  5

      14,853,94612/31/1978Chico (CA) Truck Loading Terminal  6

      24,561,01412/31/1956Colton (CA) Truck Loading Terminal  7

       6,020,17112/31/1987Concord (CA) Initiating Pump Station  8

         446,64112/31/1980El Paso (TX) Initiating Pump Station  9

      16,241,82112/31/1980Eugene (OR) Truck Loading Terminal 10

      23,817,83212/31/1974Fresno (CA) Truck Loading Terminal 11

      11,353,23912/31/1980Imperial (CA) Truck Loading Terminal 12

       1,255,64112/31/1997Lemoore Naval Air Station (CA) Military Base 13

      27,368,29912/31/1988Mission Valley (CA) Truck Loading Terminal 14

         584,07912/31/1980Niland (CA) Delivery Station 15

       3,770,02112/31/1980Ontario (CA) Truck Loading Terminal 16

      13,437,69212/31/1988Orange (CA) Truck Loading Terminal 17

      43,586,25612/31/1980Phoenix (AZ) Truck Loading Terminal 18

      16,044,61012/31/1976Reno (NV) Truck Loading Terminal 19

       1,966,56312/31/1980Rocklin (CA) Delivery Station 20

      31,375,33012/31/1976San Jose (CA) Truck Loading Terminal 21

         757,61112/31/1987Stockton (CA) Delivery Station 22

      30,985,95212/31/1980Tucson (AZ) Truck Loading Terminal 23

       1,816,93712/31/1987Williams Air Force Base (AZ) Military Base 24

       1,477,39012/31/1987Yuma (AZ) Delivery Station 25

       2,795,77712/31/1985Software 26

      29,032,82512/31/1998Communications related 27

       9,007,82212/31/1998Acquisition costs 28

       1,768,701Minor items, each less than $1,000,000 29

 30

 31

 32

 33

 34

 35

 36

 37

 38

 39

 40

 41

 42

 43

 44

 45

     351,728,000Total 46 
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Other Deferred Charges

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.

Description and Type of Items: Names of Debtor (or Class of Debtors), If Any

(a)

Give an analysis of the balance in Account No. 44, Other Deferred Charges, at the end of the year, show-ing in detail each item or subaccount of

$500,000 or more.  Items less than $500,000 may be combined in a single entry  designated Minor Items, Each Less Than $500,000.  In case the type

of any item is not fully disclosed by the entries in the columns below, explain in a foot-note.

Amount at End

of Year

(in dollars)

(b)

Properties purchased for, or related to, remediation, including improvements and other assets  1

       2,446,000   Recovery expected related to property  2

       1,465,808   Undivided interest in property in Sparks, Nevada  3

         260,010   Minor Items, Each Less Than $500,000  4

  5

       2,318,954Expected reimbursement of environmental settlement costs  6

  7

       9,052,000Deferred State tax  8

  9

       1,264,786Recollectible projects 10

 11

       2,142,135Engineering studies 12

 13

         430,659Minor Items, Each Less Than $500,000 14

 15

 16

 17

 18

 19

 20

 21

 22

 23

 24

 25

 26

 27

 28

 29

 30

 31

 32

 33

 34

 35

 36

 37

 38

 39

 40

 41

 42

 43

 44

 45

 46

 47

 48

 49

      19,380,352Total 50 
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Payables to Affiliated Companies

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.

Name of Creditor

(a)

Balance at End

of Year

(in dollars)

(c)

  1.) Give particulars (details) on the various affiliated company creditors and provide a description of the transactions involved in the current liability

Account No. 51, Payable to Affiliated Companies.

  2.) In column (a), list every item amounting to $500,000 or more.  For creditors whose balances were less than $500,000, a single entry may be made

under a caption "Minor accounts, less than $500,000."

Description of Liability or of Transaction

(b)

Kinder Morgan Energy Partners L.P.  1

Advances   and affiliates       55,822,794  2

  3

Demand NotesKinder Morgan Operating L.P. "D"      355,000,000  4

  5

  6

  7

  8

  9

 10

 11

 12

 13

 14

 15

 16

 17

 18

 19

 20

 21

 22

 23

 24

 25

 26

 27

 28

 29

 30

 31

 32

 33

 34

 35

 36

 37

 38

 39

 40

 41

 42

 43

 44

 45

 46

 47

 48

     410,822,794Total 49 

FERC FORM NO. 6 (REV. 12-00) Page 225

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



Long-Term Debt

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.

1.)  Give particulars (details) of the various unmatured bonds and other evidence of long-term debt of the respondent included in Account No. 57, Long-Term Debt Payable Within One

Year and No. 60, Long-Term Debt Payable After One Year.

2.)  In column (a) enter the name of each bond or other obligations as it is designated in the records of the respondent.

3.)  In case obligations of  the same designation mature serially or otherwise at various dates, enter in column (c) the latest date of maturity and explain the matter in a footnote.

4.)  If respondent has had to obtain final authority for the amount of debt to be incurred, provide in a footnote the name of such officer or board and the date when assent was given.

Name and Description of Obligation

(a)

Nominal

Date of

Issue

(b)

Date of

Maturity

(c)

TOTAL PAR VALUE

In 

Treasury

(d)

TOTAL PAR VALUE

Sinking,

Other

Funds

(e)

TOTAL PAR VALUE

Pledged as

Collateral

(f)

MORTGAGE BONDS

  1

  2

  3

  4

  5

  6

  7

  8

  9

 10

     TOTAL for Mortgage Bonds 11

COLLATERAL TRUST BONDS

 12

 13

 14

 15

 16

     TOTAL for Collateral Trust Bonds 17

INCOME BONDS

 18

 19

 20

     TOTAL for Income Bonds 21

MISCELLANEOUS OBLIGATIONS

 22

 23

 24

 25

 26

 27

 28

 29

     TOTAL for Miscellaneous Obligations 30

NONNEGOTIABLE DEBT TO AFFILIATED CO.

 31

 32

 33

 34

 35

 36

 37

 38

 39

     TOTAL for Nonnegotiable Debt to Affil. Co. 40

          GRAND TOTAL (Lines 11, 17, 21, 30 and 41
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Long-Term Debt (continued)

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.

5.)  Refer to the definitions of "nominally issued," "actually issued," etc.

6.)  If interest accrued during the year (as entered in columns (k) and (l)) does not aggregate the total accrual for the year on any security, explain the discrepancy in a footnote. Entries in

these columns should include interest accrued on long-term debt reacquired or retired during the year, although no portion of the issue is actually outstanding at the end of the year.

7.)  In determining the entries for column (m), do not treat any interest as paid unless the interest is actually paid to the respondent.  Do not report deposits of cash with banks and other

fiscal agents for the payment of interest coupons as payments of such interest until actually paid to coupon holders or others under such circumstances as to relieve the respondent from

further liability.

TOTAL PAR VALUE

Payable within

1 Yr.

(Acc. 57)

(g)

TOTAL PAR VALUE

Payable After

1 Yr.

(acc. 60)

(h)

INTR.

PROV.

Dates

Due

(j)

Amount of

Interest Accrued

During Year

Charged to Income

(in dollars)

(k)

Amount of Int. Charged

to Construction or

Other Investment

Account

(in dollars)

(l)

Amount of Interest

Paid During Year

(in dollars)

(m)

INTR.

PROV.

Rate Per

Amnum

(in percent)

(i)

  1

  2

  3

  4

  5

  6

  7

  8

  9

 10

 11

 12

 13

 14

 15

 16

 17

 18

 19

 20

 21

 22

 23

 24

 25

 26

 27

 28

 29

 30

 31

 32

 33

 34

 35

 36

 37

 38

 39

 40

 41
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Analysis of Federal Income and Other Taxes Deferred

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.

Items Causing Temporary Differences

(a)

Beginning

of Year

Balance

(in dollars)

(b)

Net Charge for

the Current Year

(in dollars)

(c)

Adjustments

(in dollars)

(d)

End of Year

Balance

(b + c + d)

(in dollars)

(e)

  1.) Listed in column (a) are the current and noncurrent deferred income tax accounts.

  2.) Report in column (b) under the current and noncurrent deferred tax holdings the beginning of year balance for each item that causes temporary

differences between financial reporting and tax reporting bases of assets and liabilities.  Such items should include, but not be limited to, accelerated

depreciation and amortization, and tax deferrals of pensions and post retirement benefits. Other items which cause such a difference should be listed

under, Other, including State and other taxes deferred if computed separately.  Minor items each less than $100,000 may be combined in a single entry

under Other.

  3.) Report in column (c) for the current deferred tax category the net change in Account Nos. 19.5, Deferred Income Tax  Assets and 59, Deferred

Income Tax Liabilities and for the noncurrent accumulated deferred tax category the net change in Account Nos. 45, Accumulated Deferred Income Tax

Assets and 64, Accumulated Deferred Income Tax Liabilities for the current year temporary differences.

  4.) The total of net credits (debits) for the current year in column (c) should agree with the contra debits (credits) to Account No. 671, Provision for

Deferred Taxes, and Account No. 696, Provision for Deferred Taxes-Extraordinary Items, for the current reporting year.

  5.) Report in column (d) any adjustments, as appropriate, including adjustments to eliminate or reinstate deferred tax effects (credits or deb-its) due to

applying or recognizing a loss carryforward or a loss carry-back. Explain the adjustments in the space at the end of this schedule.

  6.) Report in column (e) for the current and noncurrent deferred tax categories the cumulative totals of columns (b), (c), and (d). The total of column (e)

for the current deferred tax category must be the same as the balance in Account Nos. 19.5 or 59 and the total of column (e) for the noncurrent

accumulated deferred tax category must be the same as the balance in Account Nos. 45 or 64 as reported in the Comparative Balance Sheet

Statement.

Current Deferred Taxes - Account Nos. 19-5 and

59

Defered Income Tax Assets/Liabilities:  1

  2

  3

  4

  5

Other (Specify)  6

  7

  8

  9

     TOTALS 10

Noncurrent Deferred Taxes - Accont Nos. 45

and 64

Accumulated Defered Income Tax

Assets/Liabilities:

 11

 12

 13

 14

 15

Other (Specify) 16

 17

 18

 19

     TOTALS 20
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Capital Stock (Account 70)

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.

1.) Report below the particulars (details) called for concerning common and preferred stock at end of year, distinguishing separate

series of any general class. Show separate totals for common and preferred stock.  If information to meet the stock exchange reporting

requirement out lined in column (a) is available from the SEC 10-K Report form filing, a specific reference to the report form (i.e. year

and company title) may be reported in column (a) provided the fiscal years for both the 10-K report and this report are compatible.

2.) Entries in column (b) should represent the number of shares authorized by the articles of incorporation as amended to end of year.

Class and Series of Stock and

Name of Stock Exchange

(a)

Number 

of Shares

Authorized

by Charter

(b)

Par

or Stated Value

Per Share

(c)

Call

Price at

End of Year

(d)

  1

  2

  3

  4

  5

  6

  7

  8

  9

 10

 11

 12

 13

 14

 15

 16

 17

 18

 19

 20

 21

 22

 23

 24

 25

 26

 27

 28

 29

 30

 31

 32

 33

 34

 35

 36

 37

 38

 39

 40

 41

 42

FERC FORM NO. 6 (ED. 12-95) Page 250

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



OUTS. PER BAL.

SHEET

Amount

(f)

Capital Stock (Account 70)

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.

3.) Give particulars (details) concerning shares of any class and series of stock authorized to be issued by a regulatory commission

which have not been issued.

4.) The identification of each class of preferred stock should show the dividend rate and whether the dividends are cumulative or

noncumulative.

5.) State in a footnote if any capital stock which has been nominally issued is nominally outstanding at end of year.

6.) Give particulars (details) in column (a) of any nominally issued capital stock, reacquired stock, or stock in sinking and other funds

which is pledged, stating name of pledgee and purpose of pledge.

HELD BY RESP.

AS TREAS. STOCK

Amount

(h)

HELD BY RESP.

IN SINK AND OTH

FUNDS

Shares

(i)

HELD BY RESP.

IN SINK AND OTH.

FUNDS

Amount

(j)

OUTS. PER BAL.

SHEET

Shares

(e)

HELD BY RESP.

AS TREAS. STOCK

Shares

(g)

  1

  2

  3

  4

  5

  6

  7

  8

  9

 10

 11

 12

 13

 14

 15

 16

 17

 18

 19

 20

 21

 22

 23

 24

 25

 26

 27

 28

 29

 30

 31

 32

 33

 34

 35

 36

 37

 38

 39

 40

 41

 42
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Capital Stock Changes During the Year

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.

1.) Give particulars (detail) of stock actually or nominally issued (either original issues or reissues) and of stocks reacquired or canceled during the year.

For nominally issued stock, show returns in columns (a), (b), and (d) only.

2.) In column (c) state whether issued for construction of new properties, for additions and betterments, for purchase of pipe line or other property, for

conversion, for acquisition of securities, for reorganization, or for other corporate purposes.  If an issue, of securities was authorized for more than

Class of Stock

(a)

STOCKS

ISS. DUR

YR

Date of

Issue

(Mo, Da,

Yr)

(b)

STOCKS ISS. DUR YR

Purpose of the Issue, Authority, and

Number and Date of Authorization

(c)

STOCKS ISS. DUR

YR

Number of Shares

(d)

STOCKS ISS. DUR

YR

Net Proceeds

Received for Issue

(Cash or its

Equivalent)

(in dollars)

(e)

  1

  2

  3

  4

  5

  6

  7

  8

  9

 10

 11

 12

 13

 14

 15

 16

 17

 18

 19

 20

 21

 22

 23

 24

 25

 26

 27

 28

 29

 30

 31

 32

 33

 34

 35

 36

 37

 38

 39

 40

 41

 42

 43
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Capital Stock Changes During the Year (continued)

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.

one purpose, state in a footnote amount applicable to each purpose.  Also give the number and date of the authorization by the public authority under

whose control such issue was made, naming such authority.

3.) In column (e) include as cash all money, checks, drafts, bills of exchange, and other commercial paper payable as par on demand.

STOCKS ISS. DUR YR

Cash Value of Other

Property Acquired or

Services Received as

Consideration for Issue 

(in dollars)

(f)

STOCKS ISS. DUR YR

Net Total Discounts or

Premiums (Exclude entries

in column (h); enter

premiums in parentheses)

(in dollars)

(g)

STOCKS ISS. DUR YR

Expense of Issuing Capital

Stock

(in dollars)

(h)

STOCKS REACQ. DUR YR

Purchase Price

(in dollars)

(j)

Remarks
(k)

STOCKS REACQ. DUR

YR

Number of Shares

(i)

  1

  2

  3

  4

  5

  6

  7

  8

  9

 10

 11

 12

 13

 14

 15

 16

 17

 18

 19

 20

 21

 22

 23

 24

 25

 26

 27

 28

 29

 30

 31

 32

 33

 34

 35

 36

 37

 38

 39

 40

 41

 42

 43
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Additional Paid-in Capital

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.

Item

(a)

Contra

Account

Number

(b)

Amount

(in dollars)

(c)

     Give an analysis of Account 73, Additional Paid-In Capital.  In column (a) give a brief description of the items added or deducted and in column (b)
insert the contra account number to which the amount stated in column (c) was charged or credited.

Balance at Beginning of Year  1

Additions During the Year (Describe):  2

  3

  4

  5

  6

  7

  8

  9

 10

     TOTAL Additions During the Year 11

Deductions During the Year (Describe): 12

 13

 14

 15

 16

 17

 18

 19

 20

 21

 22

     TOTAL Deductions 23

Balance at End of Year (TOTAL Lines 1 and 11 less 24
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Operating Revenue Accounts (Account 600)

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

1.) Report the respondent's pipeline operating revenues for the year, classified in accordance with the USofA.

2.) For Account Nos. 200, 210, and 220, indicate the revenues derived from the interstate transportation of oil and the revenues

derived from the intrastate transportation of oil.  The sum of the two revenue figures should equal the total revenues in Account Nos.

200, 210, and 220.

Operating Revenue Accounts

(a)

Crude Oil

Previous Year

(in dollars)

(b)

Products

Previous Year

(in dollars)

(d)

Total

Current Year

(in dollars b + c)

(g)

Crude Oil

Current Year

(in dollars)

(c)

Products

Current Year

(in dollars)

(e)

Total

Previous Year

(in dollars b + c)

(f)

Line

 No.

Gathering Revenues (200)  1

     222,767,150     224,754,164     222,767,150     224,754,164Trunk Revenues (210)  2

Delivery Revenues (220)  3

Allowance Oil Revenue (230)  4

Storage and Demurrage Revenue  5

Rental Revenue (250)  6

       9,303,561       6,261,455       9,303,561       6,261,455Incidental Revenue (260)  7

     232,070,711     231,015,619     232,070,711     231,015,619     TOTAL  8

Account

(a)

Interstate

Previous Year

(b)

Intrastate

Previous Year

(d)

Total

Current Year

(b + c)

(g)

Interstate

Current Year

(c)

Intrastate

Current Year

(e)

Total

Previous Year

(b + c)

(f)

Line

 No.

Gathering Revenues (200)  1

     222,767,150     224,754,164      97,811,033      99,953,164     124,801,000      124,956,117Trunk Revenues (210)  2

Delivery Revenues (220)  3

     222,767,150     224,754,164      97,811,033      99,953,164     124,801,000      124,956,117TOTAL  4
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Operating Expense Accounts (Account 610)

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.

Operating Expenses Accounts

(a)

CRUDE OIL

Gathering

(b)

CRUDE OIL

Trunk

(c)

CRUDE OIL

Delivery

(d)

State the pipeline operating expenses of the respondent for the year, classifying them in accordance with the U. S. of A.

CRUDE OIL

Total

(b + c + d)

(e)

OPERATIONS and MAINTENANCE

Salaries and Wages (300)  1

Materials and Supplies (310)  2

Outside Services (320)  3

Operating Fuel and Power (330)  4

Oil Losses and Shortages (340)  5

Rentals (350)  6

Other Expenses (390)  7

     TOTAL Operations and Maintenance Expenses  8

GENERAL

Salaries and Wages (500)  9

Materials and Supplies (510) 10

Outside Services (520) 11

Rentals (530) 12

Depreciation and Amortization (540) 13

Depreciation Expense for Asset Retirement Costs 14

Employee Benefits (550) 15

Insurance (560) 16

Casualty and Other Losses (570) 17

Pipeline Taxes (580) 18

Other Expenses (590) 19

Accretion Expense (591) 20

Gains or losses on Asset Retirement Obligations 21

     TOTAL General Expenses 22

          GRAND TOTALS 23
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Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.

Operating Expenses Accounts

(a)

PRODUCTS

(in dollars)

Trunk

(f)

PRODUCTS

(in dollars)

delivery

(g)

PRODUCTS

(in dollars)

Total

(f + g)

(h)

Grand Total

(e + h)

(i)

OPERATIONS and MAINTENANCE

Salaries and Wages (300)  1

       2,714,623       2,714,623Materials and Supplies (310)  2        2,714,623

      23,925,257      23,925,257Outside Services (320)  3       23,925,257

      31,180,321      31,180,321Operating Fuel and Power (330)  4       31,180,321

(      3,365,435)(      3,365,435)Oil Losses and Shortages (340)  5 (      3,365,435)

       7,368,115       7,368,115Rentals (350)  6        7,368,115

Other Expenses (390)  7

      61,822,881      61,822,881     TOTAL Operations and Maintenance Expenses  8       61,822,881

GENERAL

Salaries and Wages (500)  9

Materials and Supplies (510) 10

      26,600,453      26,600,453Outside Services (520) 11       26,600,453

Rentals (530) 12

      35,133,558      35,133,558Depreciation and Amortization (540) 13       35,133,558

Depreciation Expense for Asset Retirement Costs 14

Employee Benefits (550) 15

Insurance (560) 16

Casualty and Other Losses (570) 17

       9,566,917       9,566,917Pipeline Taxes (580) 18        9,566,917

         432,310         432,310Other Expenses (590) 19          432,310

Accretion Expense (591) 20

Gains or losses on Asset Retirement Obligations 21

      71,733,238      71,733,238     TOTAL General Expenses 22       71,733,238

     133,556,119     133,556,119          GRAND TOTALS 23      133,556,119
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Pipeline Taxes (Other than Income Taxes)

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

  1.) Give the particulars (details) on the taxes accrued in carrier properties and charged to Account No. 580, Pipeline Taxes, of the

respondent's income Account for the year.

  2.) If during the year an important adjustment was made in Account 580 for taxes applicable to a prior year, state the full particulars

(details) in a footnote.

Line

 No.
Name of State

(a)

Amount

(in dollars)

(b)

Name of State

(a)

Amount

(in dollars)

(b)

Line

 No.

A. STATE, LOCAL, AND OTHER TAXES

          32,049Alabama New Mexico               0  31  1

               0Alaska New York               0  32  2

               0Arizona North Carolina       4,548,636  33  3

               0Arkansas North Dakota               0  34  4

               0California Ohio       4,471,922  35  5

               0Colorado Oklahoma               0  36  6

         260,374Connecticut Oregon               0  37  7

               0Delaware Pennsylvania               0  38  8

               0Florida Rhode Island               0  39  9

               0Georgia South Carolina               0  40 10

               0Hawaii South Dakota               0  41 11

               0Idaho Tennessee               0  42 12

          94,957Illinois Texas               0  43 13

               0Indiana Utah               0  44 14

               0Iowa Vermont               0  45 15

               0Kansas Virginia               0  46 16

               0Kentucky Washington               0  47 17

               0Louisiana West Virginia               0  48 18

               0Maine Wisconsin               0  49 19

               0Maryland Wyoming               0  50 20

               0Massachusetts District of Columbia               0  51 21

               0Michigan Other (Specify):               0  52 22

               0Minnesota                0  53 23

               0Mississippi                0  54 24

               0Missouri                0  55 25

               0Montana                0  56 26

               0Nebraska                0  57 27

               0Nevada          158,979  58 28

       9,566,917New Hampshire TOTAL - State, Local and Other Taxes               0  59 29

               0New Jersey                0 30

Kind of Tax

(a)

Amount

(in dollars)

(b)

Line

 No.

B. U.S. GOVERNMENT TAXES

               0Old-Age Retirement 61

               0Unemployment Insurance 62

               0Other U.S. Taxes (Specify, Except Income Taxes) 63

               0 64

               0 65

               0 66

               0 67

               0 68

               0 69

               0     TOTAL - U.S. Government Taxes 70

       9,566,917         GRAND Total (Account No. 580)71
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Income From Noncarrier Property

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.

General Description of Property

(a)

Total Expenses

(in dollars)

(c)

1.) State the revenues, expenses, and net income of the respondent during the year from each class of noncarrier property provided for in Account No.

620, Income from Noncarrier Property, in the U.S. of A.

2.) If the income relates to only a part of the year, give particulars (details) in a footnote.

Total Revenues

(in dollars)

(b)

      25,748,049      70,558,318Noncarrier Facilities  1

  2

  3

  4

  5

  6

  7

  8

  9

 10

 11

 12

 13

 14

 15

 16

 17

 18

 19

 20

 21

 22

 23

 24

 25

 26

 27

 28

 29

 30

 31

 32

 33

 34

 35

 36

 37

 38

 39

 40

 41

 42

 43

 44

 45

 46

 47

 48

 49

      70,558,318       25,748,049Total 50 
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Interest and Dividend Income

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.

Item

(a)

Interest Income

(in dollars)

(c)

Give a detailed analysis of amounts credited to Account No. 630, Interest and Dividend Income, classified in accordance with the U.S. of A.

Dividend Income

(in dollars)

(b)

Inc from Securities Invest in Affil Co (From Sched 202-203)  1

Income from Other Securities Investments  2

          16,588Income from Temporary Cash Investments  3

Other Credits (Specify)  4

Interest earned on advances to Kinder Morgan Energy  5

         957,212   Partners, L.P. and affiliates  6

  7

  8

  9

 10

 11

 12

 13

 14

 15

 16

 17

 18

 19

 20

 21

 22

 23

 24

 25

 26

 27

 28

 29

 30

 31

 32

 33

 34

 35

 36

 37

 38

 39

 40

 41

 42

 43

 44

 45

 46

 47

 48

 49

         973,800Total 50 
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Miscellaneous Items in Income and Retained Income Accounts for the Year

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.

Item

(b)

Debits

(in dollars)

(c)

Credits

(in dollars)

(d)

1.) Give a detailed analysis of items in Accounts 640, Miscellaneous Income; 660, Miscellaneous Income Charges; 680, Extraordinary Items; 695

Income Taxes on Extraordinary Items; 710, Other Credits to Retained Income, and 720, Other Debits to Retained Income, for the year (The

classifications should be made in accordance with the U.S. of A.)

2.) For Accounts 640 and 660, report each item amounting to $250,000 or more;  items less than $250,000 in these accounts may be combined in a

single entry designated "Minor Items, each less than $250,000."  Enter a total for each account.

Account 

No.

(a)

640 Gain on sales of noncarrier property        2,348,165  1

640 Adjustment to Accumulated Provision for  2

   Uncollectible Accounts          500,000  3

640 Administrative fees related to reimbursements          146,047  4

640 Minor Items, each less than $250,000          307,507  5

  6

  7

660 Losses on sale or disposition of noncarrier  8

   property          398,598  9

660 Minor Items, each less than $250,000           18,052 10

 11

 12

 13

 14

 15

 16

 17

 18

 19

 20

 21

 22

 23

 24

 25

 26

 27

 28

 29

 30

 31

 32

 33

 34

 35

 36

 37

 38

 39

 40

 41

 42

 43

 44

 45

 46

 47

 48

 49
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Payments for Services Rendered by Other than Employees

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.

Name of Recipient

(a)

Amount of Payment

(in dollars)

(c)

1.) Give information concerning payments, fees, retainers, commissions, gifts, contributions, assessments, bonuses, pensions, subscriptions, allowance for expenses, or any form of

payments mounting in the aggregate to $100,000 or more during the year to any corporation, institution, association, firm, partnership, committee, or any person for services or as a

donation.  In the case of contributions of under $100,000 which are made in common with other carriers under a joint arrangement in payment for the performance of services or as a

donation, report such contribution, irrespectively of the amount thereof, if the total amount paid by all contributors for the performance of the particular service is equal to the some of

$100,000 or more.

2.) Include among others, payments, directly or indirectly, for legal, medical engineering, advertising, valuation, accounting statistical, financial, educational, entertainment, charitable,

advisory, defensive, detective, developmental, research, appraisal, registration, purchasing, architectural, and hospital services; payments for expert testimony and for handling wage

disputes; and payments for services of banks, bankers, trust companies, insurance companies, brokers,  trustees, promoters, solicitors, consultants, actuaries, investigators, inspectors,

and efficiency engineers.  The enumeration of these kinds of payments should not be understood as excluding other payments for services not excluded below.

3.) Exclude:  Rent of buildings or other property; taxes payable to Federal, State, or local governments; payments for heat, light, power, telegraph, and telephone services; and payments

to other carriers on the basis of lawful tariff charges, as well as other payments for services which both as to their nature and amount may reasonably be regarded as ordinarily connected

with the routine operation, maintenance, or construction of a pipeline. Do not include any special and unusual payments for services.

4.) If more convenient, this schedule may be completed for a group of companies considered as one system and shown only in the report of the principal company in the system, with

references thereto in the reports of the other companies.

5.) If any doubt exists in the mind of the reporting officers as to the reportability of any type of payment, requests should be made for a ruling before filing this report.

Nature of Service

(b)

         267,538Post retirement benefitsBurlington Northern Santa Fe  1

  2

  3

  4

  5

  6

  7

  8

  9

 10

 11

 12

 13

 14

 15

 16

 17

 18

 19

 20

 21

 22

 23

 24

 25

 26

 27

 28

 29

 30

 31

 32

 33

 34

 35

 36

 37

 38

 39

         267,538Total 40 
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Statistics of Operations

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

State of Origin

(a)

Number of Barrels

Received

From Connecting

Carriers

(b)

Number of Barrels

Received

ORIGINATED

On Gathering Lines

(c)

  1.) Give particulars (details) by States of origin for crude oil and for each kind of product received during the year and totals only (i.e., no State detail) for number of barrels of crude oil

and of each kind of product delivered out of the pipeline during the year. Classify and list in column (a) by States of origin the refined products transported in the following order: 29111,

Gasoline, jet fuels, and other high volatile petroleum fuels, except natural gasoline; 29112, Kerosene; 29113, Distillate fuel oil; 29114, Lubricating and similar oils and derivative; 29117,

Residual fuel oil and other low volatile petroleum fuels; 29119, Products of petroleum refining, n.e.c.-Specify.

  2.) In column (b) show all oils received by the respondent from connecting carriers reporting to the Federal Energy Regulatory Commission. In column (c) show all oils originated on

respondent’s gathering lines and in column (d) all oils received into respondent’s trunk line, except receipts shown in columns (b) and (c). Any barrels received into a pipeline owned by

the respondent, but operated by others, should be reported separately on additional pages (For example 600a- 601a, 600b- 601b, etc.).

  3.) Entries in column (e) should be the sum of columns (b), (c), and (d). In column (f) show all oils delivered to connecting carriers reporting to the Federal Energy Regulatory

Commission. In column (g) show all oils terminated on the respondent’s gathering lines, and in column (h) all oils delivered out of respondent's pipeline, except deliveries shown under

columns (f) and (g).

Number of Barrels

Received

ORIGINATED

On Trunk Lines

(d)

Line

 No.

CRUDE OIL

  1

  2

  3

  4

  5

  6

  7

  8

  9

 10

 11

 12

 13

 14

TOTAL 15

PRODUCTS (State of Origin and

CA, gasoline - 29111      216,034,077 16

OR, gasoline - 29111       10,565,525 17

TX, gasoline - 29111       27,922,245 18

CA, kerosene - 29112       62,512,348 19

OR, kerosene - 29112           71,192 20

TX, kerosene - 29112        2,402,007 21

CA, fuel oil - 29113       80,473,575 22

OR, fuel oil - 29113        5,507,751 23

TX, fuel oil - 29113        3,702,589 24

 25

 26

 27

 28

 29

 30

TOTAL      409,191,309 31

     409,191,309GRAND TOTAL

  62,259,020,000

(1) Crude Oil

(2) Products

33a   Total Number of Barrel-Miles (Trunk Lines Only):

FERC FORM NO. 6 (REV. 12-00) Page 600
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Statistics of Operations

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Total Received 

(b + c + d)

(e)

Number of Barrels

Delivered Out

TERMINATED

On Gathering Lines

(g)

Number of Barrels

Delivered Out

TERMINATED

On Trunk Lines

(h)

Entries in column (i) should be the sum of columns (f), (g), and (h). Any barrels delivered out of a pipeline owned by the respondent, but operated by others, should be reported separately

on additional pages (For example 600a- 601a, 600b- 601b, etc.).

  4.) Enter actual amount for lines 33a and 33b. Estimate if actual figures are not available. Barrel miles as reported on this schedule are the summation, for all segments, of the number of

miles associated with each pipeline segment (trunk line only) multiplied by the number of barrels delivered through the segment. For example, 1,000 barrels moved through a 57-mile

pipeline segment would be recorded as 57,000 barrel miles. For a crude pipeline with several segments:

Segments   Barrels   Miles   Barrel-Miles

        A          1,000        57         57,000

        B          5,000        10        50,000

        C          1,000        25        25,000

Total Delivered Out

(f + g + h)

(i)

Line

 No.

Number of Barrels

Delivered Out

To Connecting Carriers

(f)

  1

  2

  3

  4

  5

  6

  7

  8

  9

 10

 11

 12

 13

 14

 15

     216,536,714     196,445,043      20,091,671     216,034,077 16

      10,571,685      10,571,685      10,565,525 17

      28,116,473      28,116,473      27,922,245 18

      62,224,355      51,153,918      11,070,437      62,512,348 19

          66,212          66,212          71,192 20

       2,347,024       1,752,301         594,723       2,402,007 21

      80,231,832      66,630,257      13,601,575      80,473,575 22

       5,516,040       5,516,040       5,507,751 23

       3,592,887       3,592,887       3,702,589 24

 25

 26

 27

 28

 29

 30

     409,203,222     363,844,816      45,358,406     409,191,309 31

     409,203,222

     409,203,222     363,844,816      45,358,406     409,191,309

(1) Crude Oil

(2) Products

33b   Total Number of Barrels of Oil Having Trunk-Line Movement:

FERC FORM NO. 6 (REV. 12-00) Page 601
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Miles of Pipeline Operated at end of Year

TERMINI

From -

(b)

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.

  1.)  Give particulars (details) called for by State and termini, concerning the miles of all pipeline operated, and size of each line at end of year,

according to the classifications given.

  2.)  Report miles of pipeline operated to the nearest whole mile adjusted to footings, i.e.: count ½ mile and over as a whole mile disregarding any

fraction less than ½ mile. Report fractional size line in the next smaller whole size, e.g.: report 2-1/2" and 6-5/8" lines as 2" and 6" lines, respectively.

Size of line is defined as inside diameter.

  3.)  Report under (A), the lines wholly owned and operated by respondent, including wholly owned minor facilities temporarily idle or in standby service.

  4.)  Report under (B), the total miles of pipeline owned in undivided joint interests and operated by respondent. Name each pipeline and give names of

OP AT END OF YR

GATHERING LINES

Size of Line

(in inches)

(e)

OP AT END OF

YR

TRUNK LINES

FOR CRUDE OIL

Miles

(f)

OP AT END OF YR

TRUNK LINES

FOR CRUDE OIL

Size of Lines

(in inches)

(g)

Name of Company and State

(a)

OP AT END OF

YR

GATHERING

LINES

Miles

(d)

TERMINI

TO -

(c)

(A) OWNED AND OPERATED BY RESPONDENT

California ColtonWatson  1

California AZ state lineNorwalk  2

Arizona PhoenixCa state line  3

California ColtonWatson  4

California Mission ValleyWatson  5

California VariousVarious  6

Arizona TusconNM state line  7

California OaklandAmorco  8

California San FranciscoOakland  9

California SacramentoConcord 11

Arizona, Califonia and Texas VariousVarious 12

Califonia and Texas VariousVarious 13

New Mexico AZ state lineTX state line 14

Arizona PhoenixNM state line 15

California NV state lineColfax 16

Oregon EugenePortland 17

California FresnoBakersfield 18

California ChicoRoseville 19

California and Oregon VariousVarious 21

Arizona TucsonPhoenix 22

Nevada Fallon NASCA state line 23

California FresnoConcord 24

New Mexico AZ state lineTX state line 25

Texas NM state lineEl Paso 26

Arizona and California VariousVarious 27

California NV state lineConcord 28

California San JoseConcord 29

California BrisbaneRichmond 31

California and Nevada VariousVarious 32

Texas NM state lineEl Paso 33

Arizona NaviskaWeymouth St 34

California RosevilleSacramento 35

California SuisunRichmond 36

California ImperialNiland 37

California Lemoore NASFresno 38

Subtotal 40

(B) OWNED IN UNDIVIDED JOINT INTEREST AND OPERATED BY RESPONDENT

Subtotal 40

(C) OWNED IN UNDIVIDED JOINT INTEREST AND OPERATED BY OTHERS

Subtotal 40

(D) OWNED BY OTHERS BUT OPERATED BY RESPONDENT

Subtotal 40

GRAND TOTAL 

FERC FORM NO. 6 (REV. 12-00) Page 602
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Miles of Pipeline Operated at end of Year (continued)

OP AT END OF YR

TRUNK LINES

FOR PRODUCTS

Size of Line

(in inches)

(i)

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

Line

 No.

5.)  Report under (C), the total miles of pipeline owned in undivided joint interests and operated by others. Name each pipeline and give names of

owning companies.

  6.)  Report under (D), the respondent operating lines not owned by it, but leased from others, when leases are for reasonably long terms and consist of

an imporant part of the respondent's pipeline. The lessor company should omit from its schedule such mileages leased to others.

  7.)  Omit minor gathering line facilities under temporary or short-term lease from this classification; the lessor should include such lines in its wholly

owned and operated lines.

CHG IN MILES OPR

DUR THE YEAR

INCREASES

TRUNK LINES

For Products

(l)

CHG IN MILES OPR

DUR THE YEAR

DECREASES

Gathering Lines

(m)

CHG IN MILES OPR

DUR THE YEAR

DECREASES

TRUNK LINES

For Crude Oil

(n)

OP AT END OF

YR

TRUNK LINES

FOR

PRODUCTS

Miles

(h)

CHG IN MILES OPR

DUR THE YR

INCREASES

TRUNK LINES

For Crude Oil

(k)

CHG IN MILES OPR

DUR THE YR

INCREASES

Gathering Lines

(j)

CHG IN MILES OPR

DUR THE YEAR

DECREASES

TRUNK LINES

For Products

(o)

(A) OWNED AND OPERATED BY RESPONDENT

          31               0              0              0              0              0               0          24  1

         229               0              0              0              0              0               0          20  2

         161               0              0              0              0              0               0          20  3

          63               0              0              0              0              0               0          16  4

         128               0              0              0              0              0               0          16  5

           4               0              0              0              0              0               0          16  6

         120               0              0              0              1              0               0          12  7

          32               0              0              0              0              0               0          12  8

          30               0              0              0              0              0               0          12  9

          61               0              0              0              0              0               0          14 11

          67               0              0              0              0              0               0           6 12

          18               0              0              0              0              0               0           4 13

         164               0              0              0              0              0               0           8 14

         199               1              0              0              0              0               0           8 15

          57               0              0              0              0              0               0           8 16

         115               0              0              0              0              0               0           8 17

          98               0              0              0              0              0               0           8 18

          77               0              0              0              0              0               0           8 19

          56               0              0              0              3              0               0           8 21

         138               0              0              0              0              0               0           6 22

          70               0              0              0              0              0               0           6 23

         171               0              0              0              0              0               0          12 24

         163               0              0              0              0              0               0          12 25

          22               0              0              0              0              0               0          12 26

          35               6              0              0              1              0               0          12 27

         128               0              0              0              0              0               0          10 28

          51               0              0              0              0              0               0          10 29

          26               0              0              0              0              0               0          10 31

          44               0              0              0              0              0               0          10 32

          22               0              0              0              0              0               0           8 33

          20               0              0              0              0              0               0          12 34

          24               0              0              0              0              0               0          12 35

          44               0              0              0              0              0               0           8 36

          25               0              0              0              0              0               0           6 37

          35               0              0              0              0              0               0           6 38

       2,728               7              0              0              5              0               0           0 40

(B) OWNED IN UNDIVIDED JOINT INTEREST AND OPERATED BY RESPONDENT

           0               0              0              0              0              0               0           0 40

(C) OWNED IN UNDIVIDED JOINT INTEREST AND OPERATED BY OTHERS

           0               0              0              0              0              0               0           0 40

(D) OWNED BY OTHERS BUT OPERATED BY RESPONDENT

           0               0              0              0              0              0               0           0 40

               7               5       2,728

FERC FORM NO. 6 (REV. 12-00) Page 603
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Annual Cost of Service Based Analysis Schedule

Name of Respondent This Report Is:
(1)          An Original

(2)          A Resubmission

Date of Report
(Mo, Da, Yr)

Year of Report

Dec. 31, SFPP, L.P.
X

03/31/2004 2003

1.)  Use footnotes when particulars are required or for any  explanations.

2.)  Enter on lines 1-9, columns (b) and (c), the value of the respondent's Operating & Maintenance Expenses,Depreciation Expense,

AFUDC Depreciation, Amortization of Deferred Earnings, Rate Base, Rate of Return, Return, Income Tax Allowance, and Total Cost of

Service, respectively, for the end of the current and previous calendar years.  The values shall be computed consistent with the

Commission's Opinion No. 154-B et al. methodology.  Any item(s) not applicable to the filing, the pipeline company shall report nothing

in columns (b) and (c).

3.)  Enter on line 10, columns (b) and (c), total interstate operating revenue, as reported on page 301, for the current and previous

calendar years.

4.)  Enter on line 11, columns (b) and (c), the throughput in barrels from the Statistics of Operations schedule, page 601, line 33b, total

of items (1) and (2), from the current and previous year's FERC Form No. 6.

5.)  Enter on line 12, columns (b) and (c), the  throughput in barrel-miles from the Statistics of Operations schedule, page 600, line 33a,

total of items (1) and (2), from the current and previous year's FERC Form No. 6.

6.)  If the company makes major changes to its application of the Opinion No. 154-B et al. methodology, it must describe such changes

in a footnote, and calculate the amounts in columns (b) and (c) of lines No. 1-12 using the changed application.  

7.)  A respondent may be requested by the Commission or its staff to provide its workpapers which support the data reported on page

700.

Item

(a)Line

 No.

Current Year

Amount

(in dollars)

(b)

Previous Year

Amount

(in dollars)

(c)

      53,889,000      60,739,845Operating and Maintenance Expenses  1

       8,747,000       8,945,508Depreciation Expense  2

          93,000          84,285AFUDC Depreciation  3

       1,477,000       1,588,510Amortization of Deferred Earnings  4

     225,539,000     227,766,955Rate Base  5

      10.55      11.27Rate of Return % (10.25% - 10.25)  6

      23,794,364      25,669,335Return on Rate Base  7

       6,168,000       8,384,955Income Tax Allowance  8

      94,168,364     105,412,438Total Cost of Service  9

     124,801,000     124,956,117Total Interstate Operating Revenues 10

     152,079,000     154,990,158Throughput in Barrels 11

  41,097,550,000  41,384,120,817Throughput in Barrel-Miles 12

FERC FORM NO. 6 (REV. 12-00) Page 700
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ATTACHMENT YY 

Docket No. OR03-5-001 

Exhibit No. BPX-51 

Analysis of KMEP Schedules K-1 for 2000 and 2001 reflecting sale of 

units 
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Page 1 of 1
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ATTACHMENT ZZ 

Docket No. OR03-5-001 

Exhibit No. BPX-52 

Gooch Substitute K-1 from KMEP 2000 
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ATTACHMENT AAA 

Docket No. OR03-5-001 

Exhibit No. BPX-53 

Gooch Substitute K-1 from KMEP 2001 

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



BPX-__________
Page 1 of 4
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ATTACHMENT BBB 

Docket No. OR03-5-001 

Exhibit No. BPX-54 

Comparison of 2003 Costs of Service for Nl, OR, EL and WL 
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ATTACHMENT CCC 

Docket No. OR03-5-001 

Transcript Excerpt of Cross-Examination of Richard Bullock,  

Pgs 00914-00946 
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914

                        BEFORE THE  1 

           FEDERAL ENERGY REGULATORY COMMISSION  2 

- - - - - - - - - - - - - - - - - -x  3 

IN THE MATTER OF:                  :  Docket Number  4 

CHEVRON PRODUCTS COMPANY,          :  OR03-5-001  5 

BP WEST COAST PRODUCTS LLC,        :  6 

EXXONMOBIL OIL CORPORATION, AND    :  7 

CONOCOPHILLIPS COMPANY             :  8 

          v.                       :  9 

SFPP, L.P.                         :  10 

- - - - - - - - - - - - - - - - - -x  11 

  12 

                           Hearing Room 5  13 

                           Federal Energy Regulatory  14 

                            Commission  15 

                           888 First Street, NE  16 

                           Washington, DC  17 

  18 

                           Wednesday, May 7, 2008  19 

  20 

    The above-entitled matter came on for hearing, pursuant  21 

to notice, at 10:04 a.m.  22 

  23 

BEFORE:   HONORABLE EDWARD M. SILVERSTEIN  24 

          ADMINISTRATIVE LAW JUDGE  25 
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915

                  P R O C E E D I N G S  1 

           PRESIDING JUDGE:  On the record.  2 

           Since you've moved to the front, Ms. Halverson,  3 

I trust that you are ready to call the next witness.  4 

           MS. HALVERSON:  I am, your Honor.  Mr. Richard 5 

L. Bullock, please.  6 

           PRESIDING JUDGE:  Off the record.  7 

           (Discussion off the record.)  8 

           PRESIDING JUDGE:  Ms. Halverson.  9 

           MS. HALVERSON:  I'd like to mark for  10 

identification the prepared answering testimony of Richard  11 

L. Bullock and his exhibits, Exhibits SFO-49 through  12 

SFO-60, please.  And the court reporter has her copies.  13 

           PRESIDING JUDGE:  Mr. Bullock, would you raise  14 

your right hand.  15 

Whereupon,  16 

                    RICHARD L. BULLOCK  17 

was called as a witness and, having first been duly sworn,  18 

was examined and testified as follows:  19 

           PRESIDING JUDGE:  Please be seated.  20 

                    CROSS-EXAMINATION  21 

           BY MS. HALVERSON:  22 

     Q     Good morning, Mr. Bullock.  23 

     A     Good morning.  24 

     Q     Are you the same Richard L. Bullock that  25 
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prepared answering testimony that's been marked Exhibit  1 

Number SFO-49?  2 

     A     I am.  3 

     Q     Was this testimony prepared by you or under your  4 

supervision and control?  5 

     A     It was.  6 

     Q     Are you the same Richard L. Bullock who provided  7 

the exhibits attached to your prepared answering testimony,  8 

that is Exhibit Numbers SFO-50 through SFO-60?  9 

     A     I am.  10 

           PRESIDING JUDGE:  Wait one second.  The guy  11 

sitting all the way in the back there is Mr. Arthur, and  12 

he'd like to hear you, so you need to project your voice.  13 

           BY MS. HALVERSON:  14 

     Q     Were these exhibits prepared by you and/or under  15 

your supervision and control?  16 

     A     Yes, they were.  17 

     Q     Are there any corrections you would like to  18 

provide to any of your testimony or exhibits?  19 

     A     No.  20 

     Q     If I asked you the questions presented therein  21 

to you today, would you provide the same answers?  22 

     A     Yes.  23 

           MS. HALVERSON:  Your Honor, Mr. Bullock is  24 

available for cross-examination.  25 
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917

           PRESIDING JUDGE:  We're identifying for the  1 

record Exhibit SFO-49 through what, Ms. Halverson? 2 

           MS. HALVERSON:  SFO-60.  3 

           PRESIDING JUDGE:  SFO-49 through SFO-60 -- let  4 

me take that back.  Since we've already identified several  5 

of these.  At this time, we're identifying Exhibits SFO-49  6 

through SFO-54.  SFO-55A was identified on April 30.  At  7 

this time, we're identifying SFO-55B through 55D.  8 

           (Exhibits SFO-49 through SFO-54 and SFO-55B  9 

through SFO-55D identified.)  10 

           PRESIDING JUDGE:  According to the index,  11 

Ms. Halverson, SFO-56 is withdrawn.  12 

           MS. HALVERSON:  I'm sorry, your Honor, that's  13 

right.  56 and 58 were withdrawn at your request.  14 

           PRESIDING JUDGE:  SFO-57A was identified on  15 

April 30, so we're going to identify SFO-57B, 57C and 57D.  16 

           (Exhibits SFO-57B, SFO-57C and SFO-57D  17 

identified.)  18 

           PRESIDING JUDGE:  SFO-58 was withdrawn, as  19 

Ms. Halverson noted, and we're identifying SFO-59 and  20 

SFO-60.  I think I got that right.  21 

           (Exhibits SFO-59 and SFO-60 identified.)  22 

           PRESIDING JUDGE:  Now you can go, Mr. Gooch.  23 

           MR. GOOCH:  Thank you, your Honor.  24 

                    CROSS-EXAMINATION  25 
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           BY MR. GOOCH:  1 

     Q     Good morning, sir.  2 

     A     Good morning.  3 

           PRESIDING JUDGE:  Got to get your voice up,  4 

Mr. Gooch.  I can't hear you.  5 

           MR. GOOCH:  I'm sorry, sir.  6 

           BY MR. GOOCH:  7 

     Q     Sir, what proof does SFPP offer in this case  8 

that the public limited partners in KMEP had actual or  9 

potential income tax liability on taxable income allocated  10 

to them by KMEP --  11 

           PRESIDING JUDGE:  Do you want to go through the  12 

whole record, Mr. Gooch?  That's one of those never-ending  13 

questions.  You've got to be more specific than that.  I'm  14 

sorry.  That question is not permissible.  15 

           BY MR. GOOCH:  16 

     Q     Sir, what proof does SFPP offer --  17 

           PRESIDING JUDGE:  No, no.  You're not going to  18 

ask him to go through the record.  What proof?  What is he  19 

going to do, tell you Exhibits 8, 9, 10, 11, 15, 1 through  20 

412?  You have to ask a specific question.  You want the  21 

research done, you do it.  Ms. Myers can do it.  Ms. Banaga  22 

can do it.  Witnesses are not up here to answer research  23 

questions.  They're up here to answer specific questions,  24 

and if you can't ask a specific question, then we'll move  25 
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on.  1 

           MR. GOOCH:  Yes, sir.  2 

           BY MR. GOOCH:  3 

     Q     Was any taxable income allocated to any of the  4 

public limited partners by KMEP in 2003?  5 

     A     Yes.  6 

           PRESIDING JUDGE:  I can't hear you.  7 

           THE WITNESS:  Yes.  Sorry.  8 

           BY MR. GOOCH:  9 

     Q     What is the basis for the statement you just  10 

made?  11 

     A     The 2003 income tax returns for SFPP reflect  12 

taxable income on their return.  That income was allocated  13 

to Santa Fe Pacific Pipelines, Inc., and it was also  14 

allocated to Kinder Morgan Operating L.P.D.  The income  15 

was -- Kinder Morgan Operating, L.P.D was allocated to Kinder  16 

Morgan GP, Inc.  It was also allocated to Kinder Morgan  17 

Energy Partners.  That income that was allocated to Kinder  18 

Morgan Energy Partners was then allocated to some of the  19 

public common unitholders of Kinder Morgan Energy Partners.  20 

     Q     If I may, the question was specifically limited  21 

to taxable income allocated to any of the public limited  22 

partners by KMEP.  Did you understand that to be the  23 

question?  24 

     A     No.  My understanding was from SFPP.  25 
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     Q     No.  That's why I want to correct that.  The  1 

question is, was any taxable income allocated to any of the  2 

public limited partners by KMEP in 2003?  3 

     A     I'm not sure.  4 

     Q     Would you please look at Exhibit Number BPX-23,  5 

the data request BPX-1-29.  That is attached to the  6 

prepared rebuttal testimony of Christopher P. Sintetos.  7 

     A     I have it.  8 

     Q     Let me know when you're ready to take a 9 

question, please, sir.  10 

     A     I have it.  11 

     Q     You prepared this exhibit, response, sir?  12 

     A     Yes.  13 

     Q     And you report in 2003 the public limited  14 

partners for the class had losses in income of  15 

$429,537,099?  16 

     A     Yes, that's correct.  I'd like to clarify, if I  17 

could.  That loss number includes 743(b) depreciation of  18 

the partners, which is not a partnership deduction, so it  19 

is possible that Kinder Morgan Energy Partners did, in  20 

fact, allocate taxable income to some of the common  21 

unitholders, and their 743(b) depreciation reduced that to  22 

a negative number or loss.  It's also possible that within  23 

this number, this is a net number, that some of the common  24 

unitholders did, in fact, even including their 743(b)  25 
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depreciation, end up with taxable income.  1 

     Q     That's extremely helpful, and I promise we're  2 

going to cover that, and you made the point for me.  Thank  3 

you.  The point remains, however you slice it, however  4 

different depreciation in terms of taxable income from KMEP  5 

to the public limited partners, there was a negative  6 

$429,537,099 in losses; right?  7 

     A     Yes, that's correct.  8 

     Q     And those carry forward, do they?  9 

     A     Yes, to the extent they're not used in a current  10 

tax year, they would be carried forward.  11 

     Q     Let's be very careful.  Do they have to be used  12 

not only in the current tax year but in connection with  13 

KMEP?  14 

     A     Yes, they do -- excuse me.  Do they have to be  15 

used in the current year?  The answer to that is no.  They  16 

have to be used in connection with KMEP.  The answer to  17 

that is yes.  18 

     Q     So the carryforward in the future years would be  19 

dealing with KMEP until you sell?  20 

     A     Until you sell or until you get allocated  21 

taxable income from KMEP.  22 

     Q     Perfect.  Thank you.  You have a class of  23 

limited partners, units are not sold on the New York Stock  24 

Exchange.  Can you tell me, was there any taxable income  25 

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



922

from a trade or business, such as SFPP, allocated to any of  1 

the nonpublic limited partners in 2003?  I volunteer to  2 

help.  3 

     A     Okay.  4 

     Q     What I looked at in designing the question was  5 

SFO-55C, 2003 partner share of income credit deductions,  6 

Kinder Morgan Energy Partners, L.P.  In particular, I went  7 

to the section in the back where you added K-1s for the  8 

nonpublic limited partners.  I think it starts on page 34  9 

of 54.  10 

     A     Okay.  11 

     Q     If you don't mind starting on page 34 of 54,  12 

would you please tell me what this piece of paper that says  13 

limited partners is.  Does it cover all limited partners?  14 

I withdraw the question --  15 

     A     I believe it does.  I'm not certain about it.  16 

     Q     I know.  I can see that, so I withdraw the  17 

question.  Let's look instead, then, at page 43 of 54.  18 

This purports to be a K-1 from KMEP to the general partners  19 

who also owns a limited partnership interest.  And I ask  20 

you if line 1 shows a loss in ordinary income.  21 

     A     Yes, it does.  22 

     Q     Let's go to the next one.  The next one is page  23 

47 of 54.  It goes to Kinder Morgan, Inc. -- and correct me  24 

if I'm wrong -- it shows an ordinary loss from trade or  25 
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business activities of $1.9 million.  1 

     A     Yes, that's correct.  2 

     Q     The next one, Kinder Morgan Energy Partners to  3 

KN Gas Gathering, it shows a plus ordinary income from  4 

trade or business of 3.3 million or thereabouts?  5 

     A     Yes, that's correct.  6 

     Q     That's all that I show here in the way of K-1s.  7 

So would you think it fair, then, to conclude that in 2003,  8 

the only ordinary income from trade or business activities of  9 

a positive nature was the sum total of 3,344,304 to the  10 

nonpublic limited partners?  11 

     A     Yes, I believe that's correct.  12 

     Q     Sir, as a CPA and a chief tax officer, would you  13 

say that the income from SFPP, L.P. for the transportation  14 

and refined petroleum products in interstate commerce would  15 

yield ordinary income from the trade or business?  16 

     A     Yes.  17 

           MR. GOOCH:  With the Court's permission, I will  18 

ask you to take a look at an exhibit that's previously been  19 

admitted.  It is BPX-45, comparison of taxable income and  20 

cash distributions for Kinder Morgan Energy Partners using  21 

2003 income tax return as an example of BPX-9.  22 

           The paper I'm holding in my hand differs  23 

slightly from what was offered into evidence and is subject  24 

to later approval or substitution because in the colloquy  25 
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with Professor Williamson, we agreed to change a title.  No  1 

other changes, to the best of my knowledge, have so far  2 

been made, and it would be my intention with the Court's  3 

permission, when we finish this exercise to ask for a new  4 

exhibit number and do a replacement unless you wish it done  5 

some other way.  6 

           PRESIDING JUDGE:  Let's go off the record for a  7 

second.  8 

           (Discussion off the record.)  9 

           PRESIDING JUDGE:  We had a discussion off the  10 

record concerning the exhibit to which Mr. Gooch referred,  11 

and Mr. Tabor has informed me that Professor Williamson has  12 

not had a chance to review the modified exhibit.  And until  13 

he does, we will continue to use the exhibit as originally  14 

introduced.  15 

           After everyone agrees that the modified exhibit  16 

is accurate, we'll determine whether or not we'll  17 

substitute it for the original or introduce the modified  18 

exhibit with a new exhibit number if everyone stipulates to  19 

its accuracy.  20 

           Go ahead, Mr. Gooch.  21 

           BY MR. GOOCH:  22 

     Q     Please get in front of you Exhibit BPX-45 as is.  23 

Have you had the opportunity to see this before, sir?  24 

     A     Yes, I have.  25 
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     Q     Oh, good.  1 

           MR. TABOR:  Your Honor, maybe we could go off  2 

the record for just a moment, please.  3 

           PRESIDING JUDGE:  Sure.  4 

           (Discussion off the record.)  5 

           PRESIDING JUDGE:  We were off the record to  6 

facilitate getting the witness a copy of the exhibit to  7 

which Mr. Gooch referred, and thanks to Ms. Myers, we were  8 

able to come up with a clean copy, and the witness now has  9 

the exhibit.  10 

           Go ahead, Mr. Gooch.  11 

           BY MR. GOOCH:  12 

     Q     Sir, with the permission of the Court, let me  13 

walk you through this and give you the opportunity to  14 

challenge anything that you see on this exhibit.  You see  15 

three columns.  The first column says "GENERAL PARTNER  16 

(Kinder Morgan GP, Inc) (not publicly traded)."  17 

           Are you satisfied that's a true statement?  18 

     A     Satisfied that Kinder Morgan GP, Inc. is not  19 

publicly traded.  20 

     Q     That there is a general partner, that its name  21 

is Kinder Morgan GP, Inc. and that it is not publicly  22 

traded.  23 

     A     Yes.  24 

     Q     Next column, "ALL LIMITED PARTNERS."  Stock  25 
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symbol is KMP on the New York Stock Exchange, and roughly  1 

89 percent of the class of limited partners are publicly  2 

traded on the New York Stock Exchange.  That's a question.  3 

     A     I'm not sure.  I don't know how the 89 percent  4 

was calculated.  5 

     Q     I took it from the 10-K, but that's all right.  6 

Can you give me, then, the relative percentage between your  7 

public limited partners and your in-house limited partners.  8 

     A     I don't know that percentage off the top of my  9 

head.  10 

     Q     Third column says "KINDER MORGAN MANAGEMENT LLC  11 

('KMR' on New York Stock Exchange)."  Is that an accurate  12 

statement, as far as it goes?  13 

     A     Yes.  14 

     Q     Let's look down at line A without mentioning the  15 

name that's there.  It deals with income.  Is it accurate  16 

to say that approximately 1 percent of the income goes to  17 

the general partner as general partner, leaving aside  18 

incentives?  19 

     A     So this is saying taxable income.  That is the  20 

percentage of taxable income that's allocated to the  21 

general partner?  22 

     Q     I can't answer your question because I have to  23 

stay with the exhibit as it is now.  Right now it says  24 

income ownership, so in effect, it's saying what percentage  25 
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of the KMEP does the general partner own, and the answer, I  1 

believe, is 1 percent and some change?  2 

     A     The ownership percentage, not the income  3 

ownership percentage -- I guess I'm confused about what --  4 

     Q     I'm just asking you what percentage -- here's  5 

the question:  What percentage of KMEP does the general  6 

partner own?  Forget income.  Just tell me how much they  7 

own.  8 

     A     The general partner interest is approximately 1  9 

percent.  10 

     Q     Thank you.  Would you say all limited partners  11 

in a class own approximately 99 percent?  12 

     A     Yes.  13 

     Q     Will you agree that Kinder Morgan Management,  14 

LLC gets allocated no income in the ordinary course of  15 

business?  16 

     A     They are allocated zero taxable income or loss.  17 

     Q     The next line down says "KMEP INCOME."  This is  18 

2003, right off the tax return.  It says that KMEP income  19 

was $205,638,230.  Do you accept that number, or do you  20 

want to look it up?  21 

     A     I accept that number as the KMEP taxable income.  22 

This says income, but I accept it as taxable income.  23 

     Q     That was the question.  And you accept the  24 

general partner took $316,295,160 according to the 1065 tax  25 
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return?  1 

     A     That's the taxable income that is shown as being  2 

allocated to the general partner on page 4 of the 1065,  3 

line 2A.  I agree.  4 

     Q     And we have the number under the limited  5 

partners of a negative $428,603,261, which is taken from  6 

the 1065.  Do you want to -- some time check that number,  7 

or you will you accept it subject to check?  8 

     A     I'll check it.  Is it all right if I get my  9 

calculator?  10 

     Q     It's all right with me if it's all right with  11 

the Judge.  12 

           PRESIDING JUDGE:  Are there sufficient numbers  13 

in the record so these calculations can be done -- sit  14 

down.  Don't get up, please.  Just talk without getting up.  15 

           MR. GOOCH:  I had, from the first day that I  16 

brought these up, I asked SFPP really nice to check the  17 

numbers and I never got a response back, so I want to be  18 

sure the numbers are accurate because you asked me if I was  19 

going to rely on them for the truth, and I am.  So they  20 

didn't respond.  What choice do I have but to get it from  21 

their star witness?  22 

           PRESIDING JUDGE:  I don't know if Bullock is  23 

their star witness.  Just because Mr. Bullock had 433  24 

titles in 2003 doesn't make him their star witness,  25 
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Mr. Gooch, because I counted up each of his titles on  1 

Exhibit CC-76, and in 2003, he had 433 titles, but I don't  2 

think that makes him their star witness.  3 

           MR. GOOCH:  All right, sir.  4 

           PRESIDING JUDGE:  I'm not sure whether it's  5 

Bradley.  Bradley may be their star witness, but you missed  6 

him yesterday.  7 

           MR. GOOCH:  Sorry.  8 

           PRESIDING JUDGE:  My point is that the numbers  9 

that you need them to check are the numbers that are part  10 

of the path.  You don't need them to check the math.  Like  11 

I said yesterday to somebody, 2 plus 2 is 4 no matter how  12 

you do it, and I don't think that we need to waste court  13 

time by having a witness do calculations on the stand.  14 

           MR. GOOCH:  Yes, sir.  15 

           PRESIDING JUDGE:  Either your numbers are  16 

correct or not correct, but either way, the calculations  17 

are the calculations.  18 

           MR. GOOCH:  Yes, sir.  19 

           PRESIDING JUDGE:  If you verify the numbers with  20 

him, we don't need him to do the calculations.  You or  21 

Ms. Myers or Ms. Banaga or somebody who's not here can do  22 

those.  23 

           BY MR. GOOCH:  24 

     Q     Sir, let's drop down to the line of cash  25 
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distributions.  You see the numbers that I have there for  1 

cash distributions and total for the general partner, for  2 

the limited partners.  And then I have a column called  3 

iShares.  Is that the right word to put in that column  4 

under Kinder Morgan Management, LLC?  Is iShare the right  5 

word or is iUnit the right word to put there?  6 

     A     KMR owns iUnits in Kinder Morgan Energy 7 

Partners.  8 

     Q     Where this says iShares, it should be changed to  9 

iUnits; is that correct?  10 

     A     I guess it depends on which ownership you're  11 

talking about.  If you're talking about KMR's ownership in  12 

KMEP, it's iUnits.  If you're talking about the public's  13 

ownership in KMR, then it's iShares.  14 

     Q     Thank you.  That's very helpful.  The reason  15 

that Kinder Morgan GP, Inc. gets 314 million  16 

plus in cash distributions is because of the provision in  17 

the contract as an incentive for them to run the company  18 

well.  Is that a fair way to put it?  19 

     A     No, I don't believe that's fair.  20 

     Q     Say something fair.  21 

     A     The partnership agreement identifies the  22 

allocation of cash distributions between the partners, and  23 

that partnership agreement specifies that when  24 

distributions reach certain levels, that the allocation of  25 

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



931

the cash distributions will change, and the allocation to  1 

the general partner above and beyond its 1 percent 2 

ownership in Kinder Morgan Energy Partners is defined as an  3 

incentive distribution.  4 

     Q     When the incentive distribution is calculated,  5 

do you consider the value of the iUnits?  6 

     A     What way?  7 

     Q     Let me back up a second, then.  8 

           The Kinder Morgan Management LLC, as I  9 

understand it -- correct me if I'm wrong -- is technically  10 

allocated to cash distribution, but they do not take it in  11 

cash.  They take it in other iUnits.  So far correct?  12 

     A     Yes, that's correct.  13 

     Q     When you calculate your up to 50 percent of the  14 

cash distributions, is the total you calculate from include  15 

the cash distributions that went to KMR before they were  16 

converted to iUnits?  17 

     A     What is the 50 percent?  18 

     Q     That's your upper limit on your incentive, isn't  19 

it?  20 

     A     Yes.  It's close to 50 percent, and the answer  21 

to that is yes.  The incentive distribution to the general  22 

partner includes -- that calculation includes the cash that  23 

would have been distributed to KMR if it received a cash  24 

distribution, but it receives iUnits in lieu of cash.  25 
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     Q     Thank you.  Let's go back to the lines above,  1 

dealing with KMEP taxable income.  State whether or not, as  2 

part of this agreement, the general partner in KMEP gets  3 

taxable income allocated to it approximately equal to the  4 

amount of the cash distributions that they get.  5 

     A     The general partner is allocated a dollar of gross  6 

income for each dollar of incentive distribution that it  7 

receives.  8 

     Q     Does it make any difference whether KMEP has any  9 

income at all?  10 

     A     No.  They would still be allocated a dollar of  11 

gross income regardless of the taxable income of KMEP.  12 

     Q     Even if it's a negative number, they'd still get  13 

a positive number; right?  14 

     A     Yes.  15 

     Q     Please, if you'll look back on 45, right-hand  16 

column under iShares, you see it says instead of taking  17 

cash of, and by my calculation, it was 117,972,000 which I  18 

just ask you to take subject to check, and this chart shows  19 

the dollars flowing back to the general partner as being  20 

available cash for distribution.  Is that an accurate way  21 

to depict what happens?  22 

     A     No, I don't think that's correct.  23 

     Q     Whatever the sum of money is for the iUnits  24 

stays in KMEP; right?  25 
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     A     Yes.  1 

     Q     Can that money be used to make cash  2 

distributions?  3 

     A     I'm not really sure.  I think the answer is no  4 

because the total amount of cash distributed to the  5 

partners is calculated, and then each of the limited  6 

partners and the general partner get their share of that  7 

total.  8 

           Included in that total is the cash distribution  9 

that would go to KMR, except it's getting iUnits, so that  10 

cash is not distributed.  It's retained by the partnership,  11 

and I don't believe that it's available for distribution to  12 

any of the other partners because the other partners have  13 

already gotten their share of available cash.  14 

     Q     Let me try.  I want you to think about that for  15 

just a minute because I want to try again.  You have  16 

something that's a cash flow statement that you record all  17 

the cash you get; right?  18 

     A     We have a cash flow statement, yes.  19 

     Q     The cash flow statement is the source for cash  20 

distributions, tracks it?  21 

     A     The cash flow statement is prepared in  22 

accordance with Generally Accepted Accounting Principles.  23 

It's not really necessarily a calculation of cash available  24 

for distribution.  25 
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     Q     I really didn't ask you that.  I'm asking you if  1 

the cash flow statement is how you track the cash coming in  2 

and cash going out?  3 

     A     For generally accepted accounting purposes, yes,  4 

it is.  5 

     Q     Are you telling me that the cash that comes in  6 

or stays in to KMEP by the sale of the iUnits is not  7 

available to fund cash distributions.  Is that your  8 

position?  9 

     A     The proceeds from any equity offering made by  10 

Kinder Morgan Energy Partners would be available for  11 

distribution to the partners, but it can only be  12 

distributed in accordance with the partnership agreement  13 

which sets different sharing ratios for that type of cash.  14 

It's different.  It is not subject to an incentive 15 

distribution allocation to the general partner.  16 

     Q     I didn't ask anything about incentive  17 

distribution.  I simply asked if it was available for cash  18 

distribution.  Let's go through the list, please.  When  19 

iUnits are converted from cash to iUnits, does that cause a  20 

taxable event for either the partnership or any partner in  21 

KMEP?  22 

     A     Can I restate the question?  23 

     Q     You want me to or do you want to?  24 

     A     I'll take a shot at it.  The distribution of the  25 
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iUnits to KMR -- does the distribution of iUnits to KMR or  1 

the distribution of iShares to the public owners of KMR,  2 

does that create a taxable event?  3 

     Q     Fine.  4 

     A     Then the answer to that is no.  5 

     Q     How about if you sell new limited partnership  6 

units to the public, question A.  Is that --  7 

           PRESIDING JUDGE:  Why don't you ask one question  8 

at a time.  9 

           MR. GOOCH:  Yes, sir.  10 

           BY MR. GOOCH:  11 

     Q     When you sell new limited partnership units to  12 

the public, does that generate tax liability for anybody,  13 

the partnership or any partner?  14 

     A     No.  15 

     Q     Is the cash received from the sale of new  16 

limited partnership units available for cash distribution?  17 

     A     Yes, but only 99 percent to the limited 18 

partners, 1 percent to the general partner.  Again, it's  19 

not subject to the incentive distribution allocation  20 

formula.  21 

     Q     How about borrowings from a bank?  Can you  22 

borrow money from a bank and make cash available for cash  23 

distributions?  24 

     A     Yes.  Again, that cash received could not be  25 
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distributed under the incentive distribution allocation.  1 

It would be 99 percent limited partners, 1 percent general  2 

partner.  3 

     Q     Would it be a taxable event to borrow from a  4 

bank for anybody?  5 

     A     No.  6 

     Q     How about depreciation dollars collected from  7 

ratepayers?  Is that cash available, then, for  8 

distribution?  9 

     A     I can't say.  I don't know how depreciation is  10 

received from ratepayers.  I don't know what that means.  11 

     Q     As a CPA, you certainly know what  12 

depreciation is?  13 

     A     Yes, I do.  14 

     Q     Is depreciation something that is subject to  15 

income taxes?  16 

     A     Depreciation is a deduction that is allowable  17 

for tax purposes.  18 

     Q     Can you give me an instance where I legitimately  19 

take depreciation and the federal government says you owe  20 

me a tax because you took depreciation?  21 

     A     Not for the depreciation deduction, no. 22 

     Q     How about reserves set up for future  23 

expenditures, like you anticipate some environmental  24 

remediation 10 years down the line, so you set up a  25 
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reserve.  Does that create cash that's available for  1 

distribution?  2 

     A     No, creating reserve is not a source of cash.  3 

We don't receive cash for recording a liability on our  4 

balance sheet.  5 

     Q     What if you decide to defer payment to  6 

creditors, defer your accounts payable?  Does that make  7 

cash available, then, for distribution?  8 

     A     It would increase the amount of cash on hand.  9 

Since you have increased cash, I would assume there's the  10 

possibility that it could increase the cash available for  11 

distribution.  12 

     Q     Thank you, sir.  How about if you reduced  13 

expenditures for maintenance on the pipeline below the  14 

dollars collected from ratepayers to pay the maintenance,  15 

would that make cash available for distribution?  16 

     A     The cash available for distribution, just in  17 

general terms, is the excess of the cash received over the  18 

cash paid out.  So if you're going to reduce the cash paid  19 

out, that would leave more cash to distribute.  20 

     Q     How about collecting deferred income taxes,  21 

sometimes referred to as accumulated deferred income taxes  22 

for ratepayers?  Does that create cash that's available for  23 

distribution?  24 

     A     All cash that's received for services provided  25 
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would provide cash that's potentially available for  1 

distribution to the partners.  2 

     Q     Are there any other ways of raising cash, other  3 

than earnings -- earnings is a given -- is there any way of  4 

raising cash for cash distribution, other than earnings  5 

that I haven't mentioned that you can think of?  6 

     A     You could sell assets.  7 

     Q     Now I would like to drop back to the subject  8 

that we discussed which you brought up earlier, and that is  9 

the so-called 743(b) depreciation.  I believe that you  10 

gave, by my standards, at least, a very excellent  11 

explanation of it, and I won't ask you to repeat that.  12 

           I will ask you only to confirm that because of  13 

an election made by Kinder Morgan Energy Partners, limited  14 

partners who buy and sell their limited partnership units  15 

on the New York Stock Exchange are entitled to an  16 

additional amount of depreciation?  17 

     A     They are entitled to depreciation outside of the  18 

partnership in addition to the partnership's depreciation  19 

deduction.  20 

     Q     And it is the duty of KMEP to track that 743(b)  21 

depreciation and include it in the K-1s they provide to the  22 

limited partners; correct?  23 

     A     I don't know if it's required or not.  We do  24 

that for the limited partners.  25 
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     Q     Does the IRS call upon KMEP to provide the  1 

answer to the question of how much taxable income was  2 

sheltered by a 743(b) depreciation?  3 

     A     There are requirements to provide calculations  4 

related to the 743(b) depreciation.  5 

     Q     Can you tell me, in 2003, how much tax taxable  6 

income was sheltered by 743(b) depreciation of the public  7 

limited partners?  8 

     A     No.  9 

     Q     When a limited partner sells his limited  10 

partnership interest, KMEP will tell them the amount of  11 

their 743(b) depreciation that they took; right?  12 

     A     No, I don't believe so.  13 

     Q     Really?  We're going to do, with the Court's  14 

indulgence, a slight time warp.  I think you'll recognize  15 

this document when you see it, Mr. Bullock.  16 

           With the Court's permission, we'd like to have  17 

three exhibits marked.  18 

           PRESIDING JUDGE:  Let's go off the record for a  19 

second.  20 

           (Discussion off the record.)  21 

           PRESIDING JUDGE:  Ms. Myers, you've got an  22 

exhibit?  Is that what this is?  23 

           MS. MYERS:  Yes, your Honor.  I have three  24 

exhibits here.  BPX-51 is a one-page document, which is  25 
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entitled "R. Gordon Gooch Analysis of Kinder Morgan  1 

Schedules K-1."  Accompanying BPX-51 is a two-page document  2 

entitled "2000 SUBSTITUTE SCHEDULE K-1" --  3 

           PRESIDING JUDGE:  Explain to me what "2000  4 

SUBSTITUTE SCHEDULE K-1" means.  5 

           MS. MYERS:  In other words, this is a substitute  6 

K-1 that was issued to Mr. Gooch in lieu of a normal K-1 as  7 

a limited partner in KMEP in the year --  8 

           PRESIDING JUDGE:  Mr. Gooch is a limited  9 

partner?  10 

           MS. MYERS:  At this time, for the year 2000, he  11 

was a limited partner in KMEP.  And likewise, if I may hand  12 

up BPX-53, it's a similar document for 2001 Substitute K-1  13 

for Mr. Gooch.  14 

           PRESIDING JUDGE:  Let me just note that there's  15 

nobody in this room over the age of 12 who's going to be  16 

able to read the first page of BPX-53, and I'm not even  17 

certain somebody who is 12 could read it.  These are  18 

infinitesimally small print.  19 

           MS. MYERS:  I apologize, your Honor.  These were  20 

actually used as exhibits previously in earlier cases, and  21 

they're the best copies we could get.  22 

           PRESIDING JUDGE:  You're just a sadist is what  23 

you are.  Here's what we're doing.  We're marking for  24 

identification as BPX Exhibit 51 a one-page document that  25 
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is captioned "R. Gordon Gooch Analysis of Kinder Morgan  1 

Schedules K-1 December 31, 2000 and 2001."  2 

           As Exhibit Number BPX-52, we're marking a  3 

two-page document which is captioned "KINDER MORGAN ENERGY  4 

PARTNERS" "2000 SUBSTITUTE SCHEDULE K-1."  5 

           And as Exhibit Number BPX-53, a four-page  6 

document, a document captioned "KINDER MORGAN ENERGY  7 

PARTNERS" "2001 SUBSTITUTE SCHEDULE K-1."  8 

           (Exhibits BPX-51, BPX-52 and BPX-53  9 

             identified.)  10 

           PRESIDING JUDGE:  Go ahead, Mr. Gooch.  11 

           MR. GOOCH:  Thank you, sir.  12 

           BY MR. GOOCH:  13 

     Q     Sir, please look at BPX-51.  See if this doesn't  14 

jog your memory that you and Mr. Hrdlicka did this for us in  15 

the North Line case, and we can cut to the chase if you can  16 

refresh yourself on this which picks up the data that's  17 

reflected in BPX-52 and 53.  18 

     A     Okay.  I'm sorry.  I don't recall this schedule.  19 

     Q     Let me ask you the simple questions anyway.  If  20 

we work them, as the judge says, anybody can work through  21 

the numbers and do the math.  You get down to the bottom of  22 

page 51, you see there is a breakout of total gain on sale,  23 

and it has then broken down potential capital gain and  24 

potential ordinary gain.  25 
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           Are you now able to tell me whether KMEP  1 

provides the 743 potential ordinary gain information to  2 

unitholders when they sell their units?  3 

     A     No.  4 

     Q     Let's look at 45 again, BPX-45.  Let's see if we  5 

can back into this 743 depreciation and get an order of  6 

magnitude anyway.  We see on 45 that the KMEP taxable  7 

income is roughly 205 million and the general partner over  8 

316 million.  9 

           Isn't it true, as night follows the day,  10 

Mr. Bullock, that the excess over the 205 million taken by  11 

the general partner has to be deducted from the limited  12 

partners, convert the overages from the general partners to  13 

losses to the limited partners?  14 

     A     Yes.  15 

     Q     Isn't it, then, a simple matter of seeing, after  16 

you've accounted for those two numbers, how much more  17 

deduction was given, how much more losses of income were  18 

given and you have the amount of the 743 plus the little  19 

bit that you have?  Wouldn't that follow night to day?  20 

     A     I don't understand.  21 

     Q     Let's start over, please.  Please look at  22 

SFO-55C, page 18 of 54.  23 

     A     Okay.  24 

     Q     I trust you will agree that this document  25 
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purports to explain why the taxable income for KMEP, when  1 

you net the positives and negatives, don't come out even?  2 

That's my technical talk.  Would you like me to try again,  3 

sir.  4 

     A     No.  I'm just reading the document.  5 

     Q     Okay.  Sorry.  6 

     A     The explanation provided is really there's two  7 

components as to why those amounts do not agree.  One is  8 

attributable to 743(b) depreciation.  The other is 9 

attributable to the fact that the records for the public  10 

partners are incomplete.  11 

     Q     Let's look back at 6 of 54.  Analysis of net  12 

income.  Does the nominee problem that you referred to on  13 

page 18 of 54 cover in this line 2, 6 nominee/other?  14 

     A     Part of it could be in that number.  15 

     Q     Is part in other numbers?  16 

     A     Yes.  17 

     Q     So you're telling me you really just don't know  18 

the magnitude of the 743(b) depreciation sheltering the  19 

taxable income?  20 

     A     I believe that's right.  21 

     Q     I need your help in understanding something  22 

else.  I would appreciate it very much --  23 

           PRESIDING JUDGE:  You're going to get his help  24 

after the break.  We'll take our morning recess.  25 
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           (Recess.)  1 

           PRESIDING JUDGE:  Mr. Gooch, you may continue.  2 

           MR. GOOCH:  Thank you, your Honor.  3 

           BY MR. GOOCH:  4 

     Q     Mr. Bullock, will you please help me understand  5 

something.  In Exhibit SFO-55A, the same being "Form 1065  6 

U.S. Return of Partnership Income 2003 SFPP, L.P."  Can you  7 

recognize the signature of the man on the first page?  8 

     A     Yes, I do.  9 

     Q     Is he known to you personally?  10 

     A     Yes, that's my signature.  11 

     Q     Would you believe anything he said?  12 

           PRESIDING JUDGE:  Come on, Mr. Gooch.  I can  13 

make jokes, but you can't.  That's the way things work.  14 

           MR. GOOCH:  I'm sorry.  15 

           BY MR. GOOCH:  16 

     Q     Please look at page 6 of 25.  "Schedule M-1,  17 

Reconciliation of Income (Loss) per Books With Income  18 

(Loss) Per Return," and I ask you whether line 9 on  19 

schedule M-1 reflects the claimed taxable income of SFPP,  20 

L.P. that would be flowed forward to partners?  21 

     A     Yes.  22 

     Q     Please point out to me what number I should look  23 

at as the net income per books, and I'll ask you -- I have  24 

been looking at line 1.  Is that the right place to look?  25 
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     A     Yes, that's the right line, schedule M-1, line  1 

1.  2 

     Q     Line 7, I can't read the little symbol, but it  3 

says "SEE STATEMENT 5."  So let me ask you to turn to that  4 

schedule, which I find on 15 of 25.  5 

     A     I have it.  6 

     Q     Sir, I want you to help me understand some  7 

things now.  I do understand you've gone from book to  8 

taxable income.  It's some of these deductions that I want  9 

to talk to you about.  How do you deduct $27,822,126 in  10 

reserve expenses?  11 

     A     I don't recall for sure, but one way that  12 

happens is if we have a reserve on the books and a 13 

deduction was taken for book purposes in a period, but that  14 

deduction was not taken in the same period for tax purposes  15 

until those amounts were actually paid, then you would take  16 

the deduction for tax return purposes in the period in  17 

which they were paid even though that same deduction may  18 

have been taken for book purposes in a prior period.  19 

     Q     Let's look at the next one down, "FERC  20 

LITIGATION RESERVE," $45 million.  That refers to the  21 

litigation on these cases we're involved now?  22 

     A     I don't know.  23 

     Q     Let me ask you this:  That number sticks in my  24 

mind as the amount -- let me start over again, please.  25 
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Withdraw the question.  1 

           I'm confused by the word "reserve."  I can't  2 

tell if that means it's been paid or has not been paid or  3 

if it doesn't mean either one.  Which is it?  4 

     A     Well, I can tell you this for sure.  If it's  5 

never paid, then it can't be a deduction, so at some point  6 

in time it has to be paid to be a legitimate deduction.  7 

     Q     The correct way to read this is you deducted $45  8 

million for FERC litigation expenses.  Is that the way to  9 

read that?  10 

     A     Yes.  11 

     Q     Is that the same $45 million that has been put  12 

in our rates for us to pay?  13 

     A     I don't know.  14 

           MR. GOOCH:  Thank you, Mr. Bullock.  I  15 

appreciate it.  16 

           THE WITNESS:  You're welcome.  17 

           PRESIDING JUDGE:  Are you done?  18 

           MR. GOOCH:  Yes, sir.  19 

                    CROSS-EXAMINATION  20 

           BY MR. JAUSS:  21 

     Q     Good morning, Mr. Bullock.  My name is Fred  22 

Jauss.  I'm with the law firm of Dorsey & Whitney, and I'm  23 

here on behalf of ConocoPhillips in this case.  24 

           We learned yesterday that you have a lot of job  25 

26 
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                        BEFORE THE  1 

           FEDERAL ENERGY REGULATORY COMMISSION  2 

- - - - - - - - - - - - - - - - - -x  3 

IN THE MATTER OF:                  :  Docket Number  4 

CHEVRON PRODUCTS COMPANY,          :  OR03-5-001  5 

BP WEST COAST PRODUCTS LLC,        :  6 

EXXONMOBIL OIL CORPORATION, AND    :  7 

CONOCOPHILLIPS COMPANY             :  8 

          v.                       :  9 

SFPP, L.P.                         :  10 

- - - - - - - - - - - - - - - - - -x  11 

  12 

                           Hearing Room 5  13 

                           Federal Energy Regulatory  14 

                            Commission  15 

                           888 First Street, NE  16 

                           Washington, DC  17 

  18 

                           Tuesday, April 29, 2008 19 

  20 

    The above-entitled matter came on for hearing, pursuant  21 

to notice, at 10:49 a.m.  22 

  23 

BEFORE:   HONORABLE EDWARD M. SILVERSTEIN  24 

          ADMINISTRATIVE LAW JUDGE  25 

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



261

  1 

    On behalf of SFPP, L.P.:  2 

          RANDY P. PARKER, ESQ.  3 

          Kinder Morgan  4 

          One Allen Center  5 

          500 Dallas Street, Suite 1000  6 

          Houston, Texas 77002  7 

          713-369-8815; FAX: 713-495-2705  8 

          E-MAIL: randy_parker@kindermorgan.com  9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 
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           PRESIDING JUDGE:  Go ahead.  1 

                    CROSS-EXAMINATION  2 

           BY MS. BOUDREAUX:  3 

     Q     Good morning, Ms. Jennings.  I'm Michelle  4 

Boudreaux, appearing on behalf of SFPP.  5 

           PRESIDING JUDGE:  If you don't speak loud  6 

enough, I'm throwing you in the back of the room with  7 

Lefler.  8 

           MS. BOUDREAUX:  I will try to speak louder, your  9 

Honor.  10 

           BY MS. BOUDREAUX:  11 

     Q     I would like to ask you some questions about  12 

your prepared direct testimony beginning on page 13 of 16  13 

pages.  I note you have two different sets of page numbers  14 

on your direct testimony.  So when I give you a page  15 

number, I'm going to refer to the page numbers on the top.  16 

Just let me know when you're ready.  17 

     A     I'm ready.  18 

     Q     In reviewing your testimony at pages 13 through  19 

15, I'm having a little bit of trouble understanding  20 

what "goodwill" is.  21 

           PRESIDING JUDGE:  Let me do something for the  22 

record, because we don't want to confuse any reviewing body  23 

if you people don't settle, smartly settle, who may get  24 

confused.  For some silly reason, Ms. Jennings's testimony  25 
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has page numbers at the bottom, and pursuant to my 1 

instructions, which is the only correct way to do it, she  2 

has page numbers also in the top right-hand corner that go  3 

page X of X pages, which is what my instructions require.  4 

So that when you are directing her, or anybody is directing  5 

her to the pages, you are, of course, referring to the page  6 

numbers that I require, not the ones that were erroneously  7 

placed at the bottom of the page.  Is that correct?  8 

           MS. BOUDREAUX:  That's correct.  9 

           PRESIDING JUDGE:  So that if some reviewer has  10 

to understand where we are looking at the exhibit, they'll  11 

understand that.  12 

           BY MS. BOUDREAUX:  13 

     Q     Back to page 13 of 16, I'm having a little bit  14 

of difficulty understanding actually what "goodwill" is.  15 

Would you understand that to be a loosely defined term?  16 

     A     In the accounting literature, it is not a  17 

loosely defined term.  18 

     Q     So would you say, then, here on line 20 of page  19 

13, when you say you generally expect goodwill to be the  20 

premium paid by new purchasers of businesses, is it  21 

something else as well?  22 

     A     Generally, it is the premium paid by a  23 

purchaser, correct.  24 

     Q     What about not generally?  25 
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     A     I cannot think of an instance where it would not  1 

be a premium.  2 

     Q     Do you think that goodwill has future economic  3 

benefits?  4 

     A     No, I do not.  5 

           MS. BOUDREAUX:  I'd like to have a document  6 

marked, your Honor, entitled "FACTSaboutFASB," which is  7 

from the Web site for the Financial Accounting Standards  8 

Board.  9 

           May I approach the bench, your Honor?  10 

           PRESIDING JUDGE:  Yes.  11 

           MS. BOUDREAUX:  I'm handing two copies to the  12 

court reporter.  It's already marked with the exhibit  13 

number.  14 

           PRESIDING JUDGE:  All right, Ms. Boudreaux --  15 

           MR. GOOCH:  Excuse me.  Do you think we could  16 

have copies?  17 

           MS. BOUDREAUX:  Ms. Halverson is distributing.  18 

           PRESIDING JUDGE:  All right.  I need one copy,  19 

and then that's for my clerk.  Ms. Boudreaux has handed me  20 

a three-page document.  On the first page, it's  21 

titled "FACTSaboutFASB 2007."  22 

           This document is marked for identification as  23 

Exhibit Number SFO-93.  24 

           (Exhibit SFO-93 identified.)  25 
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           MS. BOUDREAUX:  Your Honor, may I approach the  1 

witness?  2 

           PRESIDING JUDGE:  Yes.  3 

           BY MS. BOUDREAUX:  4 

     Q     This is an excerpt from the facts about FSAB  5 

from the Web site of the Financial Accounting Standards  6 

Board.  I've just handed that to you.  Let me know when  7 

you're ready.  I'm going to ask you a couple of questions  8 

about this exhibit.  9 

     A     So should I read this whole thing?  10 

     Q     That's up to you.  11 

           PRESIDING JUDGE:  While the witness is reading  12 

that, let me rant again.  This time, my rant is about the  13 

stupid -- I use that term politely -- stupid numbering  14 

system of the SFO exhibits.  Who in God's name ever ever  15 

conceived of numbering exhibits 92A, 92B, whatever your  16 

numbers are?  Stupid, stupid, stupid.  Whoever did it ought  17 

to be fired.  Okay?  18 

           And I'm not overstating.  It's just idiotic.  19 

Don't ever let it happen again.  Jeepers.  And then you  20 

have tabs in the middle of other exhibits A and B.  Dumb,  21 

dumb, dumb, dumb.  I know it wasn't Mr. Ganz, because he's  22 

too smart.  So it must have been one of your other people.  23 

Dumb.  All right.  24 

           Are you ready, Ms. Jennings?  25 
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           THE WITNESS:  I scanned it.  1 

           PRESIDING JUDGE:  Good.  That should be enough.  2 

           BY MS. BOUDREAUX:  3 

     Q     Ms. Jennings, are you familiar with the 4 

Financial Accounting Standards Board?  5 

     A     I am.  6 

     Q     And I'd like to direct your attention to the  7 

first paragraph beginning with the two words "Since 1973."  8 

Do you agree with this statement from this paragraph that  9 

the standards of the Financial Accounting Standards Board  10 

are recognized as authoritative by the Securities and  11 

Exchange Commission and the American Institute of Certified  12 

Public Accountants?  13 

     A     I do.  14 

     Q     Is it your view that the standards promulgated  15 

by the Financial Accounting Standards Board are generally  16 

accepted accounting principles?  17 

     A     Yes.  18 

     Q     Let's turn to your testimony, BPX-1, page 14 of  19 

16, lines 12 through 13.  20 

     A     Okay.  I'm ready.  21 

     Q     So when a bank or another some sort of lending  22 

institution asks you to conduct a study based on intangible  23 

assets alone, is that study consistent with generally  24 

accepted accounting principles?  25 

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



271

     A     When a bank asks me to do a study?  1 

     Q     Yes.  I think that's what you've said here, that  2 

sometimes a bank asks you to do a study.  And when you do  3 

that study, is it consistent with generally accepted  4 

accounting principles?  5 

     A     In the context of tangible net worth, it would  6 

be basically under the terms of the debt agreement is  7 

generally the definition of tangible net worth.  8 

     Q     So is that study consistent with generally  9 

accepted accounting principles?  10 

     A     There are consistencies, yes.  11 

     Q     Is it entirely consistent with generally  12 

accepted accounting principles?  13 

     A     The tangible net worth calculation generally is  14 

in accordance with generally accepted accounting  15 

principles, but there may be differences, and those would  16 

be identified generally in the debt document.  17 

     Q     So is goodwill in -- is goodwill addressed in  18 

these studies that you conduct for banking or lending  19 

institutions?  20 

     A     Generally, goodwill is identified as a part of  21 

the definition of "tangible net worth."  22 

     Q     And when you do these studies, is the treatment  23 

of goodwill in these studies consistent with generally  24 

accepted accounting principles?  25 
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     A     The treatment is under the definition of  1 

tangible net worth.  That's a bank definition generally,  2 

but it will start from a financial statement and list items  3 

to be added or subtracted to the net worth in the financial  4 

statement to arrive at the tangible net worth as defined by  5 

the bank.  6 

           MS. BOUDREAUX:  I'd like to have another  7 

document marked.  This is Financial Accounting Standards  8 

Board Standard 141.  I'm handing two copies to the court  9 

reporter.  They've already been marked with the exhibit  10 

number.  Your Honor, may I approach?   We're also  11 

distributing copies to counsel for BP and ExxonMobil.  12 

           Your Honor, may I approach the witness? 13 

           PRESIDING JUDGE:  No, not yet.  I have magic  14 

words, I must say.  15 

           MS. BOUDREAUX:  Okay.  16 

           PRESIDING JUDGE:  Counsel has handed me a  17 

10-page document.  On the first page, it's indicated to be  18 

document number 299-A, issued December 2007, part of the  19 

financial accounting series, and it is titled "Statement of  20 

Financial Accounting Standards No. 141.  (Revised 2007.)"  21 

           This document is marked for identification as  22 

Exhibit SFO-94.  23 

           (Exhibit SFO-94 identified.)  24 

           PRESIDING JUDGE:  All right.  Go ahead, 25 

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



273

Ms. Boudreaux.  1 

           BY MS. BOUDREAUX:  2 

     Q     I will note that this is a lengthy document and  3 

is an excerpt downloaded from the Web site of the Financial  4 

Accounting Standards Board.  5 

           I'm going to ask you a couple of questions about  6 

this document.  Let me know when you're ready.  7 

           MS. MYERS:  Does counsel want the witness to  8 

review the entire document, or might counsel direct the  9 

witness?  10 

           MS. BOUDREAUX:  I'd be happy to.  Why don't you  11 

turn to what's labeled page 8 of 10, under the section "KEY  12 

TERMS," number 3, part J, the definition of "Goodwill."  13 

           BY MS. BOUDREAUX:  14 

     Q     Are you ready?  15 

     A     I'm ready.  16 

     Q     You said earlier that you do not believe that  17 

goodwill has any future economic benefit.  Does that mean  18 

that you disagree with the Financial Accounting Standards  19 

Board definition of "goodwill"?  20 

     A     No.  I disagree with your question as it was  21 

stated.  22 

     Q     So you do agree, then, that goodwill is an asset  23 

that represents future economic benefits; correct? 24 

     A     I do agree that it represents future economic  25 
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benefits.  1 

     Q     So because goodwill is an asset that represents  2 

future economic benefits, doesn't that explain why people  3 

put much reliance on goodwill as an asset?  4 

     A     Speculation, yes, but that's speculation.  5 

           MS. BOUDREAUX:  I'd like to have another  6 

document marked, your Honor.  7 

           PRESIDING JUDGE:  Okay.  8 

           MS. BOUDREAUX:  This is an excerpt from a  9 

dictionary for accountants.  I'm handing one copy to the  10 

Judge, two copies to the court reporter, and we're 11 

distributing copies to counsel.  12 

           PRESIDING JUDGE:  Counsel has handed me a  13 

four-page document.  On the first page, it is indicated to  14 

be "A DICTIONARY FOR ACCOUNTANTS," "FIFTH EDITION."  The  15 

author is Erik L. Kohler, K-o-h-l-e-r.  And as counsel  16 

indicated, it appears to be an excerpt from that book.  17 

           Ms. Boudreaux, would you happen to know the  18 

publication date?  19 

           MS. BOUDREAUX:  I have a copy.  I believe it's  20 

1975.  21 

           PRESIDING JUDGE:  Okay.  Thank you.  22 

           (Exhibit SFO-95 identified.)  23 

           PRESIDING JUDGE:  Is there some particular place  24 

you would like to direct the witness?  25 
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           MS. BOUDREAUX:  May I approach the witness, your  1 

Honor?  2 

           PRESIDING JUDGE:  Sure.  3 

           BY MS. BOUDREAUX:  4 

     Q     Here's a copy of the excerpt from "A DICTIONARY  5 

FOR ACCOUNTANTS."  I direct your attention to the  6 

definition of "journal entry" on page 2 and 3 of 4.  7 

           Are you ready?  8 

     A     I'm ready.  9 

     Q     If you would, please turn to your prepared  10 

direct testimony, BPX-1, page 14, line 17.  I'm going to be  11 

asking you about that point in your testimony through page  12 

15, line 8.  13 

     A     All right.  I'm ready.  14 

     Q     In your hypothetical, the purchaser pays $1,000  15 

for a company; is that right?  16 

     A     Okay.  I'm sorry.  You're on the second page,  17 

the second example.  Yes, the purchaser paid $1,000.  18 

     Q     And the market value of the target company's  19 

assets, according to your testimony, was $800; correct?  20 

     A     The book assets, $800, yes.  21 

     Q     So here, just looking at your testimony, page  22 

14, line 20, it says "the asset's market value is $800."  23 

     A     That's correct.  24 

           MS. BOUDREAUX:  I'd like to have another  25 
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document marked.  I'm handing two copies to the court  1 

reporter, one copy to the judge.  This is a document  2 

entitled "Jennings Purchase Example:  Journal Entry."  3 

           PRESIDING JUDGE:  Counsel has handed me a  4 

one-page document, which, as she indicated, is  5 

titled "Jennings Purchase Example:  Journal Entry."  6 

           The document is marked for identification as  7 

Exhibit SFO-96.  8 

           (Exhibit SFO-96 identified.)  9 

           MS. BOUDREAUX:  Your Honor, may I approach the  10 

witness?  11 

           PRESIDING JUDGE:  Yes.  You don't really need to  12 

ask me for permission to approach the witness.  My advice  13 

would be that you hand the witness a copy of the exhibit  14 

before you give it to me so that she has an opportunity,  15 

without wasting any court time, of looking at it.  16 

           MS. BOUDREAUX:  I will definitely do that, your  17 

Honor.  18 

           BY MS. BOUDREAUX:  19 

     Q     Just let me know when you're ready.  20 

     A     I'm ready.  21 

     Q     Based on the facts in your hypothetical in your  22 

direct testimony, wouldn't you agree that fixed assets  23 

would be debited $800?  24 

     A     Yes.  25 
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     Q     Would you also agree that goodwill would be  1 

debited $200?  2 

     A     Yes.  3 

     Q     And you would also agree that there would be a  4 

$1,000 credit to cash; correct?  5 

     A     I do not agree to that.  I'm sorry, the 6 

purchaser, yes, on the purchaser's books, that's right.  7 

     Q     So you do agree?  8 

     A     I do.  9 

     Q     Thank you.  You characterized your hypothetical  10 

as simplistic in your testimony; correct?  11 

     A     I did.  12 

     Q     And so I would like to go ahead and add some  13 

additional assumptions.  Could you, please, assume for me  14 

that the cash balance is $10,000 before the purchase.  15 

Okay?  16 

     A     Okay.  17 

     Q     And also assume that the fixed asset balance was  18 

$20,000 before the purchase.  Okay?  19 

     A     Okay.  20 

     Q     And assume that the prepurchase goodwill balance  21 

is zero.  Okay?  22 

     A     Can you say that again?  23 

     Q     You know what?  I'm going to go ahead and have  24 

another document marked.  Then you can tell me if that  25 
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helps you.  Do you want me to go ahead and repeat it first,  1 

though?  2 

     A     If you don't mind.  3 

     Q     No, I would be happy to.  The cash balance is  4 

$10,000 before the purchase.  The fixed asset balance is  5 

$20,000 before the purchase, and the prepurchase goodwill  6 

balance is zero.  7 

           MS. BOUDREAUX:  So I'd like to have another  8 

document marked.  I'm handing one copy to Ms. Jennings, two  9 

copies to the court reporter, one copy to the Judge, and  10 

we're also distributing copies to counsel.  11 

           PRESIDING JUDGE:  Counsel has handed me a  12 

one-page document captioned "Jennings Purchase Example:  13 

Asset Account Balances."  14 

           This document is marked for identification as  15 

Exhibit SFO-97.  16 

           (Exhibit SFO-97 identified.)  17 

           THE WITNESS:  I have a correction to the first  18 

illustration.  19 

           PRESIDING JUDGE:  Why don't you just wait.  20 

           MS. BOUDREAUX:  So I understand, your Honor,  21 

that we're almost at break time.  22 

           PRESIDING JUDGE:  We're beyond break time.  Why  23 

don't we let her make the correction she asked, and then  24 

we'll take our break.  25 
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           Go ahead.  1 

           THE WITNESS:  On the first example, this would  2 

assume that the parent and the subsidiary were not keeping  3 

separate sets of books.  And so this entry would have been  4 

booked on the parent company's books, assuming that the  5 

subsidiary company was not keeping its own set of books.  6 

           If the parent company was keeping a set of books  7 

separately from the subsidiary company, the debit to fixed  8 

assets and goodwill would have been combined, and that  9 

entry would have been investment in subsidiary.  10 

           BY MS. BOUDREAUX:  11 

     Q     But in --  12 

           PRESIDING JUDGE:  She's answered it.  Think  13 

about it.  And you can ask questions.  We'll break for 15  14 

minutes.  So we'll be back at 11:35.  15 

           (Recess.)  16 

           PRESIDING JUDGE:  On the record.  17 

           Go ahead, Ms. Boudreaux.  18 

           BY MS. BOUDREAUX:  19 

     Q     You indicated you had some additional  20 

information to your response for the journal entry;  21 

correct?  22 

     A     SFO-96?  23 

     Q     That's correct.  24 

     A     Yes.  25 
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     Q     And you indicated that, perhaps, your answer  1 

would change in the event that this were a parent and 2 

subsidiary; correct?  3 

     A     That's correct.  4 

     Q     There is no parent or subsidiary relationship in  5 

your hypothetical, is there?  6 

     A     Actually, there was, because almost every  7 

purchase accounting transaction I looked at, there's a  8 

parent company set of books and a subsidiary set of books.  9 

     Q     I'm talking about your testimony at page 14,  10 

line 17 through 18, where it says "one entity buys the  11 

other entity."  12 

     A     Yes.  13 

     Q     So a parent is purchasing a subsidiary in your  14 

example?  15 

     A     When a company buys another company, then there  16 

are two entities involved, and oftentimes, more often than  17 

not, there's a parent/subsidiary relationship that exists  18 

after the transaction is consummated.  19 

     Q     But that's not here in your hypothetical;  20 

correct?  21 

     A     I don't believe that the relationship  22 

postacquisition was stated in the hypothetical.  23 

     Q     So you mentioned that goodwill wouldn't show up  24 

under --  25 
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           PRESIDING JUDGE:  Wait a minute.  You're leaving  1 

things hanging.  I can't stand things hanging.  2 

           Before we took our break, you said that you had  3 

a correction to make in Exhibit Number SFO-96; right?  4 

           THE WITNESS:  That's correct.  5 

           PRESIDING JUDGE:  And on the record you stated  6 

what you said was a correction?  7 

           THE WITNESS:  That's correct.  8 

           PRESIDING JUDGE:  All right.  Now, in the  9 

answers that you gave to Ms. Boudreaux after we returned  10 

from the break, were you intending to say that your  11 

explanation from before the break was different than what  12 

you're saying now?  13 

           THE WITNESS:  No.  14 

           PRESIDING JUDGE:  Okay.  You better straighten  15 

this out, because I'm confused.  16 

           BY MS. BOUDREAUX:  17 

     Q     So this remains the correct journal entry,  18 

correct, under these facts?  19 

     A     Yes.  20 

     Q     So you would still have 800 debit to fixed  21 

assets, $200 debit to goodwill, and $1,000 credit to cash;  22 

correct?  23 

     A     The debit would be to investment in subsidiary  24 

for $1,000.  That would be the entry on the parent 25 
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company's books.  1 

     Q     So tell me, if that's it is case, how are you  2 

addressing goodwill in your testimony if it wouldn't  3 

appear?  4 

     A     It would appear on the subsidiary company's  5 

books.  And when the parent and the subsidiary consolidate,  6 

which they're required to do under the control rules, then  7 

the investment account would be removed, and the assets of  8 

the subsidiary would appear onto the consolidated set of  9 

books.  10 

     Q     But there is nothing in your testimony, is  11 

there, that indicates that this is a parent/subsidiary  12 

relationship; correct?  13 

     A     No, there is not.  14 

     Q     So if this were not a parent/subsidiary 15 

relationship, the journal entry here on SFO-96 would be  16 

correct; right?  17 

     A     Yes.  18 

     Q     Let's turn to the exhibit which I just handed  19 

you, which is SFO-97.  20 

     A     I'm ready.  21 

     Q     Okay.  After the transaction, it's correct,  22 

isn't it, that the ending balance for cash would be $9,000?  23 

     A     Correct.  24 

     Q     And the ending balance for fixed assets would be  25 
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$20,800; correct?  1 

     A     Correct.  2 

     Q     And the ending balance for goodwill would be  3 

$200; right?  4 

     A     That's correct.  5 

     Q     And before the transaction, the beginning asset  6 

balance is $30,000, isn't it?  7 

     A     Assuming that these are the only three assets,  8 

the answer would be yes.  9 

     Q     So you have $10,000 for cash, $20,000 for fixed  10 

assets, zero for goodwill, making a beginning balance of  11 

$30,000; right?  12 

     A     That's correct.  13 

     Q     And then after the transaction, you've got 9,000  14 

for cash; right?  15 

     A     Correct.  16 

     Q     $20,800 for fixed assets, $200 for goodwill,  17 

with an ending balance of $30,000?  18 

     A     That's correct.  19 

     Q     Let's just make some -- a couple of additional  20 

assumptions to your hypothetical.  Assume with me, please,  21 

that before the transaction, the beginning long-term debt  22 

balance is $15,000.  Okay?  23 

     A     That's fine.  24 

     Q     And assume also that the beginning owner's  25 
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equity balance is also $15,000.  Given these assumptions  1 

and the other facts in this hypothetical we've been talking  2 

about, isn't it correct that after the transaction, the  3 

long-term debt balance would still be $15,000?  4 

     A     Yes, on the parent company's books.  5 

     Q     And -- the purchaser?  6 

     A     The purchaser, yes.  7 

     Q     And it's also correct that the owner's equity  8 

balance would still be $15,000; correct?  9 

     A     That's correct.  10 

           MS. BOUDREAUX:  Your Honor, I'd like to have  11 

another document marked.  I'm handing one copy of the  12 

document that's entitled "Jennings Purchase Example:  Debt  13 

and Equity Account Balances" to the witness.  I'm handing  14 

one to the Judge and two copies to the court reporter, and  15 

we're distributing copies to counsel.  16 

           PRESIDING JUDGE:  Counsel has handed me a  17 

one-page document captioned "Jennings Purchase Example:  18 

Debt and Equity Account Balances."  19 

           The document is marked for identification as  20 

Exhibit SFO-98.  21 

           (Exhibit SFO-98 identified.)  22 

           BY MS. BOUDREAUX:  23 

     Q     Are you ready?  24 

     A     I'm ready.  25 
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     Q     This document reflects what we just talked  1 

about; correct?  2 

     A     That's correct.  3 

     Q     That the beginning balance for long-term debt is  4 

15,000, that the beginning balance for owner's equity is  5 

15,000, and that the 15,000 debt and 15,000 owner's equity  6 

remains after the transaction?  7 

     A     That's correct.  8 

     Q     So the $30,000 balance for liabilities and  9 

equity equals the $30,000 asset balance; correct?  10 

     A     That's correct.  11 

           MS. BOUDREAUX:  That's all I have, your Honor.  12 

           PRESIDING JUDGE:  Okay.  Any other  13 

cross-examination?  14 

           MR. BENNETT:  Your Honor, just briefly, if  15 

there's no other.  16 

           PRESIDING JUDGE:  Apparently not.  17 

                    CROSS-EXAMINATION  18 

           BY MR. BENNETT:  19 

     Q     Good morning, Ms. Jennings.  My name is William  20 

W. Bennett, and I will be examining you briefly on behalf  21 

of the Staff of the Federal Energy Regulatory Commission.  22 

           Could you turn to page 6 of your direct 23 

testimony, BPX-1?  24 

     A     I'm ready.  25 
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     Q     If you would look, please, at line 14.  1 

     A     I'm ready.  2 

     Q     There, you indicate you're about to answer some  3 

questions from the standpoint of an investor; correct?  4 

     A     That's correct.  5 

     Q     Have you ever done any empirical studies that  6 

ascertain what the role of cash distributions from master  7 

limited partnerships is in investors' decisions to acquire  8 

publicly traded partnership units in those master limited  9 

partnerships?  10 

     A     No, I have not.  11 

     Q     Have you ever done any empirical studies that  12 

ascertain what role allocated taxable income plays in  13 

investors' decisions to acquire publicly traded partnership  14 

units in master limited partnerships?  15 

     A     No, I have not.  16 

     Q     What experience, if any, have you had advising  17 

members of the public or institutional investors in how to  18 

make investments in master limited partnerships?  19 

     A     I have not had any experience with master  20 

limited partnerships.  21 

     Q     Would you turn to page 4 of your direct 22 

testimony and look, please, at lines 7 through 10. 23 

     A     Okay.  I'm ready.  24 

           PRESIDING JUDGE:  You said page 4?  25 
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           MR. BENNETT:  I did, your Honor, and I withdraw  1 

that question.  2 

           Indulge me, please, your Honor.  3 

           PRESIDING JUDGE:  Mr. Bennett, I told Ms. Myers  4 

counsel must be prepared.  You don't get an excuse.  5 

           MR. BENNETT:  Yes, your Honor.  That's true.  6 

           PRESIDING JUDGE:  You have about 30 seconds.  7 

           MR. BENNETT:  No further questions, your Honor.  8 

           PRESIDING JUDGE:  All right.  Ms. Myers,  9 

redirect?  10 

           MS. MYERS:  No redirect, your Honor.  11 

           PRESIDING JUDGE:  Unfortunately for you,  12 

Ms. Jennings, I have a few questions.  13 

           Turn to page 6 of 16, at line 19.  You use the  14 

term "capital account."  I'd like you to define that term.  15 

           THE WITNESS:  A "capital account" is generally  16 

an equity account that's -- that serves as a memo account  17 

for the investors.  18 

           PRESIDING JUDGE:  What does that mean?  19 

           THE WITNESS:  Well, in accounting terms, assets  20 

equal liabilities plus owner's equity.  So the capital  21 

accounts are the owner's equity account and generally a  22 

pass-through entity like a limited partnership and S  23 

corporation.  24 

           PRESIDING JUDGE:  Turn to the next page, page 7,  25 
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line 6.  You refer to a numerator, and at line 18, you  1 

again refer to a numerator.  Can you tell us what that  2 

numerator is?  3 

           THE WITNESS:  The numerator is the distribution.  4 

           PRESIDING JUDGE:  Yeah.  I want a number.  You  5 

say "because of the numerator of the equation, the dividend  6 

is zero."  I want to know what the number is that causes  7 

the dividend to be zero.  8 

           THE WITNESS:  Because a distribution is not the  9 

same as a dividend --  10 

           PRESIDING JUDGE:  You're not answering my  11 

question.  What is the numerator?  I want a number.  12 

           THE WITNESS:  The numerator is zero.  13 

           PRESIDING JUDGE:  Okay.  It couldn't be any  14 

other number, could it?  15 

           THE WITNESS:  No.  16 

           PRESIDING JUDGE:  What was your problem in  17 

trying to tell me that?  You were being evasive.  18 

           THE WITNESS:  No, no.  I was just reminding  19 

myself of the testimony.  20 

           PRESIDING JUDGE:  It was your testimony?  21 

           THE WITNESS:  It was.  22 

           PRESIDING JUDGE:  And you wrote these answers?  23 

           THE WITNESS:  I did.  24 

           PRESIDING JUDGE:  So you knew it was zero?  25 
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           THE WITNESS:  I did.  1 

           PRESIDING JUDGE:  You just forgot?  2 

           THE WITNESS:  Honestly, I was reading back  3 

through to remind myself as to the hypothetical.  4 

           PRESIDING JUDGE:  Okay.  5 

           THE WITNESS:  There's simply no other reason.  6 

           PRESIDING JUDGE:  But in any equation, when the  7 

numerator is zero, the answer has to be zero.  8 

           THE WITNESS:  That's correct.  9 

           PRESIDING JUDGE:  See, and everybody thought  10 

that I forgot my 7th grade algebra because I'm 1050 years  11 

old.  The only one older than me in this courtroom is  12 

Mr. Bennett, because he's the only one that went to law  13 

school at a time when people really learned Latin names and  14 

numbers and stuff like that.  15 

           All right.  Let's go to page 9.  I want you to  16 

look at your answers that begin at -- the answer begins at  17 

line 3 and ends at line 6.  Tell me when you've finished  18 

reading that.  19 

           THE WITNESS:  I'm ready.  20 

           PRESIDING JUDGE:  Then turn to page 13.  Look at  21 

the question and answer that begins at line 12 and goes  22 

through line 16.  23 

           THE WITNESS:  Okay.  24 

           PRESIDING JUDGE:  Is there any way to decipher  25 

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



290

income from a return of equity if more information is  1 

given?  2 

           THE WITNESS:  In the first scenario or the  3 

second scenario?  4 

           PRESIDING JUDGE:  Both.  5 

           THE WITNESS:  If there were more information, it  6 

would be possible to determine that, yes.  7 

           PRESIDING JUDGE:  What type of information would  8 

be needed?  9 

           THE WITNESS:  You would need to know what the  10 

original investment was, the income that was flowed through  11 

to the partner over the course of the investment, and the  12 

sales price of the investment.  13 

           PRESIDING JUDGE:  Where would we find this  14 

information?  15 

           THE WITNESS:  Generally, it would be on a  16 

partner's K-1, but you will need to look at the K-1 over  17 

the course of the holding of the investment.  18 

           PRESIDING JUDGE:  Looking at the K-1, is there  19 

any way to differentiate between income and return of  20 

capital or distribution other than income?  21 

           THE WITNESS:  I can't answer that question.  I  22 

don't prepare tax returns.  23 

           PRESIDING JUDGE:  All right.  Let's go to  24 

BPX-31, page 2 of 4, the sentence that begins at line 9 and  25 
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finishes the paragraph at line 15.  1 

           Are you ready?  2 

           THE WITNESS:  Okay, I'm ready.  3 

           PRESIDING JUDGE:  Suppose Mr. Vaughan,  4 

Mr. Money-Bags Vaughan, suppose Mr. Vaughan were to invest  5 

$100,000 in a partnership that was intended to create a  6 

product to replace gasoline.  7 

           THE WITNESS:  Okay.  8 

           PRESIDING JUDGE:  And suppose they were able to  9 

do that, and suppose in the first year that company made  10 

$50,000 profit, and suppose Mr. Vaughan left his $100,000  11 

in the partnership but received a proportional share of the  12 

$50,000 profit, all of which was distributed to the  13 

partners.  14 

           THE WITNESS:  Okay.  15 

           PRESIDING JUDGE:  Now, considering that he left  16 

his capital investment in place, didn't touch any of the  17 

$100,000 that he initially invested but just received a  18 

portion of the income of the corporation, the profit that  19 

the corporation made, why would that be a return of capital  20 

and not something that was the equivalent of a dividend?  21 

Put your hand down.  22 

           THE WITNESS:  The reason for that is when income  23 

gets allocated to owners, it gets allocated to their  24 

capital accounts, and from the capital accounts,  25 
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distributions are made.  So because of the nature of a  1 

flow-through entity, you lose that connection between the  2 

earnings and the distribution.  3 

           PRESIDING JUDGE:  So what --  4 

           THE WITNESS:  Similar to a checking account.  5 

When I withdraw money from my checking account, to me,  6 

because it's cash, I don't designate it as being an income  7 

withdrawal or just withdrawal of the original amount that I  8 

put in.  9 

           PRESIDING JUDGE:  But if you had $1,000 in a  10 

checking account that was drawing interest at the minuscule  11 

amount that banks pay interest on checking accounts, you  12 

would receive a statement at the end of the year that said  13 

you made X number of dollars of interest, which the IRS  14 

would treat as ordinary income.  15 

           So how is that analogous to what you just told  16 

us the income in a partnership is treated as?  17 

           THE WITNESS:  Because I would have earned that  18 

interest regardless of whether I had taken a distribution  19 

of that amount out of my account.  20 

           PRESIDING JUDGE:  But -- all right.  I was going  21 

along with you until you brought up the bank.  Then you  22 

kind of really threw me, because I don't believe that the  23 

interest in a bank or the treatment that a bank gives to  24 

money would be analogous to what you're saying.  25 
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           What you're saying insofar as a partnership is  1 

concerned, as I understand it, is that a partnership  2 

doesn't distribute profit directly to its partners; it  3 

places that profit in whatever pro rata shared is required  4 

by the partnership agreement into an account  5 

labeled "capital"?  6 

           THE WITNESS:  That's correct.  7 

           PRESIDING JUDGE:  Okay.  So in point of fact,  8 

what we are talking about, then, is really a manner of  9 

accounting rather than fact.  If it had been an individual  10 

ownership and the company made $50,000, it would go to the  11 

owner; right?  12 

           THE WITNESS:  Depending on the type of entity.  13 

           PRESIDING JUDGE:  No, just an individual  14 

ownership, Vaughan Enterprises.  Vaughan Enterprises made  15 

$50,000 last year selling faux gasoline, and Vaughan gets  16 

the 50,000; right?  17 

           THE WITNESS:  The company earned it.  So it's  18 

the company's earnings.  19 

           PRESIDING JUDGE:  Well, it's his company.  It's  20 

Vaughan d/b/a.  21 

           THE WITNESS:  Okay.  So the company and the  22 

individual are the same.  23 

           PRESIDING JUDGE:  Yes.  24 

           THE WITNESS:  Yes.  25 
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           PRESIDING JUDGE:  That's what I'm talking about.  1 

           THE WITNESS:  Yes.  2 

           PRESIDING JUDGE:  Now, if it was a corporation  3 

and the corporation earned $50,000 and Vaughan owned all  4 

the stock in the corporation and the corporation  5 

distributed all of its profit as dividend, Vaughan gets the  6 

$50,000 as dividend, which is also treated as ordinary  7 

income?  8 

           THE WITNESS:  Yes, he would get dividend income.  9 

           PRESIDING JUDGE:  So why should we look at a  10 

similar transaction involving a partnership any  11 

differently?  12 

           THE WITNESS:  Because in your analogy, you  13 

assumed that only the earnings were being distributed.  14 

           PRESIDING JUDGE:  Yes, that's my hypothetical.  15 

           THE WITNESS:  And in that hypothetical, the  16 

distribution would equal earnings.  17 

           PRESIDING JUDGE:  Yes.  18 

           THE WITNESS:  But in many, many cases --  19 

           PRESIDING JUDGE:  That's not what I'm asking  20 

you.  I'm dealing with my hypothetical.  21 

           THE WITNESS:  In your hypothetical, the 22 

distribution would equal the earnings.  23 

           PRESIDING JUDGE:  Right.  So why would it be a  24 

capital -- a distribution of capital rather than a 25 
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distribution similar to a dividend or similar to Vaughan  1 

d/b/a taking out the $50,000 as profit?  2 

           THE WITNESS:  Because the investor would be --  3 

that earnings would be attributable to the investor,  4 

regardless of whether or not the money had been distributed  5 

to the investor.  6 

           PRESIDING JUDGE:  Well, in Vaughan d/b/a, same  7 

thing; no?  8 

           THE WITNESS:  Vaughan d/b/a, the person and the  9 

company are the same.  10 

           PRESIDING JUDGE:  Yes.  11 

           THE WITNESS:  So with an LLC, the investors and  12 

the LLC are not the same entity.  13 

           PRESIDING JUDGE:  All right.  You haven't  14 

convinced me.  We will do a round of cross-examination  15 

based only on my questions.  You can't raise any new areas.  16 

You can only ask questions based on what I asked the  17 

witness.  18 

           Ms. Boudreaux?  19 

           MS. BOUDREAUX:  Your Honor, we don't have any  20 

further questions.  21 

           PRESIDING JUDGE:  Mr. Bennett?  22 

           MR. BENNETT:  No questions, your Honor. 23 

           PRESIDING JUDGE:  Ms. Myers?  24 

           MS. MYERS:  Just one moment, your Honor.  25 
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           No redirect, your Honor.  1 

           PRESIDING JUDGE:  All right.  Then all we need  2 

to do is deal with the exhibits, and theoretically, you're  3 

unscathed.  Right.  4 

           So Ms. Myers, we have BPX-1 through 4 and 31.  5 

           MS. MYERS:  Correct.  6 

           PRESIDING JUDGE:  Are you offering them at this  7 

point?  8 

           MS. MYERS:  Yes, please, your Honor.  9 

           PRESIDING JUDGE:  Objections?  Seeing none,  10 

Exhibits BPX-1 through 4 and BPX-31 are admitted.  11 

           (Exhibits BPX-1, BPX-2, BPX-3, BPX-4, and BPX-31  12 

received.)  13 

           PRESIDING JUDGE:  All right, Ms. Jennings.  You  14 

may leave the stand.  15 

           THE WITNESS:  Thank you.  16 

           PRESIDING JUDGE:  Thank you.  17 

           MS. BOUDREAUX:  My exhibits, your Honor?  18 

           PRESIDING JUDGE:  Oh, sorry.  Thank you,  19 

Ms. Boudreaux, for reminding me, because everybody knows  20 

I'm a senile old man, and the only one in the courtroom  21 

older than me is who?  Mr. Bennett.  22 

           SFO-93 through 98; is that right?  23 

           MS. BOUDREAUX:  That's right.  24 

           PRESIDING JUDGE:  Are you offering them into  25 

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



ATTACHMENT EEE 

Docket No. OR03-5-001 

Transcript Excerpt of Cross-Examination and Redirect of Christopher P. 

Sintetos 

Pgs 00313-00357 

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



307

                        BEFORE THE  1 

           FEDERAL ENERGY REGULATORY COMMISSION  2 

- - - - - - - - - - - - - - - - - -x  3 

IN THE MATTER OF:                  :  Docket Number  4 

CHEVRON PRODUCTS COMPANY,          :  OR03-5-001  5 

BP WEST COAST PRODUCTS LLC,        :  6 

EXXONMOBIL OIL CORPORATION, AND    :  7 

CONOCOPHILLIPS COMPANY             :  8 

          v.                       :  9 

SFPP, L.P.                         :  10 

- - - - - - - - - - - - - - - - - -x  11 

  12 

                           Hearing Room 5  13 

                           Federal Energy Regulatory  14 

                            Commission  15 

                           888 First Street, NE  16 

                           Washington, DC  17 

  18 

                           Wednesday, April 30, 2008  19 

  20 

    The above-entitled matter came on for hearing, pursuant  21 

to notice, at 10:03 a.m.  22 

  23 

BEFORE:   HONORABLE EDWARD M. SILVERSTEIN  24 

          ADMINISTRATIVE LAW JUDGE  25 
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  1 

    On behalf of BP West Coast Products/ExxonMobil Oil  2 

Company:  3 

          SHANNON M. BANAGA, ESQ.  4 

          Husch Blackwell Sanders LLP  5 

          750 17th Street NW, Suite 1000  6 

          Washington, DC 20006  7 

          202-378-2324; FAX: 202-378-2319  8 

          E-MAIL: shannon.banaga@huschblackwell.com  9 

  10 

  11 

  12 

  13 

  14 

  15 

  16 

  17 

  18 

  19 

  20 

  21 

  22 

  23 

  24 

  25 
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resumed the stand and, having been previously duly sworn,  1 

was examined and testified further as follows:  2 

                    CROSS-EXAMINATION  3 

           BY MS. HALVERSON:  4 

     Q     Good morning, Mr. Sintetos.  5 

     A     Good morning.  6 

     Q     Could you please refer to the document I just  7 

handed you, and could you please point out where on this  8 

document the 743B depreciation deduction appears?  9 

     A     I don't believe there was a reference on here,  10 

having reviewed this.  743 typically belongs to a partner.  11 

It's partner-specific.  So it would usually be identified  12 

on a partner's K-1 as opposed to in the body of the return.  13 

     Q     Okay.  And starting on page 22 of this return,  14 

there are the schedules K-1 for the partners?  15 

     A     Uh-huh.  16 

     Q     Could you, please, point out where on those  17 

schedules K-1 appears the 743B.  I have to change the page  18 

number, Mr. Sintetos.  I'm sorry.  Page 19 is where the  19 

schedule K-1 begins.  20 

     A     I don't see a reference to it.  21 

     Q     Okay.  Thank you.  22 

           MS. HALVERSON:  Your Honor, I'm now handing the  23 

witness the Form 1065 U.S. partnership return for 2004 for  24 

SFPP, L.P., and I've handed two copies to the court  25 
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reporter.  1 

           PRESIDING JUDGE:  And this document was 2 

previously marked as Exhibit SFO-57A.  3 

           MS. HALVERSON:  That's right, your Honor.  4 

           PRESIDING JUDGE:  All right.  This document is  5 

now marked for identification.  6 

           (Exhibit SFO-57A identified.)  7 

           BY MS. HALVERSON:  8 

     Q     Mr. Sintetos, I pose the same question to you  9 

regarding this return or schedules K-1, please.  10 

     A     Well, again, first of all, I'm not sure all the  11 

K-1s are included in here.  No, they are.  I do not see a  12 

reference to it in this return.  There's a reference to  13 

specially allocated depreciation, but that doesn't -- it  14 

isn't identified in 743B.  15 

     Q     And the reason you're not seeing it on these  16 

returns is because it's not a deduction of SFPP  17 

specifically, is it?  18 

     A     Oh, I don't know that.  Different accountants  19 

account for it different ways.  I have seen it on the K-1,  20 

which is the way I would prepare a return.  I have also  21 

seen it embodied within the depreciation schedules, which  22 

are not included in here at all, that are flowed through  23 

specifically so each partner does not see it separately.  24 

So it could be in here; you just can't see the numbers.  25 
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Once you make a 754 election, it's binding until it's  1 

revoked.  In some cases, they identify the depreciation,  2 

which is the 743; sometimes, they don't.  3 

     Q     Are you aware of whether or not SFPP has made  4 

such an election?  5 

     A     If I recall, having looked at SFPP returns from  6 

earlier cases, I recall there being an election.  7 

           MS. HALVERSON:  Thank you.  8 

           That's it, your Honor.  I have no more  9 

questions.  10 

           PRESIDING JUDGE:  Anybody besides Staff?  11 

           Go.  12 

           MR. BENNETT:  Thank you, your Honor.  13 

                    CROSS-EXAMINATION  14 

           BY MR. BENNETT:  15 

     Q     Good morning, Mr. Sintetos.  16 

     A     Good morning.  17 

     Q     My name is William Bennett.  I will be examining  18 

you this morning on behalf of the Federal Energy Regulatory  19 

Commission.  20 

           Would you turn to page 14 of your recently  21 

revised direct testimony, BPX-5.  22 

     A     14 of 39?  23 

     Q     Yes.  And would you look, please, at line 18.  24 

     A     Okay.  25 
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     Q     In that section, you're talking about rate of  1 

return on equity; correct?  2 

     A     Well, I was asked that, yes.  3 

     Q     And in response to a hypothetical question, you  4 

indicate that taxable income flowed through a master  5 

limited partnership will result in a positive return on  6 

equity; correct?  7 

     A     If there is income, yes.  8 

     Q     And that would be at line 15?  I'm sorry.  On  9 

page 15, line 1.  10 

     A     Okay.  Yes.  11 

     Q     Were you suggesting by your answer that in  12 

ratemaking before this Commission, taxable income should be  13 

used to develop the dividend yield part of the return on  14 

equity formula used in discounted cash flow analysis?  15 

     A     I don't know anything about ratemaking.  So I  16 

wouldn't make any suggestions about ratemaking.  17 

     Q     Just to be clear, you're not making in your  18 

testimony a recommendation that for the dividend yield part  19 

of the discounted cash flow formula in proceedings before  20 

this Commission, taxable income, rather than cash  21 

distributions, should be used in the numerator to determine  22 

that variable; is that correct?  23 

     A     I think I was just answering a question about  24 

how I would compute return on equity.  I wouldn't make any  25 
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suggestions about ratemaking on it.  1 

     Q     So you understood the question to be return on  2 

equity but apart from ratemaking; is that correct? 3 

     A     Yes.  4 

     Q     Based on your experience as a tax specialist and  5 

your experience in master limited partnerships, do you  6 

understand that --  7 

           PRESIDING JUDGE:  Hold on for a minute. 8 

Somebody open up the door and see if they're announcing  9 

something.  All right.  It's amusing.  The three  10 

underground floors and the lobby are to be evacuated.  The  11 

rest of us can die because the building's going to blow up  12 

anyway.  There's a window here.  We can throw a chair out  13 

and jump.  14 

           All right.  I'm sorry.  Go ahead, Mr. Bennett.  15 

           BY MR. BENNETT:  16 

     Q     I'll rephrase the question, Mr. Sintetos.  17 

           Based on your experience as a tax specialist and  18 

your familiarity with master limited partnerships, is there  19 

a difference between the decision to distribute cash and  20 

the decision to allocate taxable income?  21 

     A     I think the decision's a management decision,  22 

and it's an agreement decision based upon what has been  23 

promised partners.  But cash and income are not necessarily  24 

connected in a partnership.  25 
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     Q     So the decisions to distribute them are not  1 

necessarily connected in a partnership; is that correct?  2 

     A     That's correct.  3 

     Q     And again, based on your experience with master  4 

limited partnerships and as a tax specialist, could you  5 

just state for the record what is your understanding of  6 

what a master limited partnership is?  7 

     A     A master limited partnership is kind of a  8 

securitized -- or a partnership that would trade on an  9 

exchange, much like a stock, but it maintains its  10 

partnership characteristics from a tax perspective, meaning  11 

it's not a taxable entity.  It's a flow-through entity.  12 

And so the tax returns, as you can see, are partnership  13 

returns, not corporate returns.  14 

     Q     Is there a distinction between a master limited  15 

partnership and a limited partnership for tax purposes?  16 

     A     Yes, especially when it comes to the area of  17 

passive loss rules.  Master limited partnerships that  18 

generate passive losses can only be used against that  19 

master partnership's income.  They cannot be used by other  20 

passive income a taxpayer might have.  21 

     Q     Just cutting to the chase, do you know what the  22 

90 percent rule is?  23 

     A     I think it's as to the nature of the underlying  24 

income, has to have a certain character to meet the  25 
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definitions of a master limited partnership.  1 

     Q     And does that 90 percent rule apply as well to  2 

any limited partnership?  3 

     A     Any limited partnership can almost have any  4 

numbers -- any assortment of income.  It's not a  5 

restriction.  6 

     Q     Isn't it true that the 90 percent rule that  7 

we've been talking about the last two questions is a rule  8 

that governs whether a limited partnership holds the status  9 

as a master limited partnership?  Isn't that correct?  10 

     A     I think the master limited partnership is more  11 

of a regulatory SEC provision than it is a tax provision.  12 

     Q     You're not aware that the rules defining a  13 

master limited partnership require the partnership each  14 

year to be able to demonstrate that 90 percent of its  15 

income comes from specific activities, such as transporting  16 

natural gas or petroleum products?  17 

     A     You have to ask that question again.  18 

           MR. BENNETT:  Madam Court Reporter, could you  19 

read back the question.  20 

           PRESIDING JUDGE:  Go ahead.  21 

           (The reporter read the record as requested.)  22 

           THE WITNESS:  Okay.  So you're asking me whether  23 

I'm aware of that?  24 

           BY MR. BENNETT:  25 
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     Q     Yes.  1 

     A     Yes.  2 

     Q     And is that so?  3 

     A     I believe it is.  4 

     Q     But a limited partnership doesn't face that same  5 

rule; correct?  6 

     A     No.  7 

     Q     Would you turn to your Exhibit BPX-9.  It's been  8 

previously identified as such.  It purports to be the 1065  9 

IRS form for Kinder Morgan Energy Partners, LP, for 2003;  10 

is that right?  11 

     A     2003, right.  12 

     Q     2003; is that correct?  13 

     A     Right.  14 

     Q     Would you show me on BPX-9 where I would look to  15 

find the taxable income for KMEP, Kinder Morgan Energy  16 

Partners, for 2003?  17 

     A     You would need to go to page 3.  18 

     Q     Page 3 of 54?  19 

     A     I'm sorry, page 3 of the form, page 5 of 54 in  20 

the exhibit.  21 

     Q     All right.  I'm at page 5 of 54 of BPX-9.  Would  22 

you show me there where I would look to find the taxable  23 

income for Kinder Morgan Energy Partners for 2003? 24 

     A     Right.  A partnership, because it's a conduit,  25 
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has to identify all of the characters of its income and  1 

deductions.  It's not just one lump number.  So it's a  2 

combination of many of the numbers on this page.  3 

           It would start with the ordinary income.  You  4 

would have to increase it by line C3 of that form.  You  5 

would also increase it by line 4A of that form, by 4B of  6 

that form.  You would have to note that of the dividends  7 

reported on 4B, that the indented qualified dividends 4B 1  8 

get a special 15 percent rate applied to them.  9 

           You would have to go down to section 6A and B  10 

and report the losses from 1231 assets, which are assets  11 

used in its regular business.  You then go down to the  12 

credit section, and while that doesn't affect taxable  13 

income, it can be a direct offset against the taxes of the  14 

partners.  These items will be distributed to the partners,  15 

and they will get their share of offset taxes with that  16 

item.  17 

           The interest expense on investment debts is an  18 

additional deduction that a taxpayer may be entitled to,  19 

depending upon his or her investment income situation.  If  20 

you go down to 17G, you have foreign taxes and  21 

compensations that could help an individual or any partner  22 

get a foreign tax credit for taxes that were paid on income  23 

from a foreign source.  24 

           Line 18, which is labeled 59(e)(2), those are  25 
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intangible drilling costs.  Those represent additional  1 

deductions that a taxpayer is entitled to as well. 2 

           I think those are most of the items you would  3 

have to add up to get to the true taxable income.  4 

     Q     So there's no one single place in the return I  5 

could go to to find out what the taxable income is for  6 

Kinder Morgan Energy Partners for 2003; is that correct?  7 

     A     Well, this is the one single place, but you just  8 

have to combine the numbers and make sure they get the  9 

appropriate treatments.  10 

     Q     So if I wanted to use as a regulator taxable  11 

income to develop the dividend yield variable for some  12 

regulated entity that's a partnership, I would have to  13 

manipulate the data to find out what the taxable income is;  14 

is that correct?  15 

     A     Yes; yes.  16 

     Q     Would you turn to Exhibit BPX-23.  It is an  17 

attachment to your rebuttal testimony.  Do you have it?  18 

     A     Yes, page 1 of 1, BPX-23.  19 

     Q     Could you just tell us what that is, please.  20 

     A     If I'm not mistaken, I think this was Richard  21 

Bullock's response to some questioning as to the taxable  22 

income, which I would say because it says "total taxable  23 

income," he must have combined a series of the numbers from  24 

the tax return to come up with these numbers.  25 
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     Q     Have you determined whether the number that  1 

Mr. Bullock came up with for 2003, which is -- well, I  2 

guess I can say it on the record -- it's over $400 million,  3 

where that appears or how that was derived from BPX 9,  4 

which is the Kinder Morgan Energy Partners's 1065 for 2003?  5 

My question, sir, is, have you done that exercise previous  6 

to today?  7 

     A     I thought I had, but if you want, I can check  8 

it.  I think this is limited only to the limited partners  9 

within Kinder Morgan Energy Partners, not the entire  10 

partnership.  So I would have to go back to a schedule of  11 

all the limited partners.  I don't think --  12 

     Q     For Kinder Morgan Energy Partnership; correct?  13 

     A     Correct.  14 

     Q     And there are thousands of those; is that  15 

correct?  16 

     A     Yes.  17 

     Q     No, I don't want you to do that here, if you  18 

don't recall the number.  19 

     A     I mean, I did a lot of analysis on that, if that  20 

helps.  21 

     Q     Would you go to page 17 of your rebuttal  22 

testimony, which is BPX-21, and will you look at lines 18  23 

through 20.  24 

     A     Starting with "why"?  25 

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



324

     Q     Yes.  1 

     A     This is a question being asked of me as a  2 

certified financial planner rather than as a tax  3 

professional.  4 

     Q     My question is -- are you there?  5 

     A     Yes.  6 

     Q     And my question is, you're talking there about,  7 

generally, what an informed investor focuses on when  8 

they're making an investment in a security; is that  9 

correct?  10 

     A     Yes.  11 

     Q     And that would apply to a security which is a  12 

unit in a master limited partnership; is that correct?  13 

     A     Again, as someone who has analyzed investments  14 

before, you always try to get a present value of an  15 

after-tax discounted cash flow.  16 

     Q     And are you suggesting in that testimony that  17 

investors in master limited partnerships are not primarily  18 

interested in the level of cash distributions that they  19 

will receive from the master limited partnership relative  20 

to the money they paid for that partnership unit in the  21 

master limited partnership?  22 

     A     I don't think that's what I'm saying here.  I  23 

think what I'm saying is, in a broader sense, the investors  24 

in these don't truly understand them, all they understand  25 
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is the cash they put in and the cash they get out. 1 

     Q     But they do understand the cash they get out; is  2 

that right?  3 

     A     That's correct.  4 

     Q     Have you ever done an empirical --  5 

           PRESIDING JUDGE:  Excuse me.  What do they  6 

understand about the cash they get out?  7 

           THE WITNESS:  It depends upon the venture when  8 

you read an agreement.  But I can tell you that if you get  9 

cash out and it's not subject to tax, that can get you a  10 

higher rate of return.  If you're handed a K-1 that says  11 

you have zero income or negative income but you get cash  12 

out, it's not taxable cash at that time.  So it works into  13 

your present value discounted cash flows.  14 

           PRESIDING JUDGE:  So here's my question, and I  15 

was going to ask it to you later, but this seems like an  16 

appropriate time.  And I went over this yesterday with  17 

your -- the witness who was here before.  18 

           How would an investor who puts $100,000 in a  19 

partnership view the money he gets at the end of the year  20 

from the partnership when the money he receives is his or  21 

her prorated share of the profit from operating the  22 

business during that year?  23 

           THE WITNESS:  First of all, I don't think  24 

investors understand the profit aspects, as a general  25 
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comment.  They do understand the cash they get.  An added  1 

incentive to me, if I were an investor, would be that I am  2 

handed cash, that I am not paying taxes on if I'm handed a  3 

K-1 that shows no taxable income was assigned to me.  That  4 

makes it an attractive investment.  5 

           PRESIDING JUDGE:  You just said that you're a  6 

certified financial planner.  7 

           THE WITNESS:  Right.  8 

           PRESIDING JUDGE:  Suppose I came to you and I  9 

said I have this stock in ExxonMobil, I have one share of  10 

stock, and for my dividend, they sent me $150,000.  But I  11 

also have a piece of this partnership, and I got this  12 

letter from them saying that they made X amount of dollars  13 

profit during the year, and I got my prorated share.  14 

           Would that investor view the $100,000 that he  15 

got or she got from the partnership in the same way that he  16 

or she would view the dividend they received on the basis  17 

of the ExxonMobil stock?  18 

           THE WITNESS:  They're two different concepts.  19 

So it's a --  20 

           PRESIDING JUDGE:  I understand.  I'm talking  21 

about -- it was Mr. Vaughan who was doing all this 22 

investing yesterday, and he's got a lot more than one share  23 

of ExxonMobil, but let's use Mr. Vaughan.  Let's just say  24 

he's not the sophisticated attorney that he is.  Maybe he's  25 
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got some college, maybe not.  1 

           He comes to you and he says what is this, and  2 

you're my CPA, too, and you're going to do my taxes, are  3 

they both the same.  The dividends are my share of the  4 

profit that the corporation received, and this distribution  5 

is my share of the profits that the partnership received,  6 

isn't it the same thing?  What do you tell him?  7 

           THE WITNESS:  I don't think they're the same  8 

thing.  And the reason they're not is because a corporate  9 

dividend, if it's determined to be a dividend, which is  10 

something that's determined at the corporate level if it  11 

has earnings, it is taxable, first of all, to an individual  12 

at a lower rate under current law.  It's a 15 percent if  13 

it's a qualified dividend.  14 

           If it's from a partnership, the point that I was  15 

asked about cash and income, I might be getting a  16 

distribution from a partnership that exceeds the income  17 

that's actually being --  18 

           PRESIDING JUDGE:  That's not in my hypothetical.  19 

           THE WITNESS:  Okay.  If I'm assigned the same  20 

amount of income as the distribution, the partner would be  21 

paying taxes on their income.  22 

           PRESIDING JUDGE:  You understand, my  23 

hypothetical is that the partnership distributes all its  24 

profit and only its profit, doesn't touch the initial  25 
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capital investment that the partners make.  1 

           THE WITNESS:  Again, the distinction is a  2 

partnership can allocate income to different partners, and  3 

it can have corporate profit -- company profits, let's say  4 

$100 million, and I can give you the $100 million of income  5 

that you put on your tax return, and I can hand me, one of  6 

the partners, $100,000 in cash, and it -- give me a K-1  7 

that says I have no income, and I have to pay more taxes if  8 

I have basis in that cash you just returned me.  I pay no  9 

taxes.  10 

           PRESIDING JUDGE:  Even though both $150 million  11 

and whatever you gave the other guy comes from the same  12 

pot?  13 

           THE WITNESS:  Yes.  That's the way a partnership  14 

can work.  A partnership agreement can allocate income in  15 

one direction and cash in another direction.  16 

           PRESIDING JUDGE:  Okay.  So it's not so much how  17 

we view the dollars, per se, as to the classification of  18 

the dollars; it's what the partnership agreement says the  19 

dollars are to be?  20 

           THE WITNESS:  Correct.  It has ultimate 21 

versatility.  It can allocate all of these different ways.  22 

           PRESIDING JUDGE:  Okay.  So if I want to know,  23 

for example, if I've got a piece of an MLP, and I receive a  24 

distribution and turn it over to the person that does my  25 

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



329

taxes, that person, in order to know how to classify that  1 

distribution, is going to have to look at the partnership  2 

agreement to see what I'm entitled to?  3 

           THE WITNESS:  He'd have to look at --  4 

           PRESIDING JUDGE:  Well, it could be a her.  5 

           THE WITNESS:  He or she would have to look at  6 

the K-1, which should represent the partnership agreement  7 

and how the partnership agreed to allocate income. 8 

           PRESIDING JUDGE:  But if we didn't trust them?  9 

           THE WITNESS:  You'd have to go to the  10 

partnership agreement.  11 

           PRESIDING JUDGE:  Because we don't trust  12 

anybody.  13 

           THE WITNESS:  You'd have to go to the  14 

partnership agreement.  15 

           PRESIDING JUDGE:  I know Mr. Vaughan.  He  16 

wouldn't trust you guys.  So we have to look at the  17 

partnership agreement?  18 

           THE WITNESS:  Yes.  19 

           PRESIDING JUDGE:  Okay.  I'm sorry.  Go ahead.  20 

           MR. BENNETT:  Thank you, your Honor.  21 

           BY MR. BENNETT:  22 

     Q     As a follow-on to his Honor's question, does  23 

that mean that I, as a regulator, who is charged with the  24 

task of determining return on common equity for a  25 
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regulated partnership and a dividend yield variable in the  1 

course of doing that, if I'm going to use taxable income in  2 

computing the dividend yield, I not only have to look  3 

through several schedules on the 1065, but I also have to  4 

look at the partnership agreement to determine whether the  5 

income is actually allocated taxable income?  6 

     A     Yes.  7 

     Q     Have you ever done an empirical study to see  8 

whether investors in master limited partnerships are  9 

interested primarily in the level of cash distributions  10 

they receive relative to what they paid for their  11 

partnership units in that master limited partnership?  12 

     A     I've never done an empirical study of that.  13 

     Q     Just a general question, Mr. Sintetos, based on  14 

your expertise as a tax specialist and if your Honor will  15 

indulge me.  16 

           PRESIDING JUDGE:  No personal -- your taxes are  17 

already done for 2007?  18 

           MR. BENNETT:  Yes, your Honor, unfortunately.  I  19 

did not escape the AMT either, your Honor.  20 

           PRESIDING JUDGE:  You see, if you weren't stuck  21 

with all of these bonuses -- and you wanted me to recommend  22 

you.  Now, I'm not going to do it.  It's going to put you  23 

into too high of a tax bracket.  24 

           MR. BENNETT:  I should say thank you, your  25 
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Honor.  1 

           PRESIDING JUDGE:  That's right.  Keegan, on the  2 

other hand, we'll work on him, but definitely Sherman.  3 

           MR. BENNETT:  May I proceed, your Honor?  4 

           PRESIDING JUDGE:  Yes.  5 

           BY MR. BENNETT:  6 

     Q     Under the Internal Revenue Code, is there such a  7 

thing as a guaranteed payment?  8 

     A     Yes.  9 

     Q     What is that?  10 

     A     Uncle Sam or the IRS, generally, looks at a  11 

guaranteed payment as a payment made to a partner that is  12 

not based on income and that is for services or forbearance  13 

of use of money.  In other words, if you have a partnership  14 

that says I put in the money, you're going to put in the  15 

efforts, and because you're not putting any money in,  16 

you're going to get a guaranteed payment to you for the  17 

services you're providing, then we can allocate -- even  18 

though the partnership might only have $10,000 worth of  19 

income, we can allocate you whatever we agreed you would be  20 

getting in accordance with the deal we've struck.  21 

           So I can start with income of 10,000.  If we  22 

started the year saying you're going to get a guaranteed  23 

payment to you for your services that you render equal to  24 

$20,000, I can take -- I can take the income of 10 that I  25 
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might start with, subtract the 20 we agreed you're going to  1 

get, which is not based on income, and end up with a loss  2 

that we then share.  3 

     Q     So is it fair to say that a guaranteed payment  4 

under the Internal Revenue Code is the same thing as a  5 

management fee?  6 

     A     Yes.  It can not only be a management fee; it  7 

can be for forbearance for use of money.  I can put in $1  8 

million.  Because I put in $1 million, we can say I get the  9 

first -- the first thing we do is give me 6 percent return  10 

on the $1 million I put in.  11 

           In other words, because I've put in money, we've  12 

agreed that even though there's no interest paid to a  13 

partner on his capital account, we can agree that I got a  14 

return, regardless of what the partnership does, equal to a  15 

certain percentage of what I put in.  So it can be for  16 

forbearance for use of money, as well as for services.  17 

           MR. BENNETT:  Thank you, your Honor.  I have no  18 

further questions.  19 

           PRESIDING JUDGE:  When you say "forbearance for  20 

use of money," what you're really saying is it's a reward  21 

for allowing the partnership to use what you put in?  22 

           THE WITNESS:  Yes, sir.  23 

           PRESIDING JUDGE:  Okay; all right.  24 

           THE WITNESS:  And it's not a share of profits;  25 
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it's guaranteed me.  In other words, interest is usually an  1 

expense on a tax return --  2 

           PRESIDING JUDGE:  Sort of like the right that  3 

maybe a preferred stockholder might have?  4 

           THE WITNESS:  No, it's different, because a  5 

preferred stockholder, first, the company has to have  6 

profits before they can get it.  In a guaranteed payment  7 

environment, you get it regardless if the company's made  8 

any money.  9 

           PRESIDING JUDGE:  More like a bondholder, then?  10 

           THE WITNESS:  Yes; yeah.  11 

           MR. BENNETT:  Your Honor, may I follow up  12 

briefly?  13 

           PRESIDING JUDGE:  Yeah; sure.  14 

           BY MR. BENNETT:  15 

     Q     I'm trying to get at this notion of guaranteed  16 

payment as a tax concept and management fee for services  17 

rendered.  Can there be a guaranteed payment to a partner,  18 

regardless of whether the partner contributes anything to  19 

the success of the partnership?  20 

     A     It's whatever the partnership agrees on.  21 

     Q     So there don't necessarily have to be services  22 

rendered in exchange for a guaranteed payment in order to  23 

get the guaranteed payment; is that correct?  24 

     A     Generally, that is one of the reasons for it.  I  25 
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mean, otherwise, you're just talking about an allocation of  1 

income.  2 

           MR. BENNETT:  Thank you, your Honor.  3 

           PRESIDING JUDGE:  Your question -- were you  4 

asking whether there could be an agreement whereby someone  5 

or something would receive a distribution from the 6 

partnership without contributing services or dollars?  7 

           MR. BENNETT:  Yes, that was my question.  8 

           PRESIDING JUDGE:  Okay.  Did you understand that  9 

question that way?  10 

           THE WITNESS:  And you can do that, but that's  11 

not a guarantee.  If you don't contribute dollars or it's  12 

not tied in to services, it's just an agreement of how  13 

income gets spread.  14 

           BY MR. BENNETT:  15 

     Q     So in that instance, the IRS would not recognize  16 

it for tax purposes as a guaranteed payment; is that  17 

correct?  That is, in the instance where there's no  18 

consideration given by the person who receives the 19 

guaranteed payment flow of dollars, the IRS would not  20 

recognize it as a guarantee payment; is that correct?  21 

     A     I wouldn't think so.  22 

     Q     So final question, what does a person have to  23 

demonstrate in order to qualify for a guaranteed payment?  24 

     A     You know, usually -- again, it can't be based on  25 
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income.  In other words, it's not an allocation of income.  1 

If I say to you you are going to get this fee, it can be  2 

predicated on a fixed amount.  It can be predicated on  3 

you're going to get a management fee equal to 10 percent of  4 

the gross receipts of this company.  5 

           Well, gross receipts don't determine income.  6 

That's just money that came in.  So if I'm going to give  7 

you a fee and we agree that, because you're a great  8 

salesperson or a great manager, you're going to get 5  9 

percent of whatever we gross, no matter what we make,  10 

because of what you're doing, that could be interpreted to  11 

be a guaranteed payment.  12 

           PRESIDING JUDGE:  But I think where  13 

Mr. Bennett's questions are has to do with a passive  14 

entity.  15 

           THE WITNESS:  If an entity is passive,  16 

generally, I don't think you'd have a guarantee.  If you're  17 

not doing anything, it's an allocation of income.  18 

           PRESIDING JUDGE:  Did I misinterpret what you  19 

were saying?  20 

           MR. BENNETT:  No, no.  You're on target, your  21 

Honor.  I'm just thinking whether I should ask this last  22 

question or not.  23 

           PRESIDING JUDGE:  It's always dangerous.  24 

           MR. BENNETT:  It is.  That's why I'm hesitating,  25 
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but I think I'll ask it anyway because I'm with the Staff.  1 

           PRESIDING JUDGE:  Good for you.  2 

           BY MR. BENNETT:  3 

     Q     Do you know whether in the instant case for 2003  4 

and 2004, Kinder Morgan Energy Partners paid any guaranteed  5 

payments that would be recognized as such by the Internal  6 

Revenue Code?  7 

     A     I would say that, if I'm not mistaken -- I can  8 

look at the return again for 2003 and 2004 -- I don't think  9 

they identified anything as a guaranteed payment on the  10 

return.  That's a different question than whether the  11 

Internal Revenue would look at it that way.  12 

           I don't think they would, because generally, the  13 

only reason Uncle Sam would make an adjustment like that  14 

would be if there's revenues in it for them, if they can  15 

get some taxes out of it.  16 

     Q     "Them" being Uncle Sam?  17 

     A     Right.  So where you might see it -- and I've  18 

seen it before in partnerships where they don't call it a  19 

guaranteed payment, but somebody's definitely -- their  20 

agreement says you're doing efforts and you're getting this  21 

guaranteed, where they come in so that the person receiving  22 

that has to pay payroll taxes on it.  23 

     Q     Well, is the incentive cash distribution that  24 

you typically might find in master limited partnership  25 
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agreements to the general partner of the master limited  1 

partnership a guaranteed payment for Internal Revenue  2 

Service purposes?  3 

     A     It's facts and circumstances.  I'm not in a  4 

position to judge that.  5 

           MR. BENNETT:  That does conclude my line of  6 

questioning, your Honor.  7 

           PRESIDING JUDGE:  Okay; all right.  Let's go off  8 

the record for a second.  9 

           (Discussion off the record.)  10 

           PRESIDING JUDGE:  Back on the record.  11 

           Ms. Myers, redirect?  12 

           MS. MYERS:  Yes, sir.  13 

                   REDIRECT EXAMINATION  14 

           BY MS. MYERS:  15 

     Q     Mr. Sintetos, Ms. Halverson asked you some  16 

questions about 743B depreciation and referred to the SFPP  17 

tax returns.  I'd like to turn your attention to BPX-9,  18 

which is the KMEP Form 1065 tax return for 2003.  Would you  19 

turn to page 18 of 54 in that exhibit.  20 

           PRESIDING JUDGE:  I'm sorry.  What page did you  21 

say?  22 

           MS. MYERS:  Page 18 of 54, your Honor.  23 

           PRESIDING JUDGE:  Thank you.  24 

           BY MS. MYERS:  25 
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     Q     And on this page is a -- it's  1 

entitled "PARTNERSHIP RETURN OF INCOME DISCLOSURES."  What  2 

disclosure is made there?  3 

     A     It talks about the analysis of income.  It kind  4 

of helps you reconcile the income, as we kind of just went  5 

through.  It tries to explain some of the discrepancies on  6 

one of the reconciliation schedules, and it talks about  7 

some of the items that cause the capital balances to not  8 

total, one of them which is 743B depreciation.  9 

     Q     Does this show the partnership has made an  10 

election to use 743B depreciation?  11 

     A     Yes, it would suggest that.  I don't recall  12 

where I had seen it, and I don't think it was at this  13 

level, not SFPP, but I did see references to 743B, either  14 

on a K-1 at some point or -- and the problem with 743 is it  15 

comes about from an election you make in one year under  16 

743.  And once you make it, it is binding until you rescind  17 

it, and because it's binding until you rescind it, 18 

unfortunately, you don't have to refer to it again in  19 

subsequent documents.  20 

           So you don't see a 754 election every year; it  21 

just continues.  So sometimes it's hard to distinguish  22 

whether it had ever been done or not.  23 

     Q     Would you, then, turn to page 19 of 54 in BPX-9.  24 

In the first paragraph of that page, would you read me the  25 
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first sentence, please?  1 

     A     "The partnership has elected to adjust the basis  2 

of the partnership properties under Section 743(b) and  3 

therefore must attach a statement to the partnership return  4 

for the year of the transfer of partnership interest  5 

setting forth the name and taxpayer identification number  6 

of the transferee as well as computation of the adjustment  7 

and the partnership properties to which the adjustment has  8 

been allocated."  9 

           PRESIDING JUDGE:  Let us not make a habit of  10 

having witnesses read sentences into the record which are  11 

already on exhibits.  12 

           MS. MYERS:  Yes, your Honor.  13 

           BY MS. MYERS:  14 

     Q     Would you turn to page 6 of BPX-9, the same  15 

exhibit, page 6 of 54?  Mr. Bennett was asking you some  16 

questions regarding income of the partnership.  Would you,  17 

please, explain what the analysis of net income section of  18 

the return tells you?  19 

     A     You're referring to schedule M-1?  20 

     Q     I'm referring to the top of page 6 --  21 

     A     Oh, the analysis --  22 

     Q     Yeah.  23 

     A     That takes the total net income, which is the  24 

combination of the income and deduction items on that  25 
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schedule K we had talked about before, and it tells you the  1 

character of the partner receiving that income.  So it  2 

tells you that the general partner in this case of the  3 

205,000 of total taxable income reported by the  4 

partnership --  5 

           PRESIDING JUDGE:  205 million.  6 

           THE WITNESS:  Excuse me.  205 million.  Thank  7 

you.  That 316 million -- I think that's right if I've got  8 

the commas in the right place.  Yeah, that's 316 went to  9 

the corporate general partner, that the corporate limited  10 

partners as a group got --  11 

           PRESIDING JUDGE:  3,162,000?  12 

           THE WITNESS:  316 million, isn't it?  13 

           PRESIDING JUDGE:  Wait a minute.  14 

           MS. MYERS:  Line 2a.  15 

           PRESIDING JUDGE:  Yes, I'm sorry, 316 million,  16 

right.  17 

           THE WITNESS:  Yeah.  That 316 million went to  18 

the corporate general, and the corporate limiteds were  19 

allocated an aggregate loss, without reading the numbers,  20 

and the individuals were given an aggregated loss, and  21 

other partnership investors were given a loss.  The tax  22 

exempt organizations as a group were given a loss, and the  23 

other nominees were given a loss.  24 

           PRESIDING JUDGE:  The loss should equal -- I  25 
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haven't done the math, but the loss should equal the  1 

difference between 316 and 205?  2 

           THE WITNESS:  It should.  3 

           PRESIDING JUDGE:  Okay.  4 

           BY MS. MYERS:  5 

     Q     And now would you please explain what schedule L  6 

shows?  7 

     A     That's the balance sheet of the company, at  8 

least on a tax basis.  Sometimes, the tax -- the returns  9 

are prepared on a tax basis balance sheet; sometimes,  10 

they're on a book basis balance sheet.  I don't have any  11 

way of really knowing which method they use.  12 

     Q     All right.  And what does schedule M-1 on the  13 

same page show?  14 

     A     M-1 takes you from the reported book income to  15 

the reported taxable income on this return.  16 

     Q     Could you explain that in more detail?  It's  17 

entitled "Reconciliation."  18 

     A     Yes.  It starts by saying that the reported  19 

company income was 697 million, rounded, and that through  20 

tax adjustments, it results in taxable income of 205  21 

million.  22 

     Q     And does that number correlate with line 1 in  23 

the analysis of net income on the top of the page? 24 

     A     Yes, it does.  25 
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     Q     And would you also explain what M-2 shows,  1 

schedule M-2?  2 

     A     M-2 is a reconciliation.  If you look back up to  3 

schedule L, partners' capital, line 21, you see the  4 

partners' capital account starting at -- again, I have to  5 

put commas in here because it gets to be a pretty large  6 

number.  I guess that's 3 billion 461 million rounded and  7 

ends with 3 billion 666 rounded.  8 

           In this schedule M-2, it starts with the same  9 

beginning-of-the-year balance and the end-of-the-year  10 

balance, and it explains how they reconciled the beginning  11 

to the end of the year.  And that is using book income to  12 

reconcile, not tax income to reconcile, which then would  13 

suggest that this schedule L is done on a book basis.  14 

     Q     Thank you.  And did you prepare some exhibits  15 

that were an analysis of the tax returns and K-1s and the  16 

income that flowed through to the partners in the master  17 

limited partnership?  18 

     A     Yes, I did.  19 

     Q     And would you just tell us for the record what  20 

exhibits those are, or I can direct you?  21 

     A     They're located at BPX-24.  22 

     Q     And is there one more?  23 

     A     And then BPX-25.  24 

           MS. MYERS:  Thank you, your Honor.  I have no  25 
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further questions.  1 

           PRESIDING JUDGE:  Okay.  Tell me again what you  2 

just told Ms. Myers about schedule M-2.  3 

           THE WITNESS:  M-2 is a reconciliation from the  4 

beginning partners' capital account to the ending partners'  5 

capital account.  So if you refer -- I've already lost my  6 

page in the book.  I'm sorry, your Honor.  7 

           PRESIDING JUDGE:  It's page 6 of BPX-9. 8 

           THE WITNESS:  Okay.  So then if you start with  9 

the balance at the beginning of the year --  10 

           PRESIDING JUDGE:  The 3 billion 461?  11 

           THE WITNESS:  Right.  And you add cash that came  12 

in, capital that was contributed, and you can see it's  13 

either cash coming in, or it can be property coming in.  14 

           PRESIDING JUDGE:  Uh-huh.  15 

           THE WITNESS:  And then you add the book net  16 

income to that.  It provides you with what total capital  17 

was before distributions were made.  18 

           PRESIDING JUDGE:  That's 4 billion 336 million?  19 

           THE WITNESS:  Correct.  20 

           PRESIDING JUDGE:  Okay.  21 

           THE WITNESS:  And then the cash that was  22 

distributed from this entity was 668 million.  And then  23 

there was another subtraction, statement 5, other decreased  24 

unit issuance cost.  I'm assuming that's a nondeductible  25 
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expense -- and this is an assumption -- associated with  1 

issuing their units.  2 

           So they treated it on M-2 as a reconciliation of  3 

retained earnings to come down to the capital 3 million 666  4 

which does tie to line 21, column D of the schedule L  5 

balance sheet.  6 

           PRESIDING JUDGE:  Okay.  So the schedule M-2 is  7 

basically to explain the difference between line 21, column  8 

B, and line 21, column D?  9 

           THE WITNESS:  Correct.  10 

           PRESIDING JUDGE:  Okay.  And how about schedule  11 

M-1?  12 

           THE WITNESS:  M-1 takes you from the reported --  13 

the financial statements -- presumably the financial  14 

statement's reported book income.  15 

           PRESIDING JUDGE:  Is that also on schedule L?  16 

           THE WITNESS:  No, sir.  This is from the income  17 

statement.  Schedule L is a balance sheet.  18 

           PRESIDING JUDGE:  Okay.  19 

           THE WITNESS:  So if you were to go to their book  20 

income statement, you should see a net income line of 697  21 

million to start.  And then because of there being 22 

significant differences between how you account for items  23 

from the book perspective and how some of those items are  24 

accounted from a tax perspective, it reconciles those  25 
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differences to give you how they got from almost 700  1 

million in book income down to 205 of taxable income.  2 

           PRESIDING JUDGE:  Okay.  And so in schedule M-1,  3 

if we were to add lines 8 and 9, it should be the same as  4 

line 5?  5 

           THE WITNESS:  Well, what you do is take the 209  6 

and then subtract line 8, which is a total.  7 

           PRESIDING JUDGE:  You mean --  8 

           THE WITNESS:  Line 5 of schedule M-1, which is  9 

the total.  10 

           PRESIDING JUDGE:  You said 209; you meant 902?  11 

           THE WITNESS:  Yes, I'm sorry.  If you take the  12 

902 on line 5 --  13 

           PRESIDING JUDGE:  And subtract line 8, you get  14 

line 9?  15 

           THE WITNESS:  Correct.  16 

           PRESIDING JUDGE:  It's another way of saying the  17 

same thing I did, which is if you add lines 8 and 9, you  18 

get line 5?  I mean, that's just another way of stating the  19 

equation.  20 

           THE WITNESS:  Yes.  21 

           PRESIDING JUDGE:  Okay; all right.  I'm having a  22 

minor problem because the pagination changed in what I  23 

originally looked at.  Let me see if I can do it without  24 

referring you to a specific page.  You used the term  25 
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someplace in BPX-5 -- it used to be on page 26, and I can't  1 

find it -- "closely held."  2 

           Without my being able to refer you specifically  3 

to where you used it, can you explain the term "closely  4 

held"?  5 

           THE WITNESS:  I have to see what context I used  6 

it in.  7 

           PRESIDING JUDGE:  All right.  Let me pull out  8 

the version --  9 

           MS. MYERS:  Your Honor, if I may help, I believe  10 

it's on page 23 of 39 at line 7.  11 

           PRESIDING JUDGE:  Okay.  Yes; okay.  12 

           THE WITNESS:  This is in reference to passive  13 

activity rules, and passive activity rules generally limit  14 

the owner of what otherwise would be a passive activity to  15 

offsetting passive income from passive activity losses.  16 

And corporations, as a rule, are affected by that series of  17 

rules unless they are owned by five or fewer people and are  18 

closely held.  So larger corporations don't have to worry  19 

about many of those rules.  20 

           PRESIDING JUDGE:  Okay.  Turn to page 25.  I'm  21 

looking at the question and answer on lines 10 through 12.  22 

           THE WITNESS:  I'd have to go back.  This was an  23 

example; right?  24 

           PRESIDING JUDGE:  You're asking "what is the  25 
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income tax rate to be applied to the limited partners in  1 

KMEP in 2006?"  You're leading up to there.  So if you want  2 

to go back and start on page 24.  You're right.  There was  3 

a hypothetical.  The hypothetical really starts at page 23,  4 

so if you want to just glance through the next couple of  5 

pages.  6 

           THE WITNESS:  Right.  What this was talking  7 

about was taking an individual and calculating what bracket  8 

they were in, given their level of income, with certain  9 

assumptions as to family and whether they're married or not  10 

to come up with an effective rate.  That was the general  11 

line of this questioning.  12 

           And then on the next page, it started asking me  13 

what level of income would someone have to be at before  14 

they reach certain brackets.  So now I'm getting down to  15 

line 10, applied to the limit partners in KMEP in 2006.  16 

Oh, well, if you were allocated losses in income, there  17 

would be no taxes.  So --  18 

           PRESIDING JUDGE:  So it's specifically because  19 

of the allocation?  20 

           THE WITNESS:  Right.  21 

           PRESIDING JUDGE:  Turn to page 30.  There's a  22 

question that begins at line 21.  In the question, there's  23 

a term used.  On line 1 of page 31.  It's "i-shares."  24 

           Do you see that?  25 
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           THE WITNESS:  Yes.  1 

           PRESIDING JUDGE:  Can you define that for me?  2 

           THE WITNESS:  I can't define it.  It's something  3 

within their agreement that refers to some special units  4 

that belong to one of the partners in this partnership.  5 

That was my understanding.  I'm not an authority on what  6 

definition was given i-shares.  7 

           PRESIDING JUDGE:  So it's not a term that's  8 

common?  9 

           THE WITNESS:  No.  10 

           PRESIDING JUDGE:  And for all you know, may be  11 

one that was made up by the person who asked the question?  12 

           THE WITNESS:  Yeah.  I mean, I -- it's not  13 

specific.  14 

           PRESIDING JUDGE:  Okay.  One last question.  15 

BPX-21, your rebuttal testimony, there's a question on the  16 

bottom of page 4.  It starts at line 20 and goes to line 2  17 

on page 5.  To the question that you're asked, you 18 

answer "yes."  19 

           And my question is, so what?  What's the import  20 

of the question?  Why do we care?  21 

           THE WITNESS:  I just answered the question.  22 

           PRESIDING JUDGE:  Is there a significance to the  23 

question?  I mean, I know you didn't pose the question.  24 

           THE WITNESS:  I was just asked the question  25 
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whether --  1 

           PRESIDING JUDGE:  And you don't see anything  2 

peculiar about the question or significant or important?  3 

           THE WITNESS:  I don't.  4 

           PRESIDING JUDGE:  Okay; good; all right.  5 

           Ms. Halverson --  6 

           MS. HALVERSON:  Yes, sir.  7 

           PRESIDING JUDGE:  I interrupted Mr. Bennett and  8 

asked some questions before.  You have the right at this  9 

point to follow up on any of those questions or any I have  10 

asked since redirect.  11 

           MS. HALVERSON:  We have no further questions,  12 

your Honor.  Thank you.  13 

           PRESIDING JUDGE:  Mr. Bennett?  14 

           MR. BENNETT:  I'm just asking, can we follow up  15 

on the last series of questions just briefly?  16 

           PRESIDING JUDGE:  Yes, because you had the  17 

opportunity to do follow-up on the first series.  18 

           MR. BENNETT:  This is your second series?  19 

           PRESIDING JUDGE:  Yes.  20 

                   RECROSS-EXAMINATION  21 

           BY MR. BENNETT:  22 

     Q     Mr. Sintetos, the Judge took you to page 23 of,  23 

I think it was, your direct testimony.  Anyway, it was the  24 

place where you talked about passivity losses.  In the  25 
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course of responding to one of the judge's questions, I  1 

thought you said that passivity losses can be used to  2 

offset something.  3 

     A     Passive income generally.  4 

     Q     So is that passive losses can only offset  5 

passive income?  Is that correct?  6 

     A     That's correct.  Now, there's special rules for  7 

master limited partnerships, too, within them, but 8 

generally, if you have a passive loss, you can only use it  9 

if you either dispose of the activity or you have passive  10 

income to offset it against.  11 

     Q     When you say "dispose of the activity," you  12 

mean, for example, the partnership unit that you own --  13 

     A     Correct.  14 

     Q     -- in Kinder Morgan Energy Partners; is that  15 

correct?  16 

     A     Correct.  17 

     Q     So does that mean that at the time I sell my  18 

units in Kinder Morgan Energy Partnership, I could take at  19 

that point passive losses that have accumulated over the  20 

years I've held the investment and use it to offset  21 

whatever gain there is from the disposition of the 22 

partnership units?  23 

     A     It's interesting that you ask.  The losses  24 

coming from a passive activity do accumulate, if you can't  25 
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use them, and they continue to carry forward.  And when you  1 

dispose of a unit, those losses then free up to offset any  2 

income.  They're no longer limited to passive activities.  3 

So if you have salary, for example, which is, of course,  4 

the highest bracketed income, you can offset it with the  5 

losses you couldn't use before.  6 

     Q     And his Honor also asked you some questions in  7 

the second roundabout schedule M-2, which is on BPX-9, I  8 

think.  Yes, page 6 of 54, BPX-9.  Schedule M-2 purports to  9 

be a schedule that addresses partners' capital accounts;  10 

correct?  11 

     A     As a group, correct, all the partners.  12 

     Q     Now, just for my own edification, how do --  13 

could you just explain how taxable losses affect, if at  14 

all, a partner's capital account, how cash distribution  15 

affects capital accounts, if at all?  I mean, how does the  16 

capital account move up and down is what I'm trying to  17 

understand.  18 

     A     An individual partner's capital account is  19 

determined by how much they contribute to the partnership.  20 

It increases by any additional contributions they make to  21 

the partnership.  It also increases by any income they get  22 

from the partnership.  23 

     Q     Taxable income; is that correct?  24 

     A     Well, it depends.  When you say -- there's  25 
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several sets of books.  There's a financial set of books.  1 

It sounds like there is a FERC set of books.  And then  2 

there's a tax set of books.  So when you ask me that  3 

question, I have to ask you, in what context, which set of  4 

books are you talking about?  5 

     Q     I'm almost sorry I asked the question.  6 

     A     A partner can have three different capital  7 

accounts, if you will.  It can have a tax capital account,  8 

if you will, which is more or less basis.  You'll hear that  9 

quite often.  You'll have a book capital account --  10 

           PRESIDING JUDGE:  Does anybody else think this  11 

is somewhat sleazy?  I'm sorry.  12 

           THE WITNESS:  It's complicated.  13 

           PRESIDING JUDGE:  It boggles the mind.  14 

           THE WITNESS:  It can have a set of book capital  15 

accounts, which is what the partnership agrees on.  You can  16 

contribute property that you only paid 100,000 for, and I  17 

can agree to give you value when you contributed to the  18 

partnership of $1 million.  Well, your book capital account  19 

is 1 million.  Your tax capital account is only your basis,  20 

or the 100,000.  21 

           So do you see how it can differ?  22 

           BY MR. BENNETT:  23 

     Q     I do.  Please continue.  24 

     A     So you first asked the question which set of  25 
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books are you talking about, and if you're talking about  1 

the financial set of books, the income from the partnership  2 

on a financial basis would increase your capital account.  3 

Your losses that might come from them would decrease it.  4 

Anything you contribute to it would increase it.  Anything  5 

you would extract from it or would be distributed to you  6 

would decrease it.  7 

           Then from a tax perspective, the only difference  8 

really is you have to look at your basis and what you  9 

contributed to the partnership.  You would increase it by  10 

your taxable income.  You would decrease it by your taxable  11 

loss.  12 

           But as far as contributions, which I've already  13 

talked about, distributions, when a distribution is made to  14 

you, if it's cash, cash is the one thing that's book or  15 

tax.  If I distribute back to you your $1 million piece of  16 

property that you only have $100,000 in basis in, I'm  17 

taking it off the books at a million.  From a tax  18 

perspective, I'm only giving you back 100,000.  19 

           I don't know if that helps you at all.  20 

     Q     It does.  I won't go much further.  But is it  21 

true that cash distributions lower your tax basis? 22 

     A     Correct.  23 

     Q     Now, there was also a question about i-shares.  24 

           Do you recall that?  25 
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     A     Yes.  1 

     Q     Have you read the Kinder Morgan Energy Partners  2 

partnership agreement?  3 

     A     I probably have looked at parts of it if I was  4 

asked questions about parts of it, but I don't have it  5 

committed to memory.  6 

     Q     My question is, do you recall whether there's  7 

anything among those provisions that define what i-shares  8 

are and how they're used in the Kinder Morgan enterprise?  9 

     A     All I can say is I remember there being a  10 

reference to i-shares.  11 

           MR. BENNETT:  I'm done, your Honor.  12 

           MS. MYERS:  Yes, your Honor.  13 

                   REDIRECT EXAMINATION  14 

           BY MS. MYERS:  15 

     Q     Mr. Sintetos, could you explain how 743B  16 

depreciation fits into your whole discussion of capital  17 

accounts that you were just discussing with Mr. Bennett?  18 

     A     Yes.  743B deals with when you have --  19 

           PRESIDING JUDGE:  It's a provision in the tax  20 

code?  21 

           THE WITNESS:  Correct, when you have a new  22 

partner coming in who is buying their interest from another  23 

partner and they're paying more or less for their interest  24 

than what has been maintained on the books as capital for  25 
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the partner who is selling you the interest.  1 

           So if your interest or your basis, as a better  2 

example, and you're departing and your basis is $100,  3 

because I want to make the investment, I'm willing to pay  4 

you $500.  There's a $400 differential, that if you made  5 

one of these 754 elections, you're allowed to take that  6 

extra money you spent, and the partnership can increase the  7 

assets of the company and start to depreciate it or  8 

amortize it and get you additional tax benefits.  9 

           That's how it works.  And it's not something  10 

that belongs to the partnership; it belongs to the partner.  11 

           MS. MYERS:  Thank you, Mr. Sintetos.  12 

           Nothing further, your Honor.  13 

           PRESIDING JUDGE:  So that --  14 

           THE WITNESS:  You can essentially begin to  15 

depreciate again an asset that might have been depreciated.  16 

           PRESIDING JUDGE:  And that wouldn't affect any  17 

of the other partners, only the new partner who purchased  18 

from --  19 

           THE WITNESS:  That's right.  20 

           PRESIDING JUDGE:  So if Mr. Lefler, who moved  21 

down here and sent Mr. Ganz to the back of the room again,  22 

bought Mr. Vaughan's shares in this corporation to make  23 

faux gasoline that we started yesterday --  24 

           THE WITNESS:  Corporation?  25 
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           PRESIDING JUDGE:  I'm sorry, partnership, to  1 

make faux gasoline that we started yesterday.  And if  2 

Mr. Vaughan's basis was $150 and Mr. Lefler, in his  3 

beneficence, gave him 200, that extra 50 would benefit  4 

Mr. Lefler and not Ms. Halverson who owns all the rest of  5 

it?  6 

           THE WITNESS:  That's correct.  7 

           PRESIDING JUDGE:  Okay; all right.  I guess  8 

we're finished with this witness.  Exhibits.  Ms.  9 

Halverson, as I recall, the only exhibits that you referred  10 

to are coming in through another witness, and I won't  11 

entertain them being offered at this time.  12 

           MS. HALVERSON:  Okay.  13 

           PRESIDING JUDGE:  So we'll just be doing -- did  14 

we do something to him?  He was on the stand and just  15 

rushed out.  Okay.  16 

           So we're doing BPX-5 through BPX-14 and BPX-21  17 

through BPX-30.  18 

           MS. MYERS:  Yes, your Honor.  I would move their  19 

admission.  20 

           PRESIDING JUDGE:  Okay.  Objections?  Seeing  21 

none, they are received.  22 

           (Exhibits BPX-5 through BPX-14 and BPX-21  23 

through BPX-30 received.)  24 

           PRESIDING JUDGE:  Okay.  We'll take a 15-minute  25 
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recess and be back at 20 of.  1 

           Besides the two tax returns in the first volume,  2 

I think it's BPX-23, the first page has a confidential  3 

label on it, which I'll ask you to strike as well on the  4 

reporter's copies.  5 

           MS. MYERS:  Yes, your Honor.  6 

           PRESIDING JUDGE:  Thank you.  7 

           (Recess.)  8 

           PRESIDING JUDGE:  Ms. Myers, last witness?  9 

           MS. MYERS:  Yes, your Honor.  We call  10 

Elizabeth H. Crowe.  I'll hand up to your Honor a copy of  11 

her direct testimony and rebuttal testimony.  12 

Whereupon,  13 

                    ELIZABETH H. CROWE  14 

was called as a witness and, having first been duly sworn,  15 

was examined and testified as follows:  16 

           PRESIDING JUDGE:  All right.  Please be seated.  17 

           MS. MYERS:  I'd like to ask that her direct  18 

testimony and exhibits, BPX-15 through BPX-19, and her  19 

rebuttal testimony --  20 

           PRESIDING JUDGE:  How about 20?  21 

           MS. MYERS:  And BPX-20, and her rebuttal  22 

testimony, BPX-32, and exhibits through BPX-38 be marked as  23 

exhibits.  24 

           PRESIDING JUDGE:  Okay.  For the record, at this  25 
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                        BEFORE THE  1 

           FEDERAL ENERGY REGULATORY COMMISSION  2 

- - - - - - - - - - - - - - - - - -x  3 

IN THE MATTER OF:                  :  Docket Number  4 

CHEVRON PRODUCTS COMPANY,          :  OR03-5-001  5 

BP WEST COAST PRODUCTS LLC,        :  6 

EXXONMOBIL OIL CORPORATION, AND    :  7 

CONOCOPHILLIPS COMPANY             :  8 

          v.                       :  9 

SFPP, L.P.                         :  10 

- - - - - - - - - - - - - - - - - -x  11 

  12 

                           Hearing Room 5  13 

                           Federal Energy Regulatory  14 

                            Commission  15 

                           888 First Street, NE  16 

                           Washington, DC  17 

  18 

                           Wednesday, April 30, 2008  19 

  20 

    The above-entitled matter came on for hearing, pursuant  21 

to notice, at 10:03 a.m.  22 

  23 

BEFORE:   HONORABLE EDWARD M. SILVERSTEIN  24 

          ADMINISTRATIVE LAW JUDGE  25 
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  1 

    On behalf of BP West Coast Products/ExxonMobil Oil  2 

Company:  3 

          SHANNON M. BANAGA, ESQ.  4 

          Husch Blackwell Sanders LLP  5 

          750 17th Street NW, Suite 1000  6 

          Washington, DC 20006  7 

          202-378-2324; FAX: 202-378-2319  8 

          E-MAIL: shannon.banaga@huschblackwell.com  9 

  10 

  11 

  12 
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  16 
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  18 

  19 
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  22 
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  24 

  25 
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           MS. BOUDREAUX:  Actually, she's gone.  1 

           PRESIDING JUDGE:  She's gone?  She's sitting  2 

right back there.  3 

           MS. BOUDREAUX:  Apparently, I didn't succeed.  4 

           PRESIDING JUDGE:  Go ahead.  5 

                    CROSS-EXAMINATION  6 

           BY MS. BOUDREAUX:  7 

     Q     Hi, Ms. Crowe.  My name is Michelle Boudreaux.  8 

I'm appearing on behalf of SFPP.  9 

           You claim that SFPP is less risky than the  10 

companies in Professor Williamson's proxy group, don't you?  11 

     A     Do you have a specific reference to my testimony  12 

that we could look at?  13 

     Q     Sure.  Why don't you take a look at Exhibit  14 

Number BPX-32, your rebuttal testimony.  I believe the page  15 

numbering on your rebuttal testimony is different from the  16 

earlier copy.  But I think it should be BPX-32, pages 8 and  17 

9 of the copy distributed today.  18 

     A     Yes.  The claim, actually, on page 9 of BPX-32  19 

and the comparison made there is to the five proxy group  20 

members shown on Exhibit SFO-15, which is Dr. Williamson's  21 

proxy group in this case, yes.  22 

           My hesitation was that there was an original  23 

proxy group used in my direct testimony from another SFPP  24 

proceeding that was a nine-member proxy group.  So I just  25 
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wanted to confirm which proxy group we were talking about.  1 

     Q     Thank you.  The material you've presented in  2 

your rebuttal testimony to justify your view regarding  3 

SFPP's risk compared to that of the proxy companies focuses  4 

on issues related to competition; correct?  5 

     A     As a general matter, yes.  6 

     Q     Isn't it true that there are other factors that  7 

might be important to a risk analysis besides competition a  8 

pipeline faces compared to the competitions other pipelines  9 

face?  10 

     A     Are we talking about a business risk analysis or  11 

a general risk analysis?  12 

     Q     It could be general risk analysis, business  13 

risk, financial risk, regulatory risk.  14 

     A     Because risk, in general, would have a  15 

business -- generally is divided into business risks and  16 

financial risks.  So if you're talking about financial  17 

risk, you would not be looking at competition among  18 

pipelines.  But in looking at business risk, which is what  19 

I was focusing on here, competition is certainly one of the  20 

major factors in the risks that an entity faces in its  21 

markets.  22 

     Q     But there are other factors one would consider;  23 

correct?  24 

     A     There could be.  25 
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     Q     Can weather patterns in the area in which a  1 

pipeline's assets are located affect risk?  2 

     A     To the extent that weather patterns could be  3 

demonstrated to directly impact the income or sales or  4 

revenues of an entity, I suppose theoretically they could  5 

affect the risk.  6 

     Q     Well, for example, if a pipeline's assets were  7 

located in the Gulf of Mexico in an area that experiences  8 

hurricanes frequently, wouldn't its weather risks be  9 

different from those of a pipeline's assets located in,  10 

say, the Midwest?  11 

     A     The risks of the assets being affected by  12 

weather could be different, although that would depend on a  13 

large variety of circumstances.  There are tornadoes in the  14 

Midwest as well as hurricanes in the Gulf, and the actual  15 

risk, of course, that an entity would face based on that  16 

weather-related factor would depend, in part, on the  17 

insurance coverage and that kind of thing, because there  18 

could be very little risk if they're covered by insurance  19 

and are compensated for any loss that they experience.  20 

           So there would be a variety of factors you would  21 

have to consider.  22 

     Q     So it sounds like that's a complicated analysis;  23 

right?  24 

     A     I would say that would be a fairly complicated  25 
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analysis.  1 

     Q     Can the physical environment in the area in  2 

which pipeline assets are located also affect risk?  3 

     A     I would have to know what you meant by "physical  4 

environment" to answer that question.  5 

     Q     Sure.  For example, if pipeline assets were  6 

located along a fault in an area that experiences frequent  7 

earthquakes, wouldn't its risks be different from those of  8 

pipeline assets located in the Northeast where earthquakes  9 

or severe earthquakes aren't an issue?  10 

     A     In theory, again, that would be a similar answer  11 

to the weather related discussion, because there might be  12 

insurance coverage for earthquake damage.  But in theory,  13 

the geographical risk might be different for that entity.  14 

     Q     And can varying economic conditions in the  15 

market served by a pipeline affect risk?  16 

     A     Yes.  17 

     Q     What about the number of markets served?  Can  18 

the number of markets served by a pipeline affect risk?  19 

     A     The number of markets served could affect risk,  20 

but it would depend, in my opinion, more on the level of  21 

competition in those markets more than the number of  22 

markets, per se.  23 

     Q     And can the number of refineries connected to a  24 

pipeline system affect risk?  25 
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     A     On a theoretical basis, I don't know.  I would  1 

have to look at the specific aspects in which those -- the  2 

number of refineries were alleged to affect risk.  3 

     Q     Well, as an example, if all else were equal,  4 

would a products pipeline system connected to multiple  5 

refineries be less risky than a products pipeline system  6 

connected to only a single refinery?  7 

     A     I suppose, in theory, the more refineries you  8 

have attached, the more diluted the risk of an outage or  9 

mechanical problem or something like that at your one  10 

refinery would be, in theory.  11 

     Q     Can differing regulatory regimes that different  12 

states may have with respect to environmental regulation  13 

affect risk?  14 

     A     That, again, in theory, is possible.  I would  15 

say that regulatory regimes could affect risk or may affect  16 

cost.  For instance, if there are tighter environmental  17 

requirements, you may have a higher cost of doing business,  18 

but that doesn't necessarily increase your risk unless, for  19 

some reason, the regulators don't allow you to recover  20 

those costs from your -- if you're a regulated entity, from  21 

your ratepayers.  22 

     Q     And what about differing enforcement cultures?  23 

If you have -- would you consider the differing enforcement  24 

cultures that different states may have with respect to  25 
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environmental regulation affect risk?  1 

     A     Again, I would suspect, in the absence of a  2 

specific situation or specific facts to examine, that a  3 

different enforcement environment might affect cost, but  4 

again, the question of whether that affects risk would  5 

depend, again, more on the -- for a regulated entity, would  6 

depend more on the regulators' approach to allowing for  7 

recovery of those costs.  8 

     Q     What about in terms of population of the area in  9 

which a pipeline is located?  Would that affect risk?  10 

     A     If the pipeline's throughput and revenues are,  11 

in some way, directly dependent on the population in the  12 

immediate area of that pipeline, it could affect the risk,  13 

yes.  14 

     Q     So that would be a factor to consider in a risk  15 

analysis; correct?  16 

     A     Given the conditions I've stated, yes.  17 

     Q     And what about the substances that a pipeline  18 

transports?  Do risks of a pipeline vary in accordance with  19 

substances they transport?  20 

     A     I have not -- I don't think I'm in a position to  21 

answer that, because I have not studied that particular  22 

question, per se.  23 

     Q     Well, let me give you an example, and if you  24 

can't answer it, that's fine.  But would you say that a  25 
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pipeline that carries only NGLs, or natural gas liquids,  1 

has the same risks as a pipeline that carries only residual  2 

fuel oil?  3 

     A     I think the answer to that would depend on a  4 

variety of other factors, such as markets and prices and  5 

customer base and things that I would have to look at in  6 

order to answer that question.  7 

     Q     So that's a complicated analysis, it sounds  8 

like; correct?  9 

     A     Well, in order to answer that question, I would  10 

need to look at additional factors.  11 

     Q     Sure.  If a pipeline insured itself against  12 

geographic and weather risk, would it -- wouldn't it be  13 

allowed to include its insurance premiums in its cost of  14 

service?  15 

     A     As a general matter, I believe I have seen  16 

self-insured allowances in place of third-party insurance  17 

as a part of a cost of services, as a general matter.  I  18 

can't give you any specifics right now.  19 

     Q     Can business diversification affect risk?  20 

     A     Are we talking about as a very general matter or  21 

for a regulated pipeline or --  22 

     Q     Well, I think for any entity, wouldn't you say  23 

that, all else being equal, a company that's involved in a  24 

variety of businesses may be less risky than a company  25 
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that's focused only in a single business sphere?  1 

     A     I would say that depends upon what those  2 

businesses are.  3 

     Q     But it may be true; correct?  4 

     A     It may be, but it may be the opposite as well.  5 

     Q     And what about for geographic diversification?  6 

Can that affect risk?  7 

     A     Again, the geographic diversification could add  8 

to risk.  It could decrease risk.  It would depend on the  9 

specific circumstances.  10 

     Q     Wouldn't you say that the ease with which a  11 

company can redeploy its assets is a factor that can affect  12 

risk?  13 

     A     As a general matter, I would agree with that  14 

statement.  15 

           MS. BOUDREAUX:  That's all I have, your Honor.  16 

           PRESIDING JUDGE:  Mr. Bennett?  17 

           MR. BENNETT:  Yes, your Honor.  18 

                    CROSS-EXAMINATION  19 

           BY MR. BENNETT:  20 

     Q     Good morning.  21 

     A     Good morning.  22 

     Q     My name is William W. Bennett, and I will be  23 

examining you briefly this morning on behalf of the Trial  24 

Staff of the Federal Energy --  25 
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           PRESIDING JUDGE:  Ms. Halverson can't hear you.  1 

           MR. BENNETT:  Oh, I'm sorry.  2 

           BY MR. BENNETT:  3 

     Q     Good afternoon -- good morning still, Ms. Crowe.  4 

My name is William W. Bennett.  I will be examining you  5 

this day on behalf of the Trial Staff of the Federal Energy  6 

Regulatory Commission.  7 

           Sticking with this notion of risk, have you read  8 

the Commission's recently issued final policy statement on  9 

the use of master limited partnerships in proxy groups?  10 

     A     Yes, I have.  11 

     Q     Then you are aware that the Commission is  12 

concerned that in doing a return on common equity where you  13 

use master limited partnerships in the proxy group, there  14 

must be a showing that the master limited partnerships are  15 

of comparable risk to the subject entity; is that correct?  16 

     A     Yes, I am.  17 

     Q     And you also are aware, then, that when it comes  18 

to actually determining, in a range of returns on common  19 

equity, where the return on common equity for the subject  20 

entity lies, you have to assess the risk of the subject  21 

entity against the risk of the proxy group; is that  22 

correct?  23 

     A     Yes.  24 

     Q     And in this case, the subject entity is SFPP,  25 
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L.P., a stand-alone oil pipeline company; correct? 1 

     A     Correct.  2 

     Q     And the proxy group that Mr. Williamson used and  3 

which you were examined about at length by counsel for  4 

SFPP, contains a number of master limited partnerships; is  5 

that correct?  6 

     A     That's correct.  7 

     Q     And is it true that some of those master limited  8 

partnerships engage not only in oil pipeline business, but  9 

also in the natural gas business?  10 

     A     I believe that's correct.  Give me one minute.  11 

Yes; that's correct.  12 

     Q     And do you know what the indexing rate  13 

regulatory scheme is at this Commission for oil pipeline  14 

companies?  15 

     A     I'm generally aware that oil pipelines are  16 

permitted to use an indexing method for rate increases.  17 

     Q     And it's supposed to track inflation increases;  18 

is that correct?  Is that your understanding?  19 

     A     That is my understanding.  20 

     Q     And do you know whether natural gas companies  21 

that are subject to this Commission's jurisdiction have  22 

similar indexing regulatory benefits?  23 

     A     To my knowledge, they do not.  24 

     Q     Well, with respect to that particular regulatory  25 
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scheme, then, would you conclude that SFPP, as a  1 

stand-alone oil pipeline, is less risky than any MLP in  2 

Mr. Williamson's proxy group that contains natural gas  3 

companies?  4 

     A     With respect to that criteria alone?  5 

     Q     With respect to that criteria alone.  That is to  6 

say, whether they can take -- whether they can use the  7 

benefit of an indexing rate regulatory scheme at this  8 

Commission.  9 

     A     I don't think I could say that that criteria in  10 

and of itself would render a pipeline more or less risky,  11 

because on the natural gas side, barring a settlement  12 

provision that prohibits it, a pipeline can come in at any  13 

time for a rate increase in any amount.  So the rate  14 

increase could exceed the indexing that the oil pipeline  15 

would have been able to use, if we're talking only about  16 

that criteria.  17 

     Q     But in your experience at this Commission, have  18 

you found that when a natural gas company applies for a  19 

rate increase, the degree of litigation that the natural  20 

gas company has to go through before an increase is awarded  21 

or rejected is different than the degree of litigation that  22 

an oil pipeline has to go through when it files for an  23 

indexed rate increase?  24 

     A     That would be my general understanding, yes.  25 
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     Q     You've done discounted cash flow analyses for  1 

rate proceedings at this Commission in the past?  2 

     A     Yes, sir.  3 

     Q     And you're familiar with them; correct? 4 

     A     Yes, sir.  5 

     Q     Is it fair to say that the discounted cash flow  6 

analysis is used to obtain a return on common equity in  7 

ratemaking proceedings at FERC?  8 

     A     It is fair to say that the purpose to which the  9 

Commission puts the DCF analysis is for deriving a rate of  10 

return on equity for a pipeline.  11 

     Q     And is there a general formula that one can  12 

point to that describes how you determine what the return  13 

on common equity is in rate proceedings at this Commission?  14 

     A     Yes.  The Commission has identified a formula.  15 

Over time, the components have been modified, but it has a  16 

general formula, yes.  17 

     Q     And what is your understanding of the basic  18 

elements of that formula?  19 

     A     The basic elements of that formula are a  20 

dividend yield, which is derived by dividing the dividend  21 

of a stock or unit by its price, plus a short-term growth  22 

rate, the growth and earnings estimate, which is weighted  23 

two-thirds, plus a long-term growth in the economy 24 

estimate, which is weighted one-third, to equal the  25 
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expected or required return on equity.  1 

     Q     Would you turn to page 3 of your rebuttal  2 

testimony, BPX-32, and I would ask you to focus, please, on  3 

lines 16 through 20?  4 

     A     Yes, sir.  5 

     Q     There, you indicate that with respect to the  6 

analysis of SFPP witness Dr. Williamson, for years 2003 and  7 

2004, the dividend yield part of the return on the equity  8 

was what?  9 

     A     In the section of my testimony to which you're  10 

referring, I'm not specifically discussing Mr. Williamson's  11 

results, but I'm answering a question about what those  12 

results would be if you used income rather than  13 

distributions.  14 

     Q     I stand corrected.  And if you used income  15 

rather than distributions, what would the dividend yield  16 

part of the equation be?  17 

     A     For KMEP, for the years 2003 and 2004, it is  18 

zero or less than zero.  19 

     Q     And you recommend in this case using income  20 

rather than cash distributions to compute the dividend  21 

yield part of the equation; is that correct?  22 

     A     Yes; that's correct.  23 

     Q     All right.  And if the dividend yield was zero,  24 

does that mean that the return common equity would then be  25 
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equal to the long-term growth rate plus the short-term  1 

growth rate?  2 

     A     In accordance to the equation that is used by  3 

the Commission, yes.  4 

     Q     Do you know what the long-term growth rate plus  5 

the short-term growth rate are in this case for Kinder  6 

Morgan Energy Partners for the year 2003?  7 

     A     I believe it was in Mr. Williamson's testimony.  8 

     Q     If you don't recall it, that's fine.  9 

     A     I don't recall it.  10 

     Q     Do you recall what the cost of debt is for  11 

Kinder Morgan Energy Partners --  12 

           PRESIDING JUDGE:  Are we testing her memory?  Is  13 

that what we're doing?  There's a TV show that does that,  14 

but we don't.  15 

           THE WITNESS:  I'd flunk.  16 

           PRESIDING JUDGE:  Yeah, me, too.  17 

           BY MR. BENNETT:  18 

     Q     Did you do a DCF analysis in this case? 19 

     A     Yes.  20 

     Q     What was your cost of debt for Kinder Morgan  21 

Energy Partners for 2003?  22 

     A     Cost of debt?  23 

     Q     Yes.  24 

     A     You asked if I had done a DCF analysis. 25 
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     Q     I'm sorry.  I stand corrected.  Did you develop  1 

a cost of capital in this case?  2 

     A     Yes, sir.  3 

     Q     And did it include not only a cost of equity but  4 

a cost of debt?  5 

     A     Yes, sir.  6 

     Q     And what is your cost of debt that you  7 

determined for Kinder Morgan Energy Partners for 2003 in  8 

this case?  9 

     A     The cost of debt that I calculated is in Exhibit  10 

BPX-17.  The cost shown there is 6.26 percent, to which I  11 

propose a downward adjustment to 6.19 percent.  That's  12 

discussed in my direct testimony.  I could find the  13 

reference, if you'd like.  14 

     Q     No, that's fine.  Did you also develop a growth  15 

rate for Kinder Morgan Energy Partners for 2003?  16 

     A     No, sir.  My proxy group was composed of  17 

corporations and did not include KMEP.  18 

     Q     So your cost of debt was 6.26 percent for Kinder  19 

Morgan Energy Partners for 2003; is that correct?  20 

     A     6.19 percent.  21 

     Q     19, I'm sorry.  22 

     A     No, I'm sorry.  23 

     Q     And do you know how that compares to the growth  24 

rate for Kinder Morgan Energy Partners for 2003 that was  25 
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developed by Dr. Williamson in this case?  1 

     A     No, I do not recall that.  2 

     Q     If your cost of debt, 6.19 percent, for Kinder  3 

Morgan Energy Partners for 2003 was higher than the growth  4 

rate that Dr. Williamson developed for Kinder Morgan Energy  5 

Partners for 2003, would that seem unreasonable to you?  6 

     A     Well, to me, that would illustrate the  7 

inappropriateness of using MLPs in the DCF analysis, and I  8 

did not use MLPs in my DCF analysis.  9 

     Q     I see.  You did say you had read the  10 

Commission's recent policy statement; is that correct?  11 

     A     Yes, sir.  12 

     Q     Have you revised your views about the use of  13 

MLPs as a result of reading that policy statement? 14 

     A     I have not revised my own opinion about it.  I  15 

understand -- I have read the order.  16 

     Q     You have done discounted cash flow analyses on  17 

many occasions; is that correct?  18 

     A     Yes, sir.  19 

     Q     Do you know what the -- forgive me, your Honor,  20 

but do you know what the 10-year Treasury bond yield was  21 

for 2003?  22 

           PRESIDING JUDGE:  I'm just curious, before you  23 

answer this question, if she gave you an answer, would you  24 

know whether she was right or wrong?  25 

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



375

           MR. BENNETT:  Yes, roughly.  1 

           PRESIDING JUDGE:  All right.  Why don't you give  2 

her the answer and let her give you the question, then.  3 

           MR. BENNETT:  I stand corrected, your Honor.  4 

           BY MR. BENNETT:  5 

     Q     Do you know whether the 10-year Treasury bond --  6 

and thank you, your Honor.  I appreciate it.  I'll ask this  7 

question and then move on.  8 

           Do you know whether the 10-year Treasury bond  9 

yield for 2003 was greater than or lower than your cost of  10 

debt for Kinder Morgan Energy Partners for 2003 of 6.19  11 

percent?  12 

     A     I do not know that.  13 

     Q     Are you familiar with the principles  14 

established -- and I'm just asking whether you're  15 

familiar -- in the Hope and the Bluefield cases?  16 

     A     I'm familiar with one or two of them as they  17 

apply to, I think, the commensurate risk requirement or  18 

criteria for proxy groups.  19 

     Q     Are you aware that -- and if you're not, that's  20 

fine -- the Hope and Bluefield cases, one of the principles  21 

addressed there -- and I'm just asking whether you are  22 

aware of it, not to interpret it or anything like that.  23 

           PRESIDING JUDGE:  He's afraid that I'm going to  24 

slap him around because I don't allow legal questions.  So  25 
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that's what this is all about.  That's why he keeps saying  1 

no, I'm just asking you this, because he knows I'm going to  2 

slap him.  3 

           MR. BENNETT:  May I proceed, your Honor?  4 

           PRESIDING JUDGE:  You're on very shaky ground.  5 

You understand that?  6 

           MR. BENNETT:  I'm aware, your Honor, and I'm  7 

trying to craft the question so as to not elicit a legal  8 

answer.  9 

           PRESIDING JUDGE:  And Bonnie Pride is not going  10 

to help you if you cross me.  11 

           MR. BENNETT:  I understand, Judge.  12 

           BY MR. BENNETT:  13 

     Q     Do you agree with the notion that regulated  14 

utilities are entitled to some return on their investments?  15 

     A     Yes, certainly.  16 

     Q     Would you turn, please, to page 13 of your  17 

rebuttal testimony, BPX-32, beginning at line 17 and  18 

carrying over to page 14, line 11.  19 

     A     Yes, I have it.  20 

     Q     And there, you're talking about accumulated  21 

deferred income taxes; is that correct?  22 

     A     Yes, sir.  23 

     Q     And at line 21 of page 13 to line 2 of page 14,  24 

you talk about partnerships not having taxable income of  25 
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their own and, therefore, not needing to hold anything back  1 

for future payment of income taxes; is that what you say  2 

there?  3 

     A     Yes, sir.  4 

     Q     What is your proof that accumulated deferred  5 

income taxes are inappropriate for SFPP, L.P., rates if it  6 

is not the notion that partnerships do not pay income taxes  7 

and, therefore, there is no future tax payments to defer?  8 

           PRESIDING JUDGE:  Do you understand the 9 

question?  Because he read something he wrote three weeks  10 

ago.  11 

           MR. BENNETT:  Last night.  12 

           PRESIDING JUDGE:  Last night?  I'm sorry.  13 

           THE WITNESS:  I think so.  14 

           PRESIDING JUDGE:  Okay.  As long as you 15 

understand it -- I'm not sure he does, but as long as you  16 

understand it, answer it.  17 

           THE WITNESS:  The question I think you asked is  18 

whether there's any other basis besides the fact that  19 

partnerships do not pay their own income taxes for not  20 

allowing an ADIT allowance.  21 

           BY MR. BENNETT:  22 

     Q     That's correct.  How would you justify -- let me  23 

back up.  24 

           How would you justify not allowing an ADIT  25 
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recovery to SFPP, L.P., in this case without relying upon  1 

the notion that SFPP is a nontaxable entity?  Is there  2 

another reason you can point to to disallow an accumulated  3 

deferred income tax for SFPP, L.P., other than it is a  4 

nontaxable entity?  5 

     A     No, that is the basis on which I would disallow  6 

or flow back the ADIT that is currently on SFPP's books.  7 

     Q     And that's the sole basis?  8 

     A     The sole basis, that they do not pay their own  9 

income taxes but are a flow-through entity.  10 

     Q     All right.  Now, would you go to page 14 of  11 

BP --  12 

           MS. BOUDREAUX:  Your Honor, I'm sorry to  13 

interrupt.  May I speak?  14 

           PRESIDING JUDGE:  Go.  I may stop you, but you  15 

can start.  16 

           MS. BOUDREAUX:  Okay.  I'd just like to note  17 

that the page numbers he's providing are not from the  18 

document that was entered into the record.  And so they  19 

don't match with the document that was presented this  20 

morning.  21 

           MR. BENNETT:  Your Honor, I thought they did.  I  22 

took the time over the break to --  23 

           PRESIDING JUDGE:  I'm sorry.  But I'm looking at  24 

Exhibit BPX-32, and they conform.  25 
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           MS. BOUDREAUX:  Are you looking at the one that  1 

was distributed this morning?  2 

           PRESIDING JUDGE:  Yes.  3 

           MR. BENNETT:  Yes, your Honor.  And I was  4 

working from the one that was distributed this morning, and  5 

over the break, I took my questions from earlier and tried  6 

to match up the pagination.  7 

           MS. BOUDREAUX:  All right.  I think I've got a  8 

new version.  Thank you.  Sorry about that.  9 

           PRESIDING JUDGE:  Thank you, Mr. Caldwell.  I  10 

see you are useful for something.  11 

           MR. CALDWELL:  One time.  12 

           PRESIDING JUDGE:  I didn't believe one word that  13 

anybody said about you not being useful at all.  14 

           MR. CALDWELL:  I'm going to mark that down.  15 

           PRESIDING JUDGE:  It's those people in the back  16 

room.  They sent Lefler up to watch you.  17 

           MR. CALDWELL:  Can we keep them back there?  18 

           PRESIDING JUDGE:  Absolutely.  Go ahead.  19 

           MR. BENNETT:  Thank you, your Honor.  20 

           BY MR. BENNETT:  21 

     Q     At page 14 of BPX-32, lines 5 and 6, do you have  22 

the reference?  23 

     A     Yes, sir.  24 

     Q     You use the term there "double dip"; is that  25 
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correct?  1 

     A     Yes, sir.  2 

     Q     What is the first dip in the double dip that you  3 

meant when you used that term?  4 

           PRESIDING JUDGE:  Do you have an answer,  5 

Ms. Crowe?  6 

           THE WITNESS:  Yes, sir.  The first part of the  7 

double dip is the income taxes that the shippers pay in the  8 

cost of service allowance.  9 

           BY MR. BENNETT:  10 

     Q     And the second dip?  11 

     A     The second part of the double dip is the ADIT.  12 

     Q     So how is there a double dip when there's ADIT  13 

in the rates for SFPP, L.P., and the income tax allowance  14 

that the shippers pay?  Why are those two things  15 

duplicative?  Is that what you're suggesting by use of the  16 

term "double dip," that they're twice recovering for one  17 

thing, there's double recovery for one thing?  18 

     A     Yes.  The cost of service has an income tax  19 

allowance that's calculated based essentially on book  20 

income rather than recognizing the tax depreciation effects  21 

that are passed through to the partners each year. 22 

           So you have income taxes based essentially on  23 

book income.  So those are higher than they would be to  24 

start with if there was tax income.  25 
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           And then you have the tax depreciation affect  1 

being captured as if there was a deferred income tax  2 

allowance when, in fact, those deferrals are also passed  3 

through to the partners on their K-1s because SFPP is a  4 

flow-through entity.  5 

     Q     So this all ties back into SFPP's status as a  6 

flow-through entity; is that correct?  7 

     A     Yes, sir.  8 

     Q     All right.  Would you turn to page 3 of your  9 

rebuttal testimony, BPX-32, lines 18 through 20.  10 

     A     Yes.  11 

     Q     Do you suggest there that taxable income be used  12 

in the numerator of the dividend yield part of the formula  13 

used at this Commission to ascertain the return on equity  14 

for regulated entities?  15 

     A     Not exactly, no.  What I'm saying is that if you  16 

did use taxable income in the numerator, the dividend yield  17 

would be zero.  But I don't recommend that KMEP or other  18 

MLPs be used to calculate a return on equity because that's  19 

not what's measured by the DCF analysis used in cash  20 

distributions.  21 

           MR. BENNETT:  Thank you.  22 

           Your indulgence, your Honor.  I have no further  23 

questions, your Honor.  24 

           Thank you, Ms. Crowe.  25 
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           THE WITNESS:  Thank you.  1 

           PRESIDING JUDGE:  Ms. Myers?  2 

           MS. MYERS:  No questions, your Honor.  3 

           PRESIDING JUDGE:  Turn to BPX-15, page 11.  4 

           THE WITNESS:  Yes, sir.  5 

           PRESIDING JUDGE:  Starting at page 9, there's  6 

this very lengthy, I guess, hypothetical based on something  7 

that was written by Dr. Horst, whoever Dr. Horst is and  8 

whatever he wrote.  We don't know because the questioner  9 

doesn't tell us.  So we don't even care.  For all we know,  10 

he could be a radio psychologist.  Then you're asked "would  11 

you help me try to quantify" "what number would result from  12 

that?"  13 

           What I didn't understand was whether you thought  14 

that question made any sense whatsoever.  15 

           THE WITNESS:  I understood the question to be  16 

asking what would happen to the dividend yield if you  17 

included all of the cash distributions to all of the  18 

partners rather than just the cash distributions to the  19 

limited partners.  So that was how I answered the question.  20 

           PRESIDING JUDGE:  Okay; all right.  Now, that's  21 

helpful, because we don't get that from the exhibit,  22 

because we don't know from the exhibit whether you or how  23 

you interpreted the question, because Lord knows why.  24 

           Anyway, go to page 13.  25 
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           THE WITNESS:  Yes, your Honor.  1 

           PRESIDING JUDGE:  The question at line 2, tell  2 

me what you understood from that question and how you  3 

addressed it.  4 

           THE WITNESS:  I understood that question to be  5 

asking what happens to the dividend yield if you use the  6 

reported book income of the MLP for the public limited  7 

partners only to calculate the dividend yield.  8 

           PRESIDING JUDGE:  What's the alternative?  9 

           THE WITNESS:  Well, I think there are several.  10 

You could use cash distributions.  You could use total cash  11 

distributions.  You could use just cash distributions to  12 

limited partners.  You could use the reported book income  13 

that flows to the limited partners.  You could use the  14 

taxable income, as Mr. Sintetos was discussing, that  15 

actually goes to the limited partners at the end of the  16 

day.  Or you could probably use other things, but those are  17 

the four, I think, that I examined, four alternatives I  18 

examined.  19 

           PRESIDING JUDGE:  Of those alternatives,  20 

including the one in the question, which one makes most  21 

sense to you?  22 

           THE WITNESS:  To me, the one that makes the most  23 

sense, if the Commission wants to calculate a return on  24 

equity, which is income, that's required by unitholders or  25 
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stockholders, the one that makes the most sense is the  1 

income that actually goes to those unitholders or  2 

stockholders, because that's their return on their 3 

investment.  4 

           And because of the complications and the  5 

interplay of distributions and incomes with MLPs, that  6 

explains why it's my position that the corporation should  7 

continue to be used for the DCF analysis to the extent it  8 

is being implemented in order to calculate a return on  9 

equity.  10 

           Oh, I'm not sure I answered your question, your  11 

Honor.  So I would say none of those, because those are all  12 

MLP dividend yields, and so if you could use the actual  13 

income that goes to the partners, that would be  14 

appropriate, but as we were discussing, sometimes that's  15 

zero or negative.  So we have a problem there.  16 

           PRESIDING JUDGE:  Okay.  If we were sitting  17 

around this evening at some pub, we could discuss that, the  18 

Commission, but suffice it to say that the way I read the  19 

Commission policy statement -- don't anybody else listen;  20 

this is between Ms. Crowe and me.  It's permissive; it's  21 

not required.  So you're still on safe ground.  22 

           Let's go to BPX-32.  At the bottom of page 17,  23 

you're asked a question at lines 20 and 21 that you answer  24 

in -- you say any income tax allowance should cover only  25 

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



385

the allowed taxable income.  Why?  1 

           THE WITNESS:  In the context of the question  2 

that was asked, referencing the materials used by Mr. Ganz  3 

to develop an income tax rate, those were the actual  4 

profits or the actual income of SFPP, which was higher than  5 

the cost of service for SFPP in the year that was being  6 

examined.  7 

           And so the question was should SFPP be given an  8 

income tax allowance on that excess income above its cost  9 

of service, essentially, and my answer was no.  10 

           PRESIDING JUDGE:  Your next question, you're  11 

being told what Mr. Sintetos said, and you're told you can  12 

rely on that, and you say you will rely on it.  So I want  13 

to know whether you agree with Mr. Sintetos's statement.  14 

           THE WITNESS:  I would say I'm not in a position  15 

to know whether a reduction in book income of $19 million  16 

would result in the same reduction for taxable income.  So  17 

I rely on him as a tax expert.  18 

           PRESIDING JUDGE:  Then there's a follow-up  19 

question, again related to the tax allowance, and you say  20 

that would be correct.  21 

           What do you mean there if you're relying on  22 

Sintetos?  23 

           THE WITNESS:  What I mean there is that if the  24 

excess revenue relative to cost of service of $19.5 million  25 
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were removed from exhibit of Mr. Ganz that's being 1 

discussed here, then the resulting income for which  2 

Mr. Ganz would calculate an income tax allowance would be  3 

50 million rather than 69.7, and I agreed with that math  4 

basically.  5 

           PRESIDING JUDGE:  Okay; all right.  So it's --  6 

you're not agreeing with the theory or with whether or not  7 

it was correct; you're just agreeing that 69 minus 50 is  8 

19?  9 

           THE WITNESS:  Yes.  10 

           PRESIDING JUDGE:  All right.  As long as we all  11 

understand that.  12 

           Ms. Boudreaux?  13 

           MS. BOUDREAUX:  I don't have anything.  14 

           PRESIDING JUDGE:  Even though Mr. Ganz slipped  15 

you a question?  I don't miss much.  16 

           MS. BOUDREAUX:  I see that.  17 

           PRESIDING JUDGE:  Mr. Bennett?  18 

           MR. BENNETT:  Limited to what your Honor asked?  19 

           PRESIDING JUDGE:  Yes.  20 

           MR. BENNETT:  Nothing, your Honor.  21 

           PRESIDING JUDGE:  Ms. Myers?  22 

           MS. MYERS:  Nothing, your Honor.  23 

           PRESIDING JUDGE:  Ms. Crowe, unlike  24 

Mr. Sintetos, I'd like you to sit until we finish the  25 
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exhibits.  I've never seen a witness get out of here as  1 

fast as he did.  It just shocked me.  2 

           So the only exhibits are yours?  3 

           MS. MYERS:  May I ask if we could go off the  4 

record for just a moment?  5 

           PRESIDING JUDGE:  Sure.  6 

           (Discussion off the record.)  7 

           PRESIDING JUDGE:  Ms. Myers, you were saying  8 

something about BPX-39 and 40?  9 

           MS. MYERS:  Yes, your Honor.  These two exhibits  10 

were omitted when I identified the exhibits of Ms. Crowe  11 

earlier, and I would like to have them identified for the  12 

record.  13 

           PRESIDING JUDGE:  Okay.  So at this point in  14 

time, we're identifying BPX-39 and BPX-40.  15 

           (Exhibits BPX-39 and BPX-40 identified.)  16 

           PRESIDING JUDGE:  I rather suspect you better  17 

ask the witness about them so that they're included within  18 

the whole context of what would ordinarily be your direct.  19 

           MS. MYERS:  Yes, your Honor.  20 

                   REDIRECT EXAMINATION  21 

           BY MS. MYERS:  22 

     Q     Were BPX-39 and BPX-40 prepared by you as a part  23 

of your prepared rebuttal testimony in this proceeding?  24 

     A     Yes.  25 
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     Q     All right.  And do you adopt them as you did  1 

your earlier testimony as your sworn testimony in this  2 

proceeding?  3 

     A     Yes, I do.  4 

           MS. MYERS:  Thank you, your Honor.  5 

           PRESIDING JUDGE:  Now, we've got them properly  6 

identified, and so at this point in time, then, you would  7 

be offering into evidence BPX-15 through 20 and BPX-32  8 

through 40; is that right?  9 

           MS. MYERS:  That is correct, your Honor.  10 

           PRESIDING JUDGE:  Okay.  Objections?  Okay.  11 

Seeing none, BPX-15 through 20 and BPX-32 through 40 are  12 

admitted.  13 

           (Exhibits BPX-15 through BPX-20 and BPX-32  14 

through BPX-40 received.)  15 

           PRESIDING JUDGE:  Thank you, Ms. Crowe.  I  16 

appreciate your sitting there.  It would have been dreadful  17 

for them if you had left.  18 

           It's more or less 12:30.  We're break for lunch.  19 

           You're finished, Ms. Myers, as I understand it.  20 

           MS. MYERS:  Yes, sir.  21 

           PRESIDING JUDGE:  And that means Mr. O'Loughlin,  22 

you're next.  Okay.  See you at 2:00.  23 

           (Whereupon, at 12:31 p.m., the hearing was  24 

recessed, to be reconvened at 2:00 p.m. this same day.)  25 
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                        BEFORE THE  1 

           FEDERAL ENERGY REGULATORY COMMISSION  2 

- - - - - - - - - - - - - - - - - -x  3 

IN THE MATTER OF:                  :  Docket Number  4 

CHEVRON PRODUCTS COMPANY,          :  OR03-5-001  5 

BP WEST COAST PRODUCTS LLC,        :  6 

EXXONMOBIL OIL CORPORATION, AND    :  7 

CONOCOPHILLIPS COMPANY             :  8 

          v.                       :  9 

SFPP, L.P.                         :  10 

- - - - - - - - - - - - - - - - - -x  11 

  12 

                           Hearing Room 5  13 

                           Federal Energy Regulatory  14 

                            Commission  15 

                           888 First Street, NE  16 

                           Washington, DC  17 

  18 

                           Wednesday, May 7, 2008  19 

  20 

    The above-entitled matter came on for hearing, pursuant  21 

to notice, at 10:04 a.m.  22 

  23 

BEFORE:   HONORABLE EDWARD M. SILVERSTEIN  24 

          ADMINISTRATIVE LAW JUDGE  25 
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out.  1 

           BY MS. HALVERSON:  2 

     Q     Mr. Ganz, with those corrections, if I asked you  3 

the questions presented herein today, would you provide the  4 

same answers?  5 

     A     Yes.  6 

           MS. HALVERSON:  Your Honor, Mr. Ganz is 7 

available for cross-examination.  May I make one comment  8 

for the record?  I'm sorry.  Just so all the parties know,  9 

Mr. Ganz had a number of places where we had marked  10 

protected material.  We've taken those markings out, but  11 

the line numbers have not changed.  You'll just see that  12 

there's jagged edges and kind of weird stops, but all the  13 

lines should be the same in his testimony.  14 

           PRESIDING JUDGE:  That's not to change the  15 

pagination, which I didn't want done.  16 

           MS. HALVERSON:  Correct.  17 

           PRESIDING JUDGE:  Everybody understood all of  18 

the corrections he made, and everybody understands to which  19 

exhibits they apply.  I wanted to make sure.  20 

           Your cross.  21 

                    CROSS-EXAMINATION  22 

           BY MR. GOOCH:  23 

     Q     Sir, will you please get out SFO-62A, page 1 of  24 

3 pages, the same being weighted federal income tax  25 
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           If you look at page 700 as it was filed, again,  1 

you've got the 124,956 cost of service.  Now you have an  2 

excess of revenues of 19,544,000 -- sorry.  The revenue  3 

number is the one that stayed the same, not the cost.  4 

           And if you look at the four that you just did,  5 

the excess of revenues over cost of service paid by the  6 

interstate shippers is $34,941,000.  7 

           Now, my question to you is, do you think that  8 

the interstate shippers should pay anything at all toward  9 

the income taxes associated with the excess revenues?  10 

     A     I don't believe there is an income tax allowance  11 

associated with excess revenues, however those are defined.  12 

     Q     If, as you may think, the shippers did pay  13 

income taxes on their share of $69 million taxable income,  14 

then that included the excess revenues; right?  15 

     A     I don't recall saying that shippers pay -- that  16 

there were taxes on the 69 million.  17 

     Q     Ah, there we go.  There we go.  Let's look again  18 

at BPX-54.  Let's stay in North Line, if you're comfortable  19 

with North Line.  And let's look at line 14, carrier  20 

depreciation expense.  Under regulatory methodology, should  21 

there be any income tax allowance associated with the  22 

recovery of depreciation costs?  23 

     A     That's not my understanding, no.  24 

     Q     Is it your understanding that using Professor  25 
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Williamson's definition, of using cash distributions, that  1 

it is probable that there will be depreciation included in  2 

the cash distribution?  3 

     A     I don't think I know enough to say one way or  4 

the other about what's in the cash distribution.  5 

     Q     Let's see if we can look together.  If someone  6 

would please hand him BPX-50, same being FERC Form 6,  7 

annual report of oil pipeline companies, December 31, 2003,  8 

page 20 of 67.  9 

     A     I'm sorry.  What was the page reference?  10 

     Q     20 of 67 and it goes on to 21 of 67.  11 

     A     Okay.  12 

     Q     If you look on page 21, line 76, you'll see  13 

distributions to general and limited partners of $80  14 

million.  15 

     A     I see that.  16 

     Q     Now we go through the statement of cash flows  17 

and we see what cash is available, and I ask you to look at  18 

line 4, depreciation.  It shows cash available of  19 

$43,999,318.  20 

           If there is depreciation in the cash  21 

distribution and depreciation charged independently, would  22 

you consider that to be a double-dip against the shippers?  23 

     A     I don't understand your question.  24 

     Q     Paying for depreciation --  25 
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           PRESIDING JUDGE:  We're going to take our  1 

afternoon recess now.  2 

           (Recess.)  3 

           PRESIDING JUDGE:  Back on the record.  4 

           Ms. Halverson, you raised an issue while we were  5 

off the record with regard to SFO Exhibits 115 through 118?  6 

           MS. HALVERSON:  Correct, your Honor.  7 

           PRESIDING JUDGE:  I'll note that those exhibits  8 

were identified on May 2.  9 

           MS. HALVERSON:  Yes, they were.  10 

           PRESIDING JUDGE:  Go ahead.  11 

                    DIRECT EXAMINATION  12 

           BY MS. HALVERSON:  13 

     Q     Mr. Ganz, were Exhibit Numbers SFO-115, SFO-116,  14 

SFO-117 and SFO-118 prepared by you or under your  15 

supervision?  16 

     A     Yes, they were.  17 

     Q     You had designated some corrections to these  18 

earlier in the proceeding.  With those corrections, if I  19 

asked you today -- are these your exhibits?  20 

     A     Yes, they are.  21 

           MS. HALVERSON:  Your Honor, sorry.  22 

           PRESIDING JUDGE:  Go ahead, Mr. Gooch.  You may  23 

continue.  24 

              CROSS-EXAMINATION (Continued)  25 

20080808-5110 FERC PDF (Unofficial) 8/8/2008 3:48:23 PM



1000

           BY MR. GOOCH:  1 

     Q     Doubting my own recollection, with Ms. Myers's  2 

help, refer to page 661 of the transcript.  The Judge is  3 

interrogating Professor Williamson.  4 

           PRESIDING JUDGE:  You're going to have to speak  5 

up, sir.  6 

           BY MR. GOOCH:  7 

     Q     Page 661 of the transcript, the Presiding Judge,  8 

"That was a long way around, Professor.  You're saying the  9 

answer to Mr. Gooch's question is yes?  10 

           "THE WITNESS:  Well, it's not quite that simple.  11 

           "PRESIDING JUDGE:  What you said was that if  12 

depreciation generates cash and the cash flows through to  13 

the MLP, then it's available for distribution.  That's  14 

really what you said."  15 

           I'm stopping there.  It's the end of the Judge's  16 

statement?  17 

           PRESIDING JUDGE:  And Professor Williamson  18 

agreed with me.  19 

           MR. GOOCH:  Yes, sir, he did.  20 

           PRESIDING JUDGE:  Go ahead.  21 

           MR. GOOCH:  "THE WITNESS:  I think that's  22 

correct, your Honor."  There's always the question.  23 

           BY MR. GOOCH:  24 

     Q     Do you agree with that, Mr. Ganz?  25 
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     A     If you don't mind, could I take a look at the  1 

statement?  2 

     Q     Sure.  3 

     A     I would agree that depreciation is a noncash  4 

expenditure, and it would be a source of cash on a cash  5 

flow statement and to the extent that produces cash  6 

available for distribution, that this statement appears to  7 

be correct.  8 

     Q     Do I need to show you again the cash flow  9 

statement in BPX-50, FERC Form 6 for the year 2003 which  10 

showed the depreciation being in the cash flow statement?  11 

     A     I see it's in the cash flow statement.  12 

     Q     Focus on that for a minute, we have depreciation  13 

now in cash flow.  We have cash flow -- the distribution  14 

being used to set a rate of return on equity.  You put in  15 

the cost of service, a separate charge for depreciation and  16 

charge dollars for that.  17 

           So by my standards, depreciation is being  18 

charged to the consumer twice, and I'm giving you the  19 

opportunity to say that I'm wrong.  20 

     A     Well, I disagree with your statement.  What is  21 

included in the cost of service is a component for book  22 

depreciation expense.  Beyond that, I don't understand how  23 

there's a charging twice.  24 

     Q     I'll try once more and then drop it.  If you use  25 
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cash distributions to calculate a rate of return on equity  1 

and if the cash distribution includes a component for  2 

depreciation, it follows that there is depreciation  3 

included in the rate of return on equity calculation;  4 

right?  5 

     A     I'm not familiar enough with the return on  6 

equity calculations to address that.  7 

     Q     Let's move to the next subject.  Again, for  8 

reference, SFO-62A you relied on SFPP taxable income to  9 

make a calculation for a weighted federal income tax  10 

allowance; right?  11 

     A     Yes.  12 

     Q     If you look at BPX-54, and using again the North  13 

Line as an example, you made no adjustments in the 14 

calculation of an income tax allowance for tax depreciation  15 

or any other form of deduction, did you?  16 

     A     In my calculation of the income tax allowance?  17 

     Q     Yes.  18 

     A     No, I didn't, nor is it necessary to.  19 

     Q     The second part, I take it, is what I want to  20 

talk to you about.  First, I want to establish you didn't  21 

do it.  Second thing is, do you see any inconsistency in  22 

recognizing that if you're going to talk about an income  23 

tax allowance, you have to talk about taxable income when  24 

you make the calculation for the tax rate and then when the  25 
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