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Trom the Houston area to suitable refineries in Louisiana. Through its website, in March 2012, Shell
launched a binding open season which permitted shippers to contract to commit to ship volumes of
product at 3-year commitment and 5-year commitment rates which moved inversely to the amount of
volumes that would be shipped (greater volumes lower per barrel rates). The 5-year rates were also
lower than the 3-year rates for the same volumes shipped. Further, contract shippers paid a premium
relative to non-contract shippers that was at least one cent higher, and the former as a class received up
to 90 percent of the capacity on the reversed system with priority transportation during prorationing. A
unique feature was that Shell proposed to rank order contract requests base on a net present value
methodology. The Commission noted that the net present value methodology was commonly used by
natural gas pipelines in their open seasons, and it approved the methodology for oil pipelines along with
Shell’s proposed rate and priority of service structure.
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1. This order addresses Shell Pipeline Company LP’s (Shell) March 30, 2012 petition
requesting that the Commission issue a declaratory order approving Shell’s proposed
contract rates, proposed service priority rights and prorationing provisions for shippers,
and its use of a net present value (NPV) methodology to allocate requests for contract
capacity during its binding open season, for proposed transportation service from

Hou: )n, Texas to Houma, Louisiana and certain other destinations and origins. For the
reasons discussed below, the Commission grants Shell’s petition.

Backgfound

2. 1¢ Houston-to-Houma Pipeline System (Ho-Ho) is owned and operated by Shell
and is a batched system that provides both interstate transportation subject to the
jurisdiction of this Commission and also intrastate transportation subject to the
jurisdiction of the Texas Railroad Commission and Louisiana Public Service
Commission. The Ho-Ho System is comprised of over 350 miles of pipe in two main
flow 1atterns originating at Clovelly and Houma, Louisiana. The westbound segment is a
22 inch system to the Port Arthur, Texas area with a 360,000 barrel per day (bpd)
capacity and a 20 inch system from Port Arthur to Houston with a 250,000 bpd capacity.
The northbound segment is an 18 inch system to St. James, Louisiana with a 260, 0 bpd
capacity. The Ho-Ho System has multiple delivery points, including more than

15 delivery points serving major Gulf Coast refineries, and access to storage facilities at
Houma and Erath, Louisiana, as well as in the Port Arthur area of Texas.
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required for the reversal, including substantial lead times for acquiring certain equip: :nt,
Shell submits that it needs to receive the requested declaratory order by the end of July
2012.

5. Shell first formally explored shipper interest through a non-binding open season
held from mid-August through mid-October 2011. The significant level of response
prompted further refinement of the proposed rates and services. On March 8, 2012, Si
launched a binding open season through a website with explanatory and contract

ycuments for the proposed Ho-Ho Reversal Project. On March 30, Shell issued a notice
on :website that the non-contract rates were being . ___2nded to reflect ' : rate struct
presented in this petition. In addition to the usual features of such an open season, Shell
has provided shippers with information about the manner in which requests for contract
service will be allocated should the capacity requested in qualifying transportation
service agreements (TSAs) exceed the proposed capacity of the Ho-Ho Reversal
available for contract shippers, i.e., use of an NPV methodology to rank-order the
contract requests. Under the procedures in the open season, binding requests for service
were due by April 20, 2012. Shell filed its Petition for Declaratory Order on Mar: 30,
2012, and on April 4, 2012, notice of Shell’s Petition for Declaratory Order was
published in the Federal Register with comments due April 20, 2012. No comments
were filed, and the petition is unopposed.

Shell’s Petition

6. Shell proposes to offer two types of shipper service on the Ho-Ho Reversal.
Shippers may choose to use the regular, uncommitted, non-contract tariff service, which
will be offered under the existing rules and regulations of Shell’s tariffs (Uncommitted
Shippers).2 Alternatively, shippers may choose to enter into TSAs, under which they
would contract to either ship or pay for stated quantities of crude petroleum, for a period
of either 3 years or 5 years, subject to certain make-up rights (Committed Shippers or
contract shippers). Contract rates are tiered, declining as the level of volume
commitment and term length increases (minimum level, 10,000 barrels/day, highest
volume category, 100,000 plus barrels/day).

7. Committed Shippers and Uncommitted Shippers would receive service under the
same rules and regulations, except for prorationing, but under different rates. Comr itte
Shippers would have priority rights during prorationing for their contract volumes in

90 percent of the capacity of the Ho-Ho Reversal. All nominations for non-contract
volumes would be allocated by Shell’s existing prorationing methodology (a histo :al

2 Shell’s relevant rules and regulations tariff is FERC No. S-120.3.0, and successor
tariffs.
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submits that the Ho-Ho Reversal project has reserved 10 percent of the newly reversed
pipeline’s capacity for Uncommitted Shippers, which is consistent with the
Commission’s policies.

15.  Shell asserts that the Commission has also approved priority rights for cor = |
volumes when the applicant pipeline has held “open seasons [that] appropriately gave all
potential shippers the opportunity to become Committed Shippers by entering into
TSAs.”® Shell contends that if all potential shippers are given a fair opportunity to enter
into term commitments for contract obligations and associated priority rights, or to
remain Uncommitted Shippers without any obligation to use the syst. .~ “tc _ 1y forit,
there is no undue discrimination when later the uncommitted volumes are not accor: 1
the same prorationing rights. Shell states that it held a publicly-noticed, fair and
transparent open season that meets the Commission’s policy.

16.  Shell argues that its tiered volume incentive rates are consistent with Commission
policy. Shell states that shippers eligible for discounted rates on the basis of volume
submitted are not similarly situated with shippers making either no commitment for a
given month or shippers submitting lesser volumes — as the Commission has previously
concluded.” Shell asserts that, among the contract shippers, shippers with the same
volume commitment but different terms of contract length are also not similarly situated,
and the Commission has previously held that longer contract terms may support lower
rates on the grounds that these classes of contract shippers are not “similarly situated.”
Shell submits that for each route and each level of volume commitment, therefore, 1e
proposed tariffs provide “rates consistent with the obligations of ich class of shipper,””
by ensuring that the Committed Shippers pay a premium relative to the rate due from an
Uncommitted Shipper at an equivalent level of volume movements for a given month,
and that Committed Shippers with shorter terms pay higher rates than those with longer
terms with similar volume commitments. :

17. Fina v/, Shell asserts that the use of an NPV methodology to allocate re 1ests r
service in the event of an oversubscribed open season is reasonable and non-
discriminatory. Shell argues that a pro rata allocation approach would likely be unfair to
shippers willing to make commitments of higher value than other shippers, and to the

§ Skelly-Belvieu at P 18; see also e.g., Sunoco at P 15.
7 Express, supra, at 62,254.
8 See MAPL, supra;, Plantation, supra; Williams, supra.

? Enbridge North Dakota at P 40.












