SFPP. L.P.
Order on Initial Decision
106 FERC § 61,300 (2004)

This order addressed a Phase I initial decision (ID) on complaints against SFPP,
L.P.’s (SFPP) interstate rates for the years 1996, 1997, 1998, and 2000, alleging that
SFPP’s rates or charges on its West, East, North, and Oregon Lines, and for its Watson
Station Drain Dry facilities were unjust and unreasonable. The Initial Decision dealt
primarily with the issue of whether the complainants had satisfied the “changed
circumstances” standard established in Section 1803(b)(1) of the Energy Policy Act of
1992 (EPAct) and thus were eligible to seek a just and reasonable determination under
Section 15(1) of the Interstate Commerce Act (ICA). . .is standard requires a showing of
evidence that establishes that a substantial change has occurred in the pipeline’s
economic circumstances after the date of enactment of the EPAct. (at 62,139).

The Commission affirmed most of the Judge’s conclusions on the interpretation
of the statute (at 62,139), but modified the ALJ’'s method for making the calculations
used in determining whether there were substantially changed circumstances, in the
following manner.

Any change that occurs between the EPAct effective date (B) and the date of the
complaint (C) must be measured relative to economic basis of the rate (A). (C-B/A)

Only if the information regarding A is not readily available, would it be appropriate to
compare any B to C change relative to B. (C-B/B)

If B is less than A in a situation where those factors would be expected to show an
increase, the proper comparison is the change from A to C, relative to A. (C-A/A). The
same would be true if B is greater than A in a situation where those factors would be
expected to show a decrease. (at 62,142-43)

The Commission concluded that the ALJ should not have relied so heavily on the
changes in tax rates and tax allowances, which can lead to anomalous results. The
Commission also concluded that the ALJ should have examined rate base when making
his determinations. (at 62,143-44)

While changes in regulatory policy may be considered in determining whether there are

substantially changed circumstances, and the Commission’s decision in Lakehead Pipe

Line Company. L.P., 71 FERC 61,338 (1995), reh’g denied, 75 FERC § 61,181 (1996)
was not final until 1996, the Lakehead policy should not be used as a stand-alone factor

in addressing substantially changed circumstances. It should only be used in the context
of a full cost-of-service analysis. (at 62,144).

While a complainant must show both prongs under the statute to show substantially
changed circumstances, if a pipeline is unable to produce anything during discovery that
bearson :econ ichi iof 1 me,itwi per o ¢
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Before Commissioners: Pst Wood, ill, Chairman; Nora Mead Browneli, Joseph T. Kelliher, and Suedeen G.
Kelly.

L Summary

1. This order addresses a June 24, 2003, Phasa | Initial Decision (1D} on complaints against SFPP, L.P.'s
(SFPP) interstate rates for the years 1996, 1997, 1968, and 2000. Those complaints alleged that SFPP's rates or
charges on its West, East, North, and Oregon Lines, and for its Watson Station Drain Dry facilities were unjust
and unreasonable. The principal issue addressed by the (D is whether the compiainants have satisfied the
threshold "changed circumstances” standard in Section 1803(b)(1) of the Energy Policy Act of 18922 (EPAct) and
thus may seek a just and reasonable determination under Section 15(1) of the Interstate Commerce Act (ICA).2
This threshokd standard requires a showing of evidence that establishes that a substantial change has occurred
after the date of enactment of the EPAct in the sconomic circumstances of the pipeline which were a basis for the
rate, 4 and is referred to here as the "substantially changed circumstances” standard.

T T aadm T 1 T 7 ige "7 T found that the substantially changed circumstances standar had haan
 with | sV ne rates for ¢ 3, 1987, 1898,a 2000; the North L 'S
and 2000, the Oregon Line for 1997, 1998, and 2000; and in the case of the Watson Station Drain C
for all years for which complaints were filed. After making those determinations, the ALJ further held that SFPP's
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rates for the West, North, and Oregon Lines were not just and reasonable for any of the years at issue, nor
were the Watson Station Drain Dry charges. The ALJ also heid that SFPP's East Line rates were not just and
reasonable in the years 1997, 1998, and 2000. The ALJ further concluded that it was necessary to resolve issues
regarding SFPP's cost structure in a Phase !l of this proceeding in order to establish just and reasonable rates.

3. SFFP, the Association of Oil Pipelines (AOPL), and Chevron Products Company (Chevron) filed exc ns
to the |D. Briefs opposing SFPP's and the AOPL's exceptions were filed by all other partk ants,°wt S
filad in opposition to Chevron's. On review, the Commission affirms most of the ALJ's conciusions on the
interpretation of the statute, but modifies the ALJ's method for making the specific caiculations used to determine
whether there are substantially

 [62,140)

changed c.rcumstances. The Commission affirms the ALJ's findings of changed circumstances on the West Line,
and the Commission reverses the ALJ's findings of changed circumstances on the North and Oregon Lines.
Issues regarding the Watson Station Drain Dry facilities are now pending before the D.C. Circuit Court of Appeals
and will be addressed once the Court rules on those issues.

4. The Commission also affirms the ALJ's initial conciusion that rates and charges for the West Line were not
just and reasonable for the years at issue. The Commission atso affims the ALJ's rulings on procedural and
evidentiary points and his conclusion that SFPP’s East Line complainant shippers are eligible for reparatinns. The
ALJ thus is authorized to proceed with Phase Il to resotve West Line cost-of-service issues. In authorizing is
continuation into Phase I, the Commission axpects the ALJ to bring the proceeding to an early conclusion.

5. On review here, the Commission determines a cost-of-service issue regarding the acquisition write-up of
SFPP's rate base on December 31, 1988, rather than refarring the isgue to Phase fl. The Commission concludes
that the write-up is inconsistent with Commission policy.

6. Upon a final resolution of the outstanding cost-of-service issues by the Commission, SFPP will be required
to make compliance filings establishing the specific rates and charges to be applied prospectively from an
effective date to be estabkshed by the Cormmission. The Commission will set the procedures for any compliance
filings and for calcuiating any reparations that may due.

il. Background

7. The instant proceedings are a sequel to the protracted litigation between SFPP and several of its oil pipeline
customers that began with the filing of a complaint against SFPP's East Line re”  in Docket No. OR92-8-000 on
September 2, 1882.% A series of complaints filed through August 7, 19895, asserted that SFPP's rates for its West
Line between Los Angeles and Arizona and those for its East Lines between El Paso and Arizona were unjust
and unreasonable. These complaints were consolidated with Docket No.OR92-8-000, and were addressed by
Opinion No. 435, issued January 13, 1989, its rehearing orders in Opinion Nos. 435-A and 435-B.¢ and ending
with the acceptance order of SFPP's compliance filings in Dor*-~* *'-- ™™™ 9020 and -021 on June 5, 2003.°

8. in those orders the Commission addressed: (1) the “substantially changed circumstances” standard with
regard to compiaints against SFPP's West Line rates for the period before August 7, 1995, and (2) cost-of-service
issues regarding the East Line. The Commission found that the compilainants had based their case on a one year
cost- of-gervice for the 12 months before the EPAct became effective, and not on the economic circumstances
that underiay the challenged West Line rates in the year those rates were established, /.e., 1889 in the case of the
West Line rates, which were filed with the Cormmission in early 1989./? The Commission thus concluded that the
complainants had failed to meet the substantially changed circumstances standard. Further, because SFPP's
East Line rates were not grandfathered under the EPAct, the Commission addressed the jusiness and
reasonableness of those rates, determined that they should be reduced prospectivalv for all shipnars as of August

1,7 ( and ordered reparations for those shippers thathad 3d cor  aints ag: oser f

9. Additional complaints were filed against SFPP's rates in 1896, 1887, and 1888. When the Commission
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issued Opinion No. 435 in January 1989, the Commission issued a contemporaneous order permitting
complainants to amend their pending complaints in light of the rulings in that opinion.'? The amended complaints,
which were filed in January 2000, were consolidated with the pending complaints that had been filed after August
7. 1995, and set for hearing. % Additional complaints filed in August 2000 were likewise consolidated and were set
for hearing. ' As noted, the 1D was issued on June 24, 2003. The time for filing briefs on exceptions and briefs
opposing exceptions was extended, the latter being filed on September 5, 2003.

10. The complaints filed after 1995 differed from the earlier series in that most challenged ali of SFPP's rates,
not just those of SFPP’s East and West Lines. Thus, the challenges in the consolidated dockets here are directed
against the West Line rates from Los Angeles to Phoenix and Tucson, Arizona, the East Line rates from El Paso
to Phoenix and Tucson, Arizona, the North Line rates from Oakland to Reno, Nevada, and the Oregon Line rates
between Porttand and Salem. Complaints were also filed against SFPP's charges for the operation of its Watson
Station Drain Dry facilities and its Sepulveda Line, both located in SFPP's Los Angeles origin market. The Drain

Dry
[62,141]

Facilities are used to assure that oil is inserted into SFPP’s system at mainiine operating pressures. The
Sepulveda line connects certain refineries and storage facilities at Sepulveda Junction to SFPP's trunk system at
Watson Station. The proceeding regarding the latter rates for service on Line 109 between Sepulveda Junction
and Watson Station was held in abeyance until a recent Commission ruling that SFPP had not established that it
tacked significant market power for transportation services over the Sepulveda line.??

11. The iD reviewed the various complaints filed in 1896, 1897, 1898, and 2000 in detail, including the dates
that they were filed and the rates at which each filing was directed.!? While all these dates need not be repeated
here, the date that each of the complaints was filed is significant for at laast two reasons. First, if a rate is
grandfathered under the EPACt, any attempt to show substantially changed circumstances must be based on
circumstances occurring after the date of the EPAct and before the filing of the compiaint. ’” Second, if the
complaint does satisfy the substantially changed circumstances standard, Section 1803(b) of the EPAct provides
that reparations of grandfathered rates are due only from the date of the complaint forward to the date on which
any new rate is set prospectively. The dates of the complaints against the East Line rates, which are not
grandfathered, wil also determine whether reparations will be due, since only those complaints filed before new
rates were set for the line on August 1, 2000, are eligible for reparations.

12. The balance of this order reviews the ALJ's interpretation of Section 1803 of the EPAct and its application
to the rates charged for service over SFPP's West, East, North, and Oregon Lines. While the issue of whether the
Sepulveda Line (Line 109 between Sepulveda Junction and Watson Station) is grandfathered was not formally
before the ALJ at the time the ID issued, he nevertheless ruled on the matter. 12 The parties have briefed that
issue and the Commission at this time can resolve the issue. It is uncontested that the East Line rates are not
grandfathered and those complainants need not meet the substantially changed circumstances standard for those
rates. For the East Line rates the issue thus is whether they are just and reasonable under Section 15(1) of the
ICA.

.. Discussion

13. The central issue in Phase | of this consolidatad proceeding is the proper interpretation and application of
Section 1803(b)(1) of the EPAct. That section provides that a rate deemed to be just and reasonable under the
EPAct, ie., a grandfathered rate, may be challenged only if a complainant presents evidence to the Commission
which establishes that a8 substantial change has occurred after the date of enactment of the Act:

(A) in the economic circumstances of the oil pipeline which were a basis for the rate; or
—,Inthenature_. __2se pspovid hatwereabasisfo _ e

14. The issues addressed here center on Subparagraph A, a substantial change "in the economic
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circumstances of the oil pipeline which were a basis for the rate...” and the procedures to be used ina,  ying
that standard. Whether some of the rates at issue are actually grandfathered under the EPAct is another issue
that is addressed, since rates that are not grandfathered may be chalienged without a complainant meeting the
substantially changed circumstances threshold. Subparagraph (B) of Section 1803(b)X1) is not at issue.

15. In Opinion No. 435, the Commission conciuded that a "substantial change® is more than a "material
change,” and that Congress would not have adopted the word "substantial® if the conventional accounting
threshold of ten percent, or another refatively low quantity, were meant to be the test for establishing substanti;
changed circumstances. The Commission also addressed whether a complainant must establish that there has
been a substantial change to every rate design element that may be the economic basis for a challenged
grandfathe-ed rate in order to meet the substantially changed circumstances standard. The Commission
concluded that this is not the case, holding that a substantial change could be established by one or a number of
rate elements, thereby triggenng an investigation under Section 15(1) of the ICA as to whether the rate is just and
reasonable. ’?

16. The Commission further held in Opinion No. 435 that the number of rate elements that significantly affect
the economic basis for most rates is relatively small, and that the basic ones are volumes, asset base, operating
costs, and, perhaps, capital costs. Since these elements in turn are most likely to influence the oll pipeling's
revenue requirements and retum, the Commission stated, complainant must establish substantial change to one
or more of these important elements that are the basis for a grandfathered rate and explain why this change is
likely to have rendered that rate unjust and unreasonable. The Commission also concluded that in assessing
whether the substantially changed circumstances standard had been met, any change must have occurred after
the date of enactment of the EPAct, and must be measured against the economic assumptions embodied in the
grandfathered rate.?

[62,142]

A. The ALJ's Determinations

17. . 1 ALJ addressed how the substantially changed circumstances standard of Section 1803(b) of the EPAct
should be construed, developed a methodology for measuring whether there had been substantially changed
circumstances, and applied that methodology to determine whether there were substantially changed
circumstances for the West, North, and Oregon Lines and for the Watson Station Drain Dry Facilities. The ALJ
also determined that the Watson Station Drain Dry Facilities and Sepulveda Lines were not grandfathered, and
that reparations would be available to shippers on the East Line if the rates for that line were not found to be just
and reasonable in the complaint years at issue.

18. In construing Section 1803(b) of the EPAct, the ALJ generally adopted the Commission's analysis in
Opinion Ncs. 435, 435-A, and 435-B. He concluded that Section 1803(b) requires that substantially changed
circumstances must occur after the effective date of the EPAct but before the date of a complaint, and must be
measured against the economic circumstances in the year in which a grandfathered rate was established (filed).
He also concluded that the measurement of change could be based on one or more important cost factors, such
as volumes, rate base, total allowed retum, and changes in tax rates and income tax allowances.

19. To measure whether there were substantially changed circumstances, the ALJ identified three different
points in tirme, denoted "A," "B,” and "C". "A" to represent the year that includes the economic basis for a
grandfathered rate, i.e., the year when a grandfathered rate was filed and took effect; "B" to represent the 12-
month period ending October 24, 1992, the date of enactment of the EPAct; and "C" to represent the year when a
complaint was filed. The ALJ then concluded that a measurement to determine whether there were substantially
changed circumstances required two comparisons. The first, to see if there was a substantial change in economic
circumstances from the date the rate became effective, "A," to the date the complaint was filed, “C.” compared the

st tors at "A” to the cost factors at “C” to obtain a percentage difference relative th "A " ia (C-AVA If thic
comparison showed s  stantially changed circumstances, the ALJ nco  are
cost factors at "C" relative to "B.,” i.e., (C-BYB, to see if the substantial changes occurmea aner "8,” e gate ot

enactment of the EPAct.
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20. As a final step before deciding whether there were substantially changed circumstances, the ALJ
addressed what "A." the year grandfathered rates took effect, should be for each of the West, North, and ( gon
Lines. For the West Line the ALJ determined that "A" was 1889 and that the economic basis for the rates filed in
that year was a cost-of-service study submitted by SFPP. For the North Line the ALJ determined that "A" was
also 1989 and that the economic basis for those rates was a cost-of-service study for the North Line submitted by
SFPP. For the Oregon Line the ALJ determined that "A” was 1884, the year the rates were established. The ALJ
concluded, however, that there was no evidence of record that woukd enable a determination of the economic
basis for the Oregon Line rates. in the absence of such evidence, the ALJ examined the period afier "B" to
determine if there had been a substantial change in economic circumstances between "B" and "C.” relyina on
cost-of-service information such as changes in volumes, rate base, allowed retums, income tax rates, a income
tax allowances. The ALJ also addressed the Watson Station Drain Dry rates, focusing on the fact that the rate
base of those facilities had been fully recovered afler the date of enactment of the EPAct. The ALJ's methodology
and conclusions and objections thereto are reviewed below.

B. The Commission‘s Determinations

21. This portion of the order addresses the ALJ's conclusions and methodology for analyzing substantialty
changed circumstances, the factors used in that analysis, and the findings for each of the lines and facilities at
issue.

1. The Methodology for Measuring Changed Circumstances

22. As described earlier, the AL.I's methodology compared different points in ime to determine whether there
had been substantially changed circumstances. The ALJ held that change must have occurred after the date of
enactment of the EPAct and should be measured by the percentage difference: (1) between C and A, compared
to A; and (2) the percentage differance between C and B, compared to B. The ALJ properly conciuded that any
substantially changed circumstances must occur after the effective date of the EPAct. The ALJ erred, however, by
conciuding that any change that occurred between B, the EPAct effective date, and C, the complaint date, i.e., C-
B, shouid be evaluated relative to B. Rather, the change from B to C properly should be evaluated relative to A,
since the EPACt requires a showing that there has been a change in the economic circumstances that were a
basis for the rate, i.6., & change compared to A. That formula, ie., (C-BJA, was supported by the Commission’s
Trial Staff. The ALJ's use of a cumulative change from A to C is not needed to make this comparison.

23. As an exampie, agsume the value for A is 100, B is 120, and C is 140. A comparison using the AlLJ's
approach of (C-B¥B would require comparing a change of 20 to B, or 120, and would resuitt in a 16.7 percent
change. The EPACt, however, requires that the change after the EPAct, C- B, or 20, be compared to the basis of
the rate, A, or 100. This would result in a 20 percent change. If nformation regarding A is not readily available,
however, only then wouid it be appropriate to compare any B to C change relative to B, as the ALJ did in
addressing SFPP's Oregon Line.

[62,143]

24. When the value of B is less than A, however, the appropriate comparison is the change from A to C relative
to A, i.e., (C-AYA. This would apply to those factors that would be expected to increase in a changed
circumstances situation, such as volumes. As an exampie, assume A is 100, B is 80 and C is 100. The change
from B to C is 20, or a change of 20 percent relative to A, while the change from A to C is 0. Since the EPAct
provides that evidence of a substantial change in the circumstances that were the basis for a grandfathered rate
is necessary to chalienge the justness and reasonableness of that rate, it only makes sense to conciude that such
a change must reflect an increases above the basis, /6., above A, in this exampie a value of 100. In this instance,
using 8 comparison of C-B relative to A would reflect a change from some point that is less than the basis value of
A_ i.a.. from 80 to the basis value. 100. in the example. This comparison would reflact a change not in the basis

] .

25. Similarly, for factors expected to decrsase, such as costs and rate base, the formula also would be (C-AYA
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when the value for B is greater than A. If A is 100, for example, B is 120, and C is 100, this formula would
reflect no change above A, the basis for the rate, at C. Again, using a comparison of C-B relative ) A instead,
would reflect a change from a point greater than the value of A, and thus would not reflect a change in the basis
for the rate.

26. The comparisons thus woukd be inconsistent with the EPAct. The ALJ acknowiedged that a comparison of
C-B refative 1o A could lead to illogical results in these situations, but he discarded it completely in favor of (C-B)/B
rather than adopting an approach that would account for such situations. Congress may have assumed that on
the effective date of the EPACt, it was likely that oil pipelines would have had grandfathered rates that had been in
effect for long periods and thus wouid have vaiues at B that differed from those that long before at A were the
bases for those grandfathered rates. That, however, is not always the case. On SFPP’'s West Line, for ex ple,
the volumes declined from 60,480,000 in 1988, which is A, to 52,160,000 at the enactment of EPAct, which is B.
Volumes on SFPP's North Line likewise declined. See Appendix A, Table 1. Similarly, the West Line rate base !
1992 is greater than that for the base period 1988. See Appendix B, Table 3.

2. The Factors to Be Used for Measuring Change

27. in making his determinations of whether there were substantially changed circumstances for the various
rates at issue here, the ALJ reviewed the following major cost factors: totat volumes, income tax rate, income tax
allowance, and allowed total retum in the case of the West Line, together with some composite evidence
prepared by Ultramar;2! volumes, income tax rate and income tax allowance in the case of the North Line;# and

volumes, income tax and income altowance in the case of the Oregon Line.#*

28. SFPP attacks this mathodology on several grounds. First, it asserts that the ALJ relied in several cases on
only one factor rather than several as is required by Opi~'-1*'~ “”~, that he failed to evaluate realized compared
to projected retums, and that his decision places undue emphasis on the Lakehead tax allowance adjustment. 24
SFPP algo asserts that the ALJ excessively relied on cost-of-service considerations.?> The Complainant Parties
and Staff reply that the ALJ did rely on more than one factor in most instances, that Opinion 435 specificaily
states the reliance on one or more factors is appropriate, and that the factors the ALJ used were consistent with
the direction in Opinion No. 435.

29. The ALJ's refiance on a few important cost- of-service factors in making his determinations was consistent
with Opinion No. 435 where the Commission identifted the rate elements it considered would significantly affect
the economic basis for most rates. However, the ALJ did not examine one factor, rate base, that is an important
component of allowed return and a major factor that can affect a pipeiine's retum. He also relied too extansively
on the changes in tax rates and tax allkowances, which the Commission concludes below can lead to anomalous
results. The ALJ's use of volume changes and allowed total retum as major cost factors is affwmed. Volumes
measure the growth or decline of the pipeline’s business and are a good proxy for revenue growth. Allowed tot
return reflects the permitted retum that would be permitted given its current rate base and the current weighted
cost of capital. Changes in this cost factor therefore reflect changes in the rate base as well as changes in the
cost of capital.

30. Changes to the rate base also reflect the increase and decrease in pipeline assets that may occur from
additional investment, retirements, or the decline in rate base that occur as assets of different vintages are
depreciated under the Commission's

[62.144]

Opinion No. 154-B cost methodology. & The size of the rate base directly influences the retum because the
allowed rate of retum is applied to it, thus determining the dollar amount of the return. As such, it is likely to be a
significant factor because of the large amount of fixed costs present in a capital-intensive industry ltke oil
pipelines. it is a figure carmied on the company's books and should be readily allocated to a specific service based
on the capital line tems and related accrued depreciation recorded in the pipeline's property accounts.

31. ...e ALJ also concluded that a change in regulatory policy could establish substa ' che
circumstances. The ALJ therefore applied the so-called Lakehead tax alowance policyé. inan 1

W W e cohe e cb heh e



CCH Internet Research NetWork - Page 7 of 33

income tax allowance.28 The Lakehead case held that a pipeline partnership could take an income allowance
only for the portion of the partnership interests that wouid be subject to double taxation on income distributions,

primarnly by corporate owners.

32. SFPP objects to the AlLJ's reliance on the Lakehead policy in determining substantially changed
circumstances. It asserts that the Commission itself described Lakehead as a continuation of existing
Commission policy, and that in Opinion No. 435 the Commission applied Lakehead to reparations for the calendar
year 1992. SFPP further asserts that use of the Lakehead policy reflacts a more fundamental error of including
regulatory changes as a factor in the ALJ's determinations, if those changes occurred after the rate at issue was
established. The Complainant Parties and Staff assert that SFPP's position has no merit because the La  1ead
policy was announced in 1995 and became Commission policy only at that time. They further argue that the
Commission expressly held in Opinion No. 435 that regulatory change was one factor to be addressed in
evaluating whether there are substantially changed circumstances.

33. The Complainant Parties and Staff are correct that the Commission has previously determined in Opi~i~n
No. 435 that Congress did not reject changes in regulatory policy as a consideration in determining whether mere
are substantially changed circumstances. Moreover, SFPP's specific arguments regarding the Lakehead policy
are without merit. The policy was not final until aftar rehearing in the Lakehead proceeding was decided in 1996,
and until that date pipeline parinerships were free to take the full income tax allowance. In fact, SFPP did so in
preparing the cost-of-service evidence it produced in 1989 to justify its West and North Line rates.

34. While Lakehead may have represented an evolution of Commission policy, this is only in the sensa that the
Commission has a long-standing policy that an income tax alowance should be permitted only for taxes that are
actually incurred.?? The argument that the policy was decided before 1892 because the Commission applied the
policy in determining SFPP’s 1892 reparations is equally specious. The Commission expiicitly stated in Qpinion
No, 435 that it was following the standard procedure of applying cument policy to the year at issue in the context
of setting a reasonabile rate. ¥ This ruling applied as well to the reparations for 1993. The determination of rate
reasonabieness in either year did not address the relevance of Lakehead to determining whether there had been
substantially changed circumstances to the economic basis of a rate.

35. The Commission atso concludes, however, that the Lakehead policy shouid not be used as a stand-alone
factor in addressing whether there have been substantially changed circumstances. The application of the policy
in this case has already invoived extensive discovery and litigation regarding its scope, which will vary from year
to year as ownership ratios change. Because of these year to year variations, application of the policy involves
the compiexities associated with a full cost-of-service study®’ and should be utilized only in that contaxt.
Moreover, as the analysis of the North and Oregon Lines in the next part of this order indicates, there can be a
very large reduction in income tax allowance in the years since 1992 even if many of the other principal cost
factors, and in fact the total cost of service, increased after 1992.32 For this reason the Commission reverses the
ALJ to the extent that he relied on the use of the Lakehead factor outside the contaxt of a full cost-of-service
analysis in making his determinations.

3. The Determinations for the individual Faclilties

36. There are two major staps involved in determining whether there has been a substantial change in the
economic circumstances of each of SFPP's lines and facilities. The first step is determining what is the economic
basis for the rate on each lina and facility, which goes to finding whan the particular rates became effective and
what were the economic factors underlying those rates.

[62,148)

The second step is determining whether there has been a substantial change to that economic basis. These steps
are applied here to SFPP's West, North, and Oregon Lines. Since whether a rate is grandfathered determines if a
changed circumstances finding must be made by the Commission, the issue of whether the Sepulveda Line are
grandfathered is aiso reviewed here.

B es | '
determinations regaruing substanuany cnanged circumstances. However, much of the aata the AL -! ieiou Ui m
making those calculations was correct, including updated cost-of-service information provided by | PP at
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direction and volume information provided by the Trial Staff and SFPP. Relying on this information, the
Commission reevaluated whether there were substantially changed circumstances by applying the correct
formuta. This revised analysis is reflected in the tables and charts in the Appendices to this order. These ta s
and charts illustrate each of the changed circumstances calculations made here.

38. Appendix A dispiays the volumes for each of SFPP's lines and percentage changes in volumes for each
line. Appendices B, C, and D dispiay for the West, North, and Oregon Lines charts and graphs showing the
change in absolute numbers of volume, rate base total allowed return, tax allowance, and cost-of-service trends
for each of those lines. Certain charts aiso compare the import of the ALJ's two formulas [(C-A)/A and (C- BYI
and that used by the Commission [(C-BJA]. % When the overall trends are consistent, as in the case of the West
Line, the conciusions of the ALJ and the Commission are the same. This is not the case, however, for the orth
and Oregon Lines due to the fact that the costs of those lines increased after 1992.

a. The West Line
i. The Economic Basis for the Rates

39. The ALJ determined that for SFPP's West Line rates the economic circumstances that were the basis for
those rates were the "TOP Sheets” SFPP submitted to the Commission in on January 4, 1889, to justify the 25
cent per bamel increase to Tucson that became effective in February 1989, and thereafter a reinstated rate to
Phoenix that became effactive in earty April 1989.3¢ He further concluded that the rates were estabiished on the
date that they became effective. He also concluded that any change in the economic circumstances that were the
basis for the West Line rates must be measured against the cost-of-service factors contained in the “TOP Sheets"
submitted to the staff, particularly the forecasted volumes that were used in thase sheets.

40. SFPP argues on exceptions that the economic basis for the West Line rates is reflected in its settfement
offer to the Airline-Intervenors in a February 26, 1988 letter from Mr. Abboud, an officer of SFPP, to Mr. John
Cleary, counsel to the Airline-Intervenors. That letter, together with other commespondence, resulted in a settieme
agreement between SFPP and the Airline-intervenors in March of 1988.*% SFPP further argues that the economic
circumstance for the West Line rates should be determined by the volumes SFPP expected to flow over the West
Line once those volumes reached the capacity upon which the 1998 expansion of that line was  ‘edicated (the
mature volumes).

41. SFPP also asserts that the filing with the Commission in 1989 of the revised Phoenix and reinstated
Tucson rates after the completion of the West Line expansion did not establish the rates, but that they were
established by negotiation. SFPP also arguas that the Commission rejected the use of test year data as the
econamic basis for a rate in Opinion No, 435, and thus the use of the 1889 "TOP Sheets” is incorrect. SFPP
argues that the Commission should usa its projected 1981 "mature” volumes of 74.7 million barrels per year as
the volume somponent for comparing any subsequent changes to its 1980 West Line rates.®

42. The Complainant Parties and the Commission Trial Staff support the ALJ, arguing that there were no exact
rate levels established by Mr. Abboud's letter to Mr. John Clear<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>