Kinder Morgan Pony Express Pipeline LLC and

Hiland Crude, LLC

ORDER ON PETITION FOR DECLARATORY ORDER

In this case, Kinder Morgan Pony Express Pipeline LLC (Pony Express) and Hiland Crude, LLC
(Hitand) (jointly Petitioners) filed a petition for declaratory order seeking a decision by the Commission
approving proposed joint rate structures, services and prorationing terms. The petition related to three
construction projects designed to provide new pipeline capacity to move crude oil from the Bakken
formation to refineries in the Okiahoma. Hiland would construct a pipeline from Montana to
interconnect with Pony Express facilities; Pony Express would acquire a lengthy natural gas pipeline and
convert it to crude oil transportation; and Pony Express would also construct a new pipeline northward
from Cushing, Oklahoma. The shortage of take-away capacity in the Bakken formation had led to
significant prorationing as well as large-scale use of railroad tank cars to transport crude oil. Among the
Petitioners’ proposals was a prorationing program under which 90 percent of capacity was set aside for
committed shippers and 10 percent for new shippers. In addition, committed shippers would pay a
premium of $0.01 per barrel to avoid prorationing. The Commission granted the requested petition
approving the joint rate structure.
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UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSION

Before Commissioners: Jon Wellinghoff, Chairman;
Philip D. Moeller, John R. Norris,
Cheryl A. LaFleur, and Tony T. Clark.

Kinder Mo~~~ Pany Express Pipeline LLC and Docket No. OR13-5-000
Hi" dCru z

ORDER ON PETITION FOR DECLARATORY ORDER
(Issued December 21, 2012)

1. On October19, 2012, Kinder Morgan Pony Express Pipeline LLC (Pony Express)
and Hiland Crude, LLC (Hiland) (jointly, Petitioners) filed a Petition for a Declaratory
Order (Petition) approving proposed rate structures, services, and prorationing terms
applicable to joint and local transportation to be offered via new crude oil pipeline
capacity that will consist of (a) a new, approximately 342-mile long pipeline to be
constructed by Hiland from the Seiler Station near Baker, Montana, to an interconnection
with certain Pony Express facilities (H2 Pipeline); (b) Pony Express’s acquisition of
approximately 432 miles of an existing natural gas pipeline and conversion of that line to
crude oil service (Pony Express Mainline); and (c) Pony Express’s construction of
approximately 260 miles of new pipeline and ancillary facilities from the Pony Express
Mainline to Cushing, Oklahoma (Cushing Extension).!

2. Petitioners contend that the Project will create a much needed, major new pipeline
route for delivery of crude oil from the Bakken formation directly to the Phillips 66
Ponca City, Oklahoma refinery or indirectly to the refinery via the Phillips 66-owned
tank farm and other facilities located in Cushing, Oklahoma, as well as for deliveries to
other locations in Cushing (Destinations). Petitioners anticipate that the Project will
commence operation in the third quarter of 2014.

3. Petitioners request Commission action by December 21, 2012. As discussed
below, the Commission grants the requested declaratory order.

! The H2 Pipeline, the Pony Express Mainline, and the Cushing Extension are
re 1¢ Lo collectively as the Project.
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IL. ils of the Prop -~~~ ™2 Pipeline
7. Petitioners state that Hiland currently has gathering and transportation facilities

located north of the Seiler Terminal in North Dakota and Montana. They state that

Hi d intends to build its H1 pipeline to gather and transport volumes to the Seiler
«erminal, and further, that it will build the I~ Pipeline to transport volt s fre._. tl

Seiler Terminal to the proposed interconnection with Pony Express near Guernsey,
Wyoming. Petitioners explain that, while the H2 Pipeline’s initial capacity w  be up to
46,000 bpd, it will be capable of expansion up to an ultimate capacity of 73,000 bpd.
According to Petitioners, the H2 Pipeline initially will consist of approximately 342 miles
of 10-i1 1 diameter pipeline and related facilities at a Hiland affiliate’s Seiler Station,
well as a delivery metering station at the Hiland Guernsey terminal.

8. Additionally, Petitioners state that the proposed Pony Express System wi provide
local transportation service from Guernsey to the Destinations. Petitioners further

explai that, to provide transportation, Pony Express plans to acquire from KMIGT
certain pipeline and compression facilities, which it plans to convert for crude oil
transportation service, and to construct other pipeline facilities as part of the new pipeline
system from Guernsey to the Destinations.

III. J-*~+T-~nsportation Services

9. Petitioners state that, beginning in 2014, they will offer Joint Transportation
Services from the Seiler Terminal to the Pony Express delivery points at the Destinations.
They explain that the Joint Transportation Services will be provided in part on the
approximately 46,000 bpd of new capacity to be constructed between Baker and
Guernsey as part of the Hiland H2 Pipeline. Further, they state that Hiland and Pony
Express will offer a series of Joint Committed Rates for the Joint Transportation Services
pursuant to the terms of a Joint Tariff.

10.  Petitioners state that, in the open seasons, they offered each potential shipper the
opportunity to make a five-year volume commitment. According to Petitioners, ey also
offered potential shippers the opportunity to extend their agreements and volume
commitments for an additional five-year term at the Joint Committed Rates. Petitioners
explain that Committed Shippers were eligible for different Joint Committed Rates,
depending on their individual volume commitments, with larger volume commitments
entitling them to lower rates. In addition, continue Petitioners, Committed Shippers that
signed transportation and deficiency agreements (T&DA)4 with each of the carriers wi

4 Petitioners cite Attachments D and E, which are copies of the T&DAs. They
state that interested shippers tendered separate executed T&DAs to each Petitioner
(individually, the Hiland T&DA and the Pony Express T&DA, and collectively the Joint
T&DAs).
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31. The Commission recognizes that Committed Shippers that signed T&DAs have
agreed to be bound by these prorationing policies, which distinguish their rights an
obligations from those of shippers that chose not to commit to the Project. Importantly,
Petitioners have set aside an appropriate percentage of their capacity for uncommitted
shippers and have provided a process whereby New Shippers can become Regular
Shippers. Further, Petitioners conducted public open seasons, which gave all potenti:
shippers the opportunity to become Committed Shippers.

E. h,.r:nig...." Dasxrman Ef r‘....,lu:.y. ~=d Tncremental Barrels
Crediting Mechanisms

32.  Petitioners state that they have included provisions in the Joint T&DAs that will
provide flexibility to a Committed Shipper in the event that the shipper has more or :ss
crude oil available for shipment in a month than it committed to ship. Petitioners state
that these provisions require each of them to establish a Deficiency Payment Account and
an Incremental Barrels Account for each Committed Shipper.

33.  Petitioners further explain that each of them must apply (on a dollar-for-dollar
basis) the amounts in each Deficiency Payment Account against any future transportatio
charges the Committed Shipper incurs for shipping volumes in excess of its monthly
minimum commitment. Petitioners also state that the balance in each such account may
be used at any time during the term of the T&DA and for six months following expiration
of the term in instances where shippers have made Deficiency Payments for barrels they
were unable to ship due to force majeure events. However, Petitioners point out that
amounts in each Committed Shipper’s Deficiency Payment Account may not be sed as a
credit against a future deficiency payment the Committed Shipper may owe. Petitioners
also emphasize that incremental barrels for which transportation charges are paid from
this account will not be included in the shipper’s shipment history for purposes of

prore »H>ning. Petitioners further explain that a Committed Shipper’s barrels attribut: le
to D¢ ciency Payments will be included in the shipper’s shipment history for that month
for purposes of administering prorationing.

34.  Similarly, state Petitioners, each of them will be required to create an Incremental
Barrels Account for each Committed Shipper in which the shipper’s payments for the
transportation of incremental barrels will be deposited.®® Petitioners add that amounts in
each such account must be applied (on a dollar-for-dollar basis) against any future
Deficiency Payments the shipper may owe, but funds from an Incremental Barrels
Account may not be used as a credit against any future transportation charges the
Committed Shipper may owe for shipment of incremental barrels. Petitioners further
state that the balance of each Committed Shipper’s account must be used within the term

3 petitioners cite Section 5(e) in both the Hiland T&DA in Attachment D and the
Pony Express T&DA in Attachment E.
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