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levels of rates for commltted and uncommltted shippers. For all three levels, the volumes that shippers
under a throughput and deficiency agreement committed to ship and the duration of their
commitments graduated. With regard to levels one and two committed shippers each paid a premium
relative to the rate charged an uncommitted shipper. The volumes of the levels one and two committed
shippers received exemption from prorationing in exchange. Level three committed shippers paid the
same rate as uncommitted shippers at that level; but, the committed shippers received exemption from
prorationing. Magellan also proposed to set aside up to 50 percent of the capacity on the refined
products pipeline to be exempt from prorationing for committed shippers. The Commission granted the
petition as to levels one and two committed shippers, but denied the petition as to level three
committed shippers. This was because the level three committed shippers paid the same rate as
uncommitted shippers but the level three committed shippers received an exemption from
prorationing. The prorationing benefit for level three committed shippers was unduly preferential
according to the Commission given its authority under the Interstate Commerce Act.
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UNITED STATES OF AMERICA
FEDERAL ENERGY REGULATORY COMMISSION

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

Magellan Pipeline Company, L.P. Docket No. OR12-7-000

ORDER ON PETITION FOR DECLARATORY ORDER
(Issued March 15, 2012)

1. This order addresses Magellan Pipeline Company, L.P.’s (Magellan) petition for
declaratory order requesting approval of priority committed space and an overall rate
structure involving the proposed expansion of Magellan’s refined petroleum products
pip¢ ne system in Texas. For the reasons discussed below, the Commission denies the
rulings requested by Magellan in its petition.

Background

2. Magellan designed the Longhorn Project to provide crude oil transportation > the
U.S Gulf Coast for West Texas producers, and to increase the pipeline capacity available
for shippers to move refined petroleum products from Houston to El Paso, Texas. The
Longhormn Project involves two phases. In Phase I, the Longhorn Pipeline, which
currently delivers refined petroleum products from Houston to El Paso, will be partially
reversed from Crane, Texas to Houston to provide crude oil transportation to West Texas
producers and provide them with access to U.S. Gulf Coast refineries. The Texas
Railroad Commission will regulate the crude oil transportation service because it is
intended to be an intrastate service.

3. In Phase II, known as the Magellan Refined Products Expansion Project, Magellan
will expand the capacity of its refined petroleum products pipeline service from Houston
to El aso. Following the completion of the pipeline reversal in Phase I, Mage wn will
provide the petroleum products transportation service from Houston to El Paso on an

¢ ernate route using a portion of Magellan’s South System. The alternate route
comprises Magellan’s South system from Houston to Frost, Texas, then from Frost to

O :ssa, Texas and then from Odessa to El Paso. Magellan states that if no other work
were done on this system, the capacity would total only 24,000 barrels per day (bpd).
However, with the planned expansion work, the system will total approximately
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20 percent between Frost and Odessa. Magellan contends that this level of priority
committed space leaves ample space for uncommitted shippers.
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7. Magellan seeks a ruling authorizing it to provide up to 50 percent of the total

products pipeline capacity to El Paso created by the Magellan Refined Products
Expansion Project as priority committed space exempt from prorationing for the ip;
who executes a T&D Agreement. Magellan’s Level 1 and 2 committed shippers wol
pay a premium rate over uncommitted shippers. Magellan submits that Level 3

« nmitted shippers would pay a rate equal to the uncommitted rate in recognition of their
very high level of commitment in terms of volumes and years. Magellan asserts it
designed the terms of the tariff and service structure of its proposal and the open season
to conform to Commission precedent consistent with the factual circumstances of the
project.! Magellan states it intended for the priority committed space to protect a
committed shipper from the risk that the barrels it commits to move, and pays to move,
could be allocated out of the pipeline by the nominations of uncommitted shij ers that
pay lower rates and made no long-term financial commitment to support the pipeline
project.

8. Magellan contends the Longhorn Project significantly benefits the public intere
because it provides much needed access to Gulf Coast refineries for West Texas crude,
and expands the amount of capacity to move petroleum products from Houston tc

Paso. Magellan maintains the ruling requested in the petition will allow the avail

of priority committed space of the expansion capacity and the applicable rate stru >
be known as soon as possible. :

9. Magellan argues that the Commission has found that awarding priority committed
space is entirely consistent with the common carrier and non-discrimination provisions of
the Interstate Commerce Act (ICA) so long as it offers the opportunity to participate in
the priority space program to all shippers through an open season, as it has done for this
project. Magellan contends the anti-discrimination provisions of the ICA are not absolute
and it is well established that shippers who are not similarly situated may be treated
differently. Magellan submits the Commission has held in numerous cases approving
priority space that committed and uncommitted shippers are not similarly situated for
purposes of the ICA’s anti-discrimination provisions. Magellan asserts that such priority
space is justified by the shippers’ commitments to pay substantial fixed charges which
support the capital costs of the pipeline project.

! Citing, Sunoco Pipeline L.P., 137 FERC 4 61,107 (2011); CCPS Transportation,
LLC, 121 FERC 61,253 (2007); Mid-America Pipeline Co., 116 FERC 61,040 (2006).
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for approval of its proposal by filing a declaratory order® and offering the committed r s
to all shippers in a widely publicized open season.” Magellan offered three levels of
con____tted rates which would not 1 subject to prorationir  The ™ :vel 1 rate, which]
the shortest term and lowest volume commitment, is 84 cents higher than the
uncommitted rate. The Level 2 rate is 42 cents higher than the uncommitted rate. he
Level 3 rate, which has the longest term and highest volume commitment, is the same as
the uncommitted rate but Level 3 shippers would not be subject to prorationing.

13.  The Commission finds that Magellan’s proposal to charge Level 3 committe rate
" s uncon____ tted shippers but provide beir
1 i 1ing is 1 nsi:  t with ss

Commission has previously found that the carrier must support a preferential prorationing
element by premium rates so as to render the preference not undue.

14.  The emphasis on price as determined by the Commission in prior cases, as
opposed to non-price elements as proposed by Magellan, is consistent with the courts’
interpretation of the common carrier duty of non-discrimination under the ICA.> As
stated by the courts, “[t]he core concern in the nondiscrimination area has been to
maintain equality of pricing for shipments subject to substantially similar costs and
competitive conditions, while permitting carriers to introduce differential pricing where
dissimilarities in those key variables exist.” ' Applying this principle in CCPS
Transportation LLC,ll the Commission concluded that “[i]t can be appropriate to charge
a premium rate to those shippers willing to meet the contract’s terms and pay more for
the guarantee of capacity without proration. In this case, premium rate firm shippers are
not similarly situated with the pipeline’s non-firm shippers. Premium rate firm shippers
have made long-term agreements and must pay for their contracted amounts even if not
used, but they are not subject to prorationing.”

§ See, e.g., Express Pipeline Partnership, 76 FERC q 61,245 (1996) (approving
advance rate guidance through the declaratory order process).

7 See, e.g., Sunoco Pipeline L.P., 137 FERC § 61,107 (2011).

8 See, e.g. Enbridge (U.S.) Inc. and ExxonMobil Pipeline Company, 124 FERC
961,199, at P 35 (2008).

? 49 App. U.S.C. §§ 2 and 3(1) (1988)
19 Sea-Land Service, Inc. v. ICC, 738 F.2d 1311, 1317 (D.C. Cir. 1984).
11121 FERC 9 61,253, at P 19 (2007).
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