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OPINION

1. Summary

Pacific Pipeline System LLC (Pacific Pipeline) seeks Commission authority to increase its rates and charges for all crude oil transportation services on its Line 63 System by 5%, effective October 1, 2000.  The requested increase will provide Pacific Pipeline an opportunity to earn an overall return of 7.56% and a 7.1% return on equity for its Line 63 System.  One shipper has protested the application.  We find that the protest lacks merit and is dismissed.  The application is approved.

2. Identification of Applicant

Pacific Pipeline is a Delaware Limited Liability Company authorized to do business in California.  Its principal place of business is in Long Beach, California.

Pacific Pipeline owns and operates two separate common carrier crude oil pipeline systems.  One system, the Pacific System, which began operation in 1999, consists of a 130-mile, 20-inch insulated pipeline that extends from Kern County to the Long Beach and El Sequndo areas.  The increase in rates requested in this application is not applicable to the Pacific System.  

The second system owned and operated by Pacific Pipeline is the Line 63 System.  The Line 63 System includes a 118-mile, 16-inch and 14-inch trunk line from Kern County to the City of Carson, with an average pumping capacity of approximately 105,000 barrels per day.  The Line 63 System also includes gathering and distribution lines.  Gathering lines gather oil from various locations in the San Joaquin Valley.  This gathered oil is transported north to Bakersfield area refineries and south into the Los Angeles Basin.  The new rates requested in this application are applicable to the Line 63 System.

3. Background

In September 1998, Pacific Pipeline’s predecessor, Pacific Pipeline System Inc. (PPSI), PPS Holding Company and ARCO Pipe Line Company entered into a contribution agreement that resulted in a joint venture that combined into Pacific Pipeline, ARCO’s Line 63 System and PPSI’s Pacific System, which at the time was still under construction.  ARCO received a 26.5% membership interest in Pacific Pipeline.  PPS Holding Company retained the remaining 73.5% membership.  

From a regulatory standpoint, Pacific Pipeline operates the Line 63 System as a separate system, distinct from the Pacific System.  Each pipeline system has its own separate tariff on file with the Commission.

ARCO last requested an increase in Line 63 System rates in 1996.  At that time, ARCO requested an 8% increase in its intrastate rates for the transportation of crude oil between various points in California.  The request was intended to result in an overall return for 1996-97 of 9.69% and a return on equity of 10.16%, roughly equivalent to the 10.96% equity return that the Commission had authorized in a previous rate filing, Application 96-10-029.  In Decision (D.) 97‑05-031, the Commission approved the 8% increase in rates.

4. Requested Increase In Rates

According to applicant, since the last application for a rate increase, there have been capital additions to the Line 63 System totaling $27 million.  At the same time, however, applicant states that average trunk line volumes on Line 63 have steadily decreased, as shown below:

	Period
	Barrels Per Day

	1998
	99,700

	Aug ’99 – July ‘00
	78,400

	2000 (YDT through July)
	71,400

	2000 (Apr. through July)
	68,500


Applicant states that for the test year August 1, 2000 to July 31, 2001, trunk line throughput on Line 63 is expected to decrease further to approximately 66,600 barrels per day.

As a result of the capital improvements and because of decreasing volumes, the forecasted return on equity for Pacific Pipeline’s Line 63 System during the test year is 4.36%.  The requested increase will provide an opportunity to earn an overall return of 7.56% and an equity return of 7.1%.  Based on projected throughputs, the requested rates would increase test year revenues by approximately $1.04 million.

The requested return is less than that authorized by the Commission in D.97-05-031.  Applicant states that the lower return it seeks reflects the strong competitive environment in which the Line 63 System operates as it competes to transport volumes sought from the San Joaquin Valley to the Los Angeles Basin versus other pipelines that move volumes to refineries in Bakersfield and the San Francisco Bay Area.  Applicant states that the proposed rate increase provides an appropriate balance between remaining competitive and being able to generate sufficient cash to continue to fund system additions and improvements.

5. Protest by EOTT Energy

EOTT Energy Operating Limited (EOTT), a Long Beach limited partnership involved in crude oil gathering, transportation and trading, has protested Pacific Pipeline’s application, arguing that the proposed tariff increase is unjust and unreasonable.

EOTT states that it currently ships approximately 37,000 barrels per day of crude oil on the Line 63 System.  It states that the proposed increase is unreasonable because (1) Pacific Pipeline has owned the Line 63 System for less than two years and, therefore, the $27 million in capital additions should have been taken into account when the system was purchased; and (2) Pacific Pipeline has not provided sufficient justification for its alleged returns on capital and equity.  

EOTT states that one reason Line 63 volume is decreasing is that Pacific Pipeline has diverted volume away from Line 63 and onto its newly built Pacific System.  EOTT also argues that Pacific Pipeline has failed to submit any cost data supporting its proposed rates of return on capital and equity.

Pacific Pipeline responds that, regardless of what entity made the $27 million in capital additions, this amount is not now included in ratebase and reflected in current rates.  Pacific Pipeline states that it does not make the decision on whether shippers use Line 63 or the new Pacific System.  That decision is up to individual shippers and is directed by nominations which shippers make separately for each system on a monthly basis.  As to cost justification, Pacific Pipeline argues that its application fully supports a requested return on equity of 7.1%, and that this return is considerably less than the return authorized in D.97-05-031 (10.16%) and in the rate case before that, D.94-10-053 (10.96%).

6. Discussion

This application is filed pursuant to Pub. Util. Code § 454.  Consistent with Pub. Util. Code § 455.3, Pacific Pipeline has given the Commission and all shippers no less than 30 days’ notice of the rate change.  Following that notice, a pipeline corporation is entitled to change its rates prior to Commission approval, barring suspension or other action by the Commission.

We find that EOTT has not stated a case for suspension of the new rates.  Moreover, it has not set forth the facts it would present at an evidentiary hearing to support its request for denial of the application, as required by Rule 44.2 of the Rules of Practice and Procedure.  EOTT does not challenge the assertion that increased investment has been made in Line 63, and that this in turn increases ratebase in the facility.  EOTT’s speculation that Pacific Pipeline seeks to subsidize the Pacific System with revenue from the Line 63 system is not supported by facts.  Contrary to EOTT’s assertions, Pacific Pipeline’s request for a 5% increase in rates is justified by the increased ratebase for the facility and by the need for a reasonable rate of return.   

Accordingly, the protest is dismissed, and the application is approved.

In Resolution ALJ 176-3047, dated September 21, 2000, the Commission preliminarily categorized this proceeding as ratesetting, and preliminarily determined that hearings were not necessary.  Based on the record, we conclude that a public hearing is not necessary, nor is it necessary to alter the preliminary determinations in Resolution ALJ 176-3047.

7. Comments on Draft Decision

The draft decision of the Administrative Law Judge in this matter was mailed to the parties in accordance with pub. Util. Code § 311(g)(1) and Rule 77.7 of the Rules of Practice and Procedure.  Comments were filed on _________ and reply comments were filed on ___________.

Findings of Fact

1. The 5% rate increase sought by Pacific Pipeline applies only to the Line 63 System and not to the Pacific System.

2. The last increase in Line 63 System rates occurred in 1996, when the Commission authorized an 8% increase.

3. Capital additions to the Line 63 System since 1996 total $27 million.

4. Average trunk line volumes on Line 63 have decreased from 99,700 barrels per day in 1998 to 68,500 in the second quarter of the year 2000.

5. The forecasted return on equity for the Line 63 System for test year August 1, 2000, to July 31, 2001, is 4.36%.

6. The requested increase will provide Pacific Pipeline with the opportunity to earn an overall return of 7.56% and an equity return of 7.1%.

7. Pursuant to Pub. Util. Code § 455.3, Pacific Pipeline has given the Commission and all shippers no less than 30 days’ notice of the rate change and it has made the change effective as of October 1, 2000.

8. EOTT has failed to state a case for suspension of the new rates, and it has not set forth facts necessitating a hearing.

Conclusions of Law

1. The application should be approved.

2. The protest by EOTT should be dismissed.

ORDER

IT IS ORDERED that:

1. Pacific Pipeline System LLC (Pacific Pipeline) is authorized to increase its rates and charges for all crude oil transportation services on its Line 63 System by 5%, effective October 1, 2000.

2. The protest of EOTT Energy Operating Limited Partnership is dismissed.

3. Pacific Pipeline shall conform its tariffs on file with the Commission in accordance with this order.

4. Application 00-08-052 is closed.

This order is effective today.

Dated 




, at San Francisco, California.
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