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RESOLUTION

Resolution O-0043.  Santa Fe Pacific Pipelines, Limited Partners (SFPP) request authorization to increase tariffs for transportation of petroleum products by pipeline.  SFPP’s rate increase request is approved, subject to  conditions. SFPP’s rates shall be subject to refund, effective today.  SFPP shall file an  application to justify its current rates.   

By Advice Letter 14 Filed on May 10, 2001.  

__________________________________________________________

Summary

This resolution approves SFPP’s Advice Letter 14, subject to certain conditions.  With AL 14,  SFPP requested a rate increase surcharge to offset higher power costs.  SFPP has already increased its rates, effective June 9, 2001. 

We require SFPP to file an application to justify its current rates.  We have not decided whether to allow SFPP to justify its rates based on market factors, in Application (A.) 00-03-044, but we require that SFPP file a cost-of-service application to support its current rates and show its current rate of return.  SFPP’s rates shall be subject to refund, pending the outcome of this cost of service application.  This application shall be filed within 120 days from the effective date of this resolution.  If SFPP does not file its cost of service application within the specified time period, its rate surcharge will be terminated, and revenues associated with the surcharge will be refunded to customers.

We partly deny, without prejudice, the joint protest of ARCO Products Company and Mobil Oil Corporation that SFPP’s rates are unfair and unreasonable.  SFPP submitted information showing that its electric costs would likely increase, but it did not submit enough information to justify its current total rates.  The reasonableness of SFPP’s rates is at issue in other proceedings: Complaint (C.) 97-04-025, C.00-04-013, and A. 00-03-044.

We deny the request of ARCO Products Company and Mobil Oil Corporation to consolidate Advice Letter 14 with C.97-04-025, C.00-04-013, and A.00-03-044. Protestants had filed complaints about the reasonableness of SFPP’s rates prior to the filing of AL 14.  In the rehearing phase of C.97-04-025 we will address certain issues relating to rates.  In A.00-03-044 we will address whether SFPP should be allowed to justify its rates based on market factors.

We deny the recommendation of ARCO Products Company and Mobil Oil Corporation to suspend or deny Advice Letter 14.  We grant their request for a justification of SFPP’s current rates.  

Background

In Decision (D.) 01-01-018 we adopted an interim electric surcharge for Pacific Gas and Electric Company (PG&E) and Southern California Edison (Edison).  

D. 01-01-018, ordering paragraph (OP) 1, ordered: 

“The Pacific Gas and Electric Company (PG&E) and the Southern California Edison Company (Edison) shall establish an interim surcharge, subject to refund and adjustment.  The interim surcharge shall be established as the emergency Procurement Surcharge (EPS) and shall be in place for 90 days from the effective date of this decision.  The EPS shall be applied to electricity rates and shall be applied on an equal-cents-per-kWh basis of one cent per kWh.”  

D.01-03-082, issued on March 27, 2001 made the electric surcharge of D. 01-01-018 permanent.  

D.01-03-082 also authorized  PG&E and Edison to apply a surcharge of 3 cents per kilowatt-hour to generation related rates for the purpose of providing revenues to the California Department of Water Resources.  

D.01-05-064, OP 2, ordered PG&E and Edison to amortize the revenue associated with applying the 3 cents/kWh surcharge to all non-exempt energy sales from March 27, 2001, to the day utilities begin collecting the surcharge over a 12-month period beginning with the date the utilities begin collecting the surcharge.  We also ordered that the PG&E surcharge would become effective June 1, 2001, and Edison’s surcharge would become effective June 3, 2001, subject to Energy Division review of the utilities tariff filings.  Since these rate increases were passed on to SFFP in electric rates Advice Letter 14 was filed on May 10, 2001.   

SFFP’s last general rate increase was in 1991, according to testimony in the rehearing phase of C.97-04-025.  

SFPP Advice Letter 14 proposes to increase tariffs for shipments of petroleum products from the Watson, Bakersfield Colton, Benicia, Richmond and Concord termini to various points in Northern California.  SFPP also proposes to increase rates for shipments from Watson, East Hynes, Bakersfield, and Colton to various points in Southern California.  Tariffs would increase by varying amounts depending on the destination.  

To justify its request for rate relief, SFPP pointed to rapidly and suddenly increased costs for power purchased from the PG&E and Edison that were authorized by the Commission.  

At the time of its advice letter filing SFPP anticipated its total power bill would increase by 59% from $19 million to $30.8 million in both California and federal energy regulatory jurisdictions
.  SFPP calculated its California surcharge by determining the increased cost for each of SFPP’s pump stations served by PG&E and Edison and allocating the increase to the intrastate transportation activity based on the number of barrels shipped to intrastate locations.  

In response to an Energy Division request, SFPP submitted work papers that showed estimates of the increase in revenue requirement for the California jurisdiction to be $5,772,000.  SFPP estimated the total increase in California operations both California and FERC jurisdictions to be $11,102,000.

SFPP proposed to institute a temporary surcharge to offset these increases in power costs.  SFPP included an allowance for the delay in implementation of the surcharge.  The surcharge would be in effect only as long as the CPUC electric surcharge is effective.  

Advice Letter 14 requested an effective date of June 9, 2001.  

Notice 

Notice of AL 14 was made by publication in the Commission’s Daily Calendar.  SFPP states that a copy of the Advice Letter was mailed and distributed in accordance with Section III-G of General Order 96-A. 

Protests

On May 15, 2001, ARCO Products Company and Mobil Oil Corporation (Protestants) jointly protested Advice Letter 14.  Protestants alleged that SFPP is already over-charging shippers in California between $18,000,000 and $25,000,000 a year as a result of unjust and unreasonable rates.  Even assuming that SFPP is entitled to some increase in one component of its cost of service –the cost of electricity— Protestants allege that the amounts of the overcharges more than offset this claimed increase.  

Protestants said that the issue of rates charged by SFPP is pending in three current dockets at the Commission: 1) C. 00-04-013 filed by ARCO and Mobil Oil against SFPP for unjust and unreasonable rates, 2) A. 00-03-044, filed by SFPP for authority to justify SFPP’s rates for intrastate transportation of refined petroleum products on the basis of market factors, and 3) C. 97-04-025, filed by ARCO, Mobil, and Texaco Refining and Marketing, Inc. against SFPP for charging rates that are not just and reasonable.  Protestants said that all three cases have been heard by the Commission and are awaiting decision.  

Protestants said that it is neither fair nor proper for SFPP to seek cumulative and different costs for electricity in a different rate proceeding.  Protestants moved that (a) Advice Letter 14 be consolidated with all three of the above dockets and, (b) the case be remanded in order to reopen the record to consider the merits, if any, of SFPP’s proposed rate increase.  

In support of their protest Protestants submitted: Direct Testimony of Paul M. Premo (Public and Confidential Versions), Exhibit 102 in C.00-04-013; Rebuttal Testimony of Paul M. Premo, Exhibit 114 in A.00-03-044; Surrebuttal Testimony of Paul M. Premo, Exhibit 104 in C.00-04-013; and Opening and Reply Briefs of Complainants in C.00-04-013 and A.00-03-044.  

Protestants submit that Mr. Premo’s testimony demonstrates that SFPP’s rates are not just and reasonable.  Therefore, a rollback rather than a rate increase is required.  

Protestants state that they are wholly dependent on SFPP to reach markets in California by common carrier pipeline and on Calnev, a pipeline owned by the parent of SFPP.  Protestants further state that the two pipelines have a monopoly on transportation of refined petroleum product by common carrier pipeline from their origins to their destinations; and there are no other carrier pipelines serving the destinations listed in the proposed tariffs.  Protestants say they are shippers entitled to non-discriminatory service at just and reasonable rates.  

Protestants point to the temporary surcharge requested by Advice Letter 14 and say that SFPP is not merely proposing a surcharge, or temporary add-on to rates, but rather is proposing an across-the-board rate increase.  Protestants said that SFPP does not propose a termination date or a phase-out of the surcharge.  

Protestants call Advice Letter 14 an attempt to make an end run around the Commission’s rate approval process since SFPP submitted no evidence of the electric costs it has incurred, and SFPP included an unspecified allowance for the delay in implementing the surcharge.  Protestants said SFPP might have included a profit in the claimed electric cost increases.  

Protestants ask the Commission to suspend SFPP’s rate increase request and deny Advice Letter 14, request a complete cost justification for SFPP’s proposed rates before the end of the suspension period, and to order SFPP to refund any overcharges.  

SFPP’s Response

On May 21, 2001, SFPP filed its response to the Protestants.  SFPP stated that rates for electric service from PG&E were being increased by 70% and by 63.5% from Edison.  SFPP wants to pass these increases through to its pipeline transportation rates.  

SFPP pointed out that D.01-05-064 increased electric service costs from PG&E and Edison.  SFPP said that Protestants are attempting to make an issue of these increased power costs in C.00-04-013, now under consideration by the Commission in a proceeding combined with A.00-03-044 and C.97-04-025.  

SFPP pointed to the immediate impact of D.01-01-018, D.01-03-082, and D.01-05-064.  SFPP said that C.00-04-013 was submitted before the issuance of D.01-05-064, and does not incorporate either the 1 cent/kWh or the 3 cents/kWh surcharges adopted by the Commission and included in rates authorized by D.01-05-064.  

SFPP said that Protestants raised no substantive objection to Advice Letter 14 and points to Commission orders as justification for requested rate increases.  SFPP said Protestants are free to reopen the record of C.00-04-013 to consider the effects of D.01-05-064 on SFPP’s operating expenses. 

SFPP stated: “The apparent theory underlying the protest is that Protestants’ allegations made in unrelated complaint proceedings must be taken as true and operate to vitiate an otherwise valid request for a Commission-authorized rate increase.”

SFPP states the reason for failing to set a deadline for terminating the rate increase is their obvious intent to leave the rate increase in place as long as the Commission approved rate surcharge remains in place.  

Discussion

Protestants have had long-standing complaints against SFPP, and these complaints have been raised in a several proceedings before the Commission.  Protestants said it is neither fair nor proper for SFPP to seek cumulative and different costs for electricity in a proceeding separate from those already under consideration.  Protestants request that we consolidate AL 14’s request with C.97-04-025, C.00-04-013, and A.00-03-044, and direct SFPP to provide a complete cost justification with full cost of service details and refund any overcharges. 

C.97-04-025, filed April 7, 1997 by ARCO, Mobil, and Texaco, alleges that: 1) SFPP’s rates are not just and reasonable, 2) SFPP failed to file tariffs for its Sepulveda pipeline in the Los Angeles area and for certain facilities known as the “Watson initiating facilities”, 3) SFPP’s rates for the Sepulveda pipeline and the Watson initiating facilities are not just and reasonable and are discriminatory or preferential, and 4) SFPP has improperly charged its customers more than the maximum filed rate for service on those facilities.  D.98-08-033 dismissed the Complaint, but ordered SFPP to file a tariff for its gathering enhancement system at Watson Station.  

D.99-06-093 granted a rehearing of D.98-08-093 to consider the public utility status of the Sepulveda Line, the proper ratemaking treatment for the Watson initiating facilities, the proper ratemaking treatment of partnership tax expenses, and calculation of environmental costs.  D.99-09-038 dismissed an application for rehearing of D.99-06-093.  The Commission has not yet issued its decision on the rehearing.  

In A.00-03-044, filed March 16, 2000, SFPP requests authority from the Commission to justify any prospective changes in Commission-regulated rates based on “market factors.”  Essentially, SFPP wants to offer market-based, rather than cost-of-service, rates.  

C.00-04-013, filed on April 10, 2000 by ARCO and Mobil, alleges that SFPP has violated and continues to violate PU Code Section 451 by charging rates that are not just and reasonable for the intrastate transportation of refined petroleum products.  

We have reviewed the different proceedings above.  We deny Protestant’s request to consolidate Advice Letter 14’s request with C.97-04-025, C.00-04-013, and A.00-03-044.   It is unnecessary to consolidate the between three proceedings and Advice Letter 14.  The two complaints and the application were all filed well before AL 14 was submitted, those cases have already been heard, and we can make our decision in those cases based on the evidence presented.  We will limit the issue here to SFPP’s request in AL 14 .  

Protestants’ arguments that SFPP has a monopoly can be addressed in our decision in A.00-03-044 and we will not attempt to address them here.  

The Energy Division requested SFPP work papers supporting the rate increase request and found that the surcharge reflects a reasonable estimate of SFPP’s increased electric costs.  SFPP said in AL 14 that SFPP’s revenue requirement was $19 million in 2000 and SFPP anticipated it to increase to $30.8 million in the year beginning June 2002.   The work papers show kWh consumption at each SFPP facility location, the impact of the 3 cents per kWh increase, the 1 cent/kWh increase and the 0.61 cents/kWh increase.  SFPP estimated the revenue requirement increase for California operations to be $5,772,000.  AL 14 is misleading since it stated the increase to be from $19 million to 30.8 million or $11.8 million, an increase that includes both California and FERC jurisdiction.  

SFPP did not provide enough information in its advice letter to show that it actually needs to increase its rates to maintain a reasonable rate of return. SFPP’s rate increase to offset energy costs addresses no other costs.   While the above-mentioned proceedings are reviewing SFPP’s past rates, that review is based on expedient 1996 and 1998 data.  In SFPP’s submittal that we will order, we will review SFPP’s current rates based on a cost-of-service showing.  

We will require SFPP to file with the Commission an application in order to justify its total rates, including the increased costs of electricity.  This application should be filed within 120 days from the effective date of this resolution.  A cost of service showing may be useful in deciding whether SFPP should base it rates on market factors. 

Regardless of whether we allow market based rates or continue with traditional regulation SFFP should justify its current rates with a cost-of-service analysis that should show 1) development of separate cost based rates for the Watson enhancement facilities and for the 3.6 mile Sepulveda Line, 2) revenues, expense, and rate base for recorded year 2001 and estimated or recorded years 2002 and estimated year 2003 in the same accounts as shown in FERC Form 6, 3) the allocation of revenues, expenses, and rate base between California and other jurisdictions, and 4) a development of rate of return based on the return on equity, return on preferred stock, cost of debt, and a capital structure.  The Commission can use the cost of service analysis submitted as a basis for deciding whether the current rates are fair and reasonable.  The cost of service analysis will not necessarily resolve the issue of whether SFPP should establish separate charges for the Watson enhancement facility and the Sepulveda Line, but will provide the current rate of return earned in the California jurisdiction.  The ROR may be used as one consideration in adopting rates.  

Revenue collected by SFPP from the date of this resolution to the date of the decision in the application will be subject to refund.  Making SFPP’s rates subject to refund is necessary because: 1) we have not made a determination whether SFPP’s total rates are reasonable at this time in the above complaints, 2) SFPP did not justify its total current rates in AL 14, and 3) SFPP has already put its surcharge into effect.   In addition, if SFPP does not file its application within the specified time period, its rate surcharge will be terminated, and revenues associated with the surcharge will be refunded to customers.

SFPP put its requested rate increase into effect on June 9, 2001.  Public Utilities Code Section 455.3(b) states:

“(2) After the 30-day notice of rate change, pipeline corporations shall be permitted to change rates and use those rates prior to commission approval.”  

“(5) Any increase in the shipping rate charged by an oil pipeline corporation prior to commission approval shall not exceed 10 percent per 12-month period.  The commission shall determine the appropriateness of allowing retroactive charge and collection of subsequently approved rate increases above 10 percent.”  

SFPP’s rate increases varied from 0.00% to 9.96% on various segments of its system.  Protestants reference to SFPP’s failure to provide a termination date for Edison and PG&E’s surcharges is misplaced.  SFPP’s rate increase request was a direct response to substantial increases in costs of electric energy supplied by Edison and PG&E and authorized by Commission decisions.  Until PG&E and Edison lower their rates, SFPP will incur higher electric costs.  SFPP does not know when these higher costs will be reduced.  In any case, we are requiring a cost-of-service showing by SFPP to justify its rates.

Protestants were concerned that SFPP might profit from the adjustment that moves the effective date of the rate increase from March 28, 2001 to June 1, 2001.  The adjustment is to amortize the amount undercollected by PG&E and Edison in their electric rates in the period from March 28 through May 31, 2002.   In D.01-05-064, we ordered PG&E and Edison to amortize the revenue associated with applying the 3 cents/kWh surcharge to all non-exempt energy sales from March 27, 2001, to the day utilities begin collecting the surcharge over a 12-month period beginning with the date the utilities begin collecting the surcharge.  The amortization of the undercollected electric costs began in June 1, 2001 for PG&E and on June 3, 2001 for Edison.  The undercollected amortization was passed on in electric rates to SFFP.  

Finally, we note that SFPP should not have submitted its request for a rate increase of this magnitude by advice letter.  General Order 96-A states:  

“Any utility or district of a utility may request authority for a general rate increase by an advice letter filing if the projected annual operating expenses, including the requested increase, are no greater than $750,000.”  

SFPP should have filed an application for this rate increase.  We recognize that SFPP’s electric rates suddenly and significantly increased.  We will not require that the surcharge be eliminated at this time.  Based on the above we will approve SFPP’s rate increase request, pending a commission decision on SFPP’s forthcoming application.  SFPP’s rates will be subject to refund.   SFPP should track its total California electric energy revenue increase from the effective date of this resolution through the date of a decision on its cost-of-service application.  

Comments

Public Utilities Code section 311(g)(1) provides that this resolution must be served on all parties and subject to at least 30 days public review and comment prior to a vote of the Commission.  Section 311(g)(2) provides that this 30-day period may be reduced or waived upon the stipulation of all parties in the proceeding.  

The 30-day comment period for the draft of this resolution was neither waived nor reduced.  Accordingly, this draft resolution was mailed to parties for comments, and will be placed on the Commission's agenda no earlier than 30 days from today.  

Protestants filed comments on October 4, 2002, stating that Resolution O-0043 failed to acknowledge Ultramar as a protestant, should require SFPP to refund all of the surcharge collected from the date the surcharges went into effect, and should include technical changes in wording.  In addition SFPP provided an updated distribution list.  

SFPP said Resolution O-0043 would inappropriately establish a refund date for the surcharges as of the date of the resolution, not the date the surcharges went into effect on June 9, 2001.  SFPP contends that the surcharges since June 9, 2001 are illegal because SFPP failed to show that those surcharges are just and reasonable.  SFPP said the Commission should exercise its authority under Public Utilities Code (PUC) 455.3(b) to require such refunds from June 9, 2001.  

PUC 455.3(b) states:  

“The Commission shall have the authority to suspend a rate change and use of the changed rate for a period of time not to exceed 30 days from expiration of the 30-day notice period specified in paragraph (1)”.  

PUC 455.3(1) requires pipeline corporations to give the Commission and all shippers 30 days notice of rate changes.  We can suspend a rate change for a period not to exceed 30 days from the expiration of that 30-day notice period.  We cannot order refunds over a period of 16 months that the rate has been in effect.  We deny this request.  

Protestant also requests that in the event SFPP fails to file a general rate case we require refunds with interest.  In its reply comments SFPP said that Protestants request is based solely on its assertion that SFPP’s rate are unreasonably high.  Since we have not established that SFPP’s rates are unreasonable we will not at this point order interest paid on refunds.  Since SFPP has requested additional time to respond to this resolution refunds may not be necessary.  

Protestants inform us of the following:  1) ARCO Products Company is now known as BP West Coast Products LLC (BP WCP), 2) Mobil Oil corporation is now known as ExxonMobil Oil Corporation (Exxon Mobil), 3) various changes in counsel for BP WCP, ExxonMobil, and Ultramar.  Protestants recommended technical changes to wording to include Ultramar as a protestant.  

Protestants also proposed revisions to relate revenues to the surcharges rather than to the refunds we have conditionally ordered.  We will adopt Protestant’s proposed changes in this wording and revise our distribution list to show the changes in counsel.  

SFPP filed comments on October 3, 2002 requesting 120 days rather than the 60 days we originally ordered to accommodate SFPP’s press of year-end business and regulatory filings.  In reply comments Protestants said SFPP has only two filings, the FERC Form 6 due the end of the first quarter of 2003 and a FERC compliance filing due October 26, 2002.  Protestants also pointed to the 90 day interval that SFPP would have to work with from the September 19, 2002, when the draft was noticed, to December 23, 2002 when the cost justification would be due, alleging the further delay of SFPP’s application would result in additional harm to shippers.  We observe that even small utilities can require several months to assemble a rate case and we desire a complete and accurate showing that will address the ratemaking issues.  We will grant SFPP’s request for 120 days from the date of this resolution to submit a general rate case.  

Findings

1. D.01-01-018 ordered PG&E and Edison to establish an interim charge of one cent per kWh for 90 days.  D.01-03-082 made that surcharge permanent.  

2. D.01-03-082 and D.01-05-064 ordered PG&E and Edison to apply a surcharge of 3 cents per kilowatt-hour to generation rates to provide revenues to the California Department of Water Resources.  

3. Protestant’s motion to consolidate Advice Letter 14 with C.97-04-025, C.00-04-013, and A.00-03-044 should be denied.  

4. Protestant’s request for a complete cost justification with full cost of service details is granted.  

5. SFPP’s estimated increase in electric costs of $5,772,000, resulting from increases in the electric rates of PG&E and Edison authorized by year 2001 Commission decisions, is reasonable.  

6. SFPP’s rates based on Edison’s and PG&E’s surcharge may remain in place pending a Commission decision on their forthcoming application.  

7. SFPP did not show that they need a rate increase to maintain a reasonable rate of return.  

8. SFPP should have filed their request for a rate increase by application.  

9. SFPP should file an application to justify its total rates.  

10. SFPP’s application for a cost of service review should be filed 120 days from the effective date of this resolution.

11. SFPP’s revenues are subject to refund, pending the outcome of the Commission’s decision in its cost-of-service proceeding.  

12. SFPP should track its California jurisdiction electric energy rate surcharge from the date of this resolution.  

13. If SFPP does not file its application within the specified time period, its rate surcharge will be terminated and all revenues associated with the rate surcharge, from today, shall be refunded to customers.

Therefore it is ordered that:

1. Advice Letter 14 is approved, subject to certain conditions: 

a) SFPP shall file an application to justify its total rates.  

b) SFPP’s application shall be filed 120 days from the effective date of this resolution.

c) SFPP’s revenues are subject to refund, pending the outcome of the Commission’s decision on SFPP’s application to justify it current rates.  

d) If SFPP does not file its application within the specified time period, its rate surcharge will be terminated and all revenues associated with the rate surcharge, from today, shall be refunded to customers.
2. The protest of ARCO Products Company and Mobil Oil Corporation that SFPP’s rates are unfair and unreasonable is denied without prejudice.  

3. The motion of ARCO Products Company and Mobil Oil Corporation to consolidate Advice Letter 14 with C.97-04-025, C.00-04-013, A.00-03-044, is denied.  

4. The protest of ARCO Products Company and Mobil Oil Corporation to suspend SFPP’s rate increase request, deny Advice Letter 14 and request a compete cost justification is partly granted.  
This Resolution is effective today.

I certify that the foregoing resolution was duly introduced, passed and adopted at a conference of the Public Utilities Commission of the State of California held on October 24, 2002; the following Commissioners voting favorably thereon:
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� Shipments out-of-state are under the jurisdiction of the Federal Energy Regulatory Commission (FERC).  
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