BEFORE THE
WASHINGTON UTILITIES AND TRANSPORTATION COMMISSION

In the Matter of the Petition of
DOCKET NO. TO-011472

OLYMPIC PIPE LINE COMPANY

For an Order Authorizing an Immediate Rate PREHEARING BRIEF OF PETITIONER
Increase OLYMPIC PIPE LINE COMPANY

1 Petitioner Olympic Pipe Line Company submits this prehearing brief seeking an
immediate interim rate increase from now to August 1, 2002, when new generd rates are
scheduled to become effective. This brief isin support of the Company’s Amended Petition for An
Order Authorizing Immediate Rate Rdlief filed November 21, 2001 (the “Interim Petition”).1 The

name and address of Olympicisasfollows:

Steven C. Marshdl Robert C. Batch, President Bernadette J. Zabransky
William R. Maurer Olympic PipeLineCompany  Director — Pipdine Taiff &
Perkins Coie LLP 2201 Lind Ave., Suite 270 Regulatory Affars

One Bellevue Center, Suite Renton, WA 98055 BP Pipelines (North America)
1800 Telephone: (425) 235-7736 Inc.

411 — 108™ Ave. Northeast Facamile: (425) 981-2525 801 Warrenville Rd.,
Belevue, WA 98004-5584 Suite 700

Telephone: (425) 453-7314 Lide, Illinois 60532

1 On October 31, 2001, Olympic submitted its “ Petition of Olympic Pipe Line for an Order
Authorizing an Immediate Rate Increase Subject to Refund” (the “Initia Petition™) containing a
petition for general and immediate rate relief and related testimony. Olympic amended the Initial
Petition with the Interim Petition on November 21, 2001.
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Facamile: (425) 453-7350 Telephone: (630) 434-2680
M arss@perkinscoie.com Facsamile: (630) 493-3707
Maurw@perkinscoie.com Zabranbj @bp.com

2. Thisbrief brings into issue the following statutes and regulations. RCW 81.04.130,
RCW 81.04.250, RCW 81.28.010, RCW 81.28.050, WA C 480-09-200, WA C 480-09-230,
WAC 480-09-330, WAC 480-09-420, and WAC 480-09-770.

l. BACKGROUND

A. I dentity of Petitioner

3. Olympic is engaged in the business of trangporting oil and other petroleum products
(unleaded gasoline, diesd fue, and jet fudl) within and beyond the State of Washington asa
common carrier. Olympic owns gpproximately 400 miles of trunk and latera oil pipelines between
Ferndae, Washington and Portland, Oregon. Direct Testimony of Bob Batch (BCB-1T) at 3.
Olympic isa Delaware corporation with individua shareholders. BP Pipelines, (North America),
Inc. (“BP Pipdines’ or “BP’) owns 62.55% of Olympic, and Equilon Pipeline Company LLC
(“Equilon”) owns 37.45%. BCB-1T a 5. BP isardative newcomer to Olympic. In April 2000,
BP acquired ARCO, which owned 37.45% of Olympic. 1d. At that time, GATX Terminds
owned approximately 25% of the Company, and Equilon owned the remainder. In June 2000, BP
Fipelines was chosen by Olympic’s Board of Directors to operate Olympic under a management
contract, replacing Equilon’s management contract. 1d. In September 2000, BP purchased
GATX’sownership share. BCB-1T at 5. Personne working on the Olympic system are
employees of BP Pipdine and are governed by BP Pipeline sandards for safety and reliability. 1d.

4. Unlike most of the companies regulated by the Commission, Olympic does not
sarve end-useretall cusomers. Rather, Olympic operates as a common carrier pipeline system

that trangports petroleum products from their point of origin (primarily four refineries located in

PREHEARING BRIEF - 2
[/011472, Olympic, Prehearing Brief, 1-11-02.doc]



northern Washington State) to various terminas in Western Washington and Oregon. Olympic has
approximately 70 different shippers, not dl of whom ship on aregular basis. BCB-1T a 4. Two
of Olympic’s shippers have intervened in this docket.

B. Olympic’s Current Financial Condition

5. Olympic's current financia condition isdire. There may have been no company in
aworse financid condition than Olympic to come before the Commission seeking interim relief.

6. Olympic's current debt is about $150 million. BCB-5 at 3. Olympic owes atota
principa amount of $141,800,000 and has $8,000,000 in accrued but unpaid interest. 1d.
Olympic'sinterest obligations are $750,500 a month. Id.

7. As Olympic witness Howard B. Fox has testified:

Thereis no question that Olympic Pipe Line Company is suffering on the
financid sde of the business. Part of my job function isto modd pipeline
assets and report them for our long-term plan. | have done so for
Olympic, and its future from afinancid perspective is not bright.

Olympic's operating costs — excluding extraordinary events such as
Whatcom Creek — have skyrocketed during the 1990's. During the period
1991 through 1997, operating costs increased subgtantialy, resulting in a
compounded annua growth rate of over 8% per year. At the sametime,
revenue per barrdl increased a a much lower rate. This Situation (coupled
with the Whatcom Creek incident) has contributed to Olympic's bleak
financia prospects. Thisfinancid picture has severely degraded Olympic's
ability to attract capitd. There are no financid indtitutions willing to loan
money to Olympic on reasonable terms given this outlook. Further, our
10-year forecadt indicates the need for additiond |oans of $150 million if
tariffs are not increased. Even with the Staff's recommended increase of
20%, Olympic would till require additiona loans of $100 million dollars
and the lenders face the high likdihood of little Sgnificant repayment of
principa by the end of 2011.

Rebuttd Testimony of Howard Fox (HBF-1T) at 2-3.
8. Mr. Fox aso has testified:
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[Sleverd things have occurred recently which are indicative of Olympic's
worsening financid condition. First, Olympic has been notified by
Prudentid that it isin further default on itsloan. Prudentia has dso
informed Olympic that the National Association of Insurance
Commissioners (NAIC) has lowered Olympic's creditworthiness rating
froma"1" rating (the highest) toa"5." The result of this downgrade is that
Prudentia must set aside a sgnificant amount of additiona funds— now
20% related to the downgrade as opposed to .3% required previoudy —in
order to satisfy the requirements of the NAIC Prudentid hasindicated that
this additional cost of $400,000 will be passed on to Olympic pursuant to
its master agreement with Olympic. Additionaly, Chase has informed
Olympic that it is unwilling to loan any more money without sgnificant
Security provisons.

Olympic's actud rate of return for 2001 was negative. No
dividends have been paid since 1997. Without any interim or other rate
increase, itsrate of return in 2002 is anticipated to be minus six percent (-
6%).

HBF-1T at 4-5.
C. Olympic’ s Needfor Immediate Rate Relief

0. Olympic plans to make safety-rlated capitd investments of $23.8 million in 2002.
BCB-22T at 6-7. The need for thisinvestment is the result of a rigorous safety inspection, repair
and replacement program to meet internd and government-mandated safety standards. See BCB-
6. Bob Batch has summarized some of the safety investments that Olympic has made and plansto
continue in Washington State:

We are conducting interna inspections using three state- of- the-art
devices to verify the integrity and safety of the pipdine system from
Ferndale to Portland, including the ingpection of the laterd lines. These
tests will continue over the next severa years— meeting and exceeding
federa requirements for interna ingpections of pipeine sysems.
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We intend to complete an andysis of Olympic's system using the
most sophigticated inspection device available, atransverse flux inspection
tool.

We have conducted a valve effectiveness sudy along Olympic's
pipeline corridor. We retained an independent consultant to reevauate
vave locations. Asareault of this evauation, numerous additiona valves
are being ingalled.

In severd locations, the pipdineis being rdocated (e.g., the
pipeineis beng directiondly drilled below a stream bed replacing sections
that currently St on the stream bottom, and in other sectionsthe pipdineis
being directiondly drilled down to bedrock for earthquake/landdide
protection).

We are implementing secondary containment a our pump stations
and valve sites.

New management has indituted right- of-way protection
procedures to minimize and improve monitoring of potentid third-party
condruction damage to pipdines. These include weekly overflights of the
entire pipdine sysem.

We are aggressively supporting measures to prevent damage to the
pipdine from congtruction, including the "One Cdl" system that requires
excavators to call a phone number for ingtructions and assstance before
digging near the pipdine or other underground infrastructure.

BCB-1T a 9-11. These capitd investments are necessary and in the public interest.

10.  Olympic must be able to attract capital on reasonable termsin order to fund its
2002 capitd budget of $23.8 million. Olympic does not have tariff revenues sufficient to fund its
capital budget; Olympic cannot pay interest on its current debt. BCB-5 at 4-5. In order to attract
outside capitd, Olympic must be able to demondirate that it can pay both the accrued and ongoing

interest on its existing debt. Without immediate rate rdlief, Olympic cannot demongrate financid
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gability sufficient to attract capital on reasonable terms to make its planned safety-related
investmentsin 2002. Id. at 4.

11.  On November 21, 2001, Olympic filed an amended Interim Petition, requesting
interim rate relief for intragtate rates of $8.74 million per year. Olympic has aso filed a proposed
tariff (WUTC No. 23) that would, if gpproved, go into effect on August 1, 2002. Thus, if the
Commission issues an order by February 1, 2002, the interim relief requested by Olympic would
be for a six-month period, resulting in an interim increase of $4.37 million. Thisisin contragt to the
Company’s capital budget needs in 2002 of $23.8 million.

12.  Only two of Olympic's 70 shippers, Tesoro Marketing and Refining (“Tesoro”)
and Taosco Corporation (“Tosco”), oppose Olympic’ srequest for interim rate relief. The effect of
the interim rate on Tesoro would be $633,000 for the six-month period and on Tosco it would be
$527,000. Rebuttal Testimony of Bob Batch (BCB-22T) at 16. Tesoro and Tosco are multi-
billion dollar internationa oil companies. Olympic's requested interim rate would add
approximately %aa cent per galon ($0.0025/gallon). BCB-1 a 3. Retail gasoline and petroleum
product sales by Tesoro and Tosco to Washington State residents are not regulated by the
WUTC, and thus they may or may not passinterim amounts on to their retall customers. If Tesoro
and Tosco were to pass the entire increase on to their retail customers, the cost to the average

driver in Washington State would be less than three dollars ($3.00) ayear. |d. at 4.

[l. ARGUMENT
Olympic IsEntitled To Interim Rate Relief

A. Olympic’'s RatesMust Be Set At A Leve That Will Continue To Attract
Capital And Not Discourage I nvestments In System Upgrades And Safety

13. Pursuant to RCW 81.88.030, pipeline carriers such as Olympic are regulated as
common carriers under Chapter 28 of Title 81 of the Revised Code of Washington. Under RCW
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81.28.010, the charges for services rendered by common carriers are to be just, fair, reasonable
and sufficient; a common carrier is entitled to reasonable compensation for the serviceit provides.

Puget Sound Traction Light & Power Co. v. Pub. Serv. Comm’'n, 100 Wash. 329, 334 (1918).

In Washington, public service companies are “entitled to the opportunity to earn arate of return
aufficient to maintain its financid integrity, attract capital on reasonable terms, and receive areturn

comparable to other enterprises of corresponding risk.” WUTC v. Avista Corp., Docket No.

UE-991606, 2000 Wash. UTC LEXIS 558, at * 152-53 (Sept. 29, 2000) (citing Duguesne Light
Company v. Barasch, 488 U.S. 299, 310, 312, (1989); Federal Power Comm'n v. Hope Natural

Gas Co. |, 320 U.S. 591 (1944); Bluefidd Water Works Improvement Co. v. PSC of West

Virginia, 262 U.S. 679 (1923)); seeaso Inre GTE Northwest Inc., Docket No. UT-931591,

1994 Wash. UTC LEXIS 92 (Dec. 21, 1994); In re GTE Northwest Inc., Docket No. UT-

931591, 1994 Wash. UTC LEXIS 92 (Dec. 21, 1994); WUTC v. Puget Sound Power & Light

Company, Docket No. UE-920433, 1993 Wash. UTC LEXIS 84 (Sept. 21, 1993); WUTC v.
the Washington Water Power Company, Docket No. U-88-2380-T, 1989 Wash. UTC LEXIS

81, (Oct. 19, 1989); WUTC v. Harbor Water Company, Inc., Docket No. U-87-1054-T, 1988

Wash. UTC LEXIS 68 (May 7, 1998); WUTC v. Harbor Water Company, Inc., Docket No. U-

87-1054-T, 1988 Wash. UTC LEXIS 30 (Mar. 21, 1988); In re Petition Of Washington Water

Power Co., Docket No. U-87-795-P, 1987 Wash. UTC LEXIS 62 (Aug. 26, 1987); Inre
Puget Sound Power & Light Co., Docket No. U-86-115, WUTC 1986 Wash. UTC LEXIS 2

(Dec. 23, 1986); WUTC v. Pecific Power & Light Co., Docket No. U-86-02, WUTC, 1986

Wash. UTC LEXIS 7 (Sept. 19, 1986); WUTC v. Puget Sound Power & Light Co., Docket No.

U-85-53, 1986 Wash. UTC LEXIS 37 (May 16 1986); WUTC v. Washington Water Power

Co., Docket No. U-85-36, 1986 Wash. UTC LEXIS 51 (Apr. 4, 1986); WUTC v. Pacific

Power & Light Co., Docket No. U-84-65, 1985 Wash. UTC LEXIS 45 (Aug. 2, 1985); WUTC
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v. PACIFIC Northwest Bell Tdephone Co., Docket No. U-82-19, 1983 Wash. UTC LEXIS 64;

51 P.U.R.4th 335, (Feb.10, 1983); WUTC v. Pecific Power & Light Co., WUTC v. Pecific

Power & Light Co., Docket No. U-82-35, 1983 Wash. UTC LEXIS 65 (Feb. 1, 1983); WUTC
v. Washington Natural Gas Co., Docket No. U-82-22; WUTC v. Washington Natura Gas Co.

Docket No. U-82-37, WUTC, 1982 Wash. UTC LEXIS 2 (Dec. 29, 1982)' WUTC v.
Northwest Natural Gas Co., Docket No. U-80-30, 1981 Wash. UTC LEXIS 11 (Feb. 10,

1981); WUTC v. Washington Natural Gas Co., Docket No. U-79-15, 1979 Wash. UTC LEXIS

2 (Sept. 24, 1979); WUTC v. Puget Sound Power & Light Co., Docket No. U-78-21, 1979

Wash. UTC LEXIS5 (Mar. 8, 1979); WUTC v. Pecific Power & Light Co., Docket No. U-77-

25, 1978 Wash. UTC LEXIS 4 (Jan. 19, 1978); WUTC v. Continental Telephone Co. of the

Northwest, Inc., Docket No. U-76-37, 1977 Wash. UTC LEXIS 4 (May 6, 1977); WUTC v.

Pecific Power & Light Co., Docket No. U-76-18, 1976 Wash. UTC LEXIS 1; 18 P.U.R.4th

316 (Dec. 29 1976); WUTC v. The Washington Water Power Co., Docket No. U-76-9, 1976

Wash. UTC LEXIS 2; 18 P.U.R.4th 154 (Dec. 23, 1976); WUTC v. The Washington Water

Power Co., Docket No. U-76-8, WUTC, 1976 wash. UTC LEXIS 3; 18 P.U.R.4th 131 (Dec.
23, 1976); WUTC v. Continental Telephone Co. of the Northwest, Inc., Docket No. U-75-46,

1976 Wash. UTC LEXIS 8 (Apr. 2, 1976); WUTC v. Northwest Natural Gas Co., Docket No.

U-74-32, WUTC, 1975 Wash. UTC LEXIS 8 (Mar. 21, 1975); WUTC v. Pecific Power &

Light Co., Docket No. U-74-8, 1974 Wash. UTC LEXIS 2 (Nov. 20, 1974).

14.  Theregulatory structure under which Olympic operates differs from other regulated
companies. Olympic does not have a duty to serve similar to that imposed by RCW 80.28.110
and does not have regtrictions on its ability to discontinue service Smilar to those found in WAC

480-100-071.
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15.  Asopposed to utilities delivering essentid services for which no dternative exists
(such as weter or eectric power), there are aternatives in Washington State for transporting
petroleum products, including tanker trucks, barges, and ships. When dterndtives exist an oil
pipdine (and other common carriers) may discontinue and withdraw from providing locd service.

See State v. N. Express Co., 80 Wash. 309, 323-24, 329 (1914). If apetroleum pipdine were to

discontinue service, petroleum could il be distributed to Tosco and Tesoro retail suppliers across
the state using available dternative transportation means.

16.  Asfurther regulatory context, the commisson does not regulate the retail prices
Tosco or Tesoro charge at their gas sations. The Commission does not regulate the prices Tosco
and Tesoro charge for their refinery products to independent gas stations, who buy their refinery
output. Finaly, the Commission does not regulate the price charged for aternative trangportation
means such as tanker trucks, barges or ships.

17.  Within this context, the Commisson must decide what congtitutes the public
interest with regard to the regulation of oil pipelines. RCW 81.01.010; RCW 80.01.040. What
condtitutes the “public interest” is within the reasoned discretion of the Commission. See Inthe

Matter of Application of Provisions of WAC 480-12-033, 1998 Wash. UTC LEXIS 228, at *6

(1998). Because there are existing available, unregulated, and currently used transportation
dterndives to pipdine transportation (a Situation not found, for example, in the delivery of
electricity or water), the public interest gppears to be served primarily by ensuring the provison of
the public sarvice in asafe and efficient manner.

18.  Qil pipeine serviceis, in generd, asafer means of trangporting petroleum products
than by tanker truck, barge or rail. Oil transport by tanker trucks result in 35 times more
fires/explosions, 87 times more deaths, and twice as many injuries, based on volume of oil

trangported over a given distance than oil pipelines. Cheryl Trench and Charlene Sturbitts, Oil
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Pipeline Safety; A Research Update from the Association of Oil Pipelinesat 3 (April 2000),

available at www.aopl.org/pubs/pdf/Record.pdf.

19.  Olympic has aclear need for interim rate relief. AsHoward Fox has testified:

[T]his Commission has conggtently held that rates must be set at aleve
aufficient to alow aregulated company to atract sufficient capita on
reasonable terms. Prior tesimony and andysis in this matter show that
Olympic cannot borrow from externa sources or Equilon, and has no lega
right to borrow against a BP/ARCO revolving note. The proposas of
WUTC Staff witnesses and the witnesses for Tosco and Tesoro, if
implemented, would continue to leave Olympic in afinancid pogtionin
which it would not only be unable to attract sufficient capita on reasonable
terms, but would be unable to attract capital on any terms.

The consequences of being unable to attract capital would be the deferra
of planned capita improvements related to the safety and reliability of the
pipeline system, and deferrd of the capital expenditures required to
increase throughput by increasing the operating pressure of the pipeine
from 80% to 100%.

HBF-1T at 3.

B. Standard for Interim Rate Relief
20. In WUTC v. Pcific Northwest Bell Tele. Co., Cause No. U-72-30, Second

Supplementa Order Denying Petition for Emergency Rate Rdief (October 1972) (“PNB”), the

Commission setsforth a Sx-part sandard for interim rate relief:

1 The Commission has the authority in proper circumstances to grant interim
rate relief to a utility but this should be done only after an opportunity for adequate
hearing.

2. An interim rate increase is an extraordinary remedy and should be granted
only where an actua emergency exists or where necessary to prevent gross
hardship or gross inequity.
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3. The merefalure of the currently redlized rate of return to equd that
approved as adequate is not sufficient tanding done to judtify the granting of
interim relief.

4. The Commission should review al financid indices as they concern the
gpplicant, including rate of return, interest coverage, earnings coverage, and the
growth, stability or deterioration of each, together with the immediate and short
term demands for new financing and whether the grant or failure to grant interim
relief will have such an effect on financing demands as to substantidly affect the
public interest.

5. Thefinancid hedth of a utility may dedine very swiftly and interim relief
stands as a useful tool in an appropriate case to Save off impending disaster.
However, thistool must be used with caution and gpplied only in a case where not
to grant would cause clear jeopardy to the utility and detriment to its ratepayers
and its shareholders. Thisis not to say that interim relief should be granted only
after disaster has struck or isimminent, but neither should it be granted in any case
where full hearing can be had and the generd case resolved without clear detriment
to the utility.

6. Findly, asin dl matters, the Commisson must reach its concluson with the
statutory charge to the Commission in mind, thet it isto "Regulate in the public
interest.” . .. Thisisthe Commission’s ultimate responsibility and a reasoned
judgment must give appropriate weight to dl sdient factors.

PNB at 13. The Commission will accept evidence of existing and actua conditions and short-
range projections. WUTC v. Wash. Water Power Co., Cause No. U-80-13 (June 1980).

C. Olympic IsEntitled To Interim Rate Relief Based On Application Of The
Commission’s Standard For Interim Rate Relief

21.  Applying the evidence submitted by Olympic in this proceeding to the
Commisson's gandards for interim rate relief demongtrates that Olympic is entitled to such relief:
. The Company is currently in the adequate hearing required by PNB and has also

filed a general rate case that will conclude on August 1, 2002.
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. Olympic'sfinancid condition and its need for safety-related capita improvements
for 2002 of $23.8 million congtitutes an actua emergency, and relief is necessary to
prevent gross hardship and gross inequity.

. Olympic has not paid dividends since 1997, has a negative rate of return and likely
has negative book equity. Olympic isunable to pay accrued interest on its existing
delt, is prohibited by its note with Prudentia from seeking outsde sources of
capital, and has been refused new loans from Equilon, with whom it isin litigation
over an exising note. Olympic isin default on al of its existing loans except for the
loan from Chase. Olympic financed needed capital improvementsin the last three
months from a one-time IRS refund of $5.6 million and from interim refundable
relief from the Federad Energy Regulatory Commission granted on September 1,
2001. BCB-22T at 23.

. Denid of interim relief would cause clear jeopardy to the utility and detriment to the
public.

. Interim relief, and the safety-related capitd investments that would result from such
relief, isin the public interest. The safety-rdated invesments will say in
Washington State to benefit the state. Tosco and Tesoro may not pass the
comparaively smal ¥#agalon increase to their retall customers.

Application of each of these stlandards is discussed below.
1 Hearing Requirement
22.  The Commisson has the authority to grant immediate rete relief to a utility under

proper circumstances, but only after an opportunity for an adequate hearing. In re Avista Corp.,

Docket No. UE-010395, Sixth Supplemental Order, at 12 (2001) (hereinafter, “Avidd’). This
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power, subject to gppropriate terms and conditions, is necessarily implied in the Commisson’s
authority to suspend tariff changes. 1d.

23.  Since Olympic filed itsfirst petition for interim relief on October 31, 2001, there
has been consderable administrative processin this docket. There have been severd prehearing
conferences and resulting orders. On November 21, 2001, the Commission held aninitid
prehearing conference and established the appropriate scope of these proceedings, the appropriate
processes, and a procedura schedule. The Commission authorized discovery and entered a
protective order to facilitate that process. Since November, Olympic has responded to 22
informal data requests and 138 formal data requests and produced thousands of pages of
documentsin less than six weeks. BCB-22T at 9. Olympic aso made its employees available on
December 4, 2001 for atechnical conference attended by dl parties. Id. at 8. The partiesto this
proceeding are fulfilling the Commission’ s requirement that interim relief be granted only &fter an
adequate hearing.

2. An Actual Emergency Exists

24.  Anactud emergency exigts and interim relief is necessary to prevent gross hardship
or inequity. Olympic cannot attract sufficient capital on reasonable terms and cannot finance the
safety-related capitd improvementsin its 2002 budget.

3. The Relevant Indices Demonstrate That Olympic's
Financial Health Has Deteriorated To The Point Where
Interim Relief s Appropriate

25.  The Commisson congders five economic indicators in deciding whether interim
relief is appropriate:
1. Thecompany'srae of return;

2. interest coverage,
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3. earnings coverage,

4. demandsfor new financing; and

5. whether the granting or fallure to grant interim relief will have such an effect on financing

demands as to substantially affect the public interest.
PNB at 13.

26. In applying these factors, the Commission typicaly examines: (i) whether a
company’s actud rate of return islessthan its dlowed rate of return, (i) whether the market value
of acompany’s stock is below its book vaue, (iii) whether the earnings per share of a company’s
gock isfdling in relation to its current dividend, (iv) whether the company is abdle to issue first
mortgage bonds, (v) whether the company’s credit lineis, or is close to being, exhausted, and (vi)
whether the company’s credit rating has been reduced. See, gengrdly, PNB at 13; WUTC v.
Puget Sound Power & Light Co., Cause No. U-80-10 (1980); WUTC v. Wash. Water Power

Co., Cause N. U-77-53 (1977); Avidaat 15-21 (2001). Each of these factorsis examined
below.

a Actual v. Allowed Rateof Return
27.  Without Olympic's requested interim rate increase, Olympic’ s anticipated rate of
return for 2002 will be anegative six percent (-6%). HBF-1T at 5. Given that the Company’s
current allowed rate of return is 10.4, a shortfal of over 150% exists between its allowed and
actual rates of return.
28.  The Commission has granted interim relief where the shortfal between actud and
alowed rates of return has been only 12%, WUTC v. Puget Sound Power & Light Co., Cause

No. U-80-10 (1980), and 10%, WUTC v. Puget Sound Power & Light Co., Cause No. U-73-

57 (1974). Herethe shortfal between actua and alowed rate of return isten times greater.
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b. Market Valuev. Book Value of Stock
29.  Olympicisnot apublicly traded company, so this factor technicaly does not apply
to Olympic. However, the Company isin severe financid trouble and must receive increased
revenue to attract new capital. Purchasers of sharesin the Company would beinvestingina
company heavily leveraged and losing money. It istherefore not unreasonable to assume that, if the
Company were a publicly traded company, the market vaue of its shares would be significantly
lower than the vaue of those shares based on the Company’ s book value.

C. Earnings Per Share Fallingwith Regard to The
Company’s Current Dividend

30. Because Olympic is not a publicly traded company, this standard does not gtrictly
apply to Olympic. However, comparable financid indicators for Olympic indicate thet the
Company isin amilar, if not Sgnificantly worse, shape than other companies that have received
interim reief from the Commission.

31.  Tesoro and Tosco agree that Olympic has not paid adividend since 1997. Direct
Tegtimony of Gary Grosso (GG-1TC) at 5; HBF-1T at 5.

32.  The Commisson has granted interim relief where the subject company’ s earnings
per share are in danger of faling below its current dividend. See WUTC v. Puget Sound Power &

Light Co., Cause No. U-80-10 (1980). Thesefactsindicate that Olympic isin an emergency
auffidently grim to warrant the granting of interim relief.

d. Ability to Issue First Mortgage Bonds
33.  While Olympic does not issue first mortgage bonds, Commisson Staff witness Mr.
Elgin has noted that the Company does not have sufficient interest coverage to be able to issue first
mortgage bonds. Testimony of Kenneth L. Elgin (KLE-1T) at 15. While Olympic contests some
of the assumptions Mr. Elgin has made in his tesimony, see Section I1.E.1 below and HBF-1T at
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5-10, even with these assumptions Olympic does not currently have one and one-haf times interest
coverage for purposes of issuing debt, much less the 2.5 times that would be gppropriate given the

Company’ s current Stuation.  See discussion below.

e. Exhaustion of the Company’s Credit Lineand
Reduction of its Credit Rating

34.  Olympic does not have publicly traded debt either and does not have abond
rating. However, the Company owes $150,000,000 in principa and accrued but unpaid interest
debt and is continuing to accrue further unpaid interest at a rate of over $750,000 a month.
Moreover, Prudentia has informed Olympic that the Nationd Association of Insurance
Commissoners (NAIC) has lowered Olympic’s creditworthiness rating from a“1” rating (its
highest) toa*“5” rating, thus making Olympic’s debt to Prudential more expensve. HBF-1T at 5.
Olympicisin default on al of itsloans except Chase.

4, Emergency Nature of Circumstances

35.  Olympic cannot wait to begin its safety-related capita expenditures until the
conclusion of the genera rate case on August 1, 2002. Those improvements need to be made as
soon as scheduled. Current tariff ratesimposed by the pipeline do not cover Olympic’s debt
service.

5. Regulation in the Public I nterest
36.  Asdescribed aove, tisin the public interest to dlow Olympic the financia means

to operate its pipeline system in a safe and reliable manner.
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D. The Commission Has Granted | nterim Relief In The Past Where Such
Réief IsFor Funding Necessary Capital | mprovements

37.  Inthe padt, the Commission has granted interim rate rdlief when such rdlief is
necessary for the funding of necessary capital improvements. In the following cases, the
Commission granted interim relief on such grounds:

. WUTC v. Puget Sound Power & Light Co., Cause No. U-80-10 (1980). The

Commisson granted an interim increase of 5 percent, in part because these funds
were necessary to fund congtruction at the level of $110,000,000, the minimd level
necessary to maintain minimum service requirements.

. WUTC v. Wash. Water Power Co., Cause No. U-77-53 (1977). The

Commission granted an interim increase of gpproximately $3.5 million. The
company anticipated a congtruction program that required substantia financing,
including the acquistion of expensive therma generating plants to handle growing
demand.2 The Commission held that in order to meet such growing demand, the
company had to continue to participate in construction projects. This necessitated
stable earnings that would permit the company to attract capital when needed at
rates favorable to its customers.

. WUTC v. Wash. Water Power Co., Cause No. U-80-13 (1980). The

Commission granted an interim increase of gpproximately $9.1 million. The
Commission held that absent interim relief, the company was unable to generate

aufficient capital from internal sources to finance needed construction projects.

2 In that regard, interim relief is necessary to bring operating pressure of the system up to
100%. BCB-22T at 9-10.
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. WUTC v. Wash. Nat. Gas Co., Cause No. U-80-111 (1981). The Commisson

granted an interim increase of $16 million based on the company’ s assertion that its
thencurrent and projected earnings were not adequate to generate sufficient funds
to meet the company’ s budgeted capita expenditures.
38. In contrast, the Commission has denied interim relief where the petitioner did not
require the additiona revenue requested for necessary capita expenditures. See WUTC . S.
Bainbridge Water Sys., Inc., Docket Nos. U-87-1355-T, U-83-50 (1988); WUTC v. Ludlow

Util. Co., Docket No. U-87-1550-T (1988); WUTC v. Alderton-McMillin Water Supply, Inc.,

Docket No. UW-911041 (1992).

39. In the present case, Olympic has demongtrated thet it is unable to generate funds
from current tariff revenues or to attract sufficient capital on reasonable terms. Its current earnings
do not permit it to meet or generate the funds necessary to operate the pipeline safely and in an
environmentally responsibleway. Interim relief is necessary and judtified.

E. Errorsin the Responsive Testimony of Intervenorsand Staff

1 The Commission Should Modify Some of the Assumptions
Used by Staff in Its Testimony

40.  While Olympic largely finds the andysis and methodology employed by Staff
witness Ken Elgin in his tesimony to be useful and persuasive, Olympic suggests that the
Commisson modify some of the assumptions made in Saff’ s testimony to more accurately reflect
the Company’ sfinancid condition.

41.  Olympic would revise Staff’ s recommendations to reflect dl of Olympic’'s
outstanding debt, interest, and principa. Olympic would aso apply an actud aggregate interest
rate to its debt, rather than the 6.04% suggested by Staff, in order to represent the fact that, for
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interim rates, Olympic's debt iswhat it is. No revison to this debt amount and related interest is
appropriate in determining the Company’ s actua need for interim rates.

42.  Olympic also suggeststhat an interest level of 2.5 times actud interest is necessary
for the Company to meet its current financia obligations and begin to once more attract capitd.
Even with an interest level set at 2.5 times actud interests, most of Olympic’s creditors will not be
repaid until 2011, long after those notes are formaly due. HBF-1T at 8.

43.  Olympic would revise certain of Staff’ s restating and pro forma adjustments, which
are issues more gppropriately addressed in the generd rate case. A full description of Olympic's
suggested modifications to Staff’ s gpproach is contained in the testimony of Howard B. Fox, HBF-
1T at 5-10.

2. The Commission Should Disregard the Testimony of Tosco
and Tesoro

44.  Thetestimony submitted by Tosco and Tesoro concerns matters outs de the scope
of an interim rate proceeding. Moreover, Tosco and Tesoro argue for retroactive perspective
regarding the Company’ s activitiesin the 1990s. The Commission should disregard Tosco and
Tesoro' stestimony.
45.  Thetestimony of Tosco and Tesoro addresses the following topics:
. The throughput on the Olympic pipeline sysem (GG-1TC at 3);
. Olympic's revenues over the three months of September through November, 2001
(GG-1TC at 3);

. Olympic's operating expenses from 1997-1999 (GG-1TC &t 4);

. Olympic's cash on hand and receivables for the months of September through
November, 2001 (GG-1TC &t 6);
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. The prudency of expenditures made by the Company in the 1990s (JFB-1TC at 3,
15-24);

. The financid condition of the shareholders and creditors of Olympic (JFB-1TC at
10-13); and

. Olympic's proposed capital structure in the generd rate case (JFB-1TC at 14;
FIH-1T at 4-17).

46.  Absent from this discusson is an gpplication of the PNB standards to Olympic's
stuation. While Tosco and Tesoro mention the PNB standards for interim relief, JFB-1TC at 4-5,
there is no substantive application of these standards and no discussion of the financid indicators
upon which the Commission will grant interim reief.

47. Instead, Tosco and Tesoro wish to andlyze Olympic's request for interim relief with
generd rate case standards. Issues of prudency, the correct capita structure to apply, debt to
equity ratios, and the financial condition of the creditors and shareholders of Olympic are issues
that will be examined in Olympic's generd rate case. Tosco and Tesoro make no attempt to
andyze theinterest and earnings coverage of the Company (as Commission Staff does), its rate of
return, and the market value of the Company. The testimony of these Intervenorsisirreevant and
should be disregarded.

48. Moreover, Tosco and Tesoro's andyss is fundamentaly flawed in that it compares
the Company’ s capital expenditures and dividend payments in the 1990s with its earningsin the
months of September through November, 2001. Thisis like saying that because the Pecific Gas &
Electric Company paid adividend and invested in capital improvements in 1998 and earned money
in the last three months, it isafinancidly heglthy company even though it is now in bankruptcy.
This method of anadlysisis unreasonable.
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49.  The Company’s past dividend payments and capital investments made in the 1990s
were the subject of Olympic's 1999 generd rate proceedings before this Commission, which
resulted in the Commission’ s approva of WUTC Tariff No. 20. BCB-22T at 20. Tosco and

Tesoro did not intervene in that proceeding and should not be alowed to raise past issues now.

1. PRAYER FOR RELIEF
50. Based on the foregoing, Olympic respectfully requests that the Commission issue
an order gpproving an immediate rate increase for intrastate rates of $8.74 million to become
effective December 1, 2001, as described in the Interim Petition.
DATED this___ day of January, 2002.

Respectfully submitted

PERKINSCOIE LLP

By

Steven C. Marshadll, WSBA #5272
William R. Maurer, WSBA #25451
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