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FepeERaL ErRERGY REGULATORY COMMISSION

wWASHINGTQN, D. © 20436

OFFICE OF THE CHAINMAN

May 3, 1978

Mr. J. Daxter Peach

Director ‘
Enargy and Minerals Division
U.S. Gengral Accounting Office
Washing?on, D. C. 20548

Dear Mr. Peach:

The General Accounting Office's draft repcct on regu-=
lation of petroleum pipelines is, I believe, a good effort
that will improve the public's undetstanding of the issues
surrounding oil pipelines. As the draft report indicates,
many of these issues are contained in proceedings before
the Commission, thereby limiting my ability to fully react
to your recommendations. But because these isnues are in-
deed important, I would like to suggest a few points that
may deserve added cvmphasis in your report.

. .. The regulatory regime applicable to-oil pipelines
‘differs significantly from that applicable to natural gas
pipeline or electric wtility regulation. 1In goneral,

electric and natural gas utility regulation terds to have ;

a more direct and immediate impect upon ultimate consumers
than is the case with eil pipelines. Electric and natural
gas uvtilities are generally regulated at the point of gen-—
eration (production), transmission, and distribution. Under.
this regime the consumer is assured that the bepefits of
regulation will £low through to the peint of final sale.
_ These same assurances do not apply in the case of oil pipe-

lines. ' : o - -

Utility-type regulation covers more than lhalf of the
delivered price of electricity and natural gas. whereas
cil pipeline costs represent a much smaller share of the
final cost of most petroleum producks, Far example, in]e
the average delivered price ol ecleetricity to senidential
customers was 4.4 cents per kilowatt hour in 1378, the ﬂﬁ%
unrequlated Euel component of such €O3L Was only 1.7 c&rts,
so that 61 pergent ol the delivered price was scgulated ﬂ: o
the state or Federal level. "1n contrast, pekralcum pipelin
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costs comprise 4 or 5 percent of the delivered price ol
petroleum products. Accordingly, the benefits of oil pipe-
line regulation to the consumer, are ¢onsiderably smaller
than for other regulated energy forms. MNoreover, there is
no means of assuring that these benefits will be flowed
through to consumers at the point of final sale. COnse—
quently, ©il pipeline regulation may have a move gignificant
impact on intra-inpdustry income distribution than on total
consumer costs of petroleum praducts. '

There are alss important differences betwoan the statu-
tory purposes of electric and natural gas utilirty regulation
yersus that for oil pipelines. The Federal Power AGt and
the Natural Gas Act are fundamentally intended to protect
final cgnsumers from unjust or unreasonable prices which
may be imposed upon them by utilities which have been given
-vlrtual'mcncpoly status. This purpose is also embodied in
the Interstate Commerce Act as well, Dut an equally impor-

" tant purpose of that hct is to protect shippers from dis-

criminatory and concessionary practices Ry integrated oil

companies. The allocation aspects of oil pipeline regula-
tion are far more prominsnt than in the legislative diree-
tives creating federal regulation of electric and natural

gas utilities.

I think it would be helpful to your readers to point
out in- the Final report that the nature of the oil pipeline :
industry and its relationship to final customers suggest
that the regulatory Db]LCtlUES comparable to oil pipelines
may differ from the objectives commonly undersiood as appli- .
cable to natural gas or electric utilities,

While the Commission is in the process of reviewing the
questicn of the appropriate ratemaking standards that should
be applied to the oil pipeline industry, it cones to this
task with the same observation made by the GAC, namely, that
oll pipclines are an extremely efficient mode of transporta-
tien. Any restructuring of oil pipeline regqulatory practicesg
must. take ipto account the potential impact of such a change
on incentives to construct or expand oil pipel:nes.
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With respect to your conclusions on the nead to extend
jurisdiction to terminal facilities, you should be aware
that the Commission, in an ordar issued on April 19, 1979,
in Docket No. OR7B-10 esserted jurisdiction over the marine
terminal facilities owned and opzrated by PACTLX,

Sincerely, .

Al ALt

i Charles B. Curtis
Chairman




