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Pr;‘:i?’ plant, and equipment: Sorx
Buildings ) AXX
Machinery and equipment A
Furniture and fixwures ARK
Leased assets XEX
Leasehald improvements HxX,
Iess accumulated depreciation and amortization (xxa)
Total property, plant, and equiproent *xn
Intangible assets net of amortizaion:
Goodwill of acquired busingsses Sanx
Patents XXX
Trademarks KRR
Total intangible asaats, net XXX
(Other agteLs? '
Inetallment notes dve after 2003 Srax
Unamortized bond issue cogts RXE
Assets to be disposed of XXX
Toral other noncurrent Assets XXX
Total agseds . $xzx
Liabilities and Stockholders® Equity
Curreni Labilities:
Accounts payable Btk
Commercial paper and other short-term notes XXX
Salaries, wages, and commissions payable EXX,
Taxee withheld from empioyees XXX
Income taxes payable KK
Dividends payable . XAX
Rent revenue collected in advance EXX
Orther advanees from customers XXX
Cuvrent portion of long-term debt XX
Current obligations under capital leases pa. b4
Deferred tax liability XKX
Short-term portion of accrued warranty XXX
Other acerued Liabilities ExXX
Totzal current Liabilities Sxxx
* Noncurrent liabilities:
Noles payable due after 2003 Bxxx
Plus unamortized note premivm ax Saxx
Long-term bonds:
10% debentures due 2013 X
9 1/2% collateralized obligations maturing secially to 2006 X%
89 convertible subordinated debentures due 2013 XXX

Less unamortized diseounts net of premiums XX XXX
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Accrued pension cost
Obligations under capital leases
Deferred tax labilicy
Long-term portion of accrued warnranty
Total noncurrent liabiliges
Total liabilities
Capital stock:
§12.50 convertible praferred stock, $100 stated value, 200,000
ghares anthorized, 175,000 outstanding
129 cumulative prefesred stock, $100 stated value, callable ac
$115, 100,000 shares anthorized and outstanding
Commnon stock, $10 stated value, 500,000 shares anthorized,
450,000 155ued, 15,000 held in reasury
Common stock subscribed 10,000 shares
Less: Subscriptions receivable

Addittonal paid-in capital:
From 12% cumulative preferred
From common stock
Fram treasury stock transactions
From stock dividends
From expiration of stock options
Warrants outatanding

Retained earnings

Accumutated other comprehensive income:
Net unrealized loss on available-for-sale securites
Uarealized lass from foreign curmency translation
Excess of minimum pension liskility over unrecognized prior

service cost

Lers: Treasury stock at cost

Total stockholders™ cquiey

Toral liabilities and stackholders’ equity
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Accounting Changes %4
PERSPECTIVE AND ISSUES

The primary focus of financial reporting is to provide information about an en-
tity’s performance that is useful to present and potential investors, creditors, and
others when they are making financial decisions. In financial reporting, perform-
ance is primarily measured by net income and its components, which are provided
in the income statement. Although information in the income statement is informa-
tion about past performance, investors, creditors, and others use that information t¢
predict future performance.

As contrasted to the balance sheet, which provides information about an entity
at a point in time, an income statement provides information about a petiod of time.
It reflects information about the transactions and other events occurring within the
period. Most of the weakuesses of an incorme statement ate a result of its periodic
nature. Entitics are continually creating and selling goods and services, and at any
single point in time some of those processes will be incomplete. Thus, measure-
ment of net income for a period involves estimates. The degree of completion of
inventories, the amounts of inventories that have been manufactured or purchased
but ultimately will not be sold, and the amounts of goods and services that have
been gold but ultimately will not result in cash receipts are just of few of the many
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cstimates that must be made in order 1o present an income statefuent. The entity’s
ability (or inability) to make these estimates is reflectad in the performance measure
for the period.

For years, performance was measured only by the income statement. In the Jast
few years, a second performance measure has been added—compreliensive income.
Comprehensive income is 4 broader notion of performance than net income. It in-
cludes all recognized changes in equity that occur during a period except those re-
sulting from investments by ownets and distributions to owners. Thus, included in
comprehensive income but excluded from net income are foreign currency adjust- H
ments, unrealized changes in the fair value of available-for-sale securities, and
minimum pension liability adjustments, Because cornprehensive income includes 1
the affects on an entity of economic cvents largely outside of its management’s H
control, some have said that net income 15 2 MEAsUIE of management’s performance
and comprehensive income is a measure of entity performance.

The requirement to report comprehensive income in addition to net income 1s
another step in the movement toward the capital maintcnance concept of income
mentioned in Chapter 2, Balance Sheet. Under that concept of incorne, income is
eamed only if the amount of an entity’s net asscis at the end of the period exceed its
net assets at the beginning of the period after excluding the effects of transactions
with owners. A capital maintenance concept of income is more consistent with in-
vestors’ expectations that an investment should generate morc financial resources
than were invested.

Igi-
B

;

f

Sources of GAAP %

ARB APB SEAS 1B EHF S0P 3
43, Ch. 2 9, 16, 4,7,15,16, 856 85-36,87-4, 985 ;,
18, 20, 30 44, 64, 101, 87-24, 90-16, b

128, 130,142 95-18, 00-9, 00-10 al

DEFINITIONS OF TERMS ¥

Comprehensive income. The change in equity of a business enterprise during
a period from transactions and other events and circumstances from nonowner
sources. It includes all changes in equity during a peried, except those resulting
from investments hy owners and distributions to owners (SFAC 6).

Development stage enterprise. An entity that is devoting substantially all its
efforts to establishing itself as a new business and either its principal operations
have not commenced or its principal operations have commenced but have not gen-
erated a significant amount of revemue.

Disposal date. The date of closing the sale if the disposal is by sale or the date
that operations cease if disposal is by abandonment (AFB 30},

. Distribution to owners. Decreases in net assets of a particular enterprise re-
sulting from transferring assets, rendering services, or incurring liabilities by the
enterprise to owners.
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Distributions to owners reduce the ownership interest of the receiving owners in
the entity and reduce the net assets of the entity by the amount of the distribution.
Such transactions are displayed in the statement of changes in equiLy.

Expenses. Decreases in assets or increases in liabilities during a period result-
ing from delivery of goods, rendering of services, or other activities constituting the
enterprise’s central operations (SFAC 6).

Extraordinary item.. Events and tapsactions that are distinguished by their
unusual nature and by the infrequency of their occurrence (AFB 30).

Gains, Increases in equity (net assets) from peripheral or incidenta) transac-
tions of an entity and from all other transactions and other events and circumstances
affecting the entity during a period except those that result from revenucs or in-
vestments by owners (SFAC 6).

Investments by owners. Increases in net assets of a particular enterprise re-
sulting from transfers to it of something valuable to obtain or increase ownership
interests (or equity) in it.

Investments by owners may be in the form of assets, services, or the payment of
entity Liabilities. These investments are displayed in the statement of changes in
equity. The purchase of an ownership interest from another owner is not a net in-
vestment bacause such a transfer does not increase the net assets of the eatity.

Losses. Decreases in equity (net assets) from peripheral or incidental transac-
tions of an entity from all other transactions and other events and circumstances
affecting the entity during a period except those that result from expenses ot distri-
butions to owners (SFAC 6). '

Measurement date. The date on which the management having the authority
to approve the action commits itself to a formal plan to dispose of a segment of the
business, whether by sale or abandonment (APB 30).

Realization. The process of converting noncash resources and rights into
money or, more precisely, the sale of an asset for cash or claims to cash (SFAC 6).

Recognition. The process of formally recording or incorporating an item in the
financial statements of an entity (SFAC 6).

Revenues, Increases in assets or decreases in liabilities during a period from
delivering goods, rendering services, or other activities constituting the enterprise’s
central operations (SFAC 6).

Segment of a business. A component of an entity whose activities represent a
major line of business or class of customer. A segment may be in the form of a
subsidiary, a division, or a department, and in some cases, a joint venture or other
nonsubsidiary investee. Its assets, results of operations, and activities can be clearly
distinguished, physically and operationally, and for financial reporting purposes,
from the other assets, results of operations, and activirties of the entity (APB 30).
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CONCEPTS, RULES, AND EXAMPLES
Limitations of the Income Statement

Economists have generally adopted a wealth maintenance concept of income.
Under this concept, income is the maximum amount that can be consumed during a
period and still leave the cnterprise with the same amount of wealth at the end of the
period as existed at the begioning. Wealth is determined with reference to the cur-
rent market values of the net productive assets at the beginning and end of the pe-
riod. Therefore, the economists’ definition of income would fully incorporate mar-
ket value changes (both increases and decreases in wealth) in the determination of
periodic income. .

Accountants, on the other hand, have generally defined income by reference to
specific events that give rise to recognizable elements of revenue and expense dur-
ing a reporting period. The events that produce reportable items of revenue and
expense are a subset of economic events that determine economic income. Many
changes in the market values of wealth components are deliberately excluded from
the measurement of accounting income, but are included in the measureent of
economic income.

The discrepancy between accounting and economic measures of income is pri-
marily the result of accountants’ concerns for reliability and measurability. Those
concems prevent revenue and gains from being recognized until an acceptable level
of assurance is obtained about the existence and amount of those revenues and
gains. In general, accountants do not recognize tevenues or gains mfil they are
realizable—convertible into known amounts of cash or claims to cash.

However, some gains are realizable but are still not reported in net income.
Holding gains on certain debt and equity investments are readily convertible into
known amounts of cash, Those gains are currently excluded from net income for
two reasons. First, many consider net income to be a measure of manageiment’s
performance, and holding gains and losses result from market fluctuations that are
outside the control of management. To report holding gains and losses in net in-
come decreases the ability to use that measure to judge management performance. ~
Second, many entities that purchase large amounts of investments finance those in-
vestments with liabilities, making money off the spread (the difference between the
investment return and the interest expense). Including in net income unrealized
holding gains and losses on only the investmeits, and not the related liabilities,
could cause volatility in earnings that is not representative of how those entities are
impacted by economic events. However, the FASB is currently working on a proj-
ect that could lead to reporting certain liabilities at fair value; thus, futire changes
in accounting standards may eliminate this as a difference between accounting and
economic measures of incone. '

Another reason for the discrepancy between aceounting and economic measures
of income is the periodic nature of the income statement. Both accountants and
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economists realize that the earmnings process occurs throughout the various stages of S
production, sales, and final delivery of the product. However, the difficulty in

measuring the precise rate at which this carnings process is taking place has led ac-

countants to conclude that income shounld normally be recognized only when it is :
fully realized. Realization generally implies that the enterprise producing the item g
has completed all of its obligations relating to the product and that collection of the y
resulting receivable is assured beyond reasonable doubt. For very sound reasons, ,
accountants have developed a reliable system of income recognition that is based on |
generally accepted accounting principles applied consistently from period to period. |

The sconomic measure of income would be relatively simple to apply on a life- ;
cycle basis. Economic income would be measured by the difference between it5 \
wealth at the termination point versus its wealth at the origination date, plus with-
drawals or other distributions and minus additional investments over the course of
its life. However, applying the same measurement strategy Lo discrete fiscal peri-
ods, as accouptants do, is substantially more difficult. Allocating earnings to indi-
vidual years, quarters, or months requires both estimates and judgment. Conse-
guently, accountants have concluded that there must be unambiguous guidelines for
sevenue recognition. These have required recognition only a the completion of the !
carnings cycle.

Accountants have moved closer to an economic measure of income by intro-
ducing the measure “comprehensive income” into the financial statements. Com-
prehensive income is the change in equity resulting from all sources other than dis-
tributions to owners and investments by owners. Thus, definitionally, it is similar
to economic income. However, because of the realization and recognition concerns
discussed earlier, comprehensive income remains a subset of ECcONeIC income,

Whether economic income, comprehensive income, net income, or some other
measure is the appropriate measure of income is partially dependent upon the per-
spective of the party doing the measuring, From the perspective of the outside in- )
vestors taken as a whole, income might be defined as carnings before any payments
to those investors, including bondholders and preferred stockholders as well as
common shareholders. On the other hand, from the perspective of the common g
shareholders, income might better be defined as earnings after payments to other
investors, including ereditors and preferred shareholders. Amalysts regularly nse '
earnings before income taxes, depreciation, and amortization. Perhaps the best ac-
counting can do is provide the broadest possible measure (comprehensive income)
and include in the financial statements information that allows each reader to com-
pute the measure that is most meaningful to him or her. | |

Recognitlon and Measurement

Revenues, Revenues represent actual or expected cash inflows that result from
an entity’s central operations, Revenues are generally recognized at the culmination
of the earnings process—when the entity has substantially completed all it must do
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to be entitled to future cash inflows (or to retain cash already transferred). Most
often, an exchange transaction indicates that revenues have been eamed. Merchan-
dise is delivered or services are rendered to a customer, resulting in the receipt of .
cash or the right to receive cash in the future. Revepues are generally measured by
the values of the assets exchanged (or labilities incurred).

Revenues are different from gains for three reasons. Revenues result from an
entity’s central operations; gains result from incidental or peripheral activities of the
entity. Revepues are usually earned; pains result from nonreciprocal ransactions
(such as winning a lawsnit or receiving a gift) ot other economic events for which
there is no eamings process. Revenues are reported gross, gains are reported net.

The existence of an exchange transaction pencrally 15 critical 1o the accounting
recognition of revenue. However, an exchange transaction is viewed in a broader
sense than the legal concept of a sale. Whenever an exchange of rights and privi-
leges takes place, an exchange transaction is deemed to have occurred. For exam-
ple, interest revenue and interest oxpense ate earned or incurred ratably over a pe-
riod without a discrete transaction taking place. Accruals are recorded periodically
in order to reflect the interest realized by the passage of time. In a like manner, the
percentage-of-completion method recognizes revenue based upon the measure of
progress on a long-term construction project. The earnings process is considered to
occur simultaneously with the measure of progress (e.g., the incurrence of costs).

The timing of revenue recognition also varies based on the realizability of the
future cash flows. For example, the production of certain conupedities takes place
in an environment in which the ultimate realization of revenue is so assured that
revenue can be recognized upon the completion of the production process. At the
opposite extreme is the situation in which an exchange transaction has taken place,
but significant uncertainty exists as to the ulilmate collectibility of the amount. For
examnple, in certain sales of real estate, where the down payment percentage 15 ex-
tremely small and the security for the buyer’s notes is minimal, revenue is often not
recognized until the time collections aré acmally received.

Chapter 8, Special Revenue Recognition Arcas, provides more information
about revenue recognition under special circumstances.

Expenses. Expenses represent actual or expected cash outflows that result from
an entity's central operations. Expenses are generally recognized when an assct
either is consumed in an entity’s central operations or is no longer expected to pro-
vide the Jovel of future benefits expected when that asset was recognized

Expenses are different from losses for three reasons. Expenses result from an
entity’s central operations; losses result from incidental or peripheral activities of
the entity. Expenses are often incurred during the earnings process; losses often re-
sult from nonreciprocal transactions (such as thefts or fines) or other economic
events uprelated to an earnings process. Expenses are reported gross, losses are
reported net.

e AP e 4

il < = |
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Although many cash outflows are recognized directly 48 expenses, that is done
for expediency; most expenses are first assets, if only for a moment. Measuring the
consumption of assets is done by one of thres pervasive measurement principles:
associating cause and effect, systematic and rational allocation, or immediate rec-
ognition.

Some costs, such as materials and direct labor consumed in the manufacturing

process, are relatively easy to identify with the related revenue elements. The.

matching principle requires that all expenses incumed in the generation of revenue
should be recognized in the same accounting period as the related revenues are rec-
ognized. Thus, those cost elements are included in inventory and expensed as cost
of sales when a product is sold and revenue trom the sale is recognized. Thar pro-
cess i associating cause and effect. ‘

Other costs are more closely associated with specific accounting periods. In the
absence of a cause and effect relationship, the asset’s cost should be allocated to the
accounting periods benefited in a systematic and rational manner. This form of ex-
pense recognition involves assumptions about the expected length of benefit and the
relationship between bhenefit and cost of each period. Depreciation of fixed assets,
amortization of intangibles, and allocation of rent and insurance are examples of
costs that are recognized by the use of a systematic and rational method.

All other costs are nommally expensed in the period in which they are incurred.
This includes costs for which no clear-cut future benefits can be identified, costs
that were recorded as assets in prior perieds but for which no remaining future
benefits can be identified, and costs for which no rational allocation scheme can be
devised.

The general approach for recognizing expenses is first to attempt to match costs
with the related revenues. Next, a method of systomatic and rational allocation
should be attempted. If neither of those measurcment principles is beneficial, the
cost should be immediately expensed.

Expenses do not include distributions to owners. Expenses of a corporation are
easily identified and separated from distributions to stockholders. In both the sole
proprietorship and pagtgership form of entity, the identification process can be more
difficult. Ttems such as interest or salaries paid to partners or owners may be
thought of as distributions of profits rather than expenses. However, many entities
adopt the philosophy that financial reporting should be the same regardless of legal
form (aconomic substance takes precedence over legal form). Upder the corporate
form of business, interest on stockholder loans and salaries paid to stockholders are
clearly classified as expenses and not as distributions. Accordingly, these items
may be treated as expenses for both parinerships and sole proprietorships, How-
ever, full disclosure and consistency of fimancial reporting treatment would be re-
quired. Circumstances may involve treating certain payments, such as guaranteed
galaries, as expenses while classifying other “salaries” as profit distributions.




07/08/2002 13:24 FAX 425 453 T350 PERKINS COIE BELLEVUE P 014

Olympic Pipe Line Co. - Exhibits

07-08-2002
Number Witness Description
Kermode Williams Pipe Line Co., 33 F.E.R.C. P 61,327, 1985
FERC LEXIS 357 (1985) (5 pages) (Olympic)




07/08/2002 13:24 FAX 425 453 T350 PERKINS COIE BELLEVUE P #1015

Get a Document - by Citation - 33 FER.C. P61,327 Page 1l of 5
~ "Exhibit No. __
Olyrnpic Pipe Line Go,
Service: Get by LEXSEE® Page 1 of §

Citation: 33 ferc 61327 I
33 F.ERC P61,327, *; 1985 FERC LEXI5 357, **

Williams Pipe Line Company
Docket Nos. OR79-1-026, -027, -028, -029, -030 and -031
FEDERAL ENERGY REGULATORY COMMISSION - Commission
33 F.E.R.C, P61,327; 1985 FERC LEXIS 357

Opinion No. 154-C; Order Denying Rehearing in Part, Modifying Opinion No. 154-B in Part,
Clarifying That Opinion, and Denying Stay

December 5, 1985

SYLLABUS:
[¥%*1]

[Note: Opinion No. 154-B, issued June 28, 1985, appears at 31 FERC P61,377.]

CORE TERMS: pipeline, capital structure, rate base, oil, interest expense deduction, rate of
return, clarification, methodology, starting, case-by-case, depreciated, valuation, allowance,
interest expense, depreciation, weighted, write-up, earmnings, ratio, subject to refund, usual
method, Income tax, cost-of-service, modification, multiplying, calculating, subsidiary,
inflation, discovery, investors

PANEL:

Before Commissionars: Raymond 1. O'Connoar, Chairman; A. G. Sousa, Charles G. Stalon,
Charles A. Trabandt and C. M. Naeve.

OPINION:
[*61,638]

[Opinion No, 154-C Text]

On June 28, 1985, the Commission issued Opinion No, 154-B. nl In that Opinion, the
Commission established principles pursuant to which it will test the reasonableness of oil
pipeline rates. On July 26, 1985, Marathon Pipe Line Company (Marathon) filed a request for
rehearing. On July 29, 1985, the Association of Oil Pipe Lines (AOPL), n2 ARCO Pjpe Line
Company (ARCO), and the United States Department of Justice (Justice) filed requests for
rehearing. Justice also asked for clarification of the order. n3 On July 29, 1985, the Mid-
Continaent Shippers petitioned for reconsideration. Most of the arguments raised by the
petitioners are not new and have been fully addressed in Opinion No. 154-B. Except for those
matters dealt with herein, the Commission finds [¥61,639] that no facts or principles of
law have been presented which warrant modification of QOpinion No. 154-B.

nl Williams Pipe Line Co., 31 FERC P61,377 (1985).

n2 The AOPL included in its filing verified statements of certain individuals as matters relied
upon in its request for rehearing. [¥#¥2]

n3 The AQPL and Phillips Pipe Line Cormpany filed responses in opposition to the motion for
clarification by Justice,

http://www lexis com/research/retrieve? _m=e77cbalc64092a102969e55¢c41d2df33&csve=le 07/07/2002
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Summary of QOpinion No. 154-8

In Opinion No. 154-B, the Commission:

(1) adopted net depreciated trended original cost (TQC) as the form of rate base and stated
that only the equity portion thereof would be trended;

(2) concluded that rate of return should be determined on a case-by-case basis by the usual
approach of using embedded debt costs and seiting a risk-related equity rate of return;

(3) stated that as a general policy the proper capital structure to use was the pipeline's or its
parent's actual capital structure, depending on how capital was raised n4;

nd If a parent gquarantees debt issued by its pipaline subsidiary, the parent may be
considered to be the issuer of the debt,

(4) adopted a starting rate base for existing assets consisting of the sum of a pipaline's debt
ratio times book net depreciated original cost and the equity ratio times the reproduction cost
portion of the valuation rate base depreciated by the same percentage as the book original
cost rate base has been depreciated;

(3) ruled that oil pipelines should use their actual interest [¥*¥3] expense in computing
their income tax allowance in their cost-of-service;

(6) adopted normalization as the proper treatment for book and tax timing differences in the
recoghition of certain expenses and noted that oil pipelines must exclude all deferred tax
amounts from their rate bases: and

(7) removed the previously imposead limitations on the suspension of unprotested oil pipeline
rate filings and on the participation of Commission staff in ail pipeline rate cases.

Interest Expense Deduction

ARCO and Justice object ta the method adopted in Opinion No. 154-B for determining the
interest expense deduction in calculating a pipeline's income tax allowance,

in Opinion No. 154-B, the Commission held: [One] . . . tax issue is the determination of the
interest expense deduction to use in calculating a pipeline's tax allowance. The usual method
is to multiply the company's weighted cost of debt times its rate base. This will not work for
oil pipelines. This is so because under the TOC [Trended Qriginal Cost] methodology adopted
in this opinion the rate base includes an equity write-up. The Commission halds, therefore,
that ail pipelines should use their actual interest expensea. n5

n5 31 FERC at p. 61,837, [**4]

Both ARCO and Justice argue that the interest expense deduction for determining the tax
allowance should be the same as the interest produced by the capital structure adopted for
rate of return purposes. The Commission agrees that, as a general rule, tax and return
interest should be the sama. The problem here, as stated in Opinion No. 154-B and as
recognized by ARCO, is that the TOC methodology adopted in Opinion No. 154-B includes an
equity write-up. Hence, the usual method of multiplying the company's weighted cost of debt
times its rate base will not produce a proper interest expense deduction. The Commission's
solution to this problem was to require the use of [¥61,640] a pipelina's actual interest
expense. The Commission is now persuaded that the better solution is to use the same actual
capital structure for both the interest expense deduction and the allowed interest return. This
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is in accord with our decision in Arkansas Louisiana Gas Company, a Division of Arkla, Inc.,
né in which we expressed a general preference for using actual capital structures rather than
hypothetical capital structures when determining gas pipelines' rates of return. That decision
assumed that the interest [**¥5] expense deduction would be the same as the debt réturn
produced by the capital structure., We see no reason why this should not also be the case for
oil pipelines, if the equity writée-up can be &liminated. At this time, therefora, subject to re-
examination on a case-by-case basis, it appears appropriate for an il pipeline to determine
its interest expense deduction by multiplying its weighted cost of debt times its net
depreciated original cost rate base.

né 31 FERC P&61,318 (1985).
Capital Structure, Rate of Return and Depreciation

Justice asks for clarification or modification of several aspects of the capital structure
principles established by Opinion No. 154-B. The first clarification concerns the date to be
used in determining the capital structure. For pipelines whose rates are not currently under
investigation by the Commission or whose rates may have been set for investigation after
issuance of Qpinion No. 154-B, the capital structure to be usad in determining the starting
base is as of the daie of Opinion No. 154-B (June 28, 1985). If a pipeline has a case pending
before the Commission in which rates are heing collected subject to refund, the capital
structure to [¥*¥8&] be used is that in existence on the date the rates under investigation
became effectiva. n7 '

n7 31 FERC at p. 61,839, nn. 43 and 45, The reason the Commission referenced 1983
valuations is that the only cases in which rates are currently subject to refund concern
pipelines whose tariff filings were made prior to 1983,

The second issue raised by Justice is whether the parent's actual capital structure includes or
excludes non-guaranteed debt issued by subsidiaries. We believe this question should be
resolved on a case-by-case basis. nB

n8 See Tennessee Gas Fipeline Co., a Division of Tenneco Inc., 33 FERC P61.,005 (1985).

Third, Justice argues that the capital structure used to determine the starting rate base
should be permanent for the service life of the property. If changes to the debt-equity ratios
are permitted, states Justice, pipelines will be able to manipulate their returns. We disagrea.
The starting rate base freezes only the dollars in that base. As with other regulated
companies, capital structure may change from time to time.

Fourth, Justice asks whether the Commission intended that a real rate of return, once
determined, would be used without change unless altered [**7] in a later rate case. Justice
is correct. Qur referance to changes in the real rate was meant to indicate that the risks of
the pipeline could be reexamined. One mechanism for doing this would be to derive a new
nominal rate and subtract therefrorm the inflation rate using whatever inflation index is finally
established.

Fifth, Justice requests clarification on how equity depreciation for existing pipelines will be
treated. While it is true, as stated by Justice, that ynder TOC, the original cost of equity is

not a component of the starting rate base, we intend that the equity, as well as the debt,
depreciation component for cost-of-service purposes will be based on original cost. n9

n9 Id. n. 41.

Last, Justice asks us to place on pipelines the burden of going forward with evidence that a
pipeline's investors had relied on the future recovery of deferred earnings under the valuation
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methodology. Opinion No. 154-B permitted participants chaltenging the starting rate base to
prove that investors had not relied upan the previous rate base method. Justice states that
participants raising such challenge would have to engage in years of discovery to prove that
there was no reliance. [¥61,641] [**8] However, Justice then implicitly coniradicts itself
when it arques that prima facie evidence of earnings in past years, higher than those allowed
under valuation, should be sufficient to require the pipeline to come forward with evidence of
its reliance. Evidence of such earnings obviously does not take years of discovery to obtain
and is clearly one avenue for participants to pursue in showing that a pipeline was not relying
on future earnings under the valuation methodology.

The other issues raised by Justice, such as the appropriate inflation index, are better
addressed and resolvad in the context of particular cases.

This is also true for the question raised by the Mid-Continent Shippers of whether a parent
should be compensated for its guarantees of a pipeline's debt when the parent's capital
structure is used for rate of return purposes. n10 Opinion No. 154~ B has provided the basic
framework for oil pipeline ratemaking; certain matters, however, are more appropriately
fleshed-out in a specific pipeline setting.

nl0 See, id. n. 50.
Request for Stay

The AOPL asks that the Commission stay the effectiveness of Opinion No. 154-B pending
judicial review, The AOPL [¥¥9] states that it has made a strong showing that it is likely to
prevail on the merits of its appeal and is concerned about the potential waste of resources if
the court of appeals vacates Opinion No, 154-B. The Mid-Continent Shippers oppose the
AOPL's request. They state that under the criteria established in Washington Metropolitan
Area Transit Commission v. Holiday Tours, Inc,, 559 F.2d 841 (D.C, Cir. 1977), the petitioner
for stay is required to show that without such relief, it will be irreparably injured. They state
that the AQPL has not identified the nature or extent of any injury. Hence, the AOPL has not
shown irreparable injury. The Mid-Continent Shippers also observe that the Commission has
left some matters to a case-by-case determination. Thus, application of the principles of
Opinion No. 154-B will clarify and elaborate those principles. Furthermore, since Opinion No.
154-C provides guidance as to the methodology the Commission intends to apply in all
pending and future rate cases, but allows changes to this methodology on a case-by-case
basis, the members of AQPL will not be harmed if the stay is denied.

The Commission agrees with the Mid-Continent Shippers. Although [**10] the Commission
will grant a stay when "justice so requires,” n11 here the puhlic interest is best served by
letting the oil pipeline industry begin the business of applying the generic principles
enumerated in Opinion No. 154- B without further delay. Moreover, the Commission believes
that moving forward in those cases will have the salutary effect of enabling the Commission
to fine-tune those principles.

nll Adrministrative Procedures Act, 5 U.5.C. § 705 (1982).
The Commission orders:

(A) All requests for rehearing and clarification are denied except as described in the body of
this order.

{B) ACPL's request for a stay is denied.
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