TABLE OF CONTENTS

INTRODUGCTION ...coiiiiiiisieetieie ettt st st see st e sns 1
LEGAL STANDARDS AND GOVERNING PRINCIPLES ........cccccvvvvevveerinee. 5
A. BUrden Of Proof .........c.ooeoiiiieee e e 5
B. Fair, Just, Reasonable and Sufficient RaesS ...........ccocvvererrienenenencniee 5
I. General CoNSIAErations .........cceevereereerieeee e 5

i. EN reSUIT TESE ... 6

il Public Interest standard ...........ccccoveienenienenineee e 7

V. CommissionSdual r0le ........cooeeiieie e 7

C. Federal / State jurisdictional ISSUES .......cceevvieerieeie e 8
D. RetroaCtive raflemMaking ........ccoceoerererinieee e 9
E (@11 S PTRR 10
STATUS OF COMPANY BOOKS AND RECORDS ........ccccevieeeierieresie e 10
RATEMAKING METHODOLOGY ....ccociiieieierieniesiesiesresseseeseseeseessesseseessessens 13
A. Investor Expectations; Right to Methodology .........cccccevevvevieveeciecenee, 13
B. FERC MethOdOIOgY .....cveoveeiriirieriesierieeieie et 15
I. Nature of Oil Pipelines and History of Regulation ....................... 17

. Rationale for FERC methodology ........ccooevereriieieeienenesecsieie 25

1 Potential for Underinvestment ..........ccccoecvvveeveeinvieesennnns 27

i. Elements of FERC methodology ........ccccceveeveiiieiiece e, 28

1 Trended Original Cost .......coceverieneerere e 28

2 Starting rate base ........ccooeieriir 30

3 Deferred REIUM ........coeiieieieee e 31

4, Parents capital StruCture ..........cccccevvvveieevieeciee e 31

5. COSt Of EQUITY ...ceveeeeiiieieeeeee e 32

V. Commission Discretion in Choosing Methodology ........cccceeveeie. 33

1 Consistency with Interstate Rates .........cccoeeevveveeceecneenee. 34

2. PaSt PraCtiCeS .......covvrieiierieeeesie et 34

C. (D1 0311/ 1= 17070 (o1 [o o VA 35

OPENING BRIEF ON BEHALF OF COMMISSION STAFF - i



VI.

VII.

TEST YEAR AND JURISDICTIONAL SEPARATIONS ... 37
OPERATING EXPENSES ... oottt e 41
A. RESUITS PEF BOOKS .....veiiiiiiieciie ettt ettt 41
B. Whatcom Creek EXPENSES .....cceveeieeieiieseeie e siesee e sae e s sne e 41
C. Restating and Pro Forma AdjusStments .........ccoeveeienennenieseese e 41
D. One-time MaintenanCe COSES ........cccvrereeerreriereeesesee s 42
E Maor MaintenanCe COSES ........ccereruererieieiesie s 42
F. REQUIBLONY COSES ....ooveeiiiiciie ettt et 43
G. TranStionNal COSES .......ccveeiririeeiiriee e 45
H. FUel and POWEN COSES ......cceoiveieirierieiiiniieeeiee st 45
l. Federal INCOME TAXES .....covvieeiriiieerie et 46
J. (@17 SRRSO PR PR 48
RATE BASE .o r e 49
A. Rate Base MethodolOgy ......ccceecvereerieeie e 49
B. Starting Rate Base (CalCUIaLION) .........coverieiieniieie e 50
C. Deferred Return (CalCUlation) ........cccveceieevecie e 50
D. BAYVIBW . 50
E Average v. ENd-of-Period ... 54
F. CWIP e 55
G. AFUDC . e 55
H. (@11 USSP 57

OPENING BRIEF ON BEHALF OF COMMISSION STAFF - ii



VIII.

XI.

XIl.

CAPITAL STRUCTURE ..o e S7

A. Actual Capital SETUCLUIE .....ccveeeeeeeecteee e 57
B. Hypothetical Capital SIrUCTUIe ..........ooeiieiiiee e 57
I. Historical Capital SLrUCLUIE ........cceevveeiiecieceeece e 57
. Use of Parents' Capital Structure (excluding FERC rationale) ....57
ii. (@11 S 57
RATE OF RETURN ..ottt st sae st snesnenneas 60
A. COSE Of DEDL ... 60
B. RELUM ON EQUILY ..o 61
I. General PriNCIPIES ......ceeiveeeeeeesece et 61
. Analysis, including review of testimony if desired ...................... 61
il Summary and CONCIUSIONS .......cccevieiirineneereeee s 65
C. Overal Cost of Capital ........ccccoeeriiiiirenisee e 65
REVENUES ...ttt sttt st st benne s 65
A. TeSE YA REVENUES ...t 65
B. B 11018 o U S 66
I Role of Throughput in Determining RevVenues ............ccccoeeveneee. 66
i. Caculation of Appropriate Throughput for Ratemaking
PUIMPOSES ..ot 66
il Adjustment Mechanism Based on Throughput ............cccccccevuennee. 68
CALCULATION OF REVENUE DEFICIENCY OR SURPLUS .........cccevunee. 68
REFUNDS, IF THE REVENUE DEFICIENCY FAILSTO REQUIRE A RATE
INCREASE OF AT LEAST THE LEVEL OF INTERIM RATES .......cocvveeene 69
A. Should refunds be required? If SO, ....cccccvecvreereece e 69
B. By What Method, .........cccooiioiiie e 69

OPENING BRIEF ON BEHALF OF COMMISSION STAFF - iii



C. Over what Period, aNd .........cceeveieieereece e 69
D. Under what conditions, if @ny. .......ccccocoeieeieniineneee e 69

X1, OTHER — CONCLUSION ....oociiiiiii s 69

OPENING BRIEF ON BEHALF OF COMMISSION STAFF - iv



