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OPINION.

Southexn Pacific Pipe Lines, Inc.,‘(SPPL)‘is«tEe ovmer |
of a petroleum pipeline syétem in the States of Caiifdrnia; Aiizona,'
Nevada, Oregon and Texas. Within California it is-engaged £n the
transportation of refined‘petroléum producté és'a public utility
pipeline corporation. San Diego Pipeline Company (SDPC) is #isdﬂ
engaged in theftransportation of refined‘petroléum products within
California as a public utility pipeline corporation. By this
application SPPLﬁgnd SDPC seek authority to effect Ihcreas¢s £n*the

rates which théy assess for the transportation of'refine& petroleun
products from Watson and Norwalk to San Diego. |




'
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Public bearings on the~applicatioﬁ.werefhe1d~before\"
Examiner Abernathy at Los Angelés on August 10, 1l and 17, 1970.
Evidence in support of the sought rate incréasés;was‘prescnted’by
applicants through four witnesses: the-vice-presiden£ of SDPC
(2lso president and general manager of SPPL), the-assiétant;to
auditor of SDPC, the vice-president of SPPL {also general“ﬁanager
of SDPC), and the manager~accounting of SPPL.; Evidence in cppos;-‘
tion to the rate increaselproposals was presented by an accountant
and by an engimeer of the Commission's staff. Briefs were filed
ou September 25, 1970, and'the‘appligation:was‘takén undérjsub-

nission for decision,

Description of SPPL's Facilities

The pipeline system of SPPL extends, in part, from Watson
(near Long Beach and Wilmingto#) to Norwalk, La Habra, Colton;_apd‘
points beyond. . | | | | |

SPPL's facilities at Watson include—a'ptmping.sta;ion,“‘
8 storage tanks, metering equipment, filtefing‘equipment, various
buildings and miscellaneous assets. |

The pipeline from Watson to Norwalk (a distance of about
12 miles) is c;mposed of 16~inch pipe. | _

At Norwalk SPPL maintsins a receiving and metering sta- |
tion consisting of a building, filtering equipment, metering\eqpip-
ment, instrumentation, electrical‘equipm¢nt, piping, fencing and
other miscellaneous facilities. o

From Noxwalk SPPL's pipeline extends by l6-inch pipe to
2 booster pumping station at La Habra ahd‘:hencerto'céltén and
points beyond. | | |
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Deseription of SDPC's Fa&ilitieé

The pipeline system of SDPC extends from the NbrwaIk
stat;on of SPPL to San Diego.

_ Terminal and pumping facilities are located in the City
of Orange. These facilities counsist of land and bumldxngs,_? stor-
age tanks, pumping units, sump tanks, su=ge tanks, instrumentation,‘
piping and related equipment. A.lO-inch pipeline, about 15 miles
long, licks said terminal and pumpxng facilities to the—Nbrwalk
station of SPPL. | : |

Southwaxrd, a lo?indh line extends about 45 miies from"
the texminal at Orange to a booster station in the,Camp Pendleton
area, and thence for an additional distance of about 53 miles to
the company's Mission Valley terminal in San Diego.

About 7 miles noxth of the Mission Valley terminal the
line from Orange comnects with a pipeline of the United States«
Govermment which extends between the Miramar Alr Bése,‘abou~
3 miles to the east, and the Point Loma tank farm, about 12 miles
to the west. - ..« .

The Mission Vhlley texrminal of SDPC is 1oca;ed'near thé‘.‘
intersection of Muxrphy Canyon Road and FfiarsvRoa¢ in*San'Diego.,

The facilities consist of land and:buildings, 2:sumpAtanks,‘me#erin8

and filtering equipment, associated piping, instruﬁehtgtion-gnd -
miscellaneous facilities. Also located at this te:minél but hot
considered by SDPC as part of its pipeline operatlonms, . arefdbout
17 storage tanks which are leased by SDPC to various oil companies

and in which the petroleum products received via the pipeline are
stored.
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From the Miss\;ion Véll_ey terminal SDPC's p'i'peline‘ extends
by 10-inch pipe about 8 miles to a manifold fac:'.‘l:tty:of the company

in the San Diego harbor area. From said ﬁ:anifold’ facili‘ty'an i
8-inch pipe extends about .6 mile to ‘tanks of Atlant:!c-Richfiéld‘-

Company. Shell 01l Company is also served by a short connect::f.on
with said line.

Deseription of SPPL's and SDPC's Operations

The petroleum products which SPPL transport:s from Watson

are received into the company's tankage or mani_fo‘ld, fac:.-lities from“ .

ioput pipelines from the following oil companies: .Standard; Mobil;
Atlantic-Rickfield, Union, Texaco, Shell and Phillipé-’. ‘ Cust'odyv;' '
Teceipt of the products is accomplished at Watson by accurately
calibrated meters. Each batch of product is fsolated inm one of
the 8 storage tamnks prior to pumping.y From Watson s'a:‘.d petro-
lewn products are pumped to Norwalk and thence to the La _H_abra |
booster station, Coltom and points beyond oxr to the tanks ‘of‘ SDPC
at Orange. The Norwalk ‘stétion is the custody transfer point for
products originating at the Watson station and/or Norwalk: fér
delivery to destinations on the pipeline of SDPC. ) 'rhe pumpé at
Watson provide the prcpulsion both for the movements from Watson

to La Habra a.nd for ..hose from Watson to Orange.

= A batch is defined as 5 000 or more barrels of ref:[ned petro-

lexn product of like specif:.cation moving continuously t:hrough
the pipeline. ‘
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About 75 percent of the total volume of traffic. h-.s_lndled{‘ ‘
by SDPC originates at Watson and the remainihg 25 pexrcent ~' bﬁgi-‘
vates in the Norwalk area. About forty pei'cént of the volume |
shipped fromn the Noxrwalk area' oxiginates with the Guif énd*the
Powerine oll companies. Military shipments constitute the
remainder. At the Norwalk station there are Loput pipeiines. f:om
the Gulf and Powerime companies which enable these companies To
inject their products directly into the pipeline of SDPC.. Cﬁstody
receipt of the products at Norwalk is accomplished through ‘cal:f.-
brated meters. Shipper-owned pumps propel the shipments from
Noxwalk to the Orange terminal and pump station. |

At the Orange terminal and pﬁmp szt.:ation, each bateh of
products {s isolated in ome of the seven brealc—out_ tanké the:e

prior to being repumped southward to the San Diego aréa;.Z/ Ship-

ments of petroleum products for the Union 0Ll Comp}my at Orange:
are also held in said tanks. |

At the Miséion Valley f:erm:’.nal each batch ‘o'f produét:'
is filtered, metered and delivered into tanks desi’.gnated‘l by the
sh:{.pper. Custody transfer is accomplished throﬁgh calibrated
meters. The following oil companies rece:t\}e petroleum products
at the Mission Valley terminal: Union, Douglés, S:’.gnal‘, Mobil,

Shell, Powerine, Texaco, Gulf and Phillips. The volume for |

2/

Dreak-out tanks are tamks used to provide storage required
in comnection with changes which are made in the rate of
flow of petroleum products along a pipeline. The rate of
flow from Watson into SDPC's tanks at Orange is about
4,400 barrels an hour. Southward, from Orange, the rate
of flow is about 2,100 darrels per hour. :
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Douglas and Signal is supplied by other shippers 'under\_prevailipg-

process agreements. Neither Douglas nor -Sigﬁal have :efineriés‘
which are conmected to SDPC. | ‘ E

The Sheil, Standafd and Atlantic-Richfield oil compan:[es."
receive petroleum products via the line which extends from the
Misslon Valley terminal to the Harbor Manifold.

The Miramar Air Base and the Point Loma Tank Fm of
the United States Navy are served via the connec-t;[on of the
govermment-ovned line with SDPC's line about 7 miles morth of the
Mission Valley terminal. The Pendleton booster s.tation' ‘pr‘:ov:[dés_
the motive force for the delivexry of shipments to the Mission
Valley terminal, to the Harbor Manifold, and to the aforesaid
military installstions. | o -

An fmportant part of the procedur’es whi”&; 'app«l;‘.centé |
follow in the performance of the transp_ortétion :t.nvolvéd-‘ hexein
is the advance scheduling of shipments. To this end applicants
specify in thelr tariff (Local and Joint Pipeline Tariff 1-B,

Cal. PCC 4) that shippers must, on or before the 15th day of the
month, submit a notice of the quantity of p'rod\_mt:s' to be trans-
ported during the following month, and that the shippers must
schedule the tender of their shipments to meet the eycle within
which the products will move. App‘licaymts require such scheduling
in oxder to obtain efficient'ﬁsége of their fac:tl:l._tieslr.é/ Also,

by c¢ycling the movements of similar pfoducts, applicants avold-

3/ an {llustration of the usage efficiency attained from scheduling
is the use of SDPC's line to transport shipments which originate

at Noxwalk while the pumping facilities and lime from Watson is
beirng used otherwise for transportation to Colton. o ,
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undue contamination from excessive Iinterproduct mixing during thef‘

movement of the various products through ch’e‘ir pipeline systems.

Applicants' Present and Proposed Rates

Applicants' present rates for the transportation of

refined petroleum products from Watson to San Diego and inter-

mediate points (except Miramar Afr Base and Polnt Loma Tank Faxm)
are as follows:2/ B o

From Via To.

| _Rate’per Be.frel”"f“ o
Watsen ~ SPPL to Norwalk, . San Diego* 12 cents '
t_he:nce SDPC S ‘ R

Watson SPPL to Noxwalk, | “ o R
thence SDPC Orange =~ = 4% cemts -
Noxwalk SDRC San Diego¥ 12 cents

Noxrwalk SDPC Ora“ngef o 4k é:epﬁs"‘ -

“ission Valley; also, Hurbor Manifold Facility

Applicants seek authority to imcrease their rates to
San Diego to 14 cents per barrel. They do not p'rbbose any

increases in thelr rates to Orange.

Applicants' Allegations and Showing of ‘Applicants"
Witnesses in Support of Soucht Rate Increases

The proposed rate increases are the first which appli~

cants have sought since the inception of their operztions to

San Diego in 1963. Since that time applicants havé expexienced

Applicants' rates for the transportation of military shipments
to the Miramar Air Base and the Point lLoma Tark Farm are not

of record in this matter. Said transportation is performed
undexr special rate quotations to the United States Govermment.




material increases in their costs of operation ~- particularly

in their outlays for labor and related bemefits, fof‘materials‘
and supplies, and for ﬁaxes. In‘addition‘they'are‘béing_éallédf
Upon moxe and moxe to relocate thelr pipelines be;ahs¢7of highﬁaY"
and street comstruction along their rights of. way, Undér ;he 
texnms of their franchises and easements they must bear the full
costs of these relocations. Also, applicants are experiencing
added costs as a consequence of expanéidns of their opef#ﬁidns“ |
to meet increasing demands for their services. The rdte‘inC?éases 
which are sought are needed to enable applicants to~con§inue
efflicient operations in the future at the lowest poSsible'costs

end to expand thefxr operations as necessary to meét the increasing“
service demands.

The Impact of the cost fncreases has-fallen'particularly_ ' 

upon SDPC. Pursuant to an agreement between SPPL and SDPC, tﬁe
xeverues from the transportation imvolved hereim are divided on
a basis whereby SPPL is compensated for its costs, inéludi:g‘

interest on its investoent. Thus, in effect, the bﬁrden‘of;thel

cost Increases has been, and is being, borne bY'SDPCaél

Coaversely, the additional revenues which ﬁould_be reaiized

from the rate increases sought herein would accrue to- the
benefit of SDPC. o : : :
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SDPC's returns from its pipeline operationé during ;969,;‘.

were as follows:
Table No. 1

SDPC Financial Operating Results
Pipeline Operations, 1969

Revenues | $1,611,201

Expenses - ) . .

Operations $321,887

Maintenance . 42,516

General = 167,958

Depreciation* 167,497 .

Taxes - 182,742 | S

Interest 169,436 1,052,036
- §. 559,165

Net Operating_Reﬁenues
Federal Income Tax | __.292;5253 |
Net Inéomc o o - "-‘$1349;511?;"‘
Rate Base = ; o $5;78§}561? :

*Based on estimated service
life of 40 years for the, ,
depreciable properties. &/

&/ SDPC also presented financial operating result figures which
reflected depreciation expense computed on service lives of
22 years for the depreciable properties. It reported that
it Ras followed the practice of so computing depreciation
expense for tax purposes. Said operating result figures are
not reproduced here., SDPC stated that a review of similar
properties of SPPL by the Interstate Commerce Comnission had
developed that 40 years would be a reasonable service life of -
the properties for computing depreclation expense for rate
puerposes. SDPC also stated that the period of 40 years is
consistent with the actual life expectancy of its own
propexties. ‘ '
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On the basis of expected levels of its traffic and
expenses for 1970, SDPC estimates that the sought rate incresses
would produce additional gross revenues of $276,300 and that its
rate of return for the year would be 7.06vper¢ént.- On the other
hend, it estimates that its rate of return«wouid be~4,82fpc:éént
if the sought rate increases are not authorized.zy"betaiis offl
these estimates axe set forth in Table No. 2 beloﬁ: |

Table No. 2

SDPC Estimated Revenues, Expenses and Finanéial
Results of Operations under Present and Proposed Rates:
(Based on Estimated 1970 Operating Experience)

Undex , Under
Pregent Rates Proposed Rates

Revenues | ‘$1,710;600". ‘.$i;986;900*““

Expenses P s aml amm
Operations - - § 376,700 $ 376,700 s
Maintenance 163,600 : T 163,6000
Genexal | - 141,200 ' 141,200 N
Depreciation : 174,700 .o 174,700
Taxes ‘ _ 202,200 202,200
Interest 191,300 : 191,300

Total Expenses $1,249,700 ' $1,249,700

Net Operating Revenues $ 460,9OO , ,$"73?;20051
Federal Income Tax $ 159;4001 o $5_2§5?3O0i  ” }
Net Income $ 301,500 0§ 41,90
Rate Base $6,255,800  $6,255,800-
Rate of Return | 4.8 7060

2/ 1 basing its. estimates on its levels of traffic and expenses -

for 1970, applicent assumes, in effcct, that the increased
rates which are sought would have been collected throughout
the yeax. Inasmuch as this matter was not taken under submis-
sior until September 25, 197C, it is obvious that any rate
{ecreases which are authorized as a result of this proceeding
will apply mainly to traffic in 1971, and that the level of
expenses will be mainly that for 1971. On the basis of indi~
‘cated expenses for 1971, it appears that applicants’ earaings
under present rates and under the proposed rates may be some-
wkat less than those shown. ‘ : :
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Allegations and Evidence of Commission Staff
Witnesses in Opposition to the Sought Increases

The staff contends that the presentation of SDPC does
not falrly portray the financial-results of the company s pipe-
line operations. SDPC improperly excluded revenues from its |
texrminaling (storage) services at San Diego and Orange. It
improperly excluded revenues from the transportation‘of'petroleum
products to the military installations at Miramar and Point Loma,
The terminaling sexvices and the transportdtion.of'military.
shipments are integral parts of the pipeline‘operatiots, and the
revenues therefrom should be taken fnto consideration in.the
devclopment of the revenue needs of the pipeline operations.

In the division of expenses between the military‘trans-o
portation and the terminaiing gsexvices, on the one hand, and the
company's pipeline operations otherwise, the divisions were made.
arbitrarily. Expenses applicable to relocation of eegments oft
SDPC's pipeline are overstated. Cperating expenses fot:i969 are
overstated by inclusion of the full smount of an extreordinary”

charge for flood loss. Interest expenses is imprOperIY‘ioéluded'

as an operating expense. The company‘s Investment in public

utilicy properties is overstated

Earnings from the company's total operations indicate
a rate of return of 11.43 percent for 1969 and a rate of teturn
of 11.3 percent for 1970. In terms of earninge*on'equity said.
returns correspond to ylelds of 15. 33 percent and of 14. 97 per-

cent for 1969 and 1970, resPectively. Under present rates SDPC'
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earnings are adequate. For these reasons the staff urges that '

the application be dented.8/

Discussion

This proceeding comes before the Commission ?ursuant‘

the provisions of Section 454(a) of the Public.Utilitieé-Code:'

"No public utility shall raise any rate
or so alter any classification, contract,
practice, oxr rule as to result in any
increase in any rate except upon a showing
before the commission and a finding by
the commissio that such increase is
justified." 3.

Primarily, the questions to be decided'are whether SDPC'?
revenues from its pipeline services under present rates are untea—'
sonably low, and whether the Increased rates which ate sought'ere7
necessary to the company's realizing reasonable compensation5from
said sexvices. In view, however, ofrthe"differeneeé%Between.SDPc,:’
and the Commission's staff representatives concerning the'companyis
terminaling operations and.the’transportation of,miiitary‘shipmente,
it {s evident that an evaluation of the revenue nee&s of the;pipe-
line sexvices also involves a determination of the'extentt if aqy,
that the texminaling operations and the military shipments should

be taken into account in connection.with eaid evaluation. ‘

%7

Data which were presented by the engincer of the Commission's
Transportation Division indicate even more fevorable earnings
than those shown above. According to the engineer's calcula~
tions the company's depreciation expense for the future is less
than that calculated by SDPC or the Commission accountant,

9/ prticle XII, Section 20, of the State Constitution sinflarly
states that:

"No railroad or other transportation company shall
ralse any rate of charge for the traunsportation of
freight or passengers or any charge connected there-
with or incidental thereto, under any circumstances
whatsoever, except upon a showing before the railroad
commission provided for in this Constitution, that
such increase is justified ..." .




-
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The position of the Commission's steff:that‘the‘revenﬁés-“
from the terminaling services should be considered in determining‘
applicant's need for rate increases stems from Section 227.ofythe
Public Utilities Code which defines "pipe line" as follows:

""Pipe line' includes all real estate,

fixtures, and personal property, owned,

controlled, operated, or managed in

connection with or to facilitate the

SEiivery st troaa ol or ke Hals

iggggences except water through pipe
The staff's argument is that SDPC's tanks at Missipp-Valley, San
Diego, and at Oramge are used to'facilitate‘the-deifvery‘of'thed
petroleun products which are transported thfough ;he com#anyfs
pipeline; that the revenues from the termineiiﬁg are generated 1
by using the same public utility'properties.aﬁd'oPera:ing,pere' | 3‘_'d
sonnel used in the transportation operations, and that the‘ i
terminaling is an Integral part of the tranSportation process, |
and should be accounted for and treated as sudh.

SDPC's position, on the'other hand, is that its termi-
naling operations are beyond the scope of those which it performs g
as a pipeline corporation; that the properties which are-employed; |
in the terminaling operations have never been'dedicated-to'publie
use, and that said operations and the financial-resulﬁs‘thereof
should have no bearing on the pipeline'services. SDPC‘fueﬁher‘
asserts that the terminaling oPeratiens:are outside of tﬂe
Commission's jurisdiction by reason ef an exeeption-conteined in
the definition of (public utility) warehousemen in Section 239(a)

of the Public Utilities Code, and may not therefbre, be considered *
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by the Commission. Said section defines "warehouseman" as iﬁcludij:ig: 3

"Every corporation or person owning,
controlling, operating or managing

any building oxr structure in which
property, other than liquid petroleum
commodities in bulk, and other than
baled cotton, is regularly stored for
compensation within this state, in
connection with or to facilitate the
transportation of property by a common
carxrier or vessel, or the loading ox
unloading of property, other than
liquid petroleum commodities in bulk,
and other than a dock, wharx, or
structure, owned, operated, controlled,
or managed by a wharfinger."

(emphasis added to indicate
the cited exception)

SDPC's terminaling sexvices unquest:’.ona‘oly facilitate
the transmission of petroleum products through the company's pipe;-
lines. By providing a depositorj for the discharge of petroleum
shipments from the pipelines, they permit the clearing of the
lines for further shipments. However, the ieco:d' is. relatively
meager conceraning other aspects of SDPC's terminaling ‘seriri.ces,-
particularly those at Mission Valley. | |

It appears that at Mission Valley SDPC's _terminai‘iﬁg
services may consist in part of storage services which the E;omﬁany
itself is providing. It also appears that the temm "terminaling'?‘
covers purported leasing of certain of the company's storage_‘taﬁks’
to individual oil companies. The record is so iacking in detail
which would disclose the essential character of the ﬁerminaling"
services at Mission Valley that a specific conclusion as to whether '
the earnings from said services should be coﬁsidere& in conjunction :
with SDPC's pipeline operations per se is not warranted., However,
for reasons which subsequently will become clear, we do not d’émﬁ .
suca & detexmination &s essentizl to the disposition‘ 6£ this

application.
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The record with respect to SDPC's terminaling sexrvices

at Orange is more illuminating. Sa‘:l.d'\ services consist of the‘
storage of petroleum products for Unfon 0fl Company. About
40 percent of the capacity of f:hxee of SDPC's seven tanks at
Orange is so used. The utilization of the tanks for such‘ storage
puxposes 1t incidental to the principal purposes ef the tanks, |
namely, to provide storage to accommodate the difference between
the rates of inflow and outflow at Orange in the transmission of
petroleun products to the San D..ego area. The record shows that
all of the seven storage tanks ere thus essential to the public.
utility pipeline operations. Ciearly,‘ the tanks carry the imprint
of public dedication in connection with said Operations.m/ |
It appears that in the storage of products for Union Oil
Company at Orange the products are commingled at t:imes w:tth sh:[p-
ments destined to San Diego. It also appears that the oil company's
storage requirements are variable or intermittent. 1Im other resPects B
the record does not show the arrangements under which the storage
for Union 0il Company is performed or the c:t.‘rcmscances.-\ in which
custody of the shipments is transferred"from‘ SDPC ‘t'o the oil ‘company. '.
The shipments for Union Oil Company at Orange come undexr
SDPC's custody as a carrier. With regpect to SDPC's allegations
that any storage sexvices which it perfsﬁms axe those within
the exceptions of Sectien 239(a) of the Public' Ut:x’.l:'.ties‘ ‘Code,
we must regard such al.z.egations as unproved in the absence
oZ evidence disclosing how SDPC's responsibilities for the

shipments as a carrier terminate and those as a warehousema.n are

-
20/ As eropert:.es essential to the performance of SDPC's public
utility pipeline duties to the pubiic the tanks may not be
sold, leased, assigned, mortgaged or otherwise disposed: of
without authonzation from the Commission.
(Section 851, Public Utilities Code.)

o =15-"
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assumed. As a consequence we conclude that SDPC's "texminaling'

operations at Orange are, in fact, pért of 1ts-pipeline1op¢ra~
tions, and that the financisl results of said'“te:hinaling“
should be considered in connection withrany=needs-6f SDPC for
increases in its rates for its pipeline servibes.lif

We turn now to the question of'whether‘ény-considera-
tion should be given to the military shipments in evaluating
applicants' alleged needs for the sought rate increases. The
issues in this respect are whether and to what extent thg
alleged needs for increased rates are prompted\by the transg-
portation of the military shiﬁments for rates th&t‘are.ldwer
than those which otherwise apply pursuant to applicants' tariff,
and whether the revenues and expenses applicable to the military
transportation should be considered as part of SDPC's other
pipeline revenues and expenses.

SDPC asserts that the military shipments should have
no bearing upon the requested rate increases-becauée-thev "
Commission has no jurisdiction ove;’thé rates.whichfapplicapts
charge for the transportation of said Shipmencs (Pﬁblic Utflicies
Cormission of the State of California v. United'Sﬁaﬁes, 355
U.S. 534, 78 Sup. Ct. 446, 2 Law Ed, 2d'270). The company cites
River Lines, Inc. v. Southern Pacific Pipe Lines, Inc. 62 Cal.

P.U.C. 238, as a holding by the Commission that it would not
compare transportation‘fof the military with. that for commercial
shippers. SDPC also states that the military transportation is
subject to diversion to tanker service at any time; moréovér it is .

subject to termination because of closure of the milit&ry:baséé

11/

A corollary conclusion is that since it appears that the =
terminaling operations at Orange are a part of the pipeline’
operations, SDPC's rates and regulations applicable to the
Orange texrminaling operations should be included in the
company's pipeline tariff. '

-16-
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involved, Regarding the question.whethef any need forrﬁhe,soughf |
increases may be attributed to the military transﬁortation, SbPC
declares that said transgportation is being;perfofmed at a profiﬁr
and hence is not a burden upon the other operations. |
The position of the Commission's staff representatives
concerning the militaxry shipments is simply that aﬁy'revenﬁes
which are derived from the use of public utility facilities and
which benefit the company as a whole must be considered as a
part of operating revenues for rate making purposes. In su@por:

of this position the staff representatives cite the Commission’s

Deeisfon No, 50258, In Re Pacific Telephone Company, 53 Cal.

 sopr o

P.U.C. 275, 320, whezein the Commigsion stated as follows
Tegaxding certain special gomtract services:

“It s applicant’'s position that these
sexrvices, facilities and equipmént''are
of a nonutility character arnd that the
material in the record concerning these
contracts is neither necessery nor ‘
relevant to a decision in this proceed~
ing. We do not subscribe to this view.
These services furmished pursuant to
these contracts are performed by the
use of the operative property and opera-
tive personnel of the applicant and
necessarily and lawfully igystitute
public utility service.” <

The jurisdictional issue which SDPC raises concerning
the military transportation may be disposed of gummarily. Such

12/ :

—— Another Commission decision cited by the staff representatives
as being to similar effect is that In Re Application of Pacific
Grevheund lLines, et al, S0 Cal, P,U.C.: R 3
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issue is not imvolved in this matter. That the Commission does
not have jurisdiction over the rates which SDPC assesses for it§ 
services for the United States Government is not questidngd;

However, what SDPC does with respect to its rates for itsfother-

pipeline services is of momentﬂtcﬁtheﬂpqpmissi65,Wand is well

within the Commission'gwiarigéiétion.
In performiﬁgytransportationffor the United States

Government at reduced rates, SDPC-should not éxpect to xecover
any revenue or earnings deficiencies resulting,from:said‘feduce&‘
rates from its commercial patfons. Such a reéévery, if pérmittgd,
would constitute a shift of a portion of the burden.of_maintaining
the federal govermment from taxpayers in gemeral to the ¢ompany‘s
commerciel patrens. The commercial patrons would, in'efféét,vbe
taxed to meet costs or to offset revenue‘deficiencieévstemming |
from the military transportation. SDPCisnbﬁ’enddwedZWi;h'power
in this respect to determine the Incidence of taxeswtq-support
the federal government and to assess‘éhargeSuaccOrdingly.« Con~
versely, as taxpayers in general, SDPC’s.ccmmercialvpatfqns -
should not be subjected to special levies in order fo s$bsidize
or partly subsidize the military transportation.l3/
13/ Compare Application of Western States Gas and Electric Company,

16 C.R,C 567558 —(I9T0) WheFels Tt was stated with Fespect

to an iacrease of 10 percent in rates which the electric
cezpany was being authorized to z¢sess,

1"

... applicant mey grant free or reduced rates

to municipalities and other govermmental bodies,
and if applicant so desires it is free to thus
reduce {ts rates for street lighting so that the
additional 10 percent herein authorized will not
increase its charges for municipal street lighting.
sexvice. If applicant elects nct to charge this
additiornal 10 pexcent for municipal street lighting
sexvice, it must do so at its own loss... . In
other words, if applicant elects to -carry the
burden fnstead of placing it upon its muncipal
street lighting customers where it belongs, it
will do so at its own loss and will not be
entitled before this commission to claim an
ingufficiency in revernve by so doing.'

-18-
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SDPC's claim that its transportation of the military

shipments is profitable and thereby is not a burden on its other .
operations is made mainly on the basis that the only costs 'which-
are applicable to the military transportation are fncremental
costs -- those costs which are Incurred as a direet result of
sald transportation and which would not be incurred if the trans- -
portation were not performed. By way of justification for this
claiﬁ, SDPC asserts that its services for the military are
incidental to the main purposes of its services in génera]_. > viz.,
the transportation of petroleum products foi comme:cial‘éhippers;
that the military transportation dpeé. not require any :’.nvestment
in plant facilities above that needed tO'meeﬁ'the‘needs.of thé?l
commercial shippers, and that the'military tran3portation‘;s
performed during perfods when use of the-company's;pipeiihe is
not required for the trausportation of éon’mercial‘ shipﬁzent:é.

In proper cases whether a particular trénsportation'
service is profitable may be measured by whether it returns
something more than the incremental costs :tnvolved. Main con-
siderations axe whether the traffic would move under rates whi¢h~
would return full costs, and whether, as an alternative to fore-
going the traffic because of an inability‘of the traffic to move
at rates which include full costs, the carrigr'would'bglbetté:.
off by assessing lesser rates and thereby”enjoying”éomé revenﬁes‘
which could be applied toward offsett:’.ng the carr:ier 8 overhead
costs ia general. o

We are of the opinfon that SDPC has mot established
that this is a matter in which the profitableneés'of the'military
tran§portation should be measﬁred in terms of return over incfe—
wental costs. Although reference was made by the .co\mpanvy‘ to a

potential diversion of the traffic to tanker service, the extent
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of this potentizl was not develdped‘..]ﬁ/ The record does mnot

otherwise indicate that there is circumstance that would

seriously inhibit the movement of the military traffic under

rates that reflect the full costs of the services pexrformed.,

In general, it appears that the military sh:'.pinepts‘
nove from Norwalk to the San Diego area under subst:antially:.the
same cost conditions as those which apply to the commercial
shipments which move from Norwalk to the San D_i'ego. area,. One
difference which might be noted between the cirétmstances. in
which the two types of shipments are transmitted :L_S-' that’ the
commercial shipments move by SDPC's facilities all the way to
Mission Valley whereas the military shipments are t:ransferred'
to military pipelines at a point about six m:[les.‘no_rth of
Mission Valley. However, SDPC apparently provides a substantial
portion of the propulsion for such shipments from Its l:ﬁne to
the Miramar Afr Base (3 miles) and to the Point I.omé’ t:anic._ farm
(12 miles). Hence, it may be reasomed that the pumping costs to
Mission Valley and to the military destinations are mu_cb.-\-t:heu same.
If, as SDPC alleges, xate increases are necessary to prbvid‘e ;'éa- ‘
sonable compensation for the tranSportation' of the commercfal
shipments from Noxwalk, it inescapably seems to follow | that thé‘

rates for the military transportation from Norwalk, which' are less

1.4/

Tke only information which SDPC presented from which the force
of the competition from vessel operations might be inferred is
that the present rate for the transportation of oil from Los
Angeles to San Diego by barge is about 25 cents a barrel, an
amount which is more than twice the company's present rate by
pipeline; also, that Standard Oil Company had decided to dis-
continue the use of tanker service to San Diego and to use
applicants' pipeline service instead. '
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than;thoée for the commercial shipments, are'below a‘re@sdnabiy“
compensatory level. ‘

In view of the emphasis which SDPC placed upon the -
so~called profitableness of the military tran3portation, we have
consi&ered the'"profitableness" at length. Our conclusions above
concerning the relative costs of the military and of thé commerxr-
cial transportatidn have been limited to general ;erﬁs; inasmuch~\
as the company did not submit sufficiently detailed data to permit
a separation of the full costs of the milicary and commercié1 
_transportation, respectively, o | |

More specific conclusions, hcwever, can be drawn about
Tevenues. In this regard it may be calculated that had SDRC
collected its full tariff rates for the military shipments which
it transported during 1969, it would have received about $39;000 --
about 15 percent -- more than it received under the1fate3'a¢tualiy
assessed. 13/ Thus, aside from any lossés on a full cost basis
that may have resulted from thé—military cran3po:tation‘durihg'1969,"
the amount of $39,000 which SDPC has foregone in trénsportiﬁg;the |

military shipments for reduced rates should be tqkenAintO~account

in evaluating applicants' needa*for Increased rates forftheiédmi5'
mercial shipments. | |

15/ During 1969 SDPC transported 4,448,836 barrels of petroleum
products from Norwalk origins to the San Diego area. Of this
quantity 1,994,253 barrels were delivered to commercial
accounts, leaving a difference of 2,454,583 barrels as being
the quantity delivered to military destinations. Revenues
from the military transportation during 1969 were reported as
$255,122, the equivalent of 10.39 cents per barrel -- 1.61
cents per barxrel less than the rate of 12 cents per barrel

whic%fgpplies from Noxwalk to San Diego pursuant to applicants'




A, 51870 - SW/JR *

It is hardly necessary to do more than touch upon SDEC's |

other arguments that the revenues and expenses of the military
transportation should not be considered because the Commission so
held in River Iines, Inc., v. Southern Pacific Pi;g‘ e Lines, supra,
and because the military transportation is subject to termination
as result of closure of the military bases involved. SDPC has
misconstxued the holdings in the River Lines matter. The decision
thereon states that "the services performed by Pipe Lines in
connection with its military contracts are mot comparable to the
sexvices furnished under Pipe Lines' commercial rates, and ... ,
comparisons beWem the two rates are not instructive." Obvioﬁsly
the matter under review was the relationshi?s between the mi_litary
and commercial rates, and not whether the revenues from, and the : ;
expenses of, the military transportation should be considered in |
connection with the other services involved. |

With reference to the asserted transient nature of the
wilitary transportation, the _recofd is lacléing in any evidence
which would indfcate that closure of the military bases in Qﬁestioﬁ,"
is so fmminent that the ‘continuance of the military .transpo'rta‘tidn‘
should be largely discoimted. | iﬁ t:hé absence of such evidence
SDPC's services should be c:oixsidered in the circmsténées; in whfch |
they are now beirg provided. If and when material chamges aze _
nade in said circmscanceé, a further revi-e#r of SDPC"‘; services

can then be made. |
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'l‘hroughout this consideration of the mﬂitary shipmants .“'
and in dealing with othen aspects of app:licants (particulatly
SDPC's) operations also, it must be ke;;t ’:tn mind that the funda—
mental issue is whether increases x:vll:;:!.ch are be:[.ng sought‘ in rate;
for the use of public utility properties are justiffed. In dis-
posing of this issue we must necetgg,rily give gttgpt:[oo to all
aspects of the uses to which the g:_:,Operties‘ are being put.

There is no dispute that with certain extcptions which
are not material, the properties of SDPC which are used :[n the
mﬂitary transportation are public util:[ty 1properties. ‘rhis fact
is conceded by SDPC. Clearly, the mﬂitsry tranSpoz:tat.i.;o& :{.s a
part of SDPC's publi.c utilicy operations. Our’ holdingé fn' é_g )
Pacific ‘relephone Con;p_any, supra, which were cited by the
Commission's staff representatives,_ oro J:j:kewise applicable in

this mattex, Subject to the qual:l’.fications hereinabove or hexe-

inafter expressed, the Tevenues from, and the costs of the

'w"t\i

military transportation should be con.sidered as part of the |
revenues and costs of SDPC's total publ:lc ut:[lity Operations in

arriving at the company's needs for the rate increases which ic
seeks. | |

The sexrvices which applicants provide in transporting

petroleun products from Watson to Orange also give rise to the‘
question whether the rate iﬁcreases which applicaots- seeck are
prompted in part by said transportation seMcoo. It gpoea:s 7
that various of the increases in operating 'coots, wh:!:.ch‘aggll.:lcants
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assertedly have experienced over the past se\ésra;li" years have
applied, and are continuing to apply, to the transportation |
from Watson to Qrange as well as to other of spp].‘icants\' trans-

portation sexrvices. SPPL's estimates for 1970 indicate that

operating expenses for the Watson/Norwalk segment of the trans-

portation to Orange will be about 6 percent higher tha.n the
corres;:onding expenses for 1969. Notwithstanding the increases |
in operating costs, applicants are mnot ptopos:tng any offsetting
adjustments in their rate of 4-1‘/ 2 cents a barrel from Watson to.
Orange. In the circumstances ft will not be assumed that the.
4<1/2-cent rate is reasonably compensatory, ‘and that- the trans-
portation from Watson to Orange is not burdening the other of
applicants' transportation services which are the subject of this
application. The ‘rate“;{.ncrease proposals will be evaluated
accordingly. | |

Other matters which have a bearing on whethe" the rate
increases which applicants seek are justified are SDPC's charges
for depreclation expense, relocation e:cpense, casualties and other
losses, and interest expense.. Also to be considered are-‘ whether
certain land wh:’.ch :'.s held for future use should be :‘.ncluded in
SDPC's rate base; Camp Pendleton booster pump- ecpense, 1ega1
xestrictions which may limit the increases that may be authorized
in the rates which apply for the transportst:f.on of petroleum

products from Norwa.lk to the San Diego area; and applicable

charges for income taxes.
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Debreciation Expghse

As previously stated in connectfon with Table No. 1, -
above, SDPC has followed the practice of computing d‘epreéiation :
expense for the bulk of its propertieé on a service life basis
of 22 years. BHowever, for the purpoSes of this proceeding it
recalculated its depreciation expense and depreciati‘.qn reserves.
to a service life basis of 40 yeaxs.

In its adjustments of depreciation expense and of its
depreciati.oﬁ resexves to this longer period, SDPC- computed ._tt.xe
applicable charges and the reserves as though sa:f.d‘. éharges and f
resexves had been developed on the 40-year bas.::.s from the :tncép-
tion of use of the properties imvolved. In result the company -
did not take into account the charges to depreciatioﬁ- expense
which it has hitherto made on a service life basis of 22 ye#ss. 16/

| A differenﬁ méthod was followed by the CBMssion’ eng;[-_ |
neer in his caleulations of depreciation expense on the l»‘ol-’yeaf
basis. The eng:r.;neer adopted SDPC's prbperty‘ valu_ati‘oﬁs, which‘ -had
been developed through 1969 on estimated service lzt.'veé: of 22 years
and computed depreciation expense for the fﬁture on thg bé‘sisi o\f‘
the remaini.ng service lives of the properties to 40 years. Botli;
the depreciation charges and the corresponding rate bése figures
which result under the engineexr's method of calculations are ié;aerf
than those which result under SDPC's calculations. -
16/

The depreciation expense applicable to SDPC's operations was
similarly calculated by the Commission accountant. - ,
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SDPC vigorously assalled as improper the method which"'_
the engineer used. It asserts that since this matter is the |
initial rate application of SDPC, the 22-year service life period "
has never been used as a basis of rates of the company. It ftxrt;hez" |
assexts that the englneer's use of rate base data which :;efleét o
22~year sexvice lives, on the one hand", and income data 'wh‘:l.-c:hl_ ‘
reflect 40-year service lives, on the other hand, is wrong and
grossly unfair, _

The method of computing depreciatvion expense which is
advocated by SPPC will result in higher charges to depreciation,.
over the ser_vice; lives of the properties involved, than those
which would result under the method of the engineer. ‘rakiﬁg into
account the rates of depreciation which the company has applied
through 1969, the company will have collected over the 40-year 3
period about 14 percent more than the cost of the properties ‘by‘

couputing depreciation charges undexr its method. Under the

engineer's method the total charges to depi'eciati’on woulc‘!j‘équali

the costs of the properties, _
A public utility is entitled to recover the full costs
(less any salvage) of :I.t_s‘ operating properties through its charges.
to depreciation, and no more..l-l/ It £s not of ‘éonsequence‘ that
the rates of the utility and the related questions of depreciation. -
are first brought before the Commission after the uti_lit'yi has been:
in operation for several years. We do not sce any vali'&" reasoa
for restructuring the company's records aad asset valuations 'Bt:cguse
17/ , :
== Compare Star & Crescent Ferrv Compary, 54 Cal. P.U.C.
381l; A & B Gaxment Delivery, 56 C:k. P.U.C. 333, and cases
cited therein; Application of Paciiic Televhone and Tel 2
Co., 53 Cal. $.U-C. 275, 293, FacfLc Telephons and Tela skzaph
6636&’ vs. Public Utilities Commis:ion, 62 Cal. 2d. 634, 065, _

-26-
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the cbmpqny has elected to apply abnormal rates of'deé:ecIAtibﬁ B
during the years prior to the time that 331d¥d¢25¢91§210n rates
are brought into issue as resulﬁ of a rate incééagg gpplicatiqq.
Thg method which was followed by the engineer is correct. Thg
ché:ges to depreclation expense in accordance with,;h;q.pe;hgd;
and fafe base data reflecting said method, should be gdo?téqug

bases for any increases in applicants' rates.18/

Relocation Expense

The relocation expense which 1sinvolved_her¢in arises
out of demands u§6ﬁlsnrc to make location changes of it§ Pi??}ipe :
to accommodate or to conform to changes along ics route‘such*qg
raisiﬁg ox lowering of highways, alteracions‘of‘Bridge crcs§1ngs;
sewage ah¢ water pipeline {nstallations, and modifications
occasioned by urban developments. SDPC's relocacion*gxpensé‘for
the years 1965 through 1969 was approximately $50;000: Schr
estimated that this amount would be increased5tq=abbut'$155,000
for the year 1970 and would continue:at_thatrlevei~tﬁéreafter.w

The Commission accountant disagreed~wi;h;SD?C's
estimate that the company's relocation expense-fof‘1970'wou1dEbea
as much as $155,000; Hé said, in'effeét, that‘the qdmpany fol;qws
the practice of dharging;ali reldcation coéts to expenée’iuvthe‘

yvear in which they were incurred, whereas anélysis of‘:he work

18/ It appears that the deprecilation charges of SPPL should also
be modified. SPPL adjusted its depreciation rates in 1967 to
the basis of 40-yeaxr sexvice lives. Prior to 1967 SPPL had
computed depreciation on the basis of shorter service lives.
In changing to depreciation rates based on the 40-year period,
SPPL apparently did not make adjustments to compensate for the
higher depreciation rates which were applied prior to 1967.
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performed might deﬁelop that some of the'costsoshould‘beucapita1;‘
ized and charged through depreciation to subsequent years. On;tne
basis of the company's previous experience, thelaccountant esti-
mated that the level of relocation expense, inclnding:that for
1970, would continue at a rate of about $60,000 annually.

Despite the difference between the respecttve estzmates
of SDPC and of the Commission accountant, -there appears to be no
question that the company's relocation activities duting 1970 will
involve monetary outlays of about $155,000, Irreapective'of
whether some of this amount should‘betcapitalized, the volume of
the amount as compared to the cutlay of about $60 000 for relo-
cations during 1969, when considered in connection with SDPC'
eppraisal of future relocation expense, supports a conclusion
that for 1970 and some years thereafter the company relocation
expense will be sign.ficantly greater than it was in 1969. How-
ever, in the absence of specific evidence concerning probable
relocation work beyond 1970, and in the absence, also, of evidence
concerning the character of the work involved, we do not accept
SDPC's estimate that the mormal outlays for relocation expense
for 1970 and thereafter will be at a rate vhich is more than
two and one~half times that of prior years. Upon fnlllconaider-
ation of the showings.of SDPC and of the Commission's staff
representatives, we will adopt for the -purposes of this proceeding,
ar amount of $120,000 as being the normalized amount-reasonably

cbargeable to relocation expense fot 1970 and immediately there-
after. '
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Casualties and Other lLosses

In late 1968 and early 1969 SDPC'suffered a flood‘_l:oss"
of about $115,000, $50,000 of whiqh,, as an insurancef'deductible, |
was not covered by insuraﬁce. The amouni: of $50,000 ‘was chargec‘-v*.
against the company's expenses for 1969. However, as a rés‘ujlf_:':off
this experience SDPC is undertaking, over the ensuing five years,
to establish a reserve of $50,000 against furthéx_'- flood ~16$fses'.
Toward thic end it included an amount of_ $10v,000'_ :Ln‘_'its expense
estimates for 1970, | | | ] . | A |

The Commission accountant, on the other hand, recom=-
mended that the flood loss be amortized as an extraordinary
expense ovex a period of tem years at the rate of $5,000 per yeax.

For rate purposes, the flood loss should be dealt with
as an extraordinary expense and amortized over a reasonéblgi‘ | |
pexriod In the future. We are of the 6pinion that a Kr'ea‘sonable\
perlod is five years. Provision of $10,000 should be inciuded
in SDPC's expenses for 1970 towards amortizing this é&ctraordinary
expense. Like amounts should be fncluded in fut:i;re-f annual expense

allowances until this expense has been fully amo:irtiéédQ _

Interest Expense | | |

SDPC's showing of operating expenses for. 1969_':' lists an
amount of $169,437 for interest expensec. The compgnsr"sv éperating -
expense estimates for 1970 show an amount of ':‘$191,300" fo_‘:':‘.v intg:fgst
expense. | | ' '
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The Commission accountant; in his deﬁelmeent‘éf‘the 
company's expenses, excluded interest expeﬁse'fromfthe operatihsv
expense classification, and listed interest expense as aﬁ'"otﬁe:"
expense, to be taken into accounf in the computation 6f income
taxes. |

SDPC registered strong objection to the accountAnt's
method of treating intefest'expense. It asserts that”the results
of said method are grossly~misle#d£hg in that the éffec£~of tke
interest expense is‘not‘shdwn.— SDPC further agserts that to
produce equitable'results; income taxes should be computed‘asv
though no interest payments were made -- that biqthis method
debt-encumbered znd unencumbered public utiliﬁies,wﬁuid be placed
in the same comparative position for rate puUrposes.

The difference between SDPC and the accountamt is
primarily one of mechanics -- which‘yaidstick 1s to be used‘iﬁ
determining the adequacy or imadequacy of the company's_earnings-
The heart of the problem is what level of earnings is necessary
to sustain the operatiohs and reasonably compensate the‘compaﬁy  '.
for its services. | | | o

The accountant uhdertook'to\meet this problem by his
showing that on thé'basis of total operétions at preéenc-faﬁég
the company realized & return of 15.53rpercent on equity fox
1969 and would realize a rveturn of 14.97 percenf,on“equify in |
1970. Altbough the company afgued that Iés earnings needs should
oot be considered in terms of total operations ~-- that the texmi-
naling sexvices and m{litary operations should be exclu&éd*-- it

did rot present data to show either its return on equity from Its

_3Q;




A. 51870 -Q /IR *

coumercial operations or what should be consid‘eted' as a reasonable
Teturn on such equity. The company's return on equit:y wlll be
fu.'thez- consgidered below.

Land Held for Future Use

SDPC's properties at Missn’.on Valley include a parcel of
lard which is held for the company s futu::e use, Said parcel is
carried in the company's records at a value of $175, 834 and is
classified as part of the company's pipeline oPerating properties
vpon which the company seeks a return through :Lts transportation
rates, | ' | ' '

The Comission s staff represent-.—. tives cont:end t:hat
said parcel of land should mot be considered as part of the
company's pipeline operating properties because the company has
no definite plans for the use of the land in connection with- the
Pipeline operations within a reasonadbly :Lmn.bnent period The
principle to be applied, the staff representatives say, :Ls that
only property to be used for public utility purposes within three

Years should de included in the rate base (Application of Pac::'.f:z.c
' Telephone and Telegraph Co., 53 Cal. P.U.C. 275, 297; Application -

of Pacific Telephone and Telegraph Co. » 36 Cal. P.U.C. 277 281). '

The record in general supports the staff's pos:t.t:’.on.
The evidence shows that the company has tentative plans for the
installation of a booster PUmp ard associated piping on part of
the property within the mext two and one-half to four a:nd one-half
years. It also appears that the land may be used to expand the
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additional tanks. Uatil the company morevdefinifely commits the
land to public utility use within a reasonab1§‘immiﬁent‘peribd :
as indicated, the'cost of the land should not be inéluded“inAthe
company's public utility rate base.

Camp Pendleton Booster Pump Expense

In April 1970 SDPC installed a booster pump in its
pipeline system in the Camp Pendleton ares. This installation
resulted in an inerease of about $6,000 a month in the‘company's‘
electric power costs. The company's expense estimates include
provision for the additfonal expense iﬁ April #nd since. It |
appears that for the purposes of gauging the company's. revenue
needs to meet its annual costs of operation, the additional coSts‘f‘
that would have applied had the pump—been“iﬁ operatfon during-the's
first three months of 1970 way also-be-pfoperly-cdnsidéfed.- To
this end an allowance of $18,000 should be‘includeddin:thé'companyfs.
expense estimates for 1970, |

Le%al Restrictions Limiting Rate Increases
rom Norwalk to the San Diegc Area

Applicants' present rate from Norwalk to the San Diego
area is 12 cents a barrel. In additioﬁ to p#ying’this rate, ;
commercial shippers at Norwalk are required by SDPC to provide«the v
pumping of their shipments from Norwalk to.SD?C’s‘tanksfat-orange. '
Thus, SDPC's total charges for the transmission of commercia1 
saipments from Norwalk to San Diego are, in effect, 12 céﬁts a

barrel plus the Puwmping costs from Norwalk to O:ange.égf

19/ The record does not show whether the United States govermment
provides the pumping frow Norwaik to Oraage in comnection with
¢ movement of military shipments from Norwelk to the San |

Diego area.

-32-
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Applicants’ rate from‘Watsoﬁ to the 'San Diego area is
also 12 cents a barrel. However, the services which applicants
provide for this rate include all of t:he pmp:f.ng.

The record is clear that the costs of pumping from
Noxrwalk to Orange are not an :!.ns:t@ificant :".tem of expense.
Consequently, it appears that SDPC, in requiring its Norwalk
shippers to bear these costs in addition to paying its tariff
rate of 12 cents a barrel from Norwalk to San Diego, is exacting
greater compensation for transi:orting shipments from Norwalk ‘to
San Diego than it concurrently is charging or receiv:[ng in con-~
junction with SPPL for tranSportation f:rom Wa.tson to San Diego
over the same Toute, . _ |

There is no indication in applicants’' ‘propoéals that
1f the rates from Watson and Norwalk to San Diego are imcreased
to 14 cents per barrel as sought the;.-e would be .' any assimption
by SDEC of the pumping costs from Norwalk to yoi:azige of shipments |
which originate at Noxwalk. Hence, it appears that SDPC would
continue to charge more for its tranSportation from Norwalk to

San Diego than from Watson to San D:Lego.
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Article XII, Section 21, of the State Consﬁitution
states (in part) that: | o

"No discrimination ian charges or facilities
for transportation shall be made by any
railroad or other transportation company
between places or persons, or in the facili-
ties for the transportation of the same
¢lasses of freight or passengers within this
state. It shall be unlawful for amy railroad
or other transportation company to charge or
Teceive any greater compensation in the aggre=~
gate for the transportation of passengers or
of 1like kind of property for a shorter than
for a longer distance over the same line or
Youte in the same direction, the shorter
being included within the longer distance,

Or to charge any greater compensation as a
through rate than the aggregate of the
intexmediate rates."

As may be noted, the foregoing provisionS‘apply'tovrail-
roads and tramsportation companies.‘ Applicantslhavé here’presented
themselves as public utilities as defined in Section 216(a) of the
Public Utilities Code. Said section reads as fdliows:' |

"216. (2) "Public utility" includes every
coumon carrlex, toll bridge corporation,
pipeline coxporation, gas coxporation,
electrical corporation, telephone corpo-
ration, telegraph coxporation, water
corporation, wharfinger, warehouseman,
and heat corporation, where the service
1s performed for or the commodity _
delivered to the public or any portion -
thereof,"”

If, in addition to being public utilities, applicants are also
transportation companies within the meaning of the Constitution,
they likewise are subject to the constitutional provisfons

applicable to transportation compahies;
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The term "transportation company" as used in the Const:t-_
tution should be construed to include all persons engaged in the
business of transportation, whether as corporations, jo:l’.nt:» stock

cozpanies, partnerships or individuals. Moran v. Ross, (1889)

79 Cal. 159, 163. "Transportation” is the taking up of persons
or property at some point and putting them down at another.

Gloucester Ferry Co. V. Pennsylvﬁnia, (1885) 114 U.s. 196, 203;
Golden Gate Scenic S.S. Lines v. P.U.C., (1962) ‘5.7'C‘a!.1. 24 373,

380. A transportation company includes entities cax-rying freight

and passengers from one portion of the state to another, or from |

another state into this state. It includes companies ‘transporting

freight or passengers as common carriers for hire on. the pﬁblii: ‘
highways by means of motor trucks or automobile stages, along

routes not exclusively within the limits of a municipa_lity;

Western Assn. etc. v. Railroad Com., (1916) 173 Cal. 802. It is

not limited to ground transportation and Iincludes airlirve trans-

portation companies. People v. Western Air Lines, Inc., (1954)
42 Cal. 24 621, 623, 625, 641. | .

It is clear from the foregoing def:’.nit:i‘oﬁs that a
coxporation which is engaged in the transportation of préperty ‘
as a common carrier between points outside of the con.fines of |
a single municipalicy is a tranSport:ation company. |

Applicants admittedly are corporations engaged in the
transportation of petroleum products by pi.peh.ne between po:!.ncs
beyond the confines of a single municipality. They admittedly

are engaged in sald operations as publi‘.c m:ilf.tieo as aef:.ned
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in Section 216(a) of the Public Utilitfes Code. As public
utilities a distinguishing feature of their services :l’.s that:

the publ:f.c has a legal right to use sa:[d services. Allen V.
Railroad Com., (1918) 179 Cal. 68, 88. In transporting petfoleum

products as a public utility, applicants have assumed the obliga-'
tions of a common carrier. A common caxrier is one who offers

to carry goods for any person between certain term:i.ni and’ who

is bound to carry for all who tender their goods and the price
of carriage. Associated Pipe Line Company v, Railroad: Commission
(1917) 176 Cal. 518, 523. Everyone who offers to the public to -

CarYy persons, property or messages, excepting only telegraph
messages, 1s a common carrier. CC 2168. Forsvth ‘v‘. San Joaquin .
Light and Power Corp., (1929) 208 Cal. 397, 4043 People v.: Dtﬁiﬁley;ﬁ
(1932) 217 Cal. 150, 163; Klein v. Baker,. (1931) 112‘cai. Ap. 157,
160; Webb v. Boyle, (1932) 125 Cal. Ap. 326, 327; Shannon v.
CentralMther Union Sch. Dist. » (1933) 133 Cal. Ap. .124; 1‘28-(.1'

A common carrier must, if able to do so, accept and carxy whatever'l ”
is offered to him, at a reasonable time and place > of a kind thet “
he undertakes or is accustemed to carry. CC 2169‘._ Apﬁlioante
are engaged in common carxiage. They are commoo carriers. o
Compare Producers Transp. Co. v. Railread Com. of thev State- of
Californfa, (1919) 251 U.S. 228, 232; Pipe Line Cases "(United-‘}‘
States v. Ohfo OIl Co.), (I913) 234 U.S. 548, 58 L. Ed. 59, 34

Sup. Ct. Rep. 956. As common carriers they are also tranSport:ation '

companies within the meaning of the aforesaid provisions of the

State Constitution. People v. Western Afr Lines, Inc. . -(1954)--:
42 Cal. 2d 621, 639. o
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The effect of Article XII, Section 21, of the State
Constitution upon applicants' proposals in tbis proceeding 1im:.ts
any increases which may be authorized in certain of appl:‘.cants ’
=ates. Increases should not be authorized in applicants' rates .
from Norwalk to San Diego. SDPC estimated that- the volume of the 7
comeexcial shipments of petxoleum products which It would transport
from Norwalk to San Diego during 1970 would total 3, 196 000 barrels.
The increase in revenue on this volume which would result under
the soughﬁ rate ivcrease of 2 cents a barrel would bev$63‘920
With disallowance of said rate increase, SDPC's estimate of reve-;

nues under the sought rates should be modified accord:!.ngly.

Applicable Charges for Income Taxes

Ve have hitherto held that for purposes of rate fixing,
a public utility will not be allowed to charge to its operat:.ng
expense for income taxes any amount in excess of . the amount of
income taxes lawfully assessed by the taxing‘ authority and p._a:.d -
by said public utility (Decisign No. 59926, 57 Cal. P;U'.Q;_ 59,.8). .
This holding should be followed in this instance, . The recdrd’
shows that SDPC has followed the practice, for tax 'bu:pdses, of
computing depreciation expense on the basis of Zz-yeér service
lives for its depreciable properties. It appears that its income
tax payments have been made accordingly. SDPC's 1970 depreci.atio-x
axpense estimates, on 22-year sexvice lives, total $322,200 for
its pipeline properties, Including those used in the mil:f.tary |
tramportation. This amount should be used in the develooment:

of the provision for income taxes to be allowed herem.r
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SPPL and SDPC seek increases in their rates for
the transportation of petroleum products by -

pipeline from Watsen and Noxrwalk to the San Diego
area.

SPPL's pipeline facilities extend from Watson to
Norwzalk; those of SDPC from Norwalk to the San
Diego area. SPPL provides the propulsion to
Orange for shipments originating at Watson.

SPPL 1is compensated for such sexvices as it
performs by SDPC pursuant to a division-of-rates
agreement. ‘

The rate increases which are the subject of this
application are sought primarily by SDPC.. SDPC
alleges insufficient earnings under present rates.

SDPC's operating results and estimated operating
results, in terms of rate of return, for the
years 1969 and 1970 are reported as follows:

1969 1970

Under present rates 6.047 4,827
Under proposed rates  8.15%- 7.067

Not reflected in the foregoing figures are the
results of certain "terminaling'' operations of
SDPC and operating results from the transporta-
tion of petroleum products from Norwalk to
military installations in the San Diego area
vhich SDPC performs for the United States govern-
ment., Assertedly, neither the "terminaling"
operations noxr the military transportation are
within the scope of SDPC's public utility pipe-
line services.

SDPC's terminaling operations at Mission Valley
apparently consist of storage and of leasing of
some of the company's tanks for storage purposes.
The record is insufficient for determination of
whether SDPC's earmings from sald terminaling
operations should be comsidered as part. of the
company's earnings from the pipeline operatioms.
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8.

10.

SDPC's "terminaling” operations at Orange comsist
of the storage of petroleum products for Uniom Ofil
Company. The storage tanks which are used for this
purpose are tanks used in, and essential to, SDPC's
public utility pipeline operations. It appears
that the storage is performed by SDPC as part of
its public utility pipeline services. The revenues
and expenses of the 'terminaling' operations should
be included with other revenues and expenses that
make up the revenues and expenses of SDPC public
utility pipeline sexvices.

Revenues from SDPC's tramsportation to military
installations in the San Diego area are as follows:

1969 $253,418
1970 $235,800 (estimated)

It appears that the corresponding operating expenmses
(other than income), as assigned to said transporta-
tion by SDPC, are approximately as follows: ‘

1969 1970
| : (estImated)

Operating Fuel and Power $13,763  $19,700
gement u 778,535 5,900 .
Depreciation 10,600 10,600 .
Ad Valorem Taxes »1,426- , 1,500

$34,324  $37,700

The services which SDPC provides in its transporta-
tion of the military shipments are part of the
company's public utility pipeline services. The
Trevenues and expenses applicable to said transpor-
tation should be included in the company's other
public utility pipeline revenues and expenses.

It appears that interest expense in the following
amounts also applies to the military tramsportation:

1969 $ 7,437
1970 $ 14,200 (estimated);

These amounts, added to the interest expense
applicable to SDPC's investment in its pipe=-
line, result in the following totals: -
1969 $176,874
1970 $205,500

-39-
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12.

13.

14,

15.

Y e

SDPC's tariff rates for the transportation of
petroleum products from Norwalk to the San Diego
area are about 15 pexcent higher than those which
SDPC assesses for the military transportation
from Noxwalk to the San Diego area.

It appears that had SDPC assessed its tariff rates
for the military transportation its revenues from
sald transportation would have been $39,500 and
$35,400 more than the amounts shown above for 1969
and 1970, respectively.

In the measurement of SDPC's needs for the increased
rates which it seeks in this proceeding, the amount
of revenues which the company foregoes in performing
the military traasportation at less-than-tariff
rates should be taken into account. ‘

SPPL and SDPC are not proposing imcreases in their
rates from Watson and Norwalk to Orange, notwith-
standing the fact that the costs of their transpoxr-
tation services to Orange have increased along with
increases which they have expexienced in other of
their transportation services, Weight should be
given to this fact in determining what, if any,
increases should be authorized in applicants' rates
to Tthe San Diego area.

It appears that SDPC's cost estimates for 1970
overstate by $35,000 the level of relocation
expenses which may reasonably be considered as
rorwal for the company's operations under present
conditions. The cost estimates should be reduced
accordingly.

SDPC's depreciation expense for 1970, except that
which SDPC assigned to the nilitary transportation,
is shown as $174,700. ' Adjustment of this amount
(3) to include the depreciation expense assigned
to the military transportation and (b) to give
effect to depreciation heretofore accured and to
remaining service lives of the properties involved
would result in an amount of $157,500. This amount
should be adopted, except in commection with the
computation of income taxes, as explained below.

In Apxil 1970 SDPC put into service a booster
pump on its line in the Camp Pendleton area.
The addition of this booster p increased
the company's expenses by about $6,000 a month.
An amount of $18,000 should be added to the
compary's expense estimates for 1970.

~40-
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The provision to be made herein for Income taxes
should conform to the amount which SDPC pays in
accordance with its deprecilation expense schedules
used in the computation of sald income taxes.

The depreciation expense figure to be used for
this purxpose is $322,200.

Investment (rate base) data which SDPC presented
2s 2 measure of its earnings are not appropriate
for the purposes of this proceeding. The amount
which should be used herein for said purposes is

$5,293,669, the company's average investment or.
rate base for 1970. ‘

This amount reflects the following factors:

Depreciated investment (22-year service
1life) in pipeline properties as of
December 31, 1969, including investment
in properties used in military transpor-
tation but not including investment in
land held for future use.

Nepreciated investment in pipeline prop~
exties as of December 31, 1970, is calcu-
lated as follows: Depreciated investment
in pipeline properties as of December 31,
1969, reduced by 1970 depreciation in the
amount of $157,500, and increased by
$642,243 in additions to plant during 1970.

18. SDPC's estimate of 1970 revenuas under the sought
Tates should be reduced by $63,920 to reflect the
limiting effect of Article XII, Section 21, of the

State Constitution upon inereases in applicants'
rates from Norwalk to the San Diego area.

Table No. 2 above summarizes SDPC’s.estimatés-of the
company's revenues, expenses and financial'Operating results
under present end proposed rates. These estimates, adjﬁsted

in cbnformity with the foregoing summary a:é-reproducedﬂin-'
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Tables No. 3 and 4 below: y
Table No. 3

Adjusted Estimates of SDPC's Revenues, Expenses,
Rate Base and Financial Results of Operations
Undexr Present Rates
(Based on 1970 Operating Experience)

From Adjusted
Table 2 Adfustments Estimates -

Revenues $1,710,600  $235,800 33'4 $1,981,800
35,400(b: -

Expenses ' o
Operations $ 376,700 19;700(93 - - 414,400
18, 000(d) o
Maintenance 163,600  (35.000)(e) 128,600
General 141,200 s,9oo§°;- 147,100
Depreciation 174,700 10, 600(¢

| 7,.800) (£) 157,500
Taxes 202,200 Ec; :
v 4 149,900

Taxes, Income 159,400 323,976 (B)
Total Expenses $1,217,800 $1,321,474

Net Operating Revenues §$ 492,800 , $ 660,326
Tnterest Expense $ 191,300  14,2000¢) 205,500
Net Income $ 301,500 $ 454,826
Rate Base $6,255,800 $5,293,669¢1)
Rate of Return 4.822$j> | 12.5% )

(""" Red figure or deduction,

(2) Estimated revenues from military tramsportation.

Revenues foregone as result of reduced rates on military
transportation; here added to equate military revenues
with those which would have acerued under full tariff
rates.

Expenses applicable to military tramsportation.

Increment to smnuslize additional costs of Camp Pendleton
booster pump. ‘ B

Adjustment to eliminate effect of overstatement of. reloca-
tion expense.

Depreciation adjustment to remaining life basis.

Deduction to transfer State income (franchise) taxes,
including those applicable to income from militery
transportation, to Taxes, Income item,

Income taxes computed after interest. Includes provision
for State income (franchise) texes. :

Revised rate base amount, calculated as stated in above
summary,

Aftex interest and taxes.

' Before Interest and aftexr taxes.
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Table No. &4

-

Adjusted Estimates of SDPC's Revenues, Expensés,

Rate Base and Financial Results of O
Under Proposed Rates
(Based on 1970 Operating Experience)

perations

From , Adjusted
Table 2 Adjustments Estimates
Revenues $1,986,900  $(83.320)(2) $2,194,180
| $271,200 (P) |
Expenses ' : _ e
Operations $ 376,700 | $ 414,400%2; |
Maintenance 163,600 128,600(c)
Genexral 141,200 , 147,100( )
Depreciation 174,700 157,500%¢
Taxes 202,200 149;900233
Taxes, Income 295,300 436,016
Total Expenses $1,353,700 $1,433,516
Net Operating Revenues $ 633,200 $ 760,664
Interest Expense $ 191,300 14,200¢e) $ 205,500
Net Income $ 441,900 ' $ 555,164
Rate Base $6,255,800 $5,293,669<5)
Rate of Return 7.067%(8)

1%.37®
") Red figure or deduction.

(2) Deduction to give effect to inapplicability of increases
in rates, Noxwalk to San Diego.

(b) Revenue adjustments as per Table 3.

(¢) Adjusted expenses as per Table 3.

(d) Income taxes computed after interest. Includes provision
for State income (franchise) taxes.

(e) Interest expense applicable to military transportation.

(£) Revised rate base amount, calculated as stated in above
summary.

(g; After interest and taxes.

Before interest and after taxes.

-43-
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The record herein shows that as of March 31, 1970,

SDPC's equity in its Operatiohs was $3,837,011-; - On the basis Qf"
the company's valuations of its pipeline properties (:[ncluding |
. military) and of its other properties, respectively, as of-:
December 31, 1969 and 1970, it appears that the pipeline proper-
ties comprise about 71.64 percent of the company's totél‘ -tangiblé’
| properties. 'Applying this percentage to the total eql_zit:yl figure
of $3I,837,011 prodﬁces an amount of $2,748,834, which amount m'ay: \
be deemed as appr@jo:d.mating the portion of the company's equity
applicable to the‘: pipeline operations, :’.ncl’u#:’.ve' of the 'milita:;'y‘
transportation. Measured in relation to sald gmouxit:’, the 'amounts :
of net income under present and érbposed rates which are shown |
in Tables Nos. 3 and & above are the equivalent of a ret:um of
16.5 pexcent on equity under present rates and a re:um of

20.2 percent on equity under thé:frpposed ratés. | | N

In evaluating the data in Tables Nos. 3 and 4, we are

mindful that the dollar earning figures are somewhat overstated
by the inclusion, as revenues, of the amount of money which the
company foregoes in performing the military transportation at
reduced rates. We are of the opinion, nevertheless, that' the |
tables reasonablyv;‘ portrayvt.:l.xe ievel of earnings.availablg -t‘o-'

the company under present rates and the level of earﬁihgs that
would be available under proposed rates. It should be ‘, noted,
moreover, that the earmings figures do not :an‘ludé“t:h‘e :company's‘
earnings from the so-called terminaling se:::x(:f.c:esj at Orange, which |
services, on this recoxrd, appeaz; to be part of the coﬁpahy's pﬁ‘_bli'.c
utility pipeline operations. To ‘.:hi’.s e:ttént 'J.‘e.blgsf'“ No-s~. 3 aadé
undexrstate SDPC’ s earnings from its public utﬂi‘fy} ?ipéiine‘opéxéf -

tions.

by
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Findings | , ‘

1. The daﬁ# in Tables Nos. 3 and & above réasongbiy set
forth SPPC's earning position, with respéctvto_the company's
public utility pipeline operations, under pregent‘and proposed
rates. ' | | |

2. The company's earnings undexr present rates are suf-
ficient to compensate the company reasonably fdflits qulic:
utility services. _' o |

3. The souéhtlincreases in thc«company'é rates have_not‘«'
been justified. S
Conclusioﬁ

The appiication should be denied.

IT IS ORDERED that Application No. 51870 is dented.

The effective date of this order shall. be twenty-days

after the date hexeof.

Dated at Sax. Francisco:
day of  FEBRUARY , 1971.

Commissioner William Symons. Jr. being:
necossarily absent, did notiparticipate’ |
in the disposition ‘of thiz proceeding. .

Comnissioner ‘Vex;nqn' L. ’-Stu:':zoon“.":l‘boing o
necossarily absent. 4id not participate. . .
in the disposition‘br“this‘procaeding. " ;




