Massachusetts Department of Revenue Division of Local Services
Amy Pitter, Commussioner Robert G. Nunes, Deputy Commissioner & Director of Municipal Affairs

To: Boards of Assessors

FrROM: Joanne Graziano, Chief, Bureau of Local Assessment

DATE: June 13,2014

TOPIC: CERTIFIED PIPELINE VALUATIONS FISCAL YEAR 2015

The Commissioner of Revenue has determined and hereby certifies the full and fair cash valuation of taxable
pipelines used for the transmission of natural gas, petroleum or their products or by-products with a distance of
twenty-five miles or more as of January 1, 2014. These valuations are certified for fiscal year 2015 under
Massachusetts General Laws Chapter 59, Section 38A. Any property owner or board of assessors, if aggrieved,
must appeal the valuations to the Appellate Tax Board (ATB) on or before July 15, 2014.

Centrally Valued Property

The Commissioner values only those designated pipeline assets that are taxable under the General Laws. As of
FY2013, with respect to a pipeline corporation, only poles, wires, underground conduits, pipes and machinery used
in the conduct of business is subject to central valuation and taxation under M.G.L. ¢. 59, § 18, Second and M.G.L.
. 59, § 5, cl. 16(2). See St. 2013, c. 46, §§ 30, 39, 42 and 84. A pipeline company doing business as a partnership,
trust or limited liability company (L.1.C) is subject to central valuation and taxation on all machinery and equipment
used to provide pipeline service, including Federal Energy Regulatory Commission’s Uniform Code of Accounts -
368 (compressor station equipment), 369 (measuring and reguiating station equipment), 370 (communication
equipment) and 371 (other equipment). M.G.L. ¢. 59, § 38A; M.G.L. ¢. 59 § 18, First and Sixth; See also RCN-
BecoCom, LL.C v. Commissioner of Revenue, 443 Mass. 198 (2005). The Commissioner also values construction
wark in progress (CWIP).

Company Local Filing Requirements

With respect to local filing requirements, pipeline companies organized as partnerships, trusts, LLCs or other
unincorporated legal entities that are not treated as corporations for federal income tax purposes are not entitled to
any corporate property tax exemptions. M.G.L. c. 59, § 5, cl. 16; M.G.L. c. 63, §§ 30(1), 30(2) and 38A. The
Bureau of Local Assessment has received FY2015 pipeline data and a listing of all machinery, equipment and other
personalty used for pipeline purposes from Algonquin Gas Transmission, LLC, Maritimes & Northeast Pipeline,
LLC and Tennessee Gas Pipeline Company, LLC. Except for the centrally valued pipeline property, they are
subject to local valuation and assessment on all other personal property situated in the community. Therefore, those
companies must file a Form of List with the assessors in all communities where such other personal property is
located.

Pipeline Company Issues

The following describes changes from the prior valuation year:

1. Algonquin Gas Transmission, LLC has reported an increase in pipeline, machinery and equipment assets in
Massachusetts for this fiscal year. This increase in asset costs was less than the additional depreciation
which resulted in a value decrease for FY2015.

2. Maritimes & Northeast Pipeline, LLC has no change in pipeline, machinery and equipment assets in
Massachusetts for this fiscal year. Overall, the value decreased due to additional depreciation for FY2015.



3. Tennessee Gas Pipeline Company, LLC has reported an increase in value for FY20135. This was due to the
Massachusetts investment being a greater percentage of the total plant reported.

4. Mobil Pipeline Compc}ny value increased for FY20135 due to an increase in replacement costs which was
greater than the depreciation.

New Growth

The following companies have new growth:

1. Algonguin Gas Transmission, LLC has additional pipeline, machinery and equipment assets that have been
reported this fiscal year.

2. Tennessee Gas Pipeline Company, LLC has additional, pipeline, machinery and equipment assets that have
been reported this fiscal year.

Company List and Addresses

Centrally valued pipeline company billing names and addresses as reported by the companies are posted on our
website for your convenience. ‘

Questions regarding valuations may be directed to Walter Sandoval Dusza at 617-626-4087 or email him at
duszaw{@dor.state.ma.us




Massachusetts Department of Revenue Division of Local Services
Amy A. Pitter, Commissioner Robert G. Nunes, Deputy Commissioner & Director of Municipal Affairs

To: Gas and Qil Pipeline Filers

rrom; Joanne Graziano, Chief, Bureau of L.ocal Assessment

Date: January 8, 2014

Topic: NOTIFICATION TO GAS AND QIL PIPELINE FILERS

Massachusetts General Law Chapter 59, §38A requires that a return be filed annually to the
Commissioner of Revenue for the determination of the value of certain pipelines on or before January 31,
2014 for the fiscal year 2015.

A pipeline company doing business as a partnership, trust or limited liability company (LLC) is subject

to additional central valuation and taxation on all machinery and equipment used to provide pipeline

service under M.G.L. c. 59, § 38A; M.G.L. c. 52 § 18, First and Sixth; See also RCN-BecoCom, LLC
v. Commissioner of Revenue, 443 Mass. 198 (2005).

The return of personalty is as of January 1, 2014 for reporting entities and must include the following:

1. an inventory of pipeline situated in Massachusetts by community, that includes the cost,
diameter, length and year of construction

gross original cost and net original cost

pipeline additions, replacements and deletions by community

pipeline capacity in gallons (if applicable)

annual gallonage pumped through the pipeline (if applicable)

all machinery and equipment used to provide pipeline service (if applicable)

FERC Form #2, Annual Report of Major Natural Gas Companies and any other report filed
with the Commission that contains information pertaining to the pipeline system in
Massachusetts by the filing date prescribed by Federal Energy Commission.

Nogokwb

For determining new tax base levy growth, all personalty that is lisied as new for calendar year 2013 and
all.personal property that is new to a community, whether it is new, used or transferred from another
community, must be identified and reported separately by community.

Submit this report electronically to bladata@dor state.ma.us in Excel format and mail the signed original.
Original returns should be sent to Walter Sandoval Dusza, Bureau of Local Assessment, at

P.O. Box 9569, Boston, MA 02114-9569. If you have any questions, Mr. Sandoval Dusza can be reached
at 617-626-4087.

Your cooperation is appreciated.

Post Office Box 9569, Boston, MA 02114-3569, Tel: 617-626-2300; Fax. 617-626-2330
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Placing a value on a pipeline is a specialized process. The combination of methods used to
determine the value or a pipeline or gathering system is unlike any other type of appraisal.
Furthermore, no two pipelines are precisely the same. The unigue methods described here are
based on several years of observing the way a pipeline owner locks at a pipeline and the right-of-

way in which if rests.

When placing a value on a proposed or existing pipeline system, several factors are considered by

the author beyond the “across-the-fence” (ATF) method. The ATF method - used by many to assign
a value to a pipeline right-of-way (ROW) - assumes that the ROW is worth whatever the surrounding
land is worth. The ROW is the real estate where the pipeline lays. It is one of the factors in appraisal

of the entire system.

The author saw the need to find or devise appraisal methods that are suited specifically to the
pipeline industry when he was asked to put a value on pipeline salvage jobs. Among owners, the
need for a fair pipeline appraisal methodology arose when it was discovered that pipelines were
being overvalued by local taxing authorities and were being overvalued or undervalued during
mergers, acquisitions and estate settlements. A valuation report concerning an active or inactive oil,
gas, or product pipeline may be needed for one or more of the following reasons:

* Preparing for a sale or divestiture.

¢ Readjusting state, local, ad-valorem taxes/tax assessmants.
+ Estate seftlement.

« Partnership termination.



» Preparing for a purchase or acquisition.

e Determining salvage value.

+ Preparing for pipeline use conversion.

o Establishing value for accurate accounting.

Appraisal Methods

The author's company uses a combination of methods to determine the value of a pipeline. We have
found that value is a quantification of the interaction of demand for the property, utility of the
property, the scarcity or supply of the property and the ease of transferability of ownership rights to

the property.

Market Analysis. The method utilizes sales histories of comparable entities. This works well for
valuing land and housing, but each pipeline is so different that a method of comparable sales is not.
so useful. Because land and housing are plentiful, making commodities of land or houses is much
easier than making commaodities of pipelines. However, this method is still useful to get an overview
of pipeline value by looking at sales histories of comparable pipelines in varying circumstances and
locales. One may make broad comparisons such as urban vs. rural, California vs. Mississippi, gas
vs. crude, or regulated vs. non-regulated pipelines.

Highest and Best Use. This is mostly a real estate valuation term; however, on the occasion when
a pipeline is being valued for usage change, this method can be useful to establish the value of the
existing pipeline and the cost of converting it for another use. Pipelines can be converted from a
crude product pipeline to fiber optic conduit or a conduit for electric power lines extending from a
wind farm's electric grid center. For the most part, pipelines are best used for the intent constructed.
it is best to combine this highest-and-best valuation with some of the 40 pipeline valuation factors
such as size of line, geography, terrain or ROW values. For example, the highest and best use for a
6-inch gas line might be fo change it out for a 10-inch crude line using the same ROW, if the contract
permits such replacement. Ultimately, the highest and best use is that which is most likely to bring
the highest net return over time..

Seller Determined Need Or Book Value. This method is used if the seller wants to record financial
gain or loss from a sale using book value. It is not much use to a purchaser since it has no relevance
to current worth, The book value might be generated by the accounting of the sellerfowner of the
property, in whatever means the company accounting might use to determine the book value. it
might be based on a valuation method such as construction cost-new and discounted, for example,
but generally this book value designation by the seller has no relevance to the value of the pipefine
as far as the purchaser is concerned.

Income Base Or Cash Flow. This method is a popular means of establishing value for pipelines if
they are generating or will generate a predictable cash flow. This method takes into account forecast
income based on throughput volumes and transportation rates of the commodity transported.
Expenses based on the historical or projected income stream are discounted. Another variation of



this method uses multiples of current cash flow where the average annuai cash flow is multiplied by
a factor of five to 12. This can be done on annual or monthly basis much like values of oil and gas
royaities are determined. Many like to correlate pipeline values to oit and gas mineral interests
regarding value. Both ¢can have an indefinite life and both can be reborn as new drilling or new
discoveries are made in an area served by the line. These additional income streams can be
discounted to find a present day value or in some cases when using future multiples of income.

For example, the future income after operating expenses of a gas pipeline might be $200,000 per
year. A reasonable value might be five times that amount or $1,000,000. A buyer might determine
that the net present value in dollars paid today might be 20% less than the $1,000,000 or $800,000
in today’s dollars. Present value is the term used when discounting future income to a present value
or the value of a future income to a present rate.

Construction Cost-New. This is the cost of rebuilding the same pipeline in the same size, same
manner and in the same (or comparable) easement. This is an important factor in placing value on a
pipeline to be considered by a purchaser. This approach also can be discounted. For example, a
pipeline that has been operating for 10 years after it was initially installed might have an expected
life of 40 years. It could be discounted 2.5% per year of life or a total of 25% off the cost of new
construction in today's market. This discussion is based on straight line depreciation which is
comman and prevalent in the industry.

Value Determination Factors

In addition to the appraisal methods, several factors must be considered when assigning value to a
pipeline. The author’s firm uses as many as 40 factors-to make value determinations regarding
pipelines. These factors cover the more technical aspects of business, physical, property and
commodity value. Some of these might include:

« Business Value - (1) throughput value transportation (income), (2) supply (other pipeline
availability in area/scarcity), (3) demand (potential buyers and users}, (4) potential for additional
uses or more customers for product transported, (5) sales contracts or purchase guarantees
{terms and length), and (6) management (front office and field).

» Physical Pipeline Attributes - (1) date of installation (vintage), (2) type of installation, (3)
appearance of pipe, (4) method of construction, {5} salvage value after termination of usage, (6)
type of system (oil, gas product, jet fuel), (7) size of pipe in pipeline (specifications), (8)
interconnects (with other pipelines or supply sources), (9) amount of cover on pipeline, (10) pipe
protection (coatings), (11) cathodic protection, (12) type of system (trunk, gathering), and (13)
records availability (alignment sheets, maintenance records). -

« Property Value - (1)right-of way-agreements (basic contracts), (2) geography/terrain, (3)
maintenance records, (4) appearance, (5) surface inventory (including appurtenances), (6)
condition of equipment (scrubbers, compressors), and (7) congestion (urban or rural locale).



J Corhmodity Value - (1) market price of commodity transported, (2) product source (well depths,
reservoirs), (3) chemical content of product transported (gas liquids, corrosives), (4) proximity to
markets, (5) diversity of suppliers, and (6) diversity of markets.

Other factors depend on whether product in the pipe is purchased at the welihead and resold;
whether and to what extent the product is compressed, enhanced, treated, cleaned, or processed;
and by what procedures is it compressed, enhanced, treated, cleaned or processed.

Appraisai For Taxing Authorities. The company has seen many instances where a pipeline or
gathering system was built for a new field with flush production and the field now is nearing
depletion. Nevertheless, the operators still must pay regular taxes where applicable according to
earlier throughput or initial values which were generally not depreciated. Local and state taxing
authorities want up-to-date appraisals if they are to lower rates. Many local tax appraisers use only
construction cost-new method (the cost of replicating the pipeline today) with no regard for
throughput generally via abbreviated Marshal and Swift formulas.

Ultimately, the appraiser can only offer an opinion based on data available and market conditions.
When it is all completed, the value is based on what the seller will take and what the buyer will give

for a property.

Source: Pipeline and Gas Journal, August 2014



(Bunsixa) auljadid sen

I ey 5

900 Apey El

dooy fpe®

(S

Y gy

INoBIQ Ul auladid 1SESULON 9 SSWIILIBH I

&

..,_&... ,\W.

0N

1noeI Ulyim auijadid 1sesylioN pue

sawinusN



Example for Maritimes and Northeast Pipeline within Dracut

Total M&N Pipeline length=3.9 miles

Total Valuation for Pipeline=514,467,200

Total valuation for compressor station and parcel = $220,000

Personal Property Tax Rate: $14.49

Personal Property Tax Revenue from pipeline= $209,629

Personal Property Tax Revenue from compressor station and parcel=53,188

Total revenue=5212,817
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