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'SUPERIOR COURT,'STATE OF WASHINGTON,

COUNTY OF SPOKANE
NORTHWEST PIPELINE : :
CORPQRATION, a Delaware NO. 91-2-03000~)
corporation, and U S WEST . -
COMMUNICATIONS, INC., , BUMMONS ON AMENDED COMPLAINT
{(Formerly Pacific Northwest '
Bell Telephone Company, Inc.),

Plaintiffg,

@ N WM e W [

9 Vs,

, 10 SPOKANE COUNTY, ADAMS ‘COUNTY,
B 11 ASOTIN COUNTY, BENTON COUNTY,
N ' 'CHELAN  COUNTY,. COLUMBIA
12 COUNTY, COWLITZ COUNTY, .
13 | DoucGLas COUNTY, FERRY COUNTY,
' ' FRANKLIN COUNTY, GARFIELD =
14 “OUNTY, GRANT COUNTY, GRaAYS
15 HARBOR COUNTY, JEFFERSON
N COUNTY, KING COUNTY, KITSApP
- 16 COUNTY, KITTITAS COUNTY,
- 17 | KLICKITAT COUNTY, LEWIS »
. COUNTY, LINCOLN COUNTY, MASON
. 18 COUNTY, OKANOGAN COuMTY,
L 1 PACIFIC COUNTY, PEND 'OREILLE
» | COUNTY, PIERCE:-COUNTY, . san
20 JUAH COUNTY, SKAGIT COUNTY,
21 | SKAMANIA COUNTY, SHOHOMISH -

o , COUNTY, STEVEN COUNTY,
L. 22 THQRSTON,COUNTY, WAHKIAKUM
e 23 COUNTY, WALLA WALLA COUNTY,

WHATCOM COUNTY, WHITMAN
24 COUNTY, YAKIMA COUNTY,

< 25 | WATSBURG crrTy and THE
A WASHINGTON STATE DEPARTMENT OF
26 REVENUE,
- . 27 ) - : :
. ) . Defendants.
;L 28 : ) ) J :
- ) 29 " . TO THE DEFENDANTS: A lawsuit has been sta

rted against you in'
INE CORPORATIGN and U s
Plaintiffs* clainm is stated
a4 copy of which is served upon -

. , the above—entitied Court by NORTHWEST PIPEL,
30 | WEsT COMMUNICATIONS, INC., plaintiffs,

oL 31| in the written Amended Complaint,

o You with this Sumnmons. - -

B - Laworncos
. o - - N - . | : ’ -7 LUKINS & ANNIS

SUMMONS- ON AMENDED COMPLAINT: 1 : ) nmwmxtyn-ﬂ?uam—
1’30315(‘_-\151.»\-}(0131'32 oL : : roRANR, (““’mm"”'_ ,,-".-
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In order to defend against this
the Amended Complaint by stating you
serving a copy upon the person signin
(20) days after the service of this
service, or a default judgment may b
notice. A ‘default judgment is one wh
what they ask for because you have
Hotice of Appearance on the undersig
notice before a default judgment ma

lawsuit, you must respond to
r defense in writing, and by
g this Summons, within twenty °
Summons, excluding the day of
e entered against you without
ere plaintiffs ‘are entitled to
not responded. If you serve a
ned person, you are entitled to
Y be entered. :

. If you wiéh to seek the advice of an at
You should dc so promptly so that your
may be servgd on time -

torney in this matter, -
written response, if any,

_.Th

is;éummons is /issued pursuant to‘Rule 4 of the Superior
Court Civil Rules of the State of Washington.
DATED this S| day of January, 1992.

LUKINS & ANNIS, pP.S.

By_[sl Linda & Avatsiain e oy
EUGENE I'. ANNIS, WSB #02112
Attorneys for Plaintiffs
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SUPERIOR COURT, STATE OF WASHIHGTON, COUNTY OF SPOKAHNE

NORTHWEST PIPELINE CORPORATION,
a Delaware Corporation, and

U 8 WEST COMMUNICATIONS, INC.,
(Formerly Pacific Northwest Bell
Telephone'Company, Inc.),

)
)
Plaintiffs,

vs. e CASE NO. 91203000-1
SPOKANE COUNTY, ADAMS COQUNTY, JUDGE MICHAEL E. DONCHUE
ASOTIN COUNTY, BENTON COUNTY, ., _ - ' :
CHELAN COUNTY, CLALLAM COUNTY, :
CLARK COUNTY, COLUMBIA COUNTY,
COWLITZ COUNTY, DOUGLAS COUNTY
FERRY COUNTY, FRANKLIN COUNTY,
GARFIELD COUNTY, GRANT COUNTY,
GRAYS HARBOR COUNTY, JEFFERSON
COUNTY, KING COUNTY, KITSAP ,
COUNTY, KITTITAS COUNTY,
KLICKITAT COUNTY, LEWIS COUNTY,
LINCOLN cOUNTY, MASON COUNTY,
OKANOGAN COUNTY, PACIFIC COUNTY,
PEND OREILLE COUNTY, PIERCE ,
COUNTY, SAN JUAN COUNTY, SKAGIT
COUNTY, "SKAMANIA COUNTY, .
SNOHOMISH COUNTY, STEVENS COUNTY
THURSTON COUNTY, WAHKTAKUM
COUNTY, WALLA WALLA COUNTY,
WHATCOM COUNTY, WHITMAN COUNTY,
YAKIMA COUNTY, WAITSBURG CITY AND )
THE  WASHINGTON STATE DEPARTMENT )
OF REVENUE, )
)
)

AMENDED COMPIATINT FOR
REFUND OF PROPERTY TAXES
PAID UNDER PROTEST

r

)
)
)
)
)
)
)
)
)
)
)
)
)
1)
)
)
)
)
)
)
)
)
)
)
)
)
)
)

Defendants.

On January 24, 1992, the Court entered ité Secongd
Amended Case Schedule Order in this matter, based upon the

cOnsent of ali parties. Pursuantrto the 3econd Amended Case

LAY OFPXCS .
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Schedule’ Crder, Northwest Plpellne Corporation (”Northwest

Plpellne”) was allowed until January 31, 1992, to amend its
June 28, 1991 Complaint.

Pursuant ‘to the Second Anended Case Schedule Order
and CR 15 and 20, Northwest hereby amends its June 28, 1991°
Complaint to add, among other thlngs, claims with respect to
the 1990 tax year; U S WEST Conmunlcatlons, Inc., formerly
Pacific Northwest Bell Telephone Company, Inc. ("USWC/PNB") ,
as a Plaintiff; andg Waitsburg City and Asotin, Clallan,
Columbia, Douglas, Ferry, Garfield, Jefferson, Kitsap,
Okanogan, Pacific, Pend Oreille, San Juan, Stevens, and

"Wahkiakum Counties as Defendants with respect to Plaintiff

USWC/PHB only.
Accordingly, the June . 28, 1991 Complaint is awended

'and realleged in .its entirety as follows:

Northwest Pipeline and USWC/PHB (collectively the
"Plaintiffs”), by and through their counsel, Lukins & Annis
and Holme Roberts & Oweén, upon information and belief, allege
and for causes of action state as follows:

JURISDICTION AND VENUE

1. Northwest Pipeline is a Delaware corporation

that owns and operates a-federally regulated natural gas

transmission system in seven western sStates: Colorado, Idahce
lew Mex1co Oregon, Utah, Washington and wYoming

2. USWC/PNB is a Colorado corporat1on that owns and
operates a federally ‘and state regulated telecommunications
services and data solutions system serving approy1mately 25
miliion residential and business customers in 14 western and
nldwestern states, including - dashlnqton.

Lwarrs -
LUKINS & AMNS
A PROFESEN AL T YICS CORPORA ThON
’ SUTTR e
- B TASTRGTOR TRUST FOuA AL CHTIR

AMENDED CO%PLAIHT FOR REFUND OF ‘ ' - TRME ST

- (" as | -
PROPERTY TAXES® PAID UHDER PROTEST Page 2 -




RTINS R

SR R AP

offices and principal place of business in Salt Lake cCit

‘of The Williams Companies, Inc. ('Wllllams")

3. Northwest Pipeline maintains its corporate

Y,

Utah. ' 7

4. USWC/PNB mainteins its corporate offices and
principal placé of business in Denver) Colorado. _

5. Northwest Plpellne is a whblly owned subsidiary
Williams is a
Delaware corporation with 1ts corporate offices and principal
place of business in Tulsa, Oklahoma.

6. USHC/PHB is a wholly ‘owned subsidiary of U s ,
WEST, Inc., a Colorado corporation with its corporate offices
and principal place of business in Ehglewood, Colorado.

7. Within 'the State of Washington, Horthwest
Pipeline owns and operates approx1nate1y 1,258 niies of gas
pipeline, 10 compressor stations, 85 meter stations,

approximately 30 sales taps, 4 district maintenance offices, 1

~underground storage facility and 1 liquefied natural gas plant

{collectively the *Northwest Pipeline Property”).
‘8. Within the State of Washlngton, USWC/PNB owns

cand Operates an 1ntegrated telecommunications services and

data solutions system compriséd of both real and personal

property (collectlvely the *USWC/PNB Property ).

9. The Northwest Pipeline Property is located in
Spokane, Adamsl‘Bentoﬁ:‘Chelan; Clark, Cowlitz,AFranklin,
Grart, Craye Harbor, King, Kittitas, Klickitat, Lewis,

Lincoln, Mason, Pierce, Skagit, Skamania, Snohomish, Thurston,

Walla'walla Whatcon, Whitman, and yvakina Countles counties

collectlvely comprlslnq twenty four of the Defendants in this

action (hereinafter collectively referred to as the "Horthwest
Pipeline Defendant Counties®).

) u-oﬁm
- LUKINS & ANNIS -
- A PROFISSONAL SBYVICE CORFORATIOR

AMENDED  COMPLAINT FOR REFUND OF
PROPERTY TAXES PAID UNDER PROTEST:
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10.- The USWC/PNB Property is
County and in the other thirty-seven wa
(hereinafter cbllectively'referred to a

Counties”) and Waitsburg cit
action.

located in Spokane

shington ¢ounties
S the "Defendant

Y that are Defendants in this
11. The Northwest Pipeline Propertv and the us
Property (hereinafter Collectively referred to as the
"Property”) are each "operating property~
Rev. Code §§ 84.12.200
7RCW") ,

WC/PNB "

0(16) and 84.68.050 (
and ‘are each assessed as a unit fo
property tax purposes by the Defendant, wa
Of Revenue (the ’Department"),
12.

r ad valcren

shington Department
pursuant to RCW § 84.12.1300.
The Department has Offices in Olympia,

Pasco,
Spokane, Wenatchee and Yakima,

13. The Department has assessors and officers that
value propefty in eachiof the Defendant Counties.
iq.

All of the Defendants,

except the Department,
aﬁd'Waitsburg City,

are counties with their county seats at
various locations within the State of Washington.
Citylis a chértered munici
Walla County. |

15. As of January 1, 1989,
January 1, "i991,

Waitsburg
pal'corporat;dn'located in Walla

Jangaryfl, 1990, and
the Department calculated unit values for the
operating Property ‘of Northwest Pipeline located in seven

western states including Washihgton. The Department allocated

a portion of these unit values to the State of washington.

The alldcated Washington values for No
then apportioned by the Department amo
Pipeline Defendant Counties.

rthwest Pipeline were

ng the Northwest

Lrarras -
LUKINS & AWN\1S

SUTTR 1

AMENDED. COMPLAINT FOR REFUND OF
FROPERTY TAXES PAID UNDER PROTEST:
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16. Pursuant to Rcw 84.12.350, the Department
purported to €qualize Northwest Pipeline'

S apportioned vValues
based upon’ the Department ‘<

S calculated ratios of assessed to
actual values for general Property in each of the Northwess

Pipeline Defendant Counties. The Northwest Pipeline Defendant
V cted property taxes fron
Northwesf‘?ipeline’s Januaiy 1,
1990 equalized, apportioned values. The
based upon Northwest Pipeline- .
equalized, apportioned values ar

Pipeline pPrior to April 30, 199>,

Counties then levied ang colle
Northwest Pipeline based.hpon
1989 and January 1,
broperty taxes

17. As of January 1, 1990
Department Calculated 3 unit

of USWC/PNB located inp Washin
Idaho.

» and January 1, 1991, the
value for the operating property

gton, Oregon and a portion of
The Department allocated a

values to the State of Washington.

véldes for USWC/FNB were then apport

arong the Defendant Counties and waj
18,
further PUrpor

portion of USWC/PNB’s unit
The allocated'Washingtcn
ioned b? the Departrent
téburg City. v
Pursuant to RCw 84.12.350,

ted to équalize USWC/PNB*
based upon jts Galculated ratios of ase

for general Property in €each of the Def
Waitsburg City.

the Department
s apportiongd values
€ssed to actual values

endant Counties ang
The Defendant Counties and WaitSBurg City
ollected Property taxes from USWC/PNB based
upon USWC/PNB’s January 1,
The property taxes baseq up
equalized, apportioned valu
prior to-hpril 30, 1992,

: 19,

then levied and c

1990 equalized, apportioned values,
on USWC/PNB’s January 1, 1993
€S are not pavable by UswWc/puB

Pursuant to Rrcw § 84.68.020,

oﬁ or ébout Octoher
» Horthwest Pipeline paid the secon

d installment of

| tawarras .
LUKINS & AnA(S
A FROFEIOC AL SRy O MPORA TE N

AMENDED COMPLAINT FOR REFUND oF ‘

- ' PROPERTY TAXES FAID UNDER PROTEST:
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12
13
14
15

16
17
18
19
20

21

22

23

24

25

26

27

28

29

30

31

‘based upon the Department’s January 1,

its 1990 propepty taxes,

based upon the Department’s January
1, 1989 valuation,-

under protest to each of the Northwest

'Pipeline Defendant Counties. Pursuant to RCW § 84.68.020, on

or about April 29, 1991, and October 29, 1991,
Pipeline also paid

respectively,

Northwest
the first and second installpents,

of its 1991 property taxes, based upon the
Department’s January 1, 1990 valuation, under protest to each
of the Northwest Pipeline Defendant Countles.
conmencement of the trial of this matter,
for- August 31, 1992, North
its 1992 Property taxes,

1, 1991 valuation,

Prior to
currently scheduled
west Plptllne further 1ntends to pay
based upon the Department’s January
under protest to each of the Morthwest
Plpellne Defendant Cdunties pursuant tO RCW § 84.68.020.

20. Pursuant to RCW § 84.68.020, on or about April

29, 1991, and October 11, 1991, USWC/PNB paid ‘the first and

second installhents, respectively, of its 1991 property taxes,

1990 valuation, under
protest to each of the Defendant Counties and Waitsburg City.
Prior to comnmencement of the trial of this matter curr

ently
scheduled for August 31, 1992,

USWC/PNB also intends to pay
based upon the Departrment’s January

under protest to each of the Defenda t
Counties pursuant to RCW § 84.68.020.

its 1992 property taxes,
1, 1991 valuation,

21. Pursuant to RCW § 84.68. 020 this court ‘has
subject matter jurisdiction of the clains asserted herein.
22, Pursuant to Rcw § 84. 68. 050

actlon is properly laid in this Court.

venue of this

PIRST CLAIH POR _RELIEFP
{Unlawrful and Excessxve Taxation)

23. Pla;ntiffs realleqe and incorporate by feference

M'm -
LUKINS & ANNIS
: A FROFIESONAL T3 VES (TR F7ORA T =
SITTE el

) - E -mnmmm
AMENDED COKPLAINT FOR REFUND OF - :

T KA, B ADIRCTORN venks s

PROPERTY TAXES PAID UNDER PROTEST: . Page 6 e
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the allegations set forth in paraqrapﬁs 1 througﬁ 22 apove, as
if fully set forth herein. ’

24. Pursuant to RCW § 84.12.270, the Departnent is
required to annually deternine the ”true cash value” of
Plaintiffs’ operating property in Washlngton for the purpose
of imposing the ad valorem property tax.

25. For assessment yYears 1989, 1990 and 1991, the
Department determlned the ”true cash value” as of January 1 of
each Year of all of Horthwest Pipeline’s operating property,
wherever located as a 51ng1e unit. Pursuant Lo RCW §
84.12.300, the Department then allocated a portion of
Horthweet.Plpellne S Unit value to the State of Washington’

pursuant to RCW § 84.,12.300.

26. For assessment years 1990 and 1991, the

Department determlned the ~true cash value” as of January ! of

each year of all of USWC/PNB’s operating property in the
states of washington Oreqgon and a poition of. Idaho as,a
single unit. Pursuant to RCW § 384.12. 300, the Departnent then
allocated a portion of this unit value to the State of
Washinagton. ' S

27. To determlne the unit value of dorthwest
Pipeline's operating property as of January 1, 1989, the
Department calculated and correlated two separate approaches
to value: historical cost 1oss depreciation (”HCLD”) and
direct capltallzat‘on. The Department used these approaches
as 1ts cost and income approaches to value . respectively. To
determine the unit values of Northwest Plpeline’e operating
property as of Jahuary 1, 1990, and January 1, 1991 the
Department calculated and correlated threse separate 3oproaches

of value' HCLD, direct capltallzatlon and stock and debt.

LAW (FYCTS
LUKINS & ANAIS
A FROPISHCRAL SR YICE (X MPACRATINN
AT L

V . ) - . WATHDRGTOR TRUST FMAM IAL CRFTRR
A/E”DED COMPILIAINT FOR REPUND OF . m::ﬂ:’ﬁ::~s~
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estfmatéd*percentage of North

The Department used these three approaches as itsa cost,
and market approaches to value,
i 28.

incone

respectively.

Te deternine the unit values of USWC/PNB’s
three-state operating property

as of January 1, 1990, and
January 1, 1991,

the Department calculated and correlated
three separate approaches of value: HCLD, direct
capitalization and Stock and debt. The Department used these
three approaches as its cost, a

_incone and nmarket approaches to
vValue, respectively. 4

29. The Departnent’
Horthwest Pipeline’s operatin
of January 1,

S correlated unit values>for

9 Property were: $300,000,000 as
1989; $825,000,000 as of January 1, 1999;

and
$725,000,000 as of January 1, 199].

30.' The Department’s correlated unit values for
S three-state Ooperating property were:
as of January 1, 1990;
1991.

‘USWC/PNB’ $3,700,000.500

and $3,700,000,000 as of January 1,

31. After determining the correlated unit value of

Horthwest Pipeline’s operating property, the Department nade -

ue of Northwest
stored gas inventory from the unit
Northwest‘Pipeline's adjusted system values were:
7691,380,100 as of January 1, 1989;

1, 1990; and $652,435,710 as of Janu
32.

an adjustment to remove the estimated val
Pipeline’s non-depreciable,
value.

$733,828,933 as of January
ary 1, 1991.
The Department then allocated a porti

on of
west Pipeline’s adjusted System values to the State of

Washington and further adjusted these alloca

Horth

tecd’values for the
west Pipelinefé:operating
Property in the State of Washingtcn.
allocations and adjustmehts for non-ta

Deéér;ment deternmined the market (true

After making these
Xable property, the

cash) values of

ARV L. s T
LUKINS & A\NIS
A FROFRIDOMAL S8VE S CLAMUSA TN
SUTTE L .
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AMENDED COMPLAINT FOR REFUND OF
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tlorthwest Plpellne s taxable Washlnqton operating property to

be: $113,920,000 as of January 1, 1989; $141,646,000 as of
January 1, 1990; and $107 600,000 as of January 1, 1991,

These values were then apportioned by the Departnent among the
Northwest Pipeline Defendant Counties. )

33. After determining ‘the correlated unlt values of
USWC/FHNB'’s three -state operating property, the Departwent
allocated a portion of these unit values Lo the State of
Washington. The allocatxon methodology utilized by the
Department for USWC/PNB’s three- ~state operating property was
different fron the allocation methodology utilized_by the
Cepartment for Northwest Pipeline’s operating §roperty_and is
not challenged by USWC/PNB. The amounts allccated by ‘the
Pepartment to ‘the State of Washington for USWC/PNB’S three-
state operating property were: $2,356,900,000 as of January
1, 1990; and $2, 393,530,000 as of January 1, 1991.

34. The Department made several valuation
adjustments to USWC/PNB’s Washington allocated values to

remove”values attributable to USWC/PNB’s non-operating and

non-taxable property. After making these adjustments, the
Department determined the true cash value of USWC/PNB’s
taxable, operatlng property in Washlngton to be:

$2,170,000,000 as of January 1, 1990; and $2,210, 000,000 as of
January 1, 1991. These values were then apportioned and
equalized by the Department among the Defendant Countles and
Waitsburg City. . ,

35, The aggregate amounts of the- property taxes
levied and collected on Northwest Pipeline’s Property by'the
Northwest Pipeline Defendant Counties; based upon their
respective, equa}lzed, apportioned values were: $1,562,323,

based upon the Department’s January 1, 1989 valuation; and

©
1AW Grras
LUKINS & A\N]S
A PROFESSIONAL S8 vICE (T MACRA TH 0

UTTS -
WASHDAITOUN TRUTY FOUAM 1AL (TR

AMENDED COHPLAINT FOR REFUND OF . ,t - “‘”lﬁf:2:‘—“‘
-PROPERTY TAXES PAID UNDER PROTEST:. Page 9 - '
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based upon the Departnment’s January 1, 1990

valuation.

36.

The aggregate amount of the property taxes
levied and col

lected on USWC/PNB’s Property by the Defendant

Counties and Waitsburg City, based upon their respective,

equalized, apportioned shares of the De

partment’s January 1,
1990 valuation was $27,141,264. '

37. The property taxes 1evied'a

‘ gainst the Property
based upon the Department’

s valuations are funlawful and
excessive” asg described in RBRCW § 84.68.020:

38. Northwest Pipeline’s ownership and operation of

the Horthwest Pipeline Property is e

xtensively requlated by
t!

e Federal Energy Regulatory Comiission ("FERC”) .

As a
regulated utility,

Horthwest Pipeline must conply with the
accounting and regulatory conventions
by FERC.

39.

and restrictiens adontad

USWC/PNB’s owﬁership and operation of the

USWC/PNB Property is extensively requlated by the Federal

Comnunications Commission ("FCC”) and by the Washington

Utilities and Transportation Commission (”WUTC”) and its

counterparts in the states of - Oregon and Idaho.
regulated utility,

As a
USWC/PHB must comply with the accounting
and regulatory conventions and restrietions ado

pted by these
requlatory- authorities.

(FERC, FCC and WUTC and its state
Counterparts in Oregon and Idaho are sometimeq hereinafter

collectively raferred to as the ~Regqulatory Authorities. )

40. When applied to a regulated public utility like

west Pipeline or USWC/PNB, the traditional appraisal
ipproaches to value,

Horth

including without limitation, cost,
income, and market, must be'adjustedrin order to -estipmate the
true cash value of ‘the requlated utility’s“property.

LAw OFTRm
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-excessive because, anong other errors,

additional adjustnents for construction wo

41. The Deparfhent's/valuatibns of the Property are
the Departiient did not
nake the adjustments to its approaches to vaiue that are
necessary to account for the economnic inpacts of the pervasiver
regulation imposed by the Regulatofy Authorities,

42. For example, if the cest indicator is to be an
accurate indieator of true caéh value, it must be adjusted to
account for the economic effeets of regulation.
indicator should, therefore,

The cost
approximate the amount of
Horthwest Pipeline’s and USWC/PNB’s respective rate bases as
determined by the Regulatory Authorities, subject to

rk in progress
("CWIP”) and Obsolescencs.

43. In the absence of compelling circumstances,

which the Department has failed to demonstrate, the amount of

Horthwest Pipeline’s and USWC/PNB’s respective regulatory rate
bases, subject to adjustments for CWIP and obsolescence,
also be considered by the Depaftment as an additional

indicator of the true Cash value of their
pProperties. )

nust

respective operating

44. The estimated rate base of Northwest Pipeline’s
operating property was: 9628,928,890 as of December 31, 1988;

$586,442,743 as of December 31, 1%89; and $473,408,082 as of
December 31, 1990. - '

; 45. The estimated rate base of USWC/PNB’s three-

state operating pfoperty was: $2,739,498,995 as of

December 31, 1989; and $2,835,916,840 as of December 31, 13909.

46. Other valuation errors in the Department’s

appraisals G6f the Property include, but are not limited to,
the following: '

AW YN
L[’K;.\'S & .\.\.\];S -
I"mm"»“’mn‘
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A, The Deparrnent'

with “book”
USWC/PNB are not allowed
Regulatory Authorities, a
associated with the rapld
affecting USHWC/PNB's tele
B. The Department

and USWC/PNB utilized in
approach.

C. The capitalizati

equxty or debt f1nanc1ng,

performance ratios-during
years.

January 1, 1989,
- USWC/PNB as of January 1,

AMENDED COMPLAT iT FOR REFUND OF .

PQOPEQTY TAXES PATD UNDER PROTEST'

estimated the levels of income for Horth

accurately reflect thelr r=spect1ve market costs

The capltallzatlon ratefflnan01ar

ratios derived from the reported

S HCLD approach Overstates

the true cash value of the Property because it rails
to 1nclude any adjustment for obsolescence

without llmltatlon econcmic obsolescence ass

including

ociated

costs upon which Northwest Plpel1ne and

to earn incone by the

nd functienal obsolescence
technologlcal advances
communications eguipnent.
incorrectly calculated and
Wwest Pipeline
its direct capltallzatlon

ion rate/financial

pertormance ratios applied by the Department to its
estimates of Northwest Pipeline’s and ug

WC/FNB's

incomes were not drawn fronm companies comparable to’
Northwest Pipeline or USWC/PNB

r2spectively, do not

for
and ignore the economic

_impact of their respective regulatory constraints.
D. The Department was also incons

istent in its ..

seiection of capltallzatlon rates/financial

the relevant assessment,

perforwanc»

ratios utilized by the Department in its direct
: capltallzatlon approach for North

west Plpellne as of

and for Northwest Plpellne and

1990, were based upcn

earnings of other
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non-comparable, conglonerate conpanies to their stock
Brices, sometines referred to as earnings to prlce
ratios (’E/P ratios”), Although the Departrient alsc
utilized E/P ratios in its direct capitalization
approach for USWC/PNB as of January 1,71991, it
'utiliZed different ratios for Northwest Pipeline

based upon ratios derived from the cash flous of

D N b WN e

other non-comparable, conglomerate companies to their
stock prices, sometimés referred to as cash flow to
price ratios ("CF/P ratio”).

E. The Department incorrectly and
inconsisteﬁtly calculated and applied -the tradltlonal
direct capitalization approach. As. a result, the
Department’s direct capltallzatlon approaches based
Upon non-comparable E/P ratios and CF/P ratios
overstate the true cash value of Plaintiff’s
Property. Because of the unrellablllty of the
Department’s inconsistent and non-traditional -
‘application of the direct capitalization approach it
should not have been used by the Department as 1ts .
‘exclusive *income” approach to value. Moreover, the
Department’s inconsistent and non- tradltlonal
application of the direct capltallzatlon appreach is
theoretlcally identical to its stock and debt
('market') approach. Accordlngly, the Department
erred in not con51der1nq one or more separate income:

- approaches-to value in conjunction with its two

"market” approaches.
: F.

The stock and debt approacheg used by the
Department to value Plalntlff's Prcperty as of

“January 1, 1999 and January 1, i99gi, should be given
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little or no weight because there is no'reliable data
or methodology to allocate the gross sfock value of a
diversified, non—fegulated, Publicly-traded
conglonerate, like Williams or U S WEST, Inc. [ among
the various non-publicly traded subsidiaries of the
>conglomerate, iike Northwest Pipelihe and USWC/PNB.
Even the Department itself has apparently recognized .
7 stockvaﬁd debt/approach as
ion not to even calculate a
or Northwest Pipeline’s
Property as of January 1, 1989, let alone place'any
weight upon this approach in the correlatijon process.
G. Even if a propefly Calculated stock and
deébt were to be Jdiven some little weight in the
Correlation procees, the Department’s stock and debt
approaches overstate the stock value Of both Willians
and U S WEST, Inc.; make no adjustment for‘nontexable
itens; inaccurately allocate a portion of the Stock
(equity) values OETWilliams to its-subsidiar?,
Hlorthwest Pipeline, and of U WEST, Inc. to jts.
subsidiary, USWC/PNB, understate the influence of
cellular operations by,;ubsidiaries:other than
USWC/PNB’on the stock price of U S WEST, Inc., and
understate the market rates for Nofthwest Pipeline’s
and USWC/PNB’S respective debt issues.

for its two or three apprecaches in arriving at
correlated values_for fhe;ProperE? do not reflect the
“relative reliability of tﬁese appreaches as
indicétors of the true cash valde of the Propertv;
Hor do the Departnment‘s ccrrelations reflect the"

H. . The weightings assigned by the Departnent
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incqnsistent application by the Departnment of its
approaches between different Years and between
different taxpayers Oor the Department’s use of one or
two theoretically identical "market” apprcaches, and
No separate "income~ approach. -

I. The methods used by the Department to
allocate a portion of Northwest Pipeline’s estinated
System value to the State of Washington and to adjust
for the estinated value of Northwest Pipeline’s non-

O NV e W N

taxable property as of January 17 of each of 1939,

+ and 1991 were incorreqt. MOreover, the methcd
used by the Departnment in each'of these years was
' inconsistent>with the method used by thé Department
in each of the other Years. Although still
incorrect, the method usedq by the Department for its
January 1, 1993 valuation most Closely approximates
the proper method for determining the trie cash>value
of Northwest Pipeline's téxable, Washington Ooperating
.Property.. _
J. .'Each of the si% other we A ,

Which Northwest Pipeline‘’s Property is,iocatediusés
the same method for allbeating @ portion of the
estimated unit value of Northdest Pipeline’s Property
to their respective state. The method used by the
Department to allocate a porticﬁ of the unit value of
_Northwest Pipeline’s Property to the State of

: Washingtén'iérinconsistent with theraliocation method
used for Northwest Pipeline by each of these six
other western states. Because washingteﬁ’s
allocation method for Northwest Pipeline is

inconsistent with the allocation method used for

LAw Crvuag
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- Northwest Pipeline by the six other western states,.
when Northwest Pipeline’s Washington alloecateq value
is added to Horthwest Pibelinefs allocated values in
the six other western states, Northwest Pipeline is
effectively taxed upon allocated property wvalues
exceeding 100% of the combined unit value of its’
Property. As a result, the Department’s allocation
methodology “for Nbrthwest Pipeline improperly

inports
value from other states to Washington.

BECOND CLAIM FOR RELIEP
(Violation of Due Process)

47, PlaintiffS’reallege and incorporate by reference

the allegations set forth in paragra

phs 1 through 46 above, as
if fuily set forth herein.

48. -As a result of the errors in its valuation and

‘allocation methodolcgies, the Department significantly over-

valued the Property. This significant over-valuation is
grossly excessive and taxes Property having no substantial
nexus with thé State of Hashington. Accofdinqu, these_
méthodologies Giolate the Due:Process Clausesjof the Uﬁifed
States and Washington Constitut;ons. .S. Const. amend. X1v,
§ 1 and Wash. Const. art, I, § 5.,

49. The Départment’s‘direct capitalization »
approaches utilized E/P and CF/P ratios qalculated for-certain
diversified, non-régulated, publicly-traded conglomerates.

The E/P and CF/P ratios calculated by the Department for these

non4¢omparab1g conglomerates were then applied to (divided

into) the Depértment's estimates of Plaintiffs’ respective

lncones to calculate estinates Of Plaintiffs’ respective
equity values. '
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50. Similarly, the Department’s stock and debt
spproaches utilized the trading prices of the common stock of
Williams and U g WEST, Inc., also diversified, non-regulated,
publicly traded conglomerétesl to estimate values for the
common equity of Williams and U s WEST, Inc.
then allocatéd a portion’of these estimated e
Northwest Pipeéline and USWC/PNB,

The Departmert
quity values to
respectively, by applying
various ratios comparing North'vest Pipeline with the nearly 60

other subsidiaries of ijits corporate parent, Williams, and

comparing USWC/PNB to the flearly 100 other subsidiaries of its
corporate parent, U S WEST, Inc.. . 7

‘ 51.’/The Stock prices used by the Department in its
direct capitalization and stdék and debt approaches |
necessarily captured the value of all of the tangiblé and
intangible pProperty ownegd by Ehe non-reqgulated, publicly-
traded, conglomerate helding compahies, including Williams and
U s WEET, Inc., selected by the Department for compafisoh with
Plaintiffs. The Department’s application in its direct
capiiélization appréach of the E/P and CF/P ratios calculated
for these cbnglomerates to the Pepartment’s estimates of the
inéome of Northwest Pibeline and USWC/PNB nec%Ssar%ly andg
arbitrarily assumes that Northwest Pipeline and UsWwc/pnB own
properties comparable to the pProperty of these conglorerates
With comparable risks and income Jdenerating potential.
Sinmilarly, thejuse of various ratios in ¢ne Department’s steck
and debt approach to allocate a portion of the estimated value
of the common équiﬁytofrwilliams and U S WEST, Inc., to-
Northwest'Pipéiine and USWC/PNB, respectively, necessarily ang
arbitrarily assumes that Northwest Pipeline and USHC/PHB own
properties‘with costs, risks and income qenerating»potential
cormparable to the property of each of the dozens of other,
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subsidiaries of Williams and U s WEST,

Inc. Because Northwest
Pipeline and USWC/PNB generally do not engage - in the same

businesses as these non-comparable conglomerates or their
subsidiaries and are. subject to extensiﬁe regulatory
constraints generally not applicable to these compéniés,
assumption that Northwest Pipeline and USWC/PNB o
properties with comparable costs, '

the
WIl Comparable

risks and income generating
potential is clearly erroneous.

2. Because Northwest Pipeline and USWC/PNB ‘do not

O those owned by the conglomerates

by the Department to develop"its
direct capitalization and’stock ‘and debt
Depaitﬁent'

own properties comparable t
ang theirrsubsidiaries used
: approaches, thz
S application of the ratios developed from these

non-comparable companies to Northwest Pipeline and>USWC/PNB
necessarily and arbitrarily imputes to Northwest Pipeline and

USWC/PNB values dependent upcn the ownership and non-regulated
operation of pfoperty that they do not own and cannot 6pera£e.~
_ ' 53.  The ﬁnreliability and arbitrariness of the
Deparﬁment's direct capitalization and stock and debt g
es is further demonstrated by the extrerne sensiti
of the stock prices used by the Department in both approaches
to global economic and political factors affecting the public
stock exéhqnges fhéé‘are not directlyvrelatedvto any prop

approaéh vite

erty
owned by either Northwest Pipeline or USWC/PNB or by any of
the conglomerates or their subsidiaries selected by the

Department as "comparables.~

54.- The Department’s aﬁplication to'Northwest

Pipeline and USWC/PNB cf ratios computed for

non-comparable
companies,

coupled with its failure to make any adjustments

for the econonic impacts of regulation or factors affecting

the public stock exchanges,. resulted in arbitrary valuations
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of the Property that are grossly excessive. These arbitrary

and grossly excessive valuations resulted in

excessive taxes and confiscated,Northw
USWC/PNB"*

the impositicn of

Waéhihgton'Constitutions., U.s.
wash. Const, art. I, § 3,

- [’THIRD CLAIM POR RELIEF
(Violation of Tax Uniformity, Due Frocess anq Equal Protection)

°6. Article!VII, Section 1 of the Washington

Constitution Provides that "(a}ll taxes shall be wuniforn upon

the same class of property.”  *The word fproperty’ 48 used

rything whether tangible or
intangible,'subject(to ownerShip;”

_ 57.. Pléin@iffs are informed that the valuation,
‘reporting, assessment,

herein shall mean and include eve

of other taxpayers is not asséssed‘to such other taxpayers by .

while similar property is assessed to

Plaintiffs by the Defendants.

Law crveas .
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59. Theseée disparities cause Plaintiffs’ Property to
be assessed at values substantially ‘in exqeés of its true cash
valué, while sémé similarly situéted pfoperty is assessed at
or belowrits true cash value, or is not assessed at all.

These differences in ﬁhefrEIative valuation leve;s of property
in the same class, coupled with the Défendants’ failure to
asSsess some types of Property owned by other similarly
situated taxpayérs, violate the Uniformity and Privileges ang
Inmunities Clauses cf the Washihgton<Constitution, the Equal
Protection Clause of the United States Constitution and the
Due Process' Clauses of both Constitutions. Wash.’Conséi artc.

in, § 1, U.S. Const: amend. XIV, § 1, and wWash. Const. art.
I, §§ 3 and 12, '

: FOURTH CLAIM FOR RELIEP
(Violation of Equalization Requirements)

GQL Plaintiffs reallege and incerporate by reference
tbe‘allegations set forth in bParagraphs 1 through 59 above, as
if fullyléét forth herein.

61. RCW § 84.12.35¢ requires the Department to
equalize the assessed value of the Property byrapplying to
such "value the same ratic as the ratio of assessedlto actual
value of the general property in t€ach] county” in which the
Property is located. :

- 62. As set forth in the previous claim for relief,
the Department’s valuation aﬁd reporting methods result in the

taxationfof the Property at a greatef”percentage'of its actual

value than is the general property in the Defendant Counties.
‘ -63. The Department’s failure to equalize the ratio
of assessed to actqairvalue for the Property with the ratio of

assessed to éctual Value for general property in the befendant

LAw arvaas
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Counties vioclates the equalization provision of Recw
§ 84.12.350, '

FIFTH CLAIM POR RELIEP )
(Discrimination Against Intersatate Commerce)

64. 'Plaintiffs reallege and incorporate'by reference
the allegations set forth in paragraphs 1 through 63 above, as

if fully set forth herein.

, 65. As set forth in Plaintiffe’ Third Clain for
Relief, the—assessment aﬁd alliocation piractices of the:
Defendants effeétively tax to Plaintiffs values associated )
with property o;ned by other taxpayers that has no substantial
Rexus with the State Of Washington. Defendants~’ Practices,
therefore, violate the’Commerée and the Due Process Clauses of
the United States Constitution., U.S. Const. art. I, § g(3)
and U.S. Const. amend Xiv, § 1.

_66: In addition, the Department’g methodolegies
discriminate agaiﬂst interstate commerce Dy failing to
Iecognize ‘that there are no artificial restrictions onvphe

ability of non=requlated companies to:earn Profits on all of

their Washington assets,

67. In“contrast, Plaintiffs are extensivély
réguiatéd by the Régﬁlatory Authoriti
authorized to earn Profits on the re
©f their Washington assets,

To the extent Plaintiffsg €arn amounts
in excess of their respective maximum authorized rates of -

return, they may and have been required to lower their rates.
Or to refund such exéess'amounts to their customers. '
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68. The Defendants’ assessment practices fail to

consider the economic effects of regulation by the Regulatory

Authorities on the value of the Property and thus impose a
higher effective rate of tax on the earning potential of the
Property and the bropérty of other requlated companies than
they do on the comparable’propertyrof intrastate and
nonregulated companies. Taxation of the property of regulatedqd
companies at a higher effective rate than the pProperty of non-
regulated conpanies disadvantéges interstate commerce and
violates the Commerce Clause because it imposes a
disproportionate and discriminatory tax burden on Plaintiff’s

customers in states other than Washington: U.s. const. art.
I, § 8(3). ‘

S8IZTH CLAIM POR RELIEF
(Civil Rights Violation)

69. Plaintiffs reallege and incorporate by reference
the allegations set forth in paragraphs 1 through 63 above, as
1f fully set forth herein. o

70. The Defendant’s excessive and illegal valuation
and taxation of the Property violates the Commerce, Bue
Process and Equal Protecti®nm Clauses of the United States
Constitution and is a deprivation of Plaintiffs’ rights
secured by the United States Comstitution. U.S. Const. art.
I, § 8(3) and U.S. Const. amend X1V, § 1.

71. The deprivaffaﬁ;Sf,Plaintiffs’ rights secured by
the United States Constitution is a vViolation of the Civil
Rights Act, 42 U.S.C. § 1983 (1986) . ,

72. Pursuant to 42 U.S.C. § 1983 (1986), Plaintiffs
are entitled to a judgment that the Defendants’ actions

| violate Plaintiffs’ constitutional rights,

Law OFvvm
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73. Pursuant to 42 U.S.C.§ 1988 (1986), Plaintiffs
are further entltlea to their costs and attorneys’
associated with this action.

fees

PRAYER FOR RELIEP

WREREFORE, Northwest Pipeline and USWC/PNB pray for

the following relief:

1. For a judgment setting the taxable true cash
values of the Property for the assesspent dates January 1,
1989, January 1, 1990; ang January 1,

1991 in such anounts as
may be established at trial, and ordering that any tax

collected on values in excess of thnse amounts must be refunded
to Northwest Pipeline and USWC/PNB, as appropriate,. with
lnterest at the applicable statutory rates,

2. Fer a judgment en301n1ng the Department. fron

u51nq any valuatlon assessment or allocation nethcdoloqles for
:asseSSLent Y€ars conmmencing on or after January 1, 1992 that
are determlned by the Court to be unconst1tut10nal

unlawful or
that result 1n arbitrary and excessive valuations of the
Property;
3. For an award of the costs and expenses incurred
Plaintiffs in thls action;

4.. For an award of the reasonable attorneys’ fees
1ncurred by Plalntlffs in this actlon, and
/77
ovs
/7
/77
/77
a4
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5. For such other and
deems appropriate under the circu

further relijef as the Court
mstances.

DATED this

-5/_.day of January, 1993,

e - ————

Eugene)I. Annis
WSB o. 2112
Attorneys for .
' NorthwestrPipeline Corporation
i and ) L
U 'S WEST Comnunications, Inc.
LUKINS & ANNIS
Eugene I. Annis
Linda G. Tompkins
Suite 1600 , ,
“ashington Trust Center
Spokane, Washington 993204
Tel. (509) 455-9555

HOILME ROBERTS & OWEN -
Pavid K. Detton 80874

Mark K. Buchi #0475

David J. Crapo 35055

Suite 900 _ !

50 South Main ‘Street

Salt LakKe ‘Ccity, uUtah 84144
. - Tel. (801) 521-5800
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