UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10‑Q
(Mark One)

þ QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the quarterly period ended September 30, 2014
or
¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from______________to __________

Commission File Number 1‑35143

TESORO LOGISTICS LP
(Exact name of registrant as specified in its charter)

Delaware

27‑4151603

(State or other jurisdiction of
incorporation or organization)

(I.R.S. Employer
Identification No.)

19100 Ridgewood Pkwy, San Antonio, Texas 78259-1828
(Address of principal executive offices) (Zip Code)

210-626-6000
(Registrant’s telephone number, including area code)
Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934
during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing
requirements for the past 90 days. Yes þ No ¨
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data File
required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or for such shorter
period that the registrant was required to submit and post such files). Yes þ No ¨
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting company. See
definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting company” in Rule 12b-2 of the Exchange Act. (Check one):
Large accelerated filer þ
Non-accelerated filer ¨ (Do not check if a smaller reporting company)

Accelerated filer ¨
Smaller reporting company ¨

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes ¨ No þ
The registrant had 80,125,930 common units and 1,631,448 general partner units outstanding at October 27, 2014.

TESORO LOGISTICS LP
QUARTERLY REPORT ON FORM 10-Q
FOR THE QUARTERLY PERIOD ENDED SEPTEMBER 30, 2014
TABLE OF CONTENTS
PART I. FINANCIAL INFORMATION
Item 1.

Page

Financial Statements (Unaudited)

3

Condensed Statements of Combined Consolidated Operations - Three and Nine Months Ended
September 30, 2014 and 2013

3

Condensed Combined Consolidated Balance Sheets - September 30, 2014 and December 31, 2013

4

Condensed Statements of Combined Consolidated Cash Flows - Nine Months Ended
September 30, 2014 and 2013

5

Notes to Condensed Combined Consolidated Financial Statements

6

Management's Discussion and Analysis of Financial Condition and Results
of Operations

25

Item 3.

Quantitative and Qualitative Disclosures About Market Risk

53

Item 4.

Controls and Procedures

53

Item 2.

PART II. OTHER INFORMATION
Item 1.

Legal Proceedings

54

Item 1A.

Risk Factors

54

Item 2.

Unregistered Sales of Equity Securities and Use of Proceeds

56

Item 6.

Exhibits

57

SIGNATURES

59

2

Table of Contents

PART I - FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
TESORO LOGISTICS LP
CONDENSED STATEMENTS OF COMBINED CONSOLIDATED OPERATIONS (a)
(Unaudited)
Three Months Ended September 30,
2014

Nine Months Ended September 30,

2013

2014

2013

(Dollars in thousands, except unit and per unit amounts)

REVENUES
Affiliate
Third-party

$

Total Revenues

129,990
20,364

$

150,354

COSTS AND EXPENSES
Operating and maintenance expenses, net (1)
Imbalance settlement gains
General and administrative expenses
Depreciation and amortization expenses
Loss (gain) on asset disposals and impairments
Total Costs and Expenses
OPERATING INCOME
Interest and financing costs, net
Interest income
$

NET INCOME

$

357,834
51,944

$

187,024
25,243

96,725

409,778

212,267

64,169
(9,417)
16,553
18,224
204

60,191
(1,159)
8,437
16,368
13

169,937
(14,534)
38,745
51,093
(4,412)

114,733
(6,159)
21,701
28,549
177

89,733

83,850

240,829

159,001

60,621
(28,220)
—

12,875
(12,284)
—

168,949
(63,440)
—

53,266
(24,459)
493

32,401

Loss (income) attributable to Predecessors

$

(86)

Net Income attributable to Partners
General partner’s interest in net income, including incentive
distribution rights

81,215
15,510

32,315
(13,504)

591

$

105,509

$

29,300

20,462

4,070

29,604

21,053

109,579

58,904

(3,563)

(28,298)

(7,077)

Limited partners’ interest in net income

$

18,811

$

17,490

$

81,281

$

51,827

Net income per limited partner unit:
Common - basic
Common - diluted
Subordinated - basic and diluted

$
$
$

0.33
0.33
—

$
$
$

0.37
0.37
0.37

$
$
$

1.50
1.50
1.28

$
$
$

1.14
1.14
1.10

Weighted average limited partner units outstanding:
Common units - basic
Common units - diluted
Subordinated units - basic and diluted

55,934,835
56,022,405
—

31,722,523
31,828,764
15,254,890

47,405,475
47,487,656
7,543,627

30,456,062
30,549,230
15,254,890

Cash distributions paid per unit

$

0.6150

$

0.5100

$

1.7700

$

1.4725

SUPPLEMENTAL INFORMATION:
(1) Includes reimbursements from Tesoro

$

7,602

$

—

$

17,693

$

539

_____________
(a) Adjusted to include the historical results of the West Coast Logistics Assets. See Notes A and B for further discussion.

See accompanying notes to condensed combined consolidated financial statements.
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TESORO LOGISTICS LP
CONDENSED COMBINED CONSOLIDATED BALANCE SHEETS
(Unaudited)
September 30, 2014

December 31, 2013 (a)

(Dollars in thousands)

ASSETS
CURRENT ASSETS
Cash and cash equivalents
Receivables, net
Trade
Affiliate
Other
Current assets held for sale
Prepayments and other

$

3,442

$

13,394
59,966
18,433
—
4,719

Total Current Assets
NET PROPERTY, PLANT AND EQUIPMENT
GOODWILL
OTHER NONCURRENT ASSETS
Total Assets

23,203
9,125
42,967
14,000
4,903
2,191

99,954

96,389

1,488,520
9,228
25,358

1,398,329
8,738
29,563

$

1,623,060

$

1,533,019

$

55,378
18,104
1,970
29,874
13,690
10,466

$

21,802
13,909
2,346
22,895
19,741
7,906

LIABILITIES AND EQUITY
CURRENT LIABILITIES
Accounts payable
Trade
Affiliate
Deferred revenue - affiliate
Accrued interest and financing costs
Accrued environmental liabilities
Other current liabilities
Total Current Liabilities
OTHER NONCURRENT LIABILITIES
DEBT
COMMITMENTS AND CONTINGENCIES (NOTE H)
EQUITY
Equity of predecessors
Common unitholders; 57,125,795 units issued and outstanding (39,148,916 in 2013)
Subordinated unitholders; 0 units issued and outstanding (15,254,890 in 2013)
General partner; 1,163,138 units issued and outstanding (1,110,282 in 2013)

129,482

88,599

13,103
1,275,957

5,832
1,164,020

—
247,729
—
(43,211)

Total Equity

29,216
459,261
(161,311)
(52,598)

204,518
$

Total Liabilities and Equity

1,623,060

_____________
(a) Adjusted to include the historical results of the West Coast Logistics Assets. See Notes A and B for further discussion.

See accompanying notes to condensed combined consolidated financial statements.
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TESORO LOGISTICS LP
CONDENSED STATEMENTS OF COMBINED CONSOLIDATED CASH FLOWS (a)
(Unaudited)
Nine Months Ended September 30,
2014

CASH FLOWS FROM (USED IN) OPERATING ACTIVITIES:
Net income
Adjustments to reconcile net income to net cash from (used in) operating activities:
Depreciation and amortization expenses
Amortization of debt issuance costs
Unit-based compensation expense
Loss (gain) on asset disposals and impairments
Changes in current assets and liabilities
Changes in non-current assets and liabilities

$

105,509

Net cash from operating activities

Net cash used in investing activities
CASH FLOWS FROM (USED IN) FINANCING ACTIVITIES:
Proceeds from debt offering
Proceeds from issuance of units, net of issuance costs
Quarterly distributions to unitholders
Quarterly distributions to general partner
Distributions in connection with acquisitions
Borrowings under revolving credit agreement
Repayments under revolving credit agreement
Repayments of debt
Payments on capital leases
Financing costs
Contributions by affiliate
Sponsor contribution of equity to the Predecessor
Net cash from (used in) financing activities
INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD
$

29,300
28,549
1,408
1,454
177
724
11,116

152,817

72,728

(115,324)
18
9,721
—

(51,677)
354
—
(314,757)

(105,585)

(366,080)

—
158,669
(97,042)
(20,624)
(243,000)
294,800
(51,800)
(130,273)
(197)
(782)
19,922
3,334

550,000
399,667
(67,797)
(5,215)
(544,000)
544,000
(544,000)
—
(225)
(12,531)
4,562
14,682

(66,993)

339,143

(19,761)
23,203

45,791
19,290

3,442

_____________
(a) Adjusted to include the historical results of the West Coast Logistics Assets. See Notes A and B for further discussion.

See accompanying notes to condensed combined consolidated financial statements.
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$

51,093
4,903
1,367
(4,412)
(8,768)
3,125

CASH FLOWS FROM (USED IN) INVESTING ACTIVITIES:
Capital expenditures
Capital expenditure reimbursements
Proceeds from sale of assets
Acquisitions

CASH AND CASH EQUIVALENTS, END OF PERIOD

2013
(Dollars in thousands)

$

65,081

Table of Contents

TESORO LOGISTICS LP
NOTES TO CONDENSED COMBINED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
NOTE A - ORGANIZATION AND BASIS OF PRESENTATION
As used in this report, the terms “Tesoro Logistics LP,” “TLLP,” the “Partnership,” “we,” “us,” or “our” refer to Tesoro Logistics LP, one or more of its
consolidated subsidiaries or all of them taken as a whole. References in this report to “Tesoro” or our “Sponsor” refer collectively to Tesoro Corporation and
any of its subsidiaries, other than Tesoro Logistics LP, its subsidiaries and its general partner.
Organization
TLLP is a Delaware limited partnership formed in December 2010 by Tesoro and its wholly owned subsidiary, Tesoro Logistics GP, LLC (“TLGP”), our
general partner.
In 2013 and 2014, we entered into various transactions with Tesoro and TLGP, our general partner, pursuant to which TLLP acquired from Tesoro the
following:
•
•
•

six marketing terminals and storage facilities located in Southern California (the “Los Angeles Terminal Assets”) effective June 1, 2013;
two marine terminals, a marine storage facility, a products terminal, a petroleum coke handling and storage facility and crude oil and refined
products pipelines located in Southern California (the “Los Angeles Logistics Assets”) effective December 6, 2013; and
three truck terminals, ten storage tanks, two rail loading and unloading facilities and a refined products pipeline (the “West Coast Logistics Assets”)
effective July 1, 2014 for the terminals, storage tanks and rail facilities and effective September 30, 2014 for the refined products pipeline.

These transactions are collectively referred to as “Acquisitions from Tesoro.”
Principles of Combination and Consolidation and Basis of Presentation
The Acquisitions from Tesoro were transfers between entities under common control. As an entity under common control with Tesoro, we record the assets
that we acquire from Tesoro on our balance sheet at Tesoro’s historical basis instead of fair value. Transfers of businesses between entities under common
control are accounted for as if the transfer occurred at the beginning of the period, and prior periods are retrospectively adjusted to furnish comparative
information. Accordingly, the accompanying financial statements and related notes of TLLP have been retrospectively adjusted to include the historical
results of the assets acquired in the Acquisitions from Tesoro for all periods presented with the exception of the Los Angeles Terminal Assets since they were
not operated by Tesoro prior to their acquisition by TLLP on June 1, 2013. We refer to the historical results of the West Coast Logistics Assets prior to their
respective acquisition dates and the Los Angeles Logistics Assets from June 1, 2013 to December 5, 2013, as our “Predecessors.”
The accompanying financial statements and related notes include the combined financial position, results of operations and cash flows of our Predecessors at
historical cost. The financial statements of our Predecessors have been prepared from the separate records maintained by Tesoro and may not necessarily be
indicative of the conditions that would have existed or the results of operations if our Predecessors had been operated as an unaffiliated entity. Our
Predecessors did not record revenue for transactions with Tesoro in the Terminalling and Transportation segment, with the exception of Regulatory
Commission of Alaska (“RCA”) tariffs charged to Tesoro on the refined products pipeline included in the West Coast Logistics Assets acquisition.
The interim condensed combined consolidated financial statements and notes thereto have been prepared by management without audit according to the
rules and regulations of the Securities and Exchange Commission (“SEC”) and reflect all adjustments that, in the opinion of management, are necessary for a
fair presentation of results for the periods presented. Such adjustments are of a normal recurring nature, unless otherwise disclosed.
Certain information and notes normally included in financial statements prepared in accordance with accounting principles generally accepted in the United
States of America (“U.S. GAAP”) have been condensed or omitted pursuant to the SEC’s rules and regulations. However, management believes that the
disclosures presented herein are adequate to present the information fairly. The accompanying interim condensed combined consolidated financial
statements and notes should be read in conjunction with our Annual Report on Form 10-K for the year ended December 31, 2013.
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TESORO LOGISTICS LP
NOTES TO CONDENSED COMBINED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
We prepare our condensed combined consolidated financial statements in conformity with U.S. GAAP, which requires management to make estimates and
assumptions that affect the amounts of assets and liabilities and revenues and expenses reported as of and during the periods presented. We review our
estimates on an ongoing basis using currently available information. Changes in facts and circumstances may result in revised estimates, and actual results
could differ from those estimates. The results of operations of the Partnership, or our Predecessors, for any interim period are not necessarily indicative of
results for the full year.
We believe the carrying value of our cash and cash equivalents, receivables, accounts payable and certain accrued liabilities approximates fair value. Our fair
value assessment incorporates a variety of considerations, including:
•
•

the short term duration of the instruments (none of our trade payables or trade receivables have been outstanding for greater than 90 days); and
the expected future insignificance of bad debt expense, which includes an evaluation of counterparty credit risk.

The fair value of our senior notes is based on prices from recent trade activity and is categorized in level 2 of the fair value hierarchy. The borrowings under
our amended revolving credit facility (the “Revolving Credit Facility”), which include a variable interest rate, approximate fair value. The carrying value and
fair value of our total debt were both approximately $1.3 billion as of September 30, 2014, and were both approximately $1.2 billion as of December 31,
2013.
New Accounting Standards
Revenue Recognition
The Financial Accounting Standards Board issued an Accounting Standards Update (“ASU”) in May 2014, which provides accounting guidance for all
revenue arising from contracts to provide goods or services to customers. The requirements from the new ASU are effective for interim and annual periods
beginning after December 15, 2016, and early adoption is not permitted. The standard allows for either full retrospective adoption or modified retrospective
adoption. At this time, we are evaluating the ASU to determine the method of adoption and the impact this ASU may have on our financial statements and
related disclosures.
NOTE B - ACQUISITIONS
QEP Field Services Acquisition
On October 19, 2014, we reached a definitive agreement to acquire the natural gas gathering, processing, treating and transportation and crude oil gathering
business of QEP Field Services, LLC (“QEPFS”) with operations in Wyoming, Colorado, Utah and the Williston Basin in North Dakota (the “QEPFS
Acquisition”). See Note M for additional discussion on the QEPFS Acquisition.
2014 Acquisition
On June 23, 2014, we entered into an agreement with Tesoro to acquire certain terminalling and pipeline assets owned by Tesoro and two of its subsidiaries,
Tesoro Refining & Marketing Company LLC and Tesoro Alaska Company LLC. Under the terms of the agreement, TLLP acquired the West Coast Logistics
Assets for total consideration of $270.0 million. The operations of the West Coast Logistics Assets are included in our Terminalling and Transportation
segment.
On July 1, 2014, we closed on the purchase of the first portion of the West Coast Logistics Assets in exchange for consideration of $241.4 million, comprised
of approximately $214.4 million in cash, financed with borrowings on our Revolving Credit Facility, the issuance of equity to Tesoro with a fair value of
$27.0 million. The equity was comprised of 370,843 common units and 8,856 general partner units.
TLLP completed the second portion of this acquisition on September 30, 2014, upon receiving the required regulatory approval from the RCA, for cash
consideration of $28.6 million, which was financed with borrowings on our Revolving Credit Facility. The assets consist of all of Tesoro’s membership
interests in Tesoro Alaska Pipeline Company LLC, a wholly-owned subsidiary of Tesoro, which owns a refined products pipeline connecting Tesoro’s Kenai
refinery to Anchorage, Alaska.
7
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TESORO LOGISTICS LP
NOTES TO CONDENSED COMBINED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
Tesoro retained any current assets and current liabilities related to the West Coast Logistics Assets as of the dates of acquisition. The only historical balance
sheet item that transferred to the Partnership in the acquisition was property, plant and equipment, which was recorded by TLLP at historical cost.
We entered into throughput, use and storage agreements with Tesoro for the marketing and storage terminal facilities in connection with the closing of this
transaction. The terminalling agreements include a minimum throughput commitment and the storage agreement requires Tesoro to pay a monthly storage
services fee. In addition, Tesoro committed to a minimum volume throughput on the refined products pipeline. See Note C for additional information
regarding commercial agreements and amendments to other agreements with related parties in connection with the acquisition.
2013 Acquisitions
Los Angeles Terminal Assets and Los Angeles Logistics Assets Acquisitions
We completed the Los Angeles Terminal Assets acquisition and the Los Angeles Logistics Assets acquisition in 2013 and entered into commercial
agreements in connection with the acquisitions under which Tesoro commits to minimum monthly throughput volumes of crude oil and refined products. See
our Annual Report on Form 10-K for the year ended December 31, 2013 for additional information regarding the Acquisitions from Tesoro and the
commercial agreements executed in connection with these acquisitions.
We have not provided disclosure of pro forma revenues and earnings as if these acquisitions had occurred prior to 2013 for the nine months ended
September 30, 2013. BP managed and operated the Los Angeles Terminal Assets and the Los Angeles Logistics Assets as part of its refining operations, and
historical U.S. GAAP financial information specific to the assets is not available. As a result, preparing pro forma information was determined to be
impracticable.
Northwest Products System Acquisition
O n June 19, 2013, we purchased a regulated common carrier products pipeline system running from Salt Lake City, Utah to Spokane, Washington
(“Northwest Products Pipeline”) and three refined products terminals in Boise and Pocatello, Idaho and Pasco, Washington (collectively, the “Northwest
Products System”) from Chevron Pipe Line Company and Northwest Terminalling Company (collectively, “Chevron”). The total purchase price was $354.8
million. During the second quarter of 2014, we completed and finalized assessments of the fair values related to the acquisition. The purchase price allocation
for the Northwest Products System acquisition is final and is based on estimated fair values of the assets acquired and liabilities assumed at the acquisition
date. There were no material purchase price allocation adjustments recorded during 2014.
Pursuant to the regulatory review process associated with the Northwest Products System acquisition, we agreed to divest our legacy refined products
terminal in Boise, Idaho (“Boise Terminal”). We completed the sale of the Boise Terminal on March 18, 2014. Net proceeds from the sale of the assets were
$9.7 million, which resulted in a gain of $4.7 million recorded during the nine months ended September 30, 2014.
If the Northwest Products System acquisition had occurred prior to 2013, our pro forma revenues and net income would have been $234.0 million and $34.1
million, respectively, for the nine months ended September 30, 2013.
Financial Results
Our historical financial statements have been retrospectively adjusted to reflect the results of operations, financial position, cash flows and equity attributable
to the West Coast Logistics Assets as if we owned the assets for all periods presented. The results of the West Coast Logistics Assets are included in the
Terminalling and Transportation segment. The West Coast Logistics Assets acquisition was not material to our condensed combined consolidated financial
statements.
The results of the West Coast Logistics Assets operations, prior to the West Coast Logistics Assets respective acquisition dates on July 1, 2014 and
September 30, 2014, and the results of the Los Angeles Logistics Assets operations, for the period of June 1, 2013 through September 30, 2013, have been
included in the Predecessors’ results in the tables below. The results of the West Coast Logistics Assets and the Los Angeles Logistics Assets, subsequent to
each respective acquisition date, have been included in TLLP’s results.
8
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TESORO LOGISTICS LP
NOTES TO CONDENSED COMBINED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
The following tables present our financial position, results of operations, the effect of including the results of the Predecessors and the adjusted total amounts
included in our condensed combined consolidated financial statements.
Condensed Combined Consolidated Balance Sheet as of December 31, 2013
Tesoro Logistics LP

Predecessors

December 31, 2013

(Dollars in thousands)

ASSETS
CURRENT ASSETS
Cash and cash equivalents
Receivables, net
Trade
Affiliate
Other
Current assets held for sale
Prepayments and other

$

23,203

$

9,125
42,369
14,000
4,903
2,110

Total Current Assets
NET PROPERTY, PLANT AND EQUIPMENT
GOODWILL
OTHER NONCURRENT ASSETS
$

Total Assets

—

$

—
598
—
—
81

23,203
9,125
42,967
14,000
4,903
2,191

95,710

679

96,389

1,368,301
8,738
29,563

30,028
—
—

1,398,329
8,738
29,563

1,502,312

$

30,707

$

1,533,019

21,412
13,851
2,346
22,895
19,741
6,863

$

390
58
—
—
—
1,043

$

21,802
13,909
2,346
22,895
19,741
7,906

LIABILITIES AND EQUITY
CURRENT LIABILITIES
Accounts payable
Trade
Affiliate
Deferred revenue - affiliate
Accrued interest and financing costs
Accrued environmental liabilities
Other current liabilities

$

Total Current Liabilities
OTHER NONCURRENT LIABILITIES
DEBT
EQUITY
Equity of predecessors
Common unitholders
Subordinated unitholders
General partner
Total Equity
$

Total Liabilities and Equity

9

87,108

1,491

88,599

5,832
1,164,020

—
—

5,832
1,164,020

—
459,261
(161,311)
(52,598)

29,216
—
—
—

29,216
459,261
(161,311)
(52,598)

245,352

29,216

274,568

1,502,312

$

30,707

$

1,533,019
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TESORO LOGISTICS LP
NOTES TO CONDENSED COMBINED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
Condensed Statement of Combined Consolidated Operations for the Three Months Ended September 30, 2014
Tesoro Logistics LP

REVENUES
Affiliate
Third-party

Three Months Ended
September 30, 2014

Predecessors
(Dollars in thousands)

$

Total Revenues

127,638
20,364

$

148,002

COSTS AND EXPENSES
Operating and maintenance expenses
Imbalance settlement gains
General and administrative expenses
Depreciation and amortization expenses
Loss on asset disposals and impairments

2,352
—

$

2,352

129,990
20,364
150,354

62,119
(9,417)
16,470
18,091
204

2,050
—
83
133
—

64,169
(9,417)
16,553
18,224
204

Total Costs and Expenses

87,467

2,266

89,733

OPERATING INCOME
Interest and financing costs, net

60,535
(28,220)

86
—

60,621
(28,220)

32,315

86

32,401

NET INCOME
Income attributable to Predecessors

—
$

Net income attributable to partners

32,315

(86)
$

—

(86)
$

32,315

Condensed Statement of Combined Consolidated Operations for the Three Months Ended September 30, 2013
Tesoro Logistics LP

REVENUES
Affiliate
Third-party

Three Months Ended
September 30, 2013

Predecessors
(Dollars in thousands)

$

Total Revenues
COSTS AND EXPENSES
Operating and maintenance expenses
Imbalance settlement gains
General and administrative expenses
Depreciation and amortization expenses
Loss on asset disposals and impairments

78,958
14,819

$

2,257
691

$

81,215
15,510

93,777

2,948

96,725

41,004
(1,159)
7,554
13,028
13

19,187
—
883
3,340
—

60,191
(1,159)
8,437
16,368
13

Total Costs and Expenses

60,440

23,410

83,850

OPERATING INCOME (LOSS)
Interest and financing costs, net

33,337
(12,284)

(20,462)
—

12,875
(12,284)

21,053

(20,462)

NET INCOME (LOSS)
Loss attributable to Predecessors

—
$

Net income attributable to partners
10

21,053

591

20,462
$

—

20,462
$

21,053
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TESORO LOGISTICS LP
NOTES TO CONDENSED COMBINED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
Condensed Statement of Combined Consolidated Operations for the Nine Months Ended September 30, 2014
Tesoro Logistics LP

REVENUES
Affiliate
Third-party

Nine Months Ended
September 30, 2014

Predecessors
(Dollars in thousands)

$

Total Revenues

351,432
51,944

$

6,402
—

$

357,834
51,944

403,376

6,402

409,778

160,963
(14,534)
38,264
50,076
(4,412)

8,974
—
481
1,017
—

169,937
(14,534)
38,745
51,093
(4,412)

Total Costs and Expenses

230,357

10,472

240,829

OPERATING INCOME (LOSS)
Interest and financing costs, net

173,019
(63,440)

(4,070)
—

168,949
(63,440)

NET INCOME (LOSS)

109,579

(4,070)

105,509

COSTS AND EXPENSES
Operating and maintenance expenses
Imbalance settlement gains
General and administrative expenses
Depreciation and amortization expenses
Gain on asset disposals and impairments

Loss attributable to Predecessors

—
$

Net income attributable to partners

109,579

4,070
$

—

4,070
$

109,579

Condensed Statement of Combined Consolidated Operations for the Nine Months Ended September 30, 2013
Tesoro Logistics LP

REVENUES
Affiliate
Third-party

Nine Months Ended
September 30, 2013

Predecessors
(Dollars in thousands)

$

Total Revenues

180,952
24,322

$

205,274

COSTS AND EXPENSES
Operating and maintenance expenses
Imbalance settlement gains
General and administrative expenses
Depreciation and amortization expenses
Loss on asset disposals and impairments

84,728
(6,159)
20,211
23,447
177

Total Costs and Expenses

122,404

OPERATING INCOME (LOSS)
Interest and financing costs, net
Interest income
NET INCOME (LOSS)
Loss attributable to Predecessors
$
11

$

187,024
25,243

6,993

212,267

30,005
—
1,490
5,102
—

114,733
(6,159)
21,701
28,549
177

36,597

159,001

82,870
(24,459)
493

(29,604)
—
—

53,266
(24,459)
493

58,904

(29,604)

29,300

—

Net income attributable to partners

6,072
921

58,904

29,604
$

—

29,604
$

58,904
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NOTES TO CONDENSED COMBINED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
NOTE C - RELATED-PARTY TRANSACTIONS
Affiliate Agreements
The Partnership has various long-term, fee-based commercial agreements with Tesoro under which we provide pipeline transportation, trucking, terminal
distribution, storage and petroleum-coke handling services and Tesoro commits to minimum monthly throughput volumes of crude oil and refined products.
We believe the terms and conditions under these agreements, as well as our other agreements with Tesoro, are generally no less favorable to either party than
those that could have been negotiated with unaffiliated parties with respect to similar services.
We entered into or amended the following agreements with Tesoro in connection with the West Coast Logistics Assets acquisition:

Terminalling Services Agreement - Nikiski
Terminalling Services Agreement - Anacortes
Terminalling Services Agreement - Martinez
Storage Services Agreement - Anacortes

Initiation Date

Term

Renewals

July 1, 2014
July 1, 2014
July 1, 2014
July 1, 2014

10
10
10
10

2 x 5 years
2 x 5 years
2 x 5 years
2 x 5 years

Termination Provision Force Majeure

TLLP can declare
(unilateral)

Under each of the terminalling services agreements, Tesoro pays the Partnership fees for certain terminalling, storage and ancillary services at the
Partnership’s terminals. Under the Storage Services Agreement, Tesoro pays the Partnership fees for storage and handling services for crude oil, refinery
feedstocks and refined products at the Anacortes terminal.
Anacortes Truck Rack Construction Agreement. The Partnership entered into a construction service agreement (the “Construction Agreement”) with Tesoro,
effective July 1, 2014. Under the Construction Agreement, the Partnership will pay Tesoro a fixed fee of $23.0 million for the construction of a new refined
products distribution truck rack at the site of Partnership’s Anacortes terminal, which was acquired as part of the West Coast Logistics Assets acquisition.
Third Amended and Restated Omnibus Agreement. The Partnership entered into an omnibus agreement with Tesoro at the closing of our initial public
offering (the “Initial Offering”). The agreement has been amended for each of the Acquisitions from Tesoro, and was most recently amended on July 1, 2014
in connection with the first portion of the West Coast Logistics Assets acquisition (the “Amended Omnibus Agreement”). In addition, the schedules to the
Amended Omnibus Agreement were amended and restated, effective July 1, 2014, increasing the annual administrative fee payable by the Partnership to
Tesoro under the Amended Omnibus Agreement from $5.5 million as of December 31, 2013 to $5.7 million as of July 1, 2014 for the provision of certain
insurance coverage and various general and administrative services, including executive management, legal, accounting, treasury, human resources, health,
safety and environmental, information technology, administration and other corporate services. In addition, the Partnership reimburses Tesoro for all other
direct or allocated costs and expenses incurred by Tesoro or its affiliates on its behalf.
Under the Amended Omnibus Agreement, Tesoro indemnifies us for certain matters, including environmental, title and tax matters associated with the
ownership of our assets acquired from Tesoro, with the exception of the Los Angeles Terminal Assets acquisition and Los Angeles Logistics Assets
acquisition, which are covered by the Carson Assets Indemnity Agreement (“Carson Assets Indemnity Agreement”). With respect to certain assets that we
acquired from Tesoro, indemnification for unknown environmental and title liabilities is limited to pre-closing conditions identified prior to the earlier of the
date that Tesoro no longer controls our general partner or five years after the date of closing. Under the Amended Omnibus Agreement, the aggregate annual
deductible for each type of liability (unknown environmental liabilities or title matters) is $0.6 million, as of September 30, 2014.
Secondment and Logistics Services Agreement. In connection with the acquisition of the West Coast Logistics Assets on July 1, 2014, we terminated our
Operational Services Agreement and entered into the Secondment and Logistics Services Agreement (the “Secondment Agreement”). Under the Secondment
Agreement, employees of Tesoro are seconded to our general partner to provide operational and maintenance services for certain of our pipelines and
terminals, and we reimburse our general partner for these costs. During their period of secondment, the seconded employees are under the management and
supervision of our general partner. Conversely, employees of TLGP may be seconded to Tesoro to provide operational and maintenance services related to
certain assets, for which Tesoro will reimburse our General Partner for the associated costs.
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(Unaudited)
Summary of Affiliate Transactions
A summary of revenue and expense transactions with Tesoro, including expenses directly charged and allocated to our Predecessors, are as follows (in
thousands):
Three Months Ended September 30,
2014

Revenues
Operating and maintenance expenses (a)
General and administrative expenses
____________

$

129,990
849
10,424

Nine Months Ended September 30,

2013

$

2014

81,215
28,249
5,760

$

357,834
23,685
27,530

2013

$

187,024
47,592
12,993

(a) Operating and maintenance expenses include imbalance settlement gains of $9.4 million and $1.2 million for the three months ended September 30, 2014 and 2013, respectively,
and $14.5 million and $6.2 million for the nine months ended September 30, 2014 and 2013, respectively. Also include reimbursements primarily related to pressure testing
completed on the High Plains pipeline and repairs and maintenance costs pursuant to the Amended Omnibus Agreement of $7.6 million and $17.7 million for the three and nine
months ended September 30, 2014, respectively, and $0.5 million for the nine months ended September 30, 2013. There were no related reimbursements for the three months
ended September 30, 2013.

During the three months ended September 30, 2014, we redeemed $130.3 million of our 5.875% Senior Notes due 2020 (the “Senior Notes Redemption”). In
connection with the redemption, we were required to pay $7.7 million of premiums. TLGP reimbursed the payment of premiums, which was reflected as a
contribution by TLGP as it relates to its ownership of common units.
Predecessors’ Transactions. Related-party transactions of our Predecessors were settled through equity. The balance in receivables and accounts payable
from affiliated companies represents the amount owed from or to Tesoro related to certain affiliate transactions. Our Predecessors did not record revenue for
transactions with Tesoro in the Terminalling and Transportation segment, with the exception of RCA tariffs charged to Tesoro on the refined products
pipeline included in the West Coast Logistics Assets acquisition.
In accordance with our partnership agreement, the unitholders of our common and general partner interests are entitled to receive quarterly distributions of
available cash. During the nine months ended September 30, 2014, we paid quarterly cash distributions of $54.7 million to Tesoro and TLGP, including
incentive distribution rights (“IDRs”). On October 23, 2014, we declared a quarterly cash distribution of $0.6425 per unit, which will be paid on
November 13, 2014. The distribution will include payment of $32.4 million to Tesoro and TLGP, including IDRs.
NOTE D - NET INCOME PER UNIT
We use the two-class method when calculating the net income per unit applicable to limited partners, because we have more than one participating security.
At September 30, 2014, our participating securities consist of common units, general partner units and IDRs. Net income earned by the Partnership is
allocated between the limited and general partners in accordance with our partnership agreement. We base our calculation of net income per unit on the
weighted average number of common and subordinated limited partner units outstanding during the period.
Diluted net income per unit includes the effects of potentially dilutive units on our common units, which consist of unvested service and performance
phantom units. Basic and diluted net income per unit applicable to subordinated limited partners was historically the same, as there were no potentially
dilutive subordinated units outstanding. Distributions less than or greater than earnings are allocated in accordance with our partnership agreement.
Following payment of the cash distribution for the first quarter of 2014 and the attainment of necessary approvals, the requirements for the conversion of all
subordinated units were satisfied under the partnership agreement. As a result, effective May 16, 2014, all of the 15,254,890 outstanding subordinated units
were converted into common units on a one-for-one basis and thereafter participate on terms equal with all other common units in distributions of available
cash. The Partnership’s net income was allocated to the general partner and the limited partners, including the holders of the subordinated units through
May 15, 2014, in accordance with our partnership agreement. The conversion did not impact the amount of the cash distribution paid or the total number of
the Partnership’s outstanding units representing limited partner interests.
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The calculation of net income per unit is as follows (in thousands, except unit and per unit amounts):
Three Months Ended September 30,
2014

Nine Months Ended September 30,

2013

$
$

32,315
7,654

Net income attributable to partners, excluding Special Allocations
General partner’s distributions (including IDRs) (b)
Limited partners’ distributions on common units
Limited partners’ distributions on subordinated units (c)

$

39,969
(14,277)
(51,481)
—

$

(25,789)

$

(8,343)

$

(29,633)

$

(20,576)

$

14,277
(513)

$

3,793
(167)

$

29,416
(591)

$

7,608
(411)

$

13,764

$

3,626

$

28,825

$

7,197

$

51,481
(7,654)
(25,276)

$

17,289
—
(5,521)

$

103,809
(7,654)
(25,055)

$

48,303
—
(13,436)

Total limited partners’ earnings on common units

$

18,551

$

11,768

$

71,100

$

34,867

Limited partners’ earnings on subordinated units (c):
Distributions
Allocation of distributions greater than earnings

$

—
—

$

8,314
(2,655)

$

13,641
(3,987)

$

23,569
(6,729)

$

—

$

5,659

$

9,654

$

16,840

General partner’s earnings:
Distributions (including IDRs) (b)
Allocation of distributions greater than earnings
Total general partner’s earnings
Limited partners’ earnings on common units:
Distributions
Special Allocations
Allocation of distributions greater than earnings

Total limited partners’ earnings on subordinated units
Weighted average limited partner units outstanding:
Common units - basic
Common unit equivalents
Common units - diluted
Subordinated units - basic and diluted (c)
Net income per limited partner unit:
Common - basic
Common - diluted
Subordinated - basic and diluted
____________

$
$
$

21,053
—

$

2013

Net income attributable to partners
Special allocations of net income (“Special Allocations”) (a)

Distributions greater than earnings

$

2014

21,053
(3,793)
(17,289)
(8,314)

109,579
7,654

$

117,233
(29,416)
(103,809)
(13,641)

58,904
—
58,904
(7,608)
(48,303)
(23,569)

55,934,835
87,570

31,722,523
106,241

47,405,475
82,181

30,456,062
93,168

56,022,405

31,828,764

47,487,656

30,549,230

—

15,254,890

7,543,627

15,254,890

0.33
0.33
—

$
$
$

0.37
0.37
0.37

$
$
$

1.50
1.50
1.28

$
$
$

1.14
1.14
1.10

(a) Normal allocations according to percentage interests are made after giving effect, if any, to priority income allocations in an amount equal to incentive cash distributions fully
allocated to the general partner and any special allocations. The adjustment reflects the special allocation to TLGP common unitholders for the premium paid in connection with
the Senior Notes Redemption.
(b) General partner’s distributions (including IDRs) consist of an approximate 2% general partner interest and IDRs, which entitle the general partner to receive increasing
percentages, up to 50%, of quarterly distributions in excess of $0.388125 per unit per quarter. See Note K of our Annual Report on Form 10-K for the year ended
December 31, 2013 for further discussion related to IDRs.
(c) On May 16, 2014, the 15,254,890 subordinated units were converted into common units on a one-for-one basis and thereafter participate on terms equal with all other common
units in distributions of available cash. Distributions and the Partnership’s net income were allocated to the subordinated units through May 15, 2014.
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NOTE E - PROPERTY, PLANT AND EQUIPMENT
Property, plant and equipment, at cost, is as follows (in thousands):
September 30, 2014

Crude Oil Gathering
Terminalling and Transportation

$

237,186
1,472,811

Gross Property, Plant and Equipment
Accumulated depreciation

December 31, 2013

$

1,709,997
(221,477)
$

Net Property, Plant and Equipment

1,488,520

172,114
1,396,815
1,568,929
(170,600)

$

1,398,329

NOTE F - MAJOR CUSTOMER AND CONCENTRATIONS OF CREDIT RISK
Tesoro accounted for 86% and 87% of our total revenues for the three and nine months ended September 30, 2014, respectively and 84% and 88% of our
total revenues for the three and nine months ended September 30, 2013, respectively.
NOTE G - DEBT
Our total debt at September 30, 2014 and December 31, 2013 was comprised of the following (in thousands):
Debt, including current maturities:

September 30, 2014

Revolving Credit Facility
5.875% Senior Notes due 2020 (a)
6.125% Senior Notes due 2021
Capital lease obligations

$

Total Debt
Current maturities

243,000
474,800
550,000
8,489

December 31, 2013

$

1,276,289
(332)
$

Debt, Less Current Maturities
____________

1,275,957

—
605,598
550,000
8,745
1,164,343
(323)

$

1,164,020

(a) Includes unamortized premium of $5.1 million and $5.6 million as of September 30, 2014 and December 31, 2013, respectively. During the three and nine months ended
September 30, 2014, we used the proceeds from the issuance of common units to redeem $130.3 million of our 5.875% Senior Notes due 2020.

Revolving Credit Facility
As of September 30, 2014, our Revolving Credit Facility provided for total loan availability of $575.0 million, and we are allowed to request that the loan
availability be increased up to an aggregate of $650.0 million, subject to receiving increased commitments from the lenders. Our Revolving Credit Facility is
non-recourse to Tesoro, except for TLGP, and is guaranteed by all of our subsidiaries and secured by substantially all of our assets. We had $243.0 million of
borrowings related to the acquisition of the West Coast Logistics Assets and $0.3 million in letters of credit outstanding under the Revolving Credit Facility,
resulting in a total unused loan availability of $331.7 million, as of September 30, 2014. The weighted average interest rate for borrowings under our
Revolving Credit Facility was 2.65% at September 30, 2014. The Revolving Credit Facility is scheduled to mature on December 31, 2017.
We entered into a commitment letter in connection with the QEPFS Acquisition, whereby we received commitments to amend and restate our existing
Revolving Credit Facility to increase loan availability up to $900.0 million and to extend its maturity to five years (the “Amended Credit Facility”) from the
closing date of the QEPFS Acquisition. The loan availability under the Amended Credit Facility may be increased up to an aggregate of $1.5 billion, subject
to receiving commitments from new or existing lenders under such facility. In addition, the commitment letter provided for alternative financing to fund the
QEPFS Acquisition in the event we were not able to finance with equity or debt offerings. The cost of the alternative financing is approximately $15.6
million and is due upon closing the QEPFS Acquisition.
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The Revolving Credit Facility was subject to the following expenses and fees at September 30, 2014:

Credit Facility

Revolving Credit Facility (b)
____________

30 day
Eurodollar
(LIBOR) Rate

Eurodollar
Margin

Base Rate

Base Rate
Margin

Commitment Fee
(unused portion)

0.16%

2.50%

3.25%

1.50%

0.500%

(b) We have the option to elect if the borrowings will bear interest at either a base rate plus the base rate margin, or a Eurodollar rate, for the applicable period, plus the Eurodollar
margin at the time of the borrowing. The applicable margin varies based upon a certain leverage ratio, as defined by the Revolving Credit Facility. We also incur commitment
fees for the unused portion of the Revolving Credit Facility at an annual rate. Letters of credit outstanding under the Revolving Credit Facility incur fees at the Eurodollar margin
rate.

Senior Notes due 2019 and 2022
Effective October 29, 2014, we completed a private offering of $1.3 billion aggregate principal amount of senior notes (the “Senior Notes Offering”) pursuant
to a private placement transaction conducted under Rule 144A and Regulation S of the Securities Act of 1933, as amended. The Senior Notes Offering
consisted of $500.0 million of 5.50% senior notes due in 2019 (the “2019 Senior Notes”) and $800.0 million of 6.25% senior notes due in 2022 (the “2022
Senior Notes”). The proceeds from the 2019 Senior Notes were used to repay amounts outstanding under our Revolving Credit Facility related to the West
Coast Logistics Assets acquisition, while the 2022 Senior Notes closed into escrow to fund the QEPFS Acquisition. The remaining net proceeds from the
2019 Senior Notes will be used primarily to fund the acquisition of QEPFS, or for general partnership purposes.
We agreed to complete a registered exchange offer to exchange the 2019 Senior Notes and the 2022 Senior Notes for debt securities with substantially
identical terms within 18 months of the closing date of the Senior Notes Offering.
The escrowed proceeds from the 2022 Senior Notes will be released to fund the QEPFS Acquisition upon TLLP’s closing of the acquisition and other
customary conditions outlined in the debt agreement. If these conditions are not satisfied by December 31, 2014 (subject to monthly extensions until
February 28, 2015), the 2022 Senior Notes can be redeemed at 100% of their initial issue price, plus accrued and unpaid interest. See Note M for further
information related to the QEPFS Acquisition.
Redemption of 5.875% Senior Notes Due 2020
On August 22, 2014, we closed an offering of 2,100,000 common units representing limited partner interests, at a price of $67.47 per unit (the “August
Offering”), net of underwriter’s discounts. We used the net proceeds of $141.7 million for the redemption of $130.3 million of the 5.875% Senior Notes due
2020, to pay accrued interest of $3.7 million and $7.7 million of premiums. TLGP reimbursed the payment of premiums, which was reflected as a contribution
by TLGP as it relates to its ownership of common units. The premium and $2.5 million of expenses of unamortized debt issuance costs were included in
interest and financing costs, net.
Exchange Offer
The Partnership entered into a registration rights agreement (“Registration Rights Agreement”) in connection with the December 2013 private offering of
$250.0 million of Senior Notes due 2020 (the “Unregistered Notes”). On July 25, 2014, the Partnership completed an offer to exchange the Unregistered
Notes for notes registered under the Securities Act of 1933, as amended (the “Exchange Notes”). The terms of the Exchange Notes are identical in all material
respects (including principal amount, interest rate, maturity and redemption rights) to the Unregistered Notes for which they were exchanged, except that the
Exchange Notes generally are not subject to transfer restrictions. The exchange offer fulfills all of the requirements of the Registration Rights Agreement for
the Unregistered Notes.
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Subsidiary Guarantors
The parent company of the Partnership has no independent assets or operations. The Partnership’s operations are conducted by its wholly-owned guarantor
subsidiaries, other than Tesoro Logistics Finance Corp., an indirect wholly-owned subsidiary of the Partnership whose sole purpose is to act as co-issuer of
any debt securities. The guarantees are full and unconditional and joint and several, subject to certain automatic customary releases, including sale,
disposition, or transfer of the capital stock or substantially all of the assets of a subsidiary guarantor, exercise of legal defeasance option or covenant
defeasance option, and designation of a subsidiary guarantor as unrestricted in accordance with the applicable indenture. There are no significant restrictions
on the ability of the Partnership or any guarantor to obtain funds from its subsidiaries by dividend or loan. None of the assets of the Partnership or a guarantor
represent restricted net assets pursuant to Rule 4-08(e)(3) of Regulation S-X under the Securities Act.
NOTE H - COMMITMENTS AND CONTINGENCIES
Tesoro Indemnification
Under the Amended Omnibus Agreement, Tesoro indemnifies us for certain matters, including environmental, title and tax matters associated with the
ownership of our assets at or before the closing of the Initial Offering and subsequent acquisitions from Tesoro, excluding the Los Angeles Terminal Assets
and the Los Angeles Logistics Assets. Under the Carson Assets Indemnity Agreement, Tesoro retained responsibility for remediation of known environmental
liabilities due to the use or operation of the Los Angeles Terminal Assets and the Los Angeles Logistics Assets prior to the acquisition dates, and has
indemnified the Partnership for any losses incurred by the Partnership arising out of those remediation obligations. See Note J of our Annual Report on Form
10-K for the year ended December 31, 2013 for additional information regarding the terms and conditions of the Amended Omnibus Agreement and the
Carson Assets Indemnity Agreement.
Environmental Liabilities
We are subject to federal, state and local laws and regulations governing environmental quality and pollution control. These laws and regulations require us
to remove or remedy the effect of the disposal or release of specified substances at current and former operating sites. We have accrued liabilities for these
expenses and believe these accruals are adequate based on current information and projections that can be reasonably estimated. Our environmental accruals
are based on estimates including engineering assessments, and it is possible that our projections will change and that additional costs will be recorded as
more information becomes available. Our accruals for these environmental expenditures totaled $20.9 million and $24.4 million at September 30, 2014 and
December 31, 2013, respectively. Changes in our environmental liabilities during the period were as follows (in thousands):
Tioga Crude Oil Pipeline
Release

Chevron Corrective
Action Order

Other Liabilities

Total

Balance at December 31, 2013
Additions
Expenditures

$

11,568
9,697
(7,501)

$

8,016
—
(6,046)

$

4,856
1,456
(1,154)

$

24,440
11,153
(14,701)

Balance at September 30, 2014

$

13,764

$

1,970

$

5,158

$

20,892
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Tioga, North Dakota Crude Oil Pipeline Release
In September 2013, the Partnership responded to the release of approximately 20,000 barrels of crude oil in a rural field northeast of Tioga, North Dakota (the
“Crude Oil Pipeline Release”). The environmental liabilities related to the Crude Oil Pipeline Release include amounts estimated for remediation activities
that will be conducted during the next few years to restore the site for agricultural use. We accrued an additional $4.1 million and $9.7 million during the
three and nine months ended September 30, 2014, respectively, to reflect improved scope definition and estimates which resulted in an increase in the total
estimated cost associated with the project. Probable insurance recoveries related to the Crude Oil Pipeline Release of $18.4 million and $14.0 million were
included in other receivables at September 30, 2014 and December 31, 2013, respectively, pursuant to a pollution liability insurance policy, which is subject
to a $1.0 million deductible and a $25.0 million loss limit. Through September 30, 2014, we have received insurance proceeds of $5.3 million in
reimbursements of costs incurred.
Costs to comply with a safety order related to the Crude Oil Pipeline Release issued by the Pipeline and Hazardous Materials Safety Administration of the
U.S. Department of Transportation (“PHMSA”) are not expected to have a material adverse effect on our liquidity, financial position or results of operations.
Chevron Diesel Pipeline Release
On March 18, 2013, Chevron detected and responded to the release of diesel fuel (the “Diesel Pipeline Release”) that occurred near Willard, Utah on the
Northwest Products System. As a result of this release, a Corrective Action Order (the “CAO”) was issued on March 22, 2013 by PHMSA. In addition, on
April 11, 2013, the Department of Environmental Quality, Division of Water Quality, of the state of Utah issued a notice of violation and compliance order.
In accordance with the sale and purchase agreements related to the Northwest Products System acquisition, as amended, Chevron retains financial and
operational responsibility to remediate the site of the Diesel Pipeline Release through mid-2015, in addition to paying any monetary fines and penalties
assessed by any government authority arising from this incident.
The Partnership assumed responsibility for performing additional testing and associated pipeline repairs on the pipeline pursuant to the CAO upon closing
the Northwest Products System acquisition. In connection with the Northwest Products System acquisition, our condensed combined consolidated balance
sheet included $2.0 million and $8.0 million in accrued environmental liabilities related to the CAO at September 30, 2014 and December 31, 2013,
respectively, and $4.7 million in accruals unrelated to the CAO at both September 30, 2014 and December 31, 2013.
Contingencies
In the ordinary course of business, we may become party to lawsuits, administrative proceedings and governmental investigations, including environmental,
regulatory and other matters. The outcome of these matters cannot always be predicted accurately, but TLLP will accrue liabilities for these matters if the
amount is probable and can be reasonably estimated. Other than described above, we did not have any material outstanding lawsuits, administrative
proceedings or governmental investigations.
NOTE I - EQUITY
We had 37,644,238 common public units outstanding as of September 30, 2014. Additionally, Tesoro owned 19,481,557 of our common units and 1,163,138
of our general partner units (the 2% general partner interest) as of September 30, 2014, which together constitutes a 35% ownership interest in us. We closed a
registered public offering of 23.0 million common units representing limited partner interests, including the over-allotment option exercised by the
underwriters for the purchase of an additional 3.0 million common units, at a public offering price of $57.47 per unit on October 24, 2014 in connection with
the QEPFS Acquisition (the “October Equity Offering”). See Note M for additional information regarding this offering.
Subordinated Unit Conversion
Following payment of the cash distribution for the first quarter of 2014 and the attainment of necessary approvals, the requirements for the conversion of all
subordinated units were satisfied under the partnership agreement. As a result, effective May 16, 2014, 15,254,890 subordinated units were converted into
common units on a one-for-one basis and thereafter participate on terms equal with all other common units in distributions of available cash. The conversion
of the subordinated units did not impact the amount of cash distributions paid by the Partnership or the total number of its outstanding units.
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ATM Program
On June 25, 2014, we filed a prospectus supplement to our shelf registration statement filed with the SEC in 2012, authorizing the continuous issuance of up
to an aggregate of $200.0 million of common units, in amounts, at prices and on terms to be determined by market conditions and other factors at the time of
our offerings (such continuous offering program, or at-the-market program, referred to as our “ATM Program”). During the three and nine months ended
September 30, 2014, we issued an aggregate of 193,900 and 199,400 common units, respectively under our ATM Program, generating proceeds of
approximately $13.6 million and $14.0 million, net of offering costs, respectively.
The table below summarizes changes in the number of units outstanding from December 31, 2013 through September 30, 2014 (in units):
Partnership
Common

Balance at December 31, 2013
Issuance of units under ATM Program
Issuance of units in the West Coast Logistics Assets acquisition (a)
Issuance of units in August Offering (b)
Unit-based compensation awards (c)
Subordinated unit conversion

39,148,916
199,400
370,843
2,100,000
51,746
15,254,890

Balance at September 30, 2014

57,125,795

Subordinated

15,254,890
—
—
—
—
(15,254,890)
—

General Partner

Total

1,110,282
—
8,856
44,000
—
—

55,514,088
199,400
379,699
2,144,000
51,746
—

1,163,138

58,288,933

_____________
(a) O n July 1, 2014, we closed on the first portion of the West Coast Logistics Asset Acquisition and issued equity to Tesoro with a fair value of $27.0 million comprised of
370,843 common units and 8,856 general partner units.
(b) On August 22, 2014, we closed the August Offering. We used a significant portion of the net proceeds of $141.7 million to redeem a portion of the 5.875% Senior Notes due
2020. TLGP contributed $3.0 million in exchange for 44,000 general partner units to maintain its 2% general partnership interest.
(c) Unit-based compensation awards are presented net of 22,933 units withheld for taxes.
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The summarized changes in the carrying amount of our equity are as follows (in thousands):
Partnership
Equity of
Predecessor

Balance at December 31, 2013
$
Sponsor contribution of equity to the Predecessor
Loss attributable to Predecessor
Net liabilities not assumed by Tesoro Logistics LP
Allocation of net assets acquired by the unitholders
(d)
Equity offering under ATM Program, net of issuance
costs
August 2014 equity offering, net of issuance costs (b)
Distributions in connection with the West Coast
Logistics Acquisition (d)
Quarterly distributions (e)
Net income attributable to partners
Contributions (f)
Other
Subordinated unit conversion
Balance at September 30, 2014

$

Common

29,216
3,334
(4,070)
852

$

(29,332)

459,261
—
—
—

Subordinated

$

(161,311)
—
—
—

General Partner

$

(52,598)
—
—
—

28,648

—

684

—
—

14,023
141,682

—
—

(6)
2,970

—
—
—
—
—
—

(237,332)
(79,423)
67,492
20,736
(2,204)
(165,154)

—

$

247,729

—
(17,619)
13,789
2
(15)
165,154
$

—

Total

$

—
14,017
144,652

(5,668)
(20,624)
28,298
1,165
2,568
—
$

(43,211)

274,568
3,334
(4,070)
852

(243,000)
(117,666)
109,579
21,903
349
—
$

204,518

_____________
(d) Cash distributions include $243.0 million in cash payments for the West Coast Logistics Assets acquisition. As an entity under common control with Tesoro, we record the
assets that we acquire from Tesoro on our balance sheet at Tesoro’s historical book value instead of fair value. Additionally, any excess of cash paid over the historical book
value of the assets acquired from Tesoro is recorded within equity. As a result of the West Coast Logistics Assets acquisition, our equity balance decreased $213.7 million from
December 31, 2013 to September 30, 2014.
(e) Includes $0.3 million paid for distribution equivalent rights related to unit-based compensation awards vested during the nine months ended September 30, 2014.
(f) Includes Tesoro and TLGP contributions to the Partnership primarily related to capital spending and reimbursement of the premium paid in connection with the Senior Notes
Redemption.
See page 19 for additional footnotes to this table.

Allocations of Net Income
Our partnership agreement contains provisions for the allocation of net income and loss to the unitholders and the general partner. For purposes of
maintaining partner capital accounts, the partnership agreement specifies that items of income and loss will be allocated among the partners in accordance
with their respective percentage interest. Normal allocations according to percentage interests are made after giving effect, if any, to priority income
allocations in an amount equal to incentive cash distributions fully allocated to the general partner and any special allocations.
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TESORO LOGISTICS LP
NOTES TO CONDENSED COMBINED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
The following table presents the allocation of the general partner’s interest in net income (in thousands, except percentage of ownership interest):
Three Months Ended September 30,
2014

Nine Months Ended September 30,

2013

2014

2013

Net income attributable to partners
General partner’s IDRs
Special Allocations

$

32,315
(12,966)
7,654

$

21,053
(3,206)
—

$

109,579
(26,486)
7,654

$

58,904
(6,019)
—

Net income available to partners

$

27,003

$

17,847

$

90,747

$

52,885

$

2.0%
538
$
12,966

2.0%
357
$
3,206

2.0%
1,812
$
26,486

2.0%
1,058
6,019

$

13,504

3,563

28,298

7,077

General partner’s ownership interest
General partner’s allocated interest in net income
General partner’s IDRs
Total general partner’s interest in net income

$

$

$

Cash Distributions
Our partnership agreement, as amended, sets forth the calculation to be used to determine the amount and priority of cash distributions that the common and
subordinated unitholders and general partner will receive. The table below summarizes the quarterly distributions related to our quarterly financial results:

Quarter Ended

December 31, 2013
March 31, 2014
June 30, 2014
September 30, 2014 (g)

Quarterly
Distribution Per Unit

Total Cash
Distribution including
general partner IDRs
(in thousands)

Date of Distribution

Unitholders Record Date

$
$
$
$

$
$
$
$

February 13, 2014
May 15, 2014
August 14, 2014
November 13, 2014

February 3, 2014
May 5, 2014
August 4, 2014
November 3, 2014

0.5650
0.5900
0.6150
0.6425

36,265
38,976
42,132
65,758

_____________
(g) This distribution was declared on October 23, 2014 and will be paid on the date of distribution.

The allocation of total quarterly cash distributions to general and limited partners is as follows for the three and nine months ended September 30, 2014 and
2013 (in thousands). Our distributions are declared subsequent to quarter end; therefore, the table represents total cash distributions applicable to the period
in which the distributions are earned.
Three Months Ended September 30,
2014

General partner’s distributions:
General partner’s distributions
General partner’s IDRs

$

Total general partner’s distributions
Limited partners’ distributions:
Common
Subordinated
Total limited partners’ distributions
Total Cash Distributions

2013

1,311
12,966

$

2014

587
3,206

$

2013

2,930
26,486

$

1,589
6,019

14,277

3,793

29,416

7,608

51,481
—

17,289
8,314

103,809
13,641

48,303
23,569

51,481
$

Nine Months Ended September 30,

65,758
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25,603
$

29,396

117,450
$

146,866

71,872
$

79,480
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TESORO LOGISTICS LP
NOTES TO CONDENSED COMBINED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
NOTE J - EQUITY-BASED COMPENSATION
Unit-based compensation expense related to the Partnership that was included in our condensed statements of combined consolidated operations was as
follows (in thousands):
Three Months Ended September 30,
2014

Performance phantom units
Service phantom units
Total Unit-Based Compensation Expense

Nine Months Ended September 30,

2013

2014

2013

$

391
51

$

439
51

$

1,201
158

$

1,280
144

$

442

$

490

$

1,359

$

1,424

Performance Phantom Unit Awards
We granted 39,380 performance phantom unit awards at a grant date fair value of $67.97 in February 2014. The estimated fair value of these awards is
amortized over a three-year vesting period using the straight-line method.
Service Phantom Unit Awards
We granted approximately 3,324 service phantom unit awards to non-employee directors at a grant date fair value of $58.13 in February 2014. The estimated
fair value of these awards is amortized over a one-year vesting period using the straight-line method.
NOTE K - SUPPLEMENTAL CASH FLOW INFORMATION
Supplemental disclosure of cash activities include interest paid, net of capitalized interest, of $43.9 million and $13.2 million for the nine months ended
September 30, 2014 and 2013, respectively. Supplemental disclosure of non-cash activities is as follows (in thousands):
Nine Months Ended September 30,
2014

Assets received for deposit paid in prior period
Capital expenditures included in accounts payable
Transfer of property, plant and equipment from Sponsor, net of accumulated depreciation
Receivable from affiliate for capital expenditures
Capital leases and other

$

2013

—
33,952
29,332
2,587
3,950

$

40,000
12,850
—
—
5,026

NOTE L - SEGMENT DISCLOSURES
Our revenues are derived from two operating segments: Crude Oil Gathering and Terminalling and Transportation. Our Crude Oil Gathering segment consists
of a crude oil gathering system in the Bakken Shale/Williston Basin area of North Dakota and Montana. Our Terminalling and Transportation segment
consists of:
•
•
•
•
•
•
•

the Northwest Products Pipeline, which includes a regulated common carrier products pipeline running from Salt Lake City, Utah to Spokane,
Washington and a jet fuel pipeline to the Salt Lake City International Airport;
a refined products pipeline system connecting Tesoro’s Kenai refinery to Anchorage, Alaska;
24 crude oil and refined products terminals and storage facilities in the western and midwestern U.S.;
four marine terminals in California;
a rail-car unloading facility in Washington;
a petroleum coke handling and storage facility in Los Angeles; and
other pipelines which transport products and crude oil from Tesoro’s refineries to nearby facilities in Salt Lake City and Los Angeles.

Our revenues are generated from existing third-party contracts and from commercial agreements we have entered into with Tesoro under which Tesoro pays us
fees for gathering crude oil and distributing, transporting and storing crude oil and refined products. We do not have any foreign operations.
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TESORO LOGISTICS LP
NOTES TO CONDENSED COMBINED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
Our operating segments are strategic business units that offer different services. We evaluate the performance of each segment based on its respective
operating income. Certain general and administrative expenses and interest and financing costs are excluded from segment operating income as they are not
directly attributable to a specific operating segment. Identifiable assets are those used by the segment, whereas other assets are principally cash, deposits and
other assets that are not associated with a specific operating segment.
Segment information is as follows (in thousands):
Three Months Ended September 30,
2014

REVENUES
Crude Oil Gathering:
Affiliate
Third-party

$

Total Crude Oil Gathering
Terminalling and Transportation:
Affiliate (a)
Third-party
Total Terminalling and Transportation

Nine Months Ended September 30,

2013

27,009
5,577

$

2014

23,332
544

$

2013

75,375
8,918

$

65,238
1,274

32,586

23,876

84,293

66,512

102,981
14,787

57,883
14,966

282,459
43,026

121,786
23,969

117,768

72,849

325,485

145,755

Total Segment Revenues

$

150,354

$

96,725

$

409,778

$

212,267

OPERATING INCOME
Crude Oil Gathering
Terminalling and Transportation

$

14,405
52,385

$

4,685
11,788

$

37,344
145,665

$

21,400
43,885

Total Segment Operating Income
Unallocated general and administrative expenses
Interest and financing costs, net
Interest income

66,790
(6,169)
(28,220)
—

16,473
(3,598)
(12,284)
—

183,009
(14,060)
(63,440)
—

65,285
(12,019)
(24,459)
493

NET INCOME

$

32,401

$

591

$

105,509

$

29,300

CAPITAL EXPENDITURES
Crude Oil Gathering
Terminalling and Transportation

$

40,471
22,592

$

17,261
6,230

$

91,793
45,294

$

36,130
22,986

Total Capital Expenditures

$

63,063

$

23,491

$

137,087

$

59,116

____________
(a) Our Predecessors did not record revenue for transactions with Tesoro in the Terminalling and Transportation segment, with the exception of RCA tariffs charged to Tesoro on
the refined products pipeline included in the West Coast Logistics Assets acquisition.

Identifiable assets by operating segment were as follows (in thousands):
Identifiable Assets

September 30, 2014

Crude Oil Gathering
Terminalling and Transportation
Other
Total Identifiable Assets
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December 31, 2013

$

227,988
1,366,379
28,693

$

154,583
1,330,017
48,419

$

1,623,060

$

1,533,019
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TESORO LOGISTICS LP
NOTES TO CONDENSED COMBINED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
NOTE M - SUBSEQUENT EVENT
QEPFS Acquisition
O n October 19, 2014, we reached a definitive agreement (“QEPFS Purchase Agreement”) to acquire the natural gas gathering, processing, treating and
transportation and crude oil gathering business of QEPFS with operations in Wyoming, Colorado, Utah and the Williston Basin in North Dakota. QEPFS also
provides natural gas liquids fractionation and transportation services for its producer customers through QEPFS’ direct ownership and operation of two
gathering systems and two processing complexes. The acquisition transforms TLLP into a full-service logistics company with access to assets allowing
geographic diversification in support of our strategic initiatives. As part of the transaction, we will acquire 56% of the limited partner interests in QEP
Midstream Partners, LP (“QEP Midstream”). Additionally, we are acquiring the general partner of QEP Midstream, including its 2% general partner interest
an d 100% of the incentive distribution rights. The estimated purchase price of approximately $2.5 billion includes $230.0 million to refinance QEP
Midstream’s outstanding debt. The transaction is subject to regulatory approval and other closing conditions. The QEPFS Purchase Agreement provides for
us to pay a break-up fee of $150.0 million in the event that we terminate the agreement, except for termination for specified reasons.
The assets to be acquired include over 2,000 miles of natural gas and crude oil gathering and transmission pipelines with natural gas throughput capacity of
2.9 billion cubic feet per day and crude oil throughput capacity of over 54,000 barrels per day. Additionally, the assets include four natural gas processing
complexes with total capacity of 1.5 billion cubic feet per day and one fractionation facility with 15,000 barrels per day of throughput capacity.
O n October 24, 2014, we closed a registered public offering of 23.0 million common units representing limited partner interests (the “October Equity
Offering”), at a public offering price of $57.47 per unit. The net proceeds of $1.3 billion include the purchase of 8,700,191 common units by Tesoro equal to
$500.0 million and an over-allotment option exercised by the underwriters to purchase an additional 3.0 million common units. Concurrent with the October
Equity Offering, TLGP contributed $26.9 million to maintain its 2% general partner interest in TLLP.
Effective October 29, 2014 we completed a private offering of $1.3 billion aggregate principal amount of senior notes, which included $500.0 million of
5.50% Senior Notes due 2019 and $800.0 million of 6.25% Senior Notes due 2022. The proceeds from the 2019 Senior Notes were used to repay amounts
outstanding under our Revolving Credit Facility related to the West Coast Logistics Assets acquisition. We intend to use the remaining net proceeds from the
2019 Senior Notes, proceeds from the October Equity Offering, 2022 Senior Notes, the general partner contribution and amounts borrowed under the
Amended Credit Facility primarily to fund the QEPFS acquisition and pay related fees and expenses. See Note G for additional information on the 2019
Senior Notes, the 2022 Senior Notes and expansion of our Amended Credit Facility.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
Unless the context otherwise requires, references in this report to “Tesoro Logistics LP,” “TLLP,” “the Partnership,” “we,” “us” or “our” refer to Tesoro
Logistics LP, one or more of its consolidated subsidiaries or all of them taken as a whole. Unless the context otherwise requires, references in this report to
“Tesoro” or our “Sponsor” refer collectively to Tesoro Corporation and any of its subsidiaries, other than Tesoro Logistics LP, its subsidiaries and its
general partner.
As part of our strategy to make capital investments to expand our existing asset base, we entered into various transactions with Tesoro and Tesoro Logistics
GP, LLC (“TLGP”), our general partner, pursuant to which TLLP acquired the following from Tesoro in 2013 and 2014:
•
•
•

six marketing terminals and storage facilities located in Southern California (the “Los Angeles Terminal Assets”) effective June 1, 2013;
two marine terminals, a marine storage facility, a products terminal, a petroleum coke handling and storage facility and crude oil and refined
products pipelines located in Southern California (the “Los Angeles Logistics Assets”) effective December 6, 2013; and
three truck terminals, ten storage tanks, two rail loading and unloading facilities and a refined products pipeline (the “West Coast Logistics
Assets”) effective July 1, 2014 for the terminals, storage tanks and rail facilities and effective September 30, 2014 for the refined products pipeline.

These transactions are collectively referred to as “Acquisitions from Tesoro” and were transfers between entities under common control. Accordingly, the
financial information of TLLP contained herein has been retrospectively adjusted to include the historical results of the assets acquired in the Acquisitions
from Tesoro for the periods presented with the exception of the Los Angeles Terminal Assets since they were not operated by Tesoro prior to their
acquisition by TLLP. We refer to the historical results of the West Coast Logistics Assets and the Los Angeles Logistics Assets, prior to the respective
acquisition dates, as our “Predecessors.” Our financial results may not be comparable as our Predecessors recorded revenues, general and administrative
expenses and financed operations differently than the Partnership. See “Factors Affecting the Comparability of Our Financial Results” in our Annual
Report on Form 10-K for the year ended December 31, 2013 and on page 30 of this Form 10-Q.
O n June 19, 2013, we purchased a regulated common carrier products pipeline system running from Salt Lake City, Utah to Spokane, Washington
(“Northwest Products Pipeline”) and three refined products terminals in Boise and Pocatello, Idaho and Pasco, Washington (collectively, the “Northwest
Products System”) from Chevron Pipe Line Company and Northwest Terminalling Company (collectively, “Chevron”).
The acquisition of the Los Angeles Terminal Assets, the Los Angeles Logistics Assets and the Northwest Products System are collectively referred to as the
“2013 Acquisitions.”
Those statements in this section that are not historical in nature should be deemed forward-looking statements that are inherently uncertain. See “Important
Information Regarding Forward-Looking Statements” on page 51 for a discussion of the factors that could cause actual results to differ materially from
those projected in these statements.
This section should be read in conjunction with our Annual Report on Form 10-K for the year ended December 31, 2013.
OVERVIEW AND BUSINESS STRATEGY
We are a fee-based, growth-oriented Delaware limited partnership formed by Tesoro to own, operate, develop and acquire logistics assets. Our logistics assets
are integral to the success of Tesoro’s refining and marketing operations and are used to gather crude oil and to distribute, transport and store crude oil and
refined products. Our assets and operations are categorized into a Crude Oil Gathering segment and a Terminalling and Transportation segment.
25

Table of Contents

Our financial information includes the historical results of our Predecessors and the results of TLLP for all periods presented. The financial statements of our
Predecessors have been prepared from the separate records maintained by Tesoro and may not necessarily be indicative of the conditions that would have
existed or the results of operations if our Predecessors had been operated as an unaffiliated entity. Most notably, this applies to the revenue associated with
the terms of the commercial agreements as our Predecessors did not record revenue for transactions with Tesoro in the Terminalling and Transportation
segment, with the exception of Regulatory Commission of Alaska (“RCA”) tariffs charged to Tesoro on the refined products pipeline included in the West
Coast Logistics Assets acquisition.
We generate revenue by charging fees for gathering crude oil and for terminalling, transporting and storing crude oil and refined products. Since we do not
own any of the crude oil or refined products that we handle nor engage in the trading of crude oil or refined products, we have minimal direct exposure to
risks associated with commodity price fluctuations. However, these risks indirectly influence our activities and results of operations over the long term
through their effects on our customers’ operations. For the three and nine months ended September 30, 2014, 86% and 87%, respectively of our total revenues
were derived from Tesoro under various long-term, fee-based commercial agreements that generally include minimum volume commitments.
Strategy and Objectives
Our primary business objectives are to maintain stable cash flows and to increase our quarterly cash distribution per unit over time. We intend to accomplish
these objectives by executing the following strategies:
•
•
•
•

focus on opportunities to provide committed fee-based logistics services to Tesoro and third parties;
evaluate investment opportunities that may arise from the growth of Tesoro’s refining and marketing business or from increased third-party activity
to make capital investments to expand our existing asset base;
pursue accretive acquisitions of complementary assets from Tesoro as well as third parties; and
seek to enhance the profitability of our existing assets by pursuing opportunities to add Tesoro and third-party volumes, improve operating
efficiencies and increase utilization.

We have been implementing our strategy and goals discussed above, allowing us to steadily increase our cash flow available to be distributed to unitholders
(“Distributable Cash Flow”) and increase our distributions by 18% over the last year.
Relative to these goals, in 2014, we intend to continue to implement this strategy and have completed or announced plans to:
•

•
•
•

expand our assets on our crude oil gathering system (the “High Plains System”) in support of growing third-party demand for transportation services
and Tesoro’s increased demand for Bakken crude oil in the mid-continent and west coast refining systems, including:
◦ expanding utilization of our proprietary truck fleet, which should generate cost and operating efficiencies;
◦ expanding capacity on the recently reversed segment of our High Plains pipeline; and
◦ adding other origin and destination points on the High Plains System to increase volumes.
increase our terminalling volumes by expanding capacity and growing our third-party services at certain of our terminals;
optimize Tesoro volumes and grow third-party volumes at our recently acquired Los Angeles Terminal and Logistics Assets; and
construct a waxy crude oil unloading facility in Salt Lake City, which commenced operations in September 2014.
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QEP Field Services Acquisition
On October 19, 2014, we reached a definitive agreement (“QEPFS Purchase Agreement”) to acquire the natural gas gathering, processing, treating and
transportation and crude oil gathering business of QEP Field Services, LLC (“QEPFS”) with operations in Wyoming, Colorado, Utah and the Williston Basin
in North Dakota (the “QEPFS Acquisition”). QEPFS also provides natural gas liquids fractionation and transportation services for its producer customers
through QEPFS’ direct ownership and operation of two gathering systems and two processing complexes. The acquisition transforms TLLP into a full-service
logistics company with access to assets allowing geographic diversification in support of our strategic initiatives. As part of the transaction, we will acquire
56% of the limited partner interests in QEP Midstream Partners, LP (“QEP Midstream”). Additionally, we are acquiring the general partner of QEP Midstream,
including its 2% general partner interest and 100% of the incentive distribution rights. The estimated purchase price of approximately $2.5 billion includes
$230.0 million to refinance QEP Midstream’s outstanding debt. The transaction is subject to regulatory approval and other closing conditions. The QEPFS
Purchase Agreement provides for us to pay a break-up fee of $150.0 million in the event that we terminate the agreement, except for termination for specified
reasons. In connection with the execution of the QEPFS Purchase Agreement, we arranged alternative financing to provide funding of the QEPFS Acquisition
in the event we were not able to finance with equity or debt offerings. We expect to incur approximately $15.6 million of fees for the alternative financing
arrangement and approximately $12.5 million in costs for advisory fees associated with the QEPFS Acquisition.
The assets to be acquired include over 2,000 miles of natural gas and crude oil gathering and transmission pipelines with natural gas throughput capacity of
2.9 billion cubic feet per day and crude oil throughput capacity of over 54,000 barrels per day. Additionally, the assets include four natural gas processing
complexes with total capacity of 1.5 billion cubic feet per day and one fractionation facility with 15,000 barrels per day of throughput capacity.
A portion of QEPFS’ revenue is earned under commodity-based contracts that are directly affected by changes in natural gas liquids product prices and
natural gas prices, and thus are more sensitive to volatility on commodity prices than our existing fee-based contracts. It is our current intent to seek to
substantially mitigate this commodity exposure risk through a commercial contractual arrangement with Tesoro in connection with or shortly after the
closing of the QEPFS Acquisition.
On October 24, 2014, we closed a registered public offering of 23.0 million common units representing limited partner interests (the “October Equity
Offering”), at a public offering price of $57.47 per unit. The net proceeds of $1.3 billion include the purchase of 8,700,191 common units by Tesoro equal to
$500.0 million and an over-allotment option exercised by the underwriters to purchase an additional 3.0 million common units. Concurrent with the October
Equity Offering, TLGP contributed $26.9 million to maintain its 2% general partner interest in TLLP.
Effective October 29, 2014 we completed a private offering of $1.3 billion aggregate principal amount of senior notes, which included $500.0 million of
5.50% Senior Notes due 2019 (the “2019 Senior Notes”) and $800.0 million of 6.25% Senior Notes due 2022 (the “2022 Senior Notes”). The proceeds from
the 2019 Senior Notes were used to repay amounts outstanding under our existing revolving credit facility (“Revolving Credit Facility”) related to the West
Coast Logistics Assets acquisition. We intend to use the remaining net proceeds from the 2019 Senior Notes, proceeds from the October Equity Offering,
2022 Senior Notes, the general partner contribution and amounts borrowed under the amended credit facility primarily to fund the QEPFS acquisition and
pay related fees and expenses.
In connection with the QEPFS Acquisition, our general partner will waive its right to $10.0 million of general partner distributions with respect to incentive
distribution rights during 2015 (pro rata on a quarterly basis).
Open Season
In April 2014, we successfully concluded our first open season for the High Plains pipeline expansion. We received commitments for nearly all of the offered
capacity of 70,000 barrels per day (“bpd”) to move crude oil from various locations south of Lake Sakakawea to Ramberg Station in North Dakota. We
commenced shipments during September 2014 in conjunction with the completion of the High Plains pipeline reversal project.
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In May 2014, we successfully concluded our second open season after receiving sufficient commitments from third party shippers to warrant construction of a
pipeline gathering system (“Connolly Gathering System”), formerly referred to as the “Dunn County Gathering System,” by our wholly-owned subsidiary
Tesoro High Plains Pipeline Company LLC (“THPP”). The Connolly Gathering System will gather crude oil from various points in Dunn County, North
Dakota for delivery to a central delivery point at the existing Connolly Station, on THPP’s pipeline system. Construction began in July 2014 with targeted
completion by the end of 2015. The capacity of the gathering system’s main delivery line will be approximately 60,000 bpd to accommodate estimated peak
production of crude oil from the area; the capacity of each individual lateral will correspond to commitments received from third party shippers in each
geographical area. Committed shippers have received notification and the petition for declaratory order from the FERC was approved with respect to
committed shippers.
West Coast Logistics Assets Acquisition
During the third quarter of 2014, we completed the West Coast Logistics Assets acquisition in exchange for total consideration of $270.0 million, comprised
of approximately $243.0 million in cash, financed with borrowings on our Revolving Credit Facility, and the issuance of equity to Tesoro with a fair value of
$27.0 million. The equity was comprised of 370,843 common units and 8,856 general partner units.
The West Coast Logistics Assets include:
•
•
•
•
•

a truck terminal and six storage tanks, located in Nikiski, Alaska;
a truck terminal, rail loading and unloading facility, and four storage tanks with a shell capacity of approximately 1.5 million barrels, all located at
Tesoro’s refinery in Anacortes, Washington;
a truck terminal and rail loading and unloading facility, all located at Tesoro’s refinery in Martinez, California;
all of Tesoro’s membership interests in Tesoro Alaska Pipeline Company LLC, a wholly-owned subsidiary of Tesoro, which owns an approximately
70 mile long common carrier refined products pipeline connecting Tesoro’s Kenai refinery to Anchorage, Alaska with expected average throughput
of approximately 35,000 barrels per day; and
certain related assets.

In addition, TLLP is developing a new truck rack at the site of the acquired Anacortes terminal, which is expected to add an additional 6,000 to 7,000 bpd of
throughput.
See Notes A and B to our condensed combined consolidated financial statements for additional information on the West Coast Logistics Assets acquisition.
Related-Party Transactions
Agreements with Tesoro
The Partnership has various long-term, fee-based commercial agreements with Tesoro under which we provide pipeline transportation, trucking, terminal
distribution, storage and petroleum-coke handling services and Tesoro commits to minimum monthly throughput volumes of crude oil and refined products.
We believe the terms and conditions under these agreements, as well as our other agreements with Tesoro, are generally no less favorable to either party than
those that could have been negotiated with unaffiliated parties with respect to similar services.
We entered into various terminalling and storage services agreements with Tesoro in conjunction with the West Coast Logistics Assets Acquisition. We also
entered into a construction service agreement (the “Construction Agreement”) with Tesoro, effective July 1, 2014. Under the Construction Agreement, the
Partnership will pay Tesoro a fixed fee of $23.0 million for the construction of a new refined products distribution truck rack at the site of Partnership’s
Anacortes terminal, which was acquired as part of the West Coast Logistics Assets acquisition.
The Partnership also amended and restated its omnibus agreement with Tesoro in connection with the West Coast Logistics Assets acquisition (the “Amended
Omnibus Agreement”). In addition, the schedules to the Amended Omnibus Agreement were amended and restated, effective July 1, 2014, increasing the
annual administrative fee payable by the Partnership to Tesoro under the Amended Omnibus Agreement from $5.5 million as of December 31, 2013 to $5.7
million as of July 1, 2014 for the provision of certain insurance coverage and various general and administrative services.
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In connection with the acquisition of the West Coast Logistics Assets on July 1, 2014, we terminated our Operational Services Agreement and entered into
the Secondment and Logistics Services Agreement (the “Secondment Agreement”). Under the Secondment Agreement, employees of Tesoro are seconded to
our general partner to provide operational and maintenance services for certain of our pipelines and terminals, and we reimburse our general partner for these
costs. During their period of secondment, the seconded employees are under the management and supervision of our general partner. Conversely, employees
of TLGP may be seconded to Tesoro to provide operational and maintenance services related to certain assets, for which Tesoro will reimburse our General
Partner for the associated costs.
See Note C to our condensed combined consolidated financial statements for additional information on new and amended agreements that were entered into
in connection with the West Coast Logistics Assets acquisition.
Summary of Affiliate Transactions
During the three months ended September 30, 2014, we redeemed $130.3 million of our 5.875% Senior Notes due 2020. In connection with the redemption,
we were required to pay $7.7 million of premiums. TLGP reimbursed the payment of premiums, which was reflected as a contribution by TLGP as it relates to
its ownership of common units. See Note C to our condensed combined consolidated financial statements for additional information related to affiliate
transactions for the three and nine months ended September 30, 2014 and 2013.
Non-GAAP Financial Measures
Our management uses a variety of financial and operating measures to analyze operating segment performance. Our management also uses additional
measures that are known as “non-GAAP” financial measures in its evaluation of past performance and prospects for the future to supplement our financial
information presented in accordance with accounting principles generally accepted in the United States of America (“U.S. GAAP”). These measures are
significant factors in assessing our operating results and profitability and include earnings before interest, income taxes, depreciation and amortization
expenses (“EBITDA”) and Distributable Cash Flow.
We define EBITDA as net income before depreciation and amortization expenses, net interest and financing costs and interest income. We define adjusted
EBITDA as EBITDA plus any loss (gain) on asset disposals and impairments and expenses incurred for the inspection and maintenance program associated
with the Northwest Products System. We define Distributable Cash Flow as adjusted EBITDA less maintenance capital expenditures and interest and
financing costs, net of capitalized interest and premiums reimbursed by Tesoro, plus the amortization of debt issuance costs, plus reimbursement by our
customers for certain maintenance capital expenditures, non-cash unit-based compensation expense, proceeds from sale of assets, the change in deferred
revenue and interest income. EBITDA, adjusted EBITDA and Distributable Cash Flow are not measures prescribed by U.S. GAAP but are supplemental
financial measures that are used by management and may be used by external users of our financial statements, such as industry analysts, investors, lenders
and rating agencies, to assess:
•
•
•
•

our operating performance as compared to other publicly traded partnerships in the midstream energy industry, without regard to historical cost basis
or financing methods;
the ability of our assets to generate sufficient cash flow to make distributions to our unitholders;
our ability to incur and service debt and fund capital expenditures; and
the viability of acquisitions and other capital expenditure projects, and the returns on investment of various investment opportunities.

We believe that the presentation of EBITDA and adjusted EBITDA will provide useful information to investors in assessing our results of operations. The
U.S. GAAP measures most directly comparable to EBITDA and adjusted EBITDA are net income and net cash from operating activities. The amounts
included in the calculation of EBITDA are derived from amounts separately presented in our condensed combined consolidated financial statements.
EBITDA and adjusted EBITDA should not be considered as an alternative to U.S. GAAP net income or net cash from operating activities. EBITDA and
adjusted EBITDA have important limitations as analytical tools, because they exclude some, but not all, items that affect net income and net cash from
operating activities.
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We believe that the presentation of Distributable Cash Flow will provide useful information to investors as it is a widely accepted financial indicator used by
investors to compare partnership performance as it provides investors an enhanced perspective of the operating performance of our assets and the cash our
business is generating. We have updated our Distributable Cash Flow calculation to exclude the non-cash impact of amortization of debt issuance costs. The
U.S. GAAP measure most directly comparable to Distributable Cash Flow is net income.
We also include the results of our operations excluding the results of our Predecessors. We believe that the presentation of our results of operations excluding
results of our Predecessors will provide useful information to investors in assessing our results of operations. We believe investors want to analyze operations
of our business under our current commercial agreements with Tesoro.
These non-GAAP financial measures should not be considered in isolation or as a substitute for analysis of our results as reported under U.S. GAAP. Our
definitions of these non-GAAP financial measures may not be comparable to similarly titled measures of other companies, because they may be defined
differently by other companies in our industry.
Factors Affecting the Comparability of Our Financial Results
The Partnership’s future results of operations may not be comparable to the Predecessors’ historical results of operations for the reasons described below:
Revenues. There are differences in the way our Predecessors recorded revenues and the way the Partnership records revenues after completion of the
Acquisitions from Tesoro. Our assets, with the exception of the assets acquired in the Northwest Products System Acquisition and the Los Angeles Terminal
Assets Acquisition, have historically been a part of the integrated operations of Tesoro, and our Predecessors generally recognized only the costs and did not
record revenue for transactions with Tesoro in the Terminalling and Transportation segment. Accordingly, the revenues in our Predecessors’ historical
combined financial statements relate only to amounts received from third parties for these services and amounts received from Tesoro with respect to
transportation regulated by the RCA.
The Partnership’s revenues are generated by third-party contracts and from commercial agreements we entered into with Tesoro, under which Tesoro pays us
fees for gathering crude oil and distributing, transporting and storing crude oil and refined products. The commercial agreements with Tesoro are described in
“Agreements with Tesoro” in Item 2 Management’s Discussion and Analysis of Financial Condition and Results of Operations as well as in Note C.
Financing. There are differences in the way the Partnership finances operations as compared to the way our Predecessors financed their operations.
Historically, our Predecessors’ operations were financed as part of Tesoro’s integrated operations and our Predecessors did not record any separate costs
associated with financing its operations. Additionally, our Predecessors largely relied on internally generated cash flows and capital contributions from
Tesoro to satisfy its capital expenditure requirements. The Partnership expects ongoing sources of liquidity to include cash generated from operations,
reimbursement for certain maintenance and growth capital expenditures, borrowings under the Revolving Credit Facility and issuances of debt and
additional equity securities.
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RESULTS OF OPERATIONS
A discussion and analysis of the factors contributing to our results of operations presented below includes the combined financial results of our Predecessors
and the consolidated financial results of TLLP. The financial statements, together with the following information, are intended to provide investors with a
reasonable basis for assessing our historical operations, but should not serve as the only criteria for predicting our future performance.
Combined Overview
The following table and discussion is a summary of our results of operations for the three and nine months ended September 30, 2014 and 2013, including a
reconciliation of EBITDA and adjusted EBITDA to net income and net cash from operating activities and Distributable Cash Flow to net income (in
thousands, except unit and per unit amounts). Our financial results may not be comparable as our Predecessors recorded revenues and general and
administrative expenses, and financed operations differently than the Partnership. See “Factors Affecting the Comparability of Our Financial Results” on
page 30.
Three Months Ended September 30,
2014

REVENUES (a)
Crude Oil Gathering
Terminalling and Transportation

Nine Months Ended September 30,

2013

2014

2013

(Includes Predecessors)

$

Total Revenues
COSTS AND EXPENSES
Operating and maintenance expenses, net (1) (b)
General and administrative expenses
Depreciation and amortization expenses
Loss (gain) on asset disposals and impairments

32,586
117,768

$

23,876
72,849

$

84,293
325,485

$

66,512
145,755

150,354

96,725

409,778

212,267

54,752
16,553
18,224
204

59,032
8,437
16,368
13

155,403
38,745
51,093
(4,412)

108,574
21,701
28,549
177

Total Costs and Expenses

89,733

83,850

240,829

159,001

OPERATING INCOME
Interest and financing costs, net
Interest income

60,621
(28,220)
—

12,875
(12,284)
—

168,949
(63,440)
—

53,266
(24,459)
493

NET INCOME

$

32,401

Loss (income) attributable to Predecessors

$

(86)

Net Income attributable to Partners
General partner’s interest in net income, including incentive
distribution rights

32,315
(13,504)

591

$

105,509

$

29,300

20,462

4,070

29,604

21,053

109,579

58,904

(3,563)

(28,298)

(7,077)

Limited partners’ interest in net income

$

18,811

$

17,490

$

81,281

$

51,827

Net income per limited partner unit (c):
Common - basic
Common - diluted
Subordinated - basic and diluted

$
$
$

0.33
0.33
—

$
$
$

0.37
0.37
0.37

$
$
$

1.50
1.50
1.28

$
$
$

1.14
1.14
1.10

Weighted average limited partner units outstanding:
Common units - basic
Common units - diluted
Subordinated units - basic and diluted

55,934,835
56,022,405
—

31,722,523
31,828,764
15,254,890

47,405,475
47,487,656
7,543,627

30,456,062
30,549,230
15,254,890

SUPPLEMENTAL INFORMATION:
(1) Includes reimbursements from Tesoro

$

7,602

$

—

$

17,693

$

539

EBITDA (d)
Adjusted EBITDA (d)
Distributable Cash Flow (d)

$
$
$

78,845
79,452
51,539

$
$
$

29,243
31,157
15,158

$
$
$

220,042
220,971
165,594

$
$
$

81,815
83,893
53,433

See page 32 for footnotes to this table.
31

Table of Contents

Three Months Ended September 30,
2014

Reconciliation of EBITDA, Adjusted EBITDA and Distributable Cash
Flow to Net Income:
Net income
Depreciation and amortization expenses
Interest and financing costs, net
Interest income

Nine Months Ended September 30,

2013

2014

2013

(Includes Predecessors)

$

32,401
18,224
28,220
—

$

591
16,368
12,284
—

$

105,509
51,093
63,440
—

$

29,300
28,549
24,459
(493)

EBITDA (d)
Loss (gain) on asset disposals and impairments
Inspection and maintenance capital expenses associated with the
Northwest Products System

$

78,845
204

$

29,243
13

$

220,042
(4,412)

$

81,815
177

Adjusted EBITDA (d)
Interest and financing costs, net of capitalized interest and reimbursed
premiums by Tesoro (e)
Proceeds from sale of assets
Maintenance capital expenditures (f)
Reimbursement for maintenance capital expenditures (f)
Non-cash unit-based compensation expense
Change in deferred revenue
Amortization of debt issuance costs (g)
Interest income

$

79,452

$

31,157

$

220,971

$

83,893

Distributable Cash Flow (d)

$

51,539

$

15,158

$

165,594

$

53,433

$

67,323
28,220
(12,726)
(204)
(3,322)
(446)
—

$

23,030
12,284
(5,005)
(13)
(586)
(467)
—

$

152,817
63,440
5,643
4,412
(4,903)
(1,367)
—

$

72,728
24,459
(11,840)
(177)
(1,408)
(1,454)
(493)

$

78,845

$

29,243

$

220,042

$

81,815

Reconciliation of EBITDA to Net Cash from Operating Activities:
Net cash from operating activities
Interest and financing costs, net
Changes in assets and liabilities
Gain (loss) on asset disposals and impairments
Amortization of debt issuance costs
Unit-based compensation expense
Interest income
EBITDA (d)
____________

403

1,901

(20,566)
—
(13,808)
2,492
446
201
3,322
—

5,341

(12,284)
—
(5,404)
767
467
(131)
586
—

1,901

(55,786)
9,721
(19,928)
3,989
1,367
357
4,903
—

(24,459)
—
(14,692)
4,354
1,438
998
1,408
493

(a) Our Predecessors did not record revenue for transactions with Tesoro in the Terminalling and Transportation segment, with the exception of RCA tariffs charged to Tesoro on
the refined products pipeline included in the West Coast Logistics Assets acquisition.
(b) Operating and maintenance expenses include imbalance settlement gains of $9.4 million and $1.2 million for the three months ended September 30, 2014 and 2013, respectively,
and $14.5 million and $6.2 million for the nine months ended September 30, 2014 and 2013, respectively.
(c) TLLP excludes losses attributable to Predecessors from its calculation of net income per limited partner unit in accordance with the partnership agreement. The table below
provides supplemental presentation of net income per limited partner unit, as adjusted, using the Net Income shown above. This supplemental information assumes the common
unitholders, subordinated unitholders and General Partner participated in the pre-acquisition date losses attributable to the Predecessor for the three and nine months ended
September 30, 2014 and 2013.
Three Months Ended September 30,

Nine Months Ended September 30,

2014

2013

2014

2013

Common - basic

$0.33

$(0.06)

$1.43

$0.51

Common - diluted

$0.33

$(0.06)

$1.42

$0.51

Subordinated - basic and diluted
$—
$(0.06)
(d) For a definition of EBITDA, Adjusted EBITDA and Distributable Cash Flow, see “Non-GAAP Financial Measures.”

$1.21

$0.47

Adjusted Net Income (Loss) Per Limited Partner Unit:
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(e) During the three months ended September 30, 2014, we redeemed $130.3 million of our 5.875% Senior Notes due 2020. In connection with the redemption, we were required
to pay $7.7 million of premiums. TLGP reimbursed the payment of premiums, which was reflected as a contribution by TLGP as it relates to its ownership of common units.
This amount, which was included in interest and financing costs, net, has been excluded from Distributable Cash Flow as there was no resulting cash impact to the Partnership.
(f) Maintenance capital expenditures include expenditures required to ensure the safety, reliability, integrity and regulatory compliance of our assets.
(g) We have updated the Distributable Cash Flow calculation to exclude the non-cash impact of amortization of debt issuance costs. Amortization of debt issuance costs include
$2.5 million for the three and nine month periods ended September 30, 2014 related to the early redemption of $130.3 million of our 5.875% Senior Notes due 2020. Prior year
balances have been updated to conform to the current year presentation.

The following tables include reconciliations of EBITDA and distributable cash flow to net income and EBITDA to net cash from operating activities for the
three months ended September 30, 2014 and 2013, disaggregated to present the results of operations of TLLP and our Predecessors. The results of the West
Coast Logistics Assets operations, prior to the West Coast Logistics Assets respective acquisition dates on July 1, 2014 and September 30, 2014, and the
results of the Los Angeles Logistics Assets operations, for the period of June 1, 2013 through September 30, 2013, have been included in the Predecessors’
results in the tables below. See Note B to our condensed combined consolidated financial statements for disaggregated tables of our results of operations for
t h e three and nine months ended September 30, 2014 and 2013. The results of the West Coast Logistics Assets and the Los Angeles Logistics Assets,
subsequent to each respective acquisition date, have been included in TLLP’s results.
Tesoro Logistics LP

Reconciliation of EBITDA, Adjusted EBITDA and Distributable
Cash Flow to Net Income:
Net income
Depreciation and amortization expenses
Interest and financing costs, net

Three Months Ended
September 30, 2014

Predecessors

$

32,315
18,091
28,220

$

86
133
—

$

32,401
18,224
28,220

EBITDA (d)
Loss on asset disposals and impairments
Inspection and maintenance capital expenses associated with the
Northwest Products System

$

78,626
204

$

219
—

$

78,845
204

Adjusted EBITDA (d)
Interest and financing costs, net of capitalized interest and
reimbursed premiums by Tesoro (e)
Maintenance capital expenditures (f)
Reimbursement for maintenance capital expenditures (f)
Non-cash unit-based compensation expense
Change in deferred revenue
Amortization of debt issuance costs (g)

$

79,233

$

219

$

79,452

Distributable Cash Flow (d)

$

403

(20,566)
(13,655)
2,492
442
201
3,322

Reconciliation of EBITDA to Net Cash from Operating Activities:
Net cash from operating activities
$
Interest and financing costs, net
Changes in assets and liabilities
Loss on asset disposals and impairments
Amortization of debt issuance costs (g)
Unit-based compensation expense
EBITDA (d)

—

$

See page 32 for additional footnotes to this table.
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403

—
(153)
—
4
—
—

(20,566)
(13,808)
2,492
446
201
3,322

51,469

$

70

$

51,539

66,707
28,220
(12,333)
(204)
(3,322)
(442)

$

616
—
(393)
—
—
(4)

$

67,323
28,220
(12,726)
(204)
(3,322)
(446)

78,626

$

219

$

78,845
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Tesoro Logistics LP

Reconciliation of EBITDA, Adjusted EBITDA and Distributable
Cash Flow to Net Income:
Net income (loss)
Depreciation and amortization expenses
Interest and financing costs, net

Three Months Ended
September 30, 2013

Predecessors

$

21,053
13,028
12,284

$

(20,462)
3,340
—

$

591
16,368
12,284

EBITDA (d)
Loss on asset disposals and impairments
Inspection and maintenance capital expenses associated with the
Northwest Products System

$

46,365
13

$

(17,122)
—

$

29,243
13

Adjusted EBITDA (d)
Interest and financing costs, net
Maintenance capital expenditures (f)
Reimbursement for maintenance capital expenditures (f)
Non-cash unit-based compensation expense (benefit)
Change in deferred revenue
Amortization of debt issuance costs (g)

$

48,279
(12,284)
(3,260)
767
490
(131)
586

$

(17,122)
—
(2,144)
—
(23)
—
—

$

31,157
(12,284)
(5,404)
767
467
(131)
586

Distributable Cash Flow (d)

$

34,447

$

(19,289)

$

15,158

$

37,396
12,284
(2,226)
(13)
(586)
(490)

$

(14,366)
—
(2,779)
—
—
23

$

23,030
12,284
(5,005)
(13)
(586)
(467)

$

46,365

$

(17,122)

$

29,243

Reconciliation of EBITDA to Net Cash from (used in) Operating
Activities:
Net cash from (used in) operating activities
Interest and financing costs, net
Changes in assets and liabilities
Loss on asset disposals and impairments
Amortization of debt issuance costs
Unit-based compensation benefit (expense)
EBITDA (d)

1,901

See pages 32 and 33 for footnotes to this table.
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Tesoro Logistics LP

Reconciliation of EBITDA, Adjusted EBITDA and Distributable
Cash Flow to Net Income:
Net income (loss)
Depreciation and amortization expenses
Interest and financing costs, net

Nine Months Ended
September 30, 2014

Predecessors

$

109,579
50,076
63,440

$

(4,070)
1,017
—

$

105,509
51,093
63,440

EBITDA (d)
Gain on asset disposals and impairments
Inspection and maintenance capital expenses associated with the
Northwest Products System

$

223,095
(4,412)

$

(3,053)
—

$

220,042
(4,412)

Adjusted EBITDA (d)
Interest and financing costs, net of capitalized interest and
reimbursed premiums by Tesoro (e)
Proceeds from sale of assets
Maintenance capital expenditures (f)
Reimbursement for maintenance capital expenditures (f)
Non-cash unit-based compensation expense
Change in deferred revenue
Amortization of debt issuance costs (g)

$

Distributable Cash Flow (d)

$

168,620

$

(3,026)

$

165,594

$

155,921
63,440
5,584
4,412
(4,903)
(1,359)

$

(3,104)
—
59
—
—
(8)

$

152,817
63,440
5,643
4,412
(4,903)
(1,367)

$

223,095

$

(3,053)

$

220,042

Reconciliation of EBITDA to Net Cash from (used in) Operating
Activities:
Net cash from (used in) operating activities
Interest and financing costs, net
Changes in assets and liabilities
Gain on asset disposals and impairments
Amortization of debt issuance costs
Unit-based compensation expense
EBITDA (d)

5,341
224,024

—
$

(55,786)
9,721
(19,947)
3,989
1,359
357
4,903

See pages 32 and 33 for footnotes to this table.
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(3,053)

5,341
$

—
—
19
—
8
—
—

220,971
(55,786)
9,721
(19,928)
3,989
1,367
357
4,903
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Tesoro Logistics LP

Reconciliation of EBITDA, Adjusted EBITDA and Distributable
Cash Flow to Net Income:
Net income (loss)
Depreciation and amortization expenses
Interest and financing costs, net
Interest income

$

58,904
23,447
24,459
(493)

Nine Months Ended
September 30, 2013

Predecessors

$

(29,604)
5,102
—
—

$

29,300
28,549
24,459
(493)

$

(24,502)
—

$

81,815
177

EBITDA (d)
Loss on asset disposals and impairments
Inspection and maintenance capital expenses associated with the
Northwest Products System

$

106,317
177

Adjusted EBITDA (d)
Interest and financing costs, net
Maintenance capital expenditures (f)
Reimbursement for maintenance capital expenditures (f)
Non-cash unit-based compensation expense
Change in deferred revenue
Amortization of debt issuance costs (g)
Interest income

$

108,395
(24,459)
(9,402)
4,354
1,408
998
1,408
493

$

(24,502)
—
(5,290)
—
30
—
—
—

$

83,893
(24,459)
(14,692)
4,354
1,438
998
1,408
493

Distributable Cash Flow (d)

$

83,195

$

(29,762)

$

53,433

$

82,641
24,459
2,719
(177)
(1,408)
(1,424)
(493)

$

(9,913)
—
(14,559)
—
—
(30)
—

$

72,728
24,459
(11,840)
(177)
(1,408)
(1,454)
(493)

$

(24,502)

$

81,815

Reconciliation of EBITDA to Net Cash from (used in) Operating
Activities:
Net cash from operating activities
Interest and financing costs, net
Changes in assets and liabilities
Loss on asset disposals and impairments
Amortization of debt issuance costs
Unit-based compensation expense
Interest income
EBITDA (d)

1,901

$

106,317

See pages 32 and 33 for footnotes to this table.
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Summary
Our net income for the three months ended September 30, 2014 (“2014 Quarter”) increased $31.8 million to $32.4 million from $0.6 million for the three
months ended September 30, 2013 (“2013 Quarter”). The increase in net income was primarily due to an increase in revenue of $53.6 million, or 55%, to
$150.4 million driven by revenue generated in the 2014 Quarter under new commercial agreements entered into in conjunction with the Los Angeles
Logistics Assets and West Coast Logistics Assets acquisitions. A decrease in operating and maintenance expenses of $4.3 million, or 7%, also contributed to
the increase in net income. This decrease was primarily associated with higher imbalance settlement gains recognized under our master terminalling service
agreement with Tesoro during the 2014 Quarter. The increase in revenue and reduction in operating and maintenance expenses were partially offset by:
•
•

an increase in net interest and financing costs of $15.9 million, primarily related to $10.2 million of expenses for premiums and unamortized debt
issuance costs recognized in connection with the redemption of a portion of our 5.875% Senior Notes Due 2020 and an increase in outstanding debt
in the 2014 Quarter as a result of the issuance of senior notes used to fund the 2013 Acquisitions from Tesoro; and
a n increase in general and administrative expenses of $8.1 million, or 96%, primarily related to higher allocated overhead to support the
Partnership’s growing business.

Our net income for the nine months ended September 30, 2014 (“2014 Period”) increased $76.2 million to $105.5 million from $29.3 million for the nine
months ended September 30, 2013 (“2013 Period”). The increase in net income was primarily due to an increase in revenue of $197.5 million, or 93%, to
$409.8 million driven by revenue generated in the 2014 Period under new commercial agreements entered into in conjunction with the 2013 Acquisitions
and the West Coast Logistics acquisition. In addition, we recognized a gain of $4.7 million related to the sale of our legacy refined products terminal in
Boise, Idaho (“Boise Terminal”) during the 2014 Period. The increase in revenue and gain recognized during the 2014 Period were partially offset by:
•
•
•
•

an increase in operating and maintenance expenses of $46.8 million, or 43%, mainly related to costs associated with a full nine months of operations
of the assets acquired in the 2013 Acquisitions;
an increase in net interest and financing costs of $39.0 million related to the increase in outstanding debt in the 2014 Period as a result of the
issuance of $800.0 million of senior notes used to fund the 2013 Acquisitions from Tesoro and $10.2 million of expenses for premiums and
unamortized debt issuance costs recognized in connection with the redemption of a portion of our 5.875% Senior Notes due 2020;
an increase in depreciation expense of $22.5 million, or 79%, primarily associated with the increase in depreciable assets as a result of the 2013
Acquisitions; and
an increase in general and administrative expenses of $17.0 million, or 79%, predominantly attributable to higher allocated overhead to support the
Partnership’s growing business.
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Crude Oil Gathering Segment
The following table and discussion is an explanation of our results of operations of the Crude Oil Gathering segment for the three and nine months ended
September 30, 2014 and 2013 (in thousands, except barrel and per barrel amounts):
Three Months Ended September 30,
2014

REVENUES
Pipeline revenues
Trucking revenues

$

Total Revenues
COSTS AND EXPENSES
Operating and maintenance expenses (a)
General and administrative expenses
Depreciation and amortization expenses
Loss on asset disposals and impairments
Total Costs and Expenses
CRUDE OIL GATHERING SEGMENT OPERATING INCOME
VOLUMES (bpd)
Pipeline throughput
Average pipeline revenue per barrel (b)
Trucking volume
Average trucking revenue per barrel (b)

17,179
15,407

$

$
$

2014

10,683
13,193

$

42,298
41,995

2013

$

29,172
37,340

32,586

23,876

84,293

66,512

13,788
1,897
2,462
34

17,299
866
1,026
—

38,565
3,701
4,517
166

39,730
2,321
3,061
—

18,181
$

Nine Months Ended September 30,

2013

14,405
135,510
1.38
50,746
3.30

19,191
$

$
$

4,685
90,995
1.28
47,414
3.02

46,949
$

$
$

37,344
114,359
1.35
47,466
3.24

45,112
$

$
$

21,400
84,663
1.26
44,930
3.04

_____________
(a) Operating and maintenance expenses include imbalance settlement gains of $2.8 million and imbalance settlement losses $0.8 million for the three months ended September 30,
2014 and 2013, respectively and imbalance settlement gains of $5.5 million and $2.1 million in the nine months ended September 30, 2014 and 2013, respectively.
(b) Management uses average revenue per barrel to evaluate performance and compare profitability to other companies in the industry. There are a variety of ways to calculate
average revenue per barrel; other companies may calculate it in different ways. We calculate average revenue per barrel as revenue divided by the number of days in the period
divided by throughput (bpd). Investors and analysts use this financial measure to help analyze and compare companies in the industry on the basis of operating performance.
This financial measure should not be considered as an alternative to segment operating income, revenues and operating expenses or any other measure of financial performance
presented in accordance with U.S. GAAP.

Three Months Ended September 30, 2014 Compared to Three Months Ended September 30, 2013
Volumes. Average pipeline throughput volumes increased 44,515 bpd, or 49%, in the 2014 Quarter as a result of the expansion of our High Plains System.
This includes a 36,830 bpd increase in third-party volumes during the 2014 Quarter reflecting the continued capture of incremental volume on the High
Plains pipeline in North Dakota through the addition of new capacity associated with the High Plains pipeline reversal. Trucking throughput volumes
increased 3,332 bpd during the 2014 Quarter as compared to the 2013 Quarter.
Financial Results. Revenues increased $8.7 million, or 36%, to $32.6 million for the 2014 Quarter compared to $23.9 million in the 2013 Quarter. Pipeline
and trucking revenues increased $6.5 million and $2.2 million, respectively, compared to the 2013 Quarter primarily as a result of higher pipeline throughput
and trucking volumes.
Operating and maintenance expenses decreased $3.5 million, or 20%, to $13.8 million in the 2014 Quarter compared to $17.3 million in the 2013 Quarter
primarily related to $4.9 million in costs recognized in the 2013 Quarter associated with the September 2013 release of approximately 20,000 barrels of crude
oil in a rural field northeast of Tioga, North Dakota (the “Crude Oil Pipeline Release”). These costs were partially offset by higher repair and maintenance
costs associated with the increased throughput on the High Plains System.
General and administrative expenses increased $1.0 million, or 119% to $1.9 million in the 2014 Quarter compared to $0.9 million in the 2013 Quarter due
to increased allocated overhead to support the growth of our Crude oil Gathering segment.
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Nine Months Ended September 30, 2014 Compared to Nine Months Ended September 30, 2013
Volumes. Average pipeline throughput volumes increased 29,696 bpd, or 35%, in the 2014 Period primarily as a result of the expansion of our High Plains
System. This includes a 17,060 bpd increase in third-party volumes. Trucking throughput volumes increased by 2,536 bpd during the 2014 Period compared
to the 2013 Period and include an increase of 5,806 bpd in volumes hauled by our proprietary fleet consistent with our strategy to expand the utilization of
our proprietary fleet in order to generate cost and operating efficiencies. The increase in pipeline and trucking throughput reflects incremental volume on the
High Plains pipeline through the addition of new capacity associated with the High Plains pipeline reversal during the 2014 Period.
Financial Results. Revenues increased $17.8 million, or 27%, to $84.3 million for the 2014 Period compared to $66.5 million in the 2013 Period. Pipeline
and trucking revenues increased $13.1 million and $4.7 million, respectively, compared to the 2013 Period primarily as a result of the increased pipeline
throughput and trucking volumes discussed above.
Operating and maintenance expenses decreased $1.1 million, or 3%, to $38.6 million in the 2014 Period compared to $39.7 million in the 2013 Period
predominantly attributable to $4.9 million in costs during the 2013 Period related to the Crude Oil Pipeline Release, partially offset by higher 2014 Period
repair and maintenance costs associated with the increased throughput on the High Plains System.
General and administrative expenses increased $1.4 million, or 59% to $3.7 million in the 2014 Period compared to $2.3 million in the 2013 Period due to
increased allocated overhead to support the growth of our Crude Oil Gathering operations.
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Terminalling and Transportation Segment
The following tables and discussion are an explanation of our results of operations of the Terminalling and Transportation segment for the three and nine
months ended September 30, 2014 and 2013 (in thousands, except barrel and per barrel amounts). Our financial information includes the historical results of
our Predecessors and the results of TLLP. See “Factors Affecting the Comparability of Our Financial Results” on page 30.
Three Months Ended September 30,
2014

REVENUES (a)
Terminalling revenues
Pipeline transportation revenues

Nine Months Ended September 30,

2013

2014

2013

(Includes Predecessors)

$

Total Revenues
COSTS AND EXPENSES
Operating and maintenance expenses (b)
General and administrative expenses
Depreciation and amortization expenses
Loss (gain) on asset disposals and impairments
Total Costs and Expenses

89,508
28,260

$

VOLUMES (bpd)
Terminalling throughput
Average terminalling revenue per barrel (a) (c)
Pipeline transportation throughput (d)
Average pipeline transportation revenue per barrel (a) (c) (d)
____________

$

$
$

$

244,448
81,037

$

123,264
22,491

117,768

72,849

325,485

145,755

40,964
8,487
15,762
170

41,733
3,973
15,342
13

116,838
20,984
46,576
(4,578)

68,844
7,361
25,488
177

65,383

TERMINALLING AND TRANSPORTATION SEGMENT OPERATING INCOME

59,014
13,835

52,385
942,930
1.03
843,293
0.36

61,061
$

$
$

11,788
1,020,421
0.63
212,802
0.71

179,820
$

$
$

145,665
919,350
0.97
824,468
0.36

101,870
$

$
$

43,885
675,047
0.67
152,757
0.54

(a) Our Predecessors did not record revenue for transactions with Tesoro in the Terminalling and Transportation segment, with the exception of RCA tariffs charged to Tesoro on
the refined products pipeline included in the West Coast Logistics Assets acquisition.
(b) Operating and maintenance expenses include imbalance settlement gains of $6.6 million and $2.0 million for the three months ended September 30, 2014 and 2013, respectively,
and $9.1 million and $4.1 million for the nine months ended September 30, 2014 and 2013, respectively.
(c) Management uses average revenue per barrel to evaluate performance and compare profitability to other companies in the industry. There are a variety of ways to calculate
average revenue per barrel; other companies may calculate it in different ways. We calculate average revenue per barrel as revenue divided by the number of days in the period
divided by throughput (bpd). Investors and analysts use this financial measure to help analyze and compare companies in the industry on the basis of operating performance.
This financial measure should not be considered as an alternative to segment operating income, revenues and operating expenses or any other measure of financial performance
presented in accordance with U.S. GAAP.
(d) Tesoro did not separately track transportation volumes on the pipeline assets acquired in the Los Angeles Logistics Assets acquisition; therefore, 2013 pipeline volumes have
not been adjusted to include the activity from the date Tesoro acquired the assets on June 1, 2013 through September 30, 2013.

The results of the West Coast Logistics Assets operations, prior to the West Coast Logistics Assets respective acquisition dates on July 1, 2014 and
September 30, 2014, and the results of the Los Angeles Logistics Assets operations, for the period of June 1, 2013 through September 30, 2013, have been
included in the Predecessors’ results in the tables below. The results of the West Coast Logistics Assets and the Los Angeles Logistics Assets, subsequent to
each respective acquisition date, have been included in TLLP’s results.
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The following tables present the results of operations of the Terminalling and Transportation segment, disaggregated to include the results of TLLP and our
Predecessors (in thousands):
Tesoro Logistics LP (e)

REVENUES (a)
Terminalling revenues
Pipeline transportation revenues

$

89,508
25,908

Total Revenues
COSTS AND EXPENSES
Operating and maintenance expenses (b)
General and administrative expenses
Depreciation and amortization expenses
Loss on asset disposals and impairments
Total Costs and Expenses
TERMINALLING AND TRANSPORTATION SEGMENT OPERATING
INCOME
VOLUMES (bpd)
Terminalling throughput
Average terminalling revenue per barrel (a) (c)
Pipeline transportation throughput
Average Pipeline transportation revenue per barrel (a) (c)

$

$

—
2,352

117,768

38,914
8,404
15,629
170

2,050
83
133
—

40,964
8,487
15,762
170

63,117

2,266

65,383

$

86

58,323
11,578

$

$
$

Tesoro Logistics LP (e)

$

89,508
28,260

2,352

942,930
1.03
799,647
0.35

$

$

115,416

52,299

$

REVENUES (a)
Terminalling revenues
Pipeline transportation revenues

Three Months Ended
September 30, 2014

Predecessors

691
2,257

942,930
1.03
843,293
0.36
Three Months Ended
September 30, 2013

Predecessors

$

52,385

$

59,014
13,835

Total Revenues
COSTS AND EXPENSES
Operating and maintenance expenses (b)
General and administrative expenses
Depreciation and amortization expenses
Loss on asset disposals and impairments

69,901

2,948

72,849

22,546
3,090
12,002
13

19,187
883
3,340
—

41,733
3,973
15,342
13

Total Costs and Expenses
TERMINALLING AND TRANSPORTATION SEGMENT OPERATING
INCOME (LOSS)

37,651

23,410

61,061

$

VOLUMES (bpd)
Terminalling throughput
Average terminalling revenue per barrel (a) (c)
Pipeline transportation throughput (d)
Average Pipeline transportation revenue per barrel (a) (c) (d)

$
$

_____________

See pages 40 and 42 for footnotes to these tables.
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32,250
606,977
1.04
173,111
0.73

$

(20,462)

$

$
$

11,788
1,020,421
0.63
212,802
0.71
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Tesoro Logistics LP (e)

REVENUES (a)
Terminalling revenues
Pipeline transportation revenues

$

244,448
74,635

Nine Months Ended
September 30, 2014

Predecessors

$

—
6,402

$

244,448
81,037

Total Revenues
COSTS AND EXPENSES
Operating and maintenance expenses (b)
General and administrative expenses
Depreciation and amortization expenses
Gain on asset disposals and impairments

319,083

6,402

325,485

107,864
20,503
45,559
(4,578)

8,974
481
1,017
—

116,838
20,984
46,576
(4,578)

Total Costs and Expenses
TERMINALLING AND TRANSPORTATION SEGMENT OPERATING
INCOME (LOSS)

169,348

10,472

179,820

$

VOLUMES (bpd)
Terminalling throughput
Average terminalling revenue per barrel (a) (c)
Pipeline transportation throughput
Average Pipeline transportation revenue per barrel (a) (c)

$
$

149,735

$

903,743
0.99
785,757
0.35

$

Total Revenues
COSTS AND EXPENSES
Operating and maintenance expenses (b)
General and administrative expenses
Depreciation and amortization expenses
Loss on asset disposals and impairments
Total Costs and Expenses
TERMINALLING AND TRANSPORTATION SEGMENT OPERATING
INCOME (LOSS)

$

VOLUMES (bpd)
Terminalling throughput
Average terminalling revenue per barrel (a) (c)
Pipeline transportation throughput (d)
Average Pipeline transportation revenue per barrel (a) (c) (d)
____________

$
$

122,343
16,419

$

$

42

921
6,072

145,665
919,350
0.97
824,468
0.36
Nine Months Ended
September 30, 2013

Predecessors

$

123,264
22,491

138,762

6,993

145,755

38,839
5,871
20,386
177

30,005
1,490
5,102
—

68,844
7,361
25,488
177

65,273

36,597

101,870

73,489

$

478,305
0.94
116,686
0.52

(e) See “Non-GAAP Financial Measures” for information regarding the presentation of our disaggregated results of operations.

See page 40 for additional footnotes to these tables.

$

$

Tesoro Logistics LP (e)

REVENUES (a)
Terminalling revenues
Pipeline transportation revenues

(4,070)

(29,604)

$

$
$

43,885
675,047
0.67
152,757
0.54
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Three Months Ended September 30, 2014 Compared to Three Months Ended September 30, 2013
Volumes. Terminalling throughput volumes decreased 77,491 bpd, or 8%, in the 2014 Quarter compared to the 2013 Quarter primarily as a result of lower
throughput volumes at our California marine terminals in the 2014 Quarter. Pipeline transportation throughput volumes increased 630,491 bpd in the 2014
Quarter compared to the 2013 Quarter as a result of the pipeline assets acquired in and the Los Angeles Logistics Assets acquisition. These volumes were not
separately tracked by Tesoro prior to TLLP’s acquisition on December 6, 2013 and not retrospectively adjusted for the 2013 Quarter.
Financial Results. Revenues increased $44.9 million, or 62%, to $117.8 million in the 2014 Quarter compared to $72.8 million in the 2013 Quarter primarily
as a result of the new commercial agreements that went into effect in connection with the Los Angeles Logistics Assets acquisition and the West Coast
Logistics Assets acquisition, which accounted for approximately $41.6 million of the revenue increase compared to the 2013 Quarter.
Operating and maintenance expenses decreased $0.7 million, or 2%, to $41.0 million in the 2014 Quarter from $41.7 million in the 2013 Quarter primarily as
a result of a $4.6 million increase in imbalance settlement gains during the 2014 Period, which was partially offset by higher repair and maintenance costs
during the 2014 Period. The increase in imbalance settlement gains is primarily due to an agreement reached with Tesoro on the interpretation of the
imbalance settlement provisions of our Second Amended and Restated Master Terminalling Services Agreement that applied retroactively and resulted in an
additional gain of $5.8 million recorded in the 2014 Quarter (the “Imbalance Adjustment”).
General and administrative expense increased $4.5 million to $8.5 million in the 2014 Quarter compared to $4.0 million in the 2013 Quarter due to increased
expenses for certain allocated overhead costs associated with the 2013 Acquisitions.
Nine Months Ended September 30, 2014 Compared to Nine Months Ended September 30, 2013
Volumes. Terminalling throughput volumes increased 244,303 bpd, or 36%, in the 2014 Period compared to the 2013 Period as a result of the 2013
Acquisitions. Pipeline transportation throughput volumes increased 671,711 bpd, or 440%, in the 2014 Period compared to the 2013 Period as a result of the
pipeline assets acquired in the Northwest Products System and Los Angeles Logistics Assets acquisitions. Pipeline volumes were not separately tracked by
Tesoro prior to TLLP’s acquisition of the Los Angeles Logistics Assets on December 6, 2013 and were not retrospectively adjusted for the 2013 Period. The
remaining volumes reflect operations of the Northwest Products System, Los Angeles Terminal Assets and the Los Angeles Logistics Assets for the entire
2014 Period, compared to approximately four months of operations of the Northwest Products System and the Los Angeles Terminal Assets in the 2013
Period.
Financial Results. Revenues increased $179.7 million to $325.5 million in the 2014 Period compared to $145.8 million in the 2013 Period primarily as a
result of the new commercial agreements that went into effect in connection with the 2013 Acquisitions, which accounted for approximately $166.0 million
of the revenue increase compared to the 2013 Period. The results reflect operations of the Northwest Products System, the Los Angeles Logistics Assets and
the Los Angeles Terminal Assets for the entire 2014 Period, compared to about four months of operations of these assets in the 2013 Period. Revenues in the
2014 Period also include $8.5 million from the first phase of the West Coast Logistics Assets acquisition, which closed on July 1, 2014.
Operating and maintenance expenses increased $48.0 million, or 70%, to $116.8 million in the 2014 Period from $68.8 million in the 2013 Period primarily
as a result of an increase of $50.2 million associated with a full period of operations of the 2013 Acquisitions in the 2014 Period compared to the 2013
Period. Operating and maintenance expenses reflect operations of the Northwest Products System, Los Angeles Terminal Assets and the Los Angeles
Logistics Assets for the entire 2014 Period, compared to approximately four months of operations in the 2013 Period. This increase was partially offset by the
$5.8 million Imbalance Adjustment.
General and administrative expenses increased $13.6 million to $21.0 million in the 2014 Period compared to $7.4 million in the 2013 Period due to
increased expenses for certain allocated overhead costs associated with the 2013 Acquisitions.
Depreciation and amortization expenses increased $21.1 million to $46.6 million in the 2014 Period compared to $25.5 million in the 2013 Period. The
increase is attributable to depreciation expense related to the 2013 Acquisitions. The 2013 Period includes depreciation expense for the Northwest Products
System from the acquisition date on June 19, 2013, the Los Angeles Terminal Assets from the acquisition date on June 1, 2013. The 2014 Period results
include nine months of depreciation for the assets acquired in 2013.
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Loss (gain) on asset disposals and impairments includes a gain of $4.7 million related to the sale of the Boise Terminal during the 2014 Period. We agreed to
divest the Boise Terminal pursuant to the regulatory review process associated with the Northwest Products System acquisition.
CAPITAL RESOURCES AND LIQUIDITY
Our primary cash requirements relate to funding capital expenditures, meeting operational needs, paying distributions to our unitholders and paying our debt
service costs. We expect our ongoing sources of liquidity to include cash generated from operations, borrowings under our Revolving Credit Facility,
issuances of additional debt and equity securities and reimbursement by customers for certain maintenance and growth capital expenditures. We believe that
cash generated from these sources will be sufficient to meet our short-term working capital requirements, long-term capital expenditure requirements,
acquisition-related requirements and debt servicing requirements and allow us to fund at least the minimum quarterly cash distributions.
We expect to close the QEPFS Acquisition during the fourth quarter of 2014 and intend to fund the purchase with a combination of cash, debt and equity
proceeds, and borrowings under the Revolving Credit Facility. Additionally, we expect to amend and restate our Revolving Credit Facility to increase loan
availability up to $900.0 million in connection with the closing of the QEPFS Acquisition.
Equity Overview
August 2014 Equity Offering
On August 22, 2014, we closed an offering of 2,100,000 common units representing limited partner interests, at a price of $67.47 per unit (the “August
Offering”). We used the net proceeds of $141.7 million for the redemption of $130.3 million of the 5.875% Senior Notes due 2020 (the “Senior Notes
Redemption”). In addition, as a result of the August Offering, TLGP contributed $3.0 million in exchange for 44,000 general partner units to maintain its 2%
general partnership interest.
ATM Program
O n June 25, 2014, we filed a prospectus supplement to our shelf registration statement filed with the Securities and Exchange Commission in 2012,
authorizing the continuous issuance of up to an aggregate of $200.0 million of common units, in amounts, at prices and on terms to be determined by market
conditions and other factors at the time of our offerings (such continuous offering program, or at-the-market program, referred to as our “ATM Program”).
During the three and nine months ended September 30, 2014, we issued an aggregate of 193,900 and 199,400 common units, respectively under our ATM
Program, generating net proceeds of approximately $13.6 million and $14.0 million, respectively. The net proceeds from sales under the ATM Program will
be used for general partnership purposes. We paid fees of $278,599 and $286,501 related to the issuance of units under the ATM Program for the three and
nine months ended September 30, 2014, respectively.
Subordinated Unit Conversion
Following payment of the cash distribution for the first quarter of 2014 and the attainment of necessary approvals, the requirements for the conversion of all
subordinated units were satisfied under the partnership agreement. As a result, effective May 16, 2014, 15,254,890 subordinated units were converted into
common units on a one-for-one basis and thereafter participate on terms equal with all other common units in distributions of available cash. The conversion
of the subordinated units did not impact the amount of cash distributions paid by the Partnership or the total number of its outstanding units.
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Cash distributions
Our partnership agreement, as amended, sets forth the calculation to be used to determine the amount and priority of cash distributions that the common and
subordinated unitholders and general partner will receive. The table below summarizes the quarterly distributions related to our quarterly financial results:
Total Quarterly
Distribution Per
Unit

Quarter Ended

December 31, 2013
March 31, 2014
June 30, 2014
September 30, 2014 (a)
____________

$
$
$
$

0.5650
0.5900
0.6150
0.6425

Total Quarterly
Distribution Per Unit,
Annualized

$
$
$
$

2.26
2.36
2.46
2.57

Total Cash Distribution
including general
partner IDRs (in
thousands)

Date of Distribution

Unitholders Record Date

$
$
$
$

February 13, 2014
May 15, 2014
August 14, 2014
November 13, 2014

February 3, 2014
May 5, 2014
August 4, 2014
November 3, 2014

36,265
38,976
42,132
65,758

(a) This distribution was declared on October 23, 2014 and will be paid on the date of distribution.

Debt Overview
Our total debt at September 30, 2014 was comprised of the following (in thousands):
Debt, including current maturities:

September 30, 2014

Revolving Credit Facility
5.875% Senior Notes due 2020 (b)
6.125% Senior Notes due 2021
Capital lease obligations
Total Debt
____________

$

243,000
474,800
550,000
8,489

$

1,276,289

(b) Includes unamortized premium of $5.1 million.

Revolving Credit Facility
As of September 30, 2014, our Revolving Credit Facility provided for total loan availability of $575.0 million, and we are allowed to request that the loan
availability be increased up to an aggregate of $650.0 million, subject to receiving increased commitments from the lenders. Our Revolving Credit Facility is
non-recourse to Tesoro, except for TLGP, and is guaranteed by all of our subsidiaries and secured by substantially all of our assets. We had $243.0 million of
borrowings related to the acquisition of the West Coast Logistics Assets and $0.3 million in letters of credit outstanding under the Revolving Credit Facility,
resulting in a total unused loan availability of $331.7 million as of September 30, 2014. The weighted average interest rate for borrowings under our
Revolving Credit Facility was 2.65% at September 30, 2014. The Revolving Credit Facility is scheduled to mature on December 31, 2017.
We entered into a commitment letter in connection with the QEPFS Acquisition, whereby we received commitments to amend and restate our existing
Revolving Credit Facility to increase loan availability up to $900.0 million and to extend its maturity to five years (the “Amended Credit Facility”) from the
closing date of the QEPFS Acquisition. The loan availability under the Amended Credit Facility may be increased up to an aggregate of $1.5 billion, subject
to receiving commitments from new or existing lenders under such facility.
On October 31, 2014, we repaid $243.0 of the borrowings outstanding under our Revolving Credit Facility with the proceeds received from the 2019 Senior
Notes discussed below.
45

Table of Contents

The Revolving Credit Facility was subject to the following expenses and fees at September 30, 2014:

Credit Facility

Revolving Credit Facility (c)
____________

30 day
Eurodollar
(LIBOR) Rate

Eurodollar
Margin

Base Rate

Base Rate
Margin

Commitment Fee
(unused portion)

0.16%

2.50%

3.25%

1.50%

0.500%

(c) We have the option to elect if the borrowings will bear interest at either a base rate plus the base rate margin, or a Eurodollar rate, for the applicable period, plus the Eurodollar
margin at the time of the borrowing. The applicable margin varies based upon a certain leverage ratio, as defined by the Revolving Credit Facility. We also incur commitment
fees for the unused portion of the Revolving Credit Facility at an annual rate. Letters of credit outstanding under the Revolving Credit Facility incur fees at the Eurodollar margin
rate.

The Revolving Credit Facility and our Senior Notes due 2020 and 2021 contain covenants that may, among other things, limit or restrict our ability (as well
as the ability of our subsidiaries) to engage in certain activities. There have been no changes in these covenants from those described in the Annual Report on
10-K for the year ended December 31, 2013. We do not believe that these limitations will restrict our ability to pay distributions. Additionally, the Revolving
Credit Facility contains covenants that require us to maintain certain interest coverage and leverage ratios. We submit compliance certifications to the bank
quarterly, and we were in compliance with our debt covenants as of September 30, 2014.
Senior Notes due 2019 and 2022
Effective October 29, 2014, we completed a private offering of $1.3 billion aggregate principal amount of senior notes (the “Senior Notes Offering”) pursuant
to a private placement transaction conducted under Rule 144A and Regulation S of the Securities Act of 1933, as amended. The Senior Notes Offering
consisted of $500.0 million of 5.50% senior notes due in 2019 (the “2019 Senior Notes”) and $800.0 million of 6.25% senior notes due in 2022 (the “2022
Senior Notes”). The proceeds from the 2019 Senior Notes were used to repay amounts outstanding under our Revolving Credit Facility related to the West
Coast Logistics Assets acquisition, while the 2022 Senior Notes closed into escrow to fund the QEPFS Acquisition. The remaining net proceeds from the
2019 Senior Notes will be used primarily to fund the acquisition of QEPFS, or for general partnership purposes.
We agreed to complete a registered exchange offer to exchange the 2019 Senior Notes and the 2022 Senior Notes for debt securities with substantially
identical terms within 18 months of the closing date of the Senior Notes Offering.
The escrowed proceeds from the 2022 Senior Notes will be released to fund the QEPFS Acquisition upon TLLP’s closing of the acquisition and other
customary conditions outlined in the debt agreement. If these conditions are not satisfied by December 31, 2014 (subject to monthly extensions until
February 28, 2015), the 2022 Senior Notes can be redeemed at 100% of their initial issue price, plus accrued and unpaid interest.
Redemption of 5.875% Senior Notes Due 2020
In connection with the $130.3 million Senior Notes Redemption, we made payments for accrued interest of $3.7 million and premiums of $7.7 million. TLGP
reimbursed the payment of premiums, which was reflected as a contribution by TLGP as it relates to its ownership of common units. The premium and $2.5
million of expenses of unamortized debt issuance costs were included in interest and financing costs, net.
Exchange Offer
The Partnership entered into a registration rights agreement (“Registration Rights Agreement”) in connection with the December 2013 private offering of
$250.0 million of Senior Notes due 2020 (the “Unregistered Notes”). On July 25, 2014, the Partnership completed an offer to exchange the Unregistered
Notes for notes registered under the Securities Act of 1933, as amended (the “Exchange Notes”). The terms of the Exchange Notes are identical in all material
respects (including principal amount, interest rate, maturity and redemption rights) to the Unregistered Notes for which they were exchanged, except that the
Exchange Notes generally are not subject to transfer restrictions. The exchange offer fulfills all of the requirements of the Registration Rights Agreement for
the Unregistered Notes.
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Cash Flow Summary
Components of our cash flows are set forth below (in thousands):
Nine Months Ended September 30,
2014

Cash Flows From (Used In):
Operating Activities
Investing Activities
Financing Activities (d)
Increase (decrease) in Cash and Cash Equivalents
____________

2013

$

152,817
(105,585)
(66,993)

$

72,728
(366,080)
339,143

$

(19,761)

$

45,791

(d) Cash flows from financing activities include amounts distributed to Tesoro in connection with the West Coast Logistics Assets acquisition in the 2014 Period, and the
acquisition of the Los Angles Terminal Assets in the 2013 Period.

Operating Activities. Net cash from operating activities increased $80.1 million to $152.8 million in the 2014 Period compared to $72.7 million for the 2013
Period primarily due to higher revenues and operating income as a result of the commercial agreements executed in connection with the 2013 Acquisitions.
Investing Activities. Net cash used in investing activities for the 2014 Period decreased $260.5 million to $105.6 million compared to $366.1 million in the
2013 Period. Cash used in investing activities in the 2013 Period included $314.8 million paid upon closing the acquisition of the Northwest Products
System. The decrease related to this outflow was partially offset by higher capital expenditures in the 2014 Period including spending related to the High
Plains pipeline reversal project and the construction of the Bakken area storage hub. See “Capital Expenditures” below for a discussion of the various
maintenance and growth projects in the 2014 Period, including those reimbursed by our customers. Cash provided by investing activities during the 2014
Period also included proceeds of $9.7 million from the sale of our Boise Terminal.
Financing Activities. Net cash used in financing activities for the 2014 Period was $67.0 million compared to net cash provided by financing activities of
$339.1 million for the 2013 Period. The net cash provided by financing activities in the 2013 Period included net proceeds of $391.6 million from the
January 2013 Offering and $8.3 million in net proceeds from the offering of general partner units to Tesoro, which were used to finance the acquisition of the
Northwest Products System. We paid higher quarterly cash distributions totaling $117.7 million during the 2014 Period compared to quarterly cash
distributions totaling $73.0 million paid in the 2013 Period. Net cash provided by financing activities during the 2014 Period also included $243.0 million
of net borrowings on our Revolving Credit Facility to fund a portion of the West Coast Logistics Assets acquisition that closed during the 2013 Quarter.
Historically, the Predecessors’ sources of liquidity included cash generated from operations and funding from Tesoro. Cash receipts were deposited in
Tesoro’s bank accounts and all cash disbursements were made from those accounts. As such, historically, our Predecessors’ financial statements have reflected
no cash balances. The Partnership has bank accounts separate from Tesoro, but Tesoro provides treasury services on our general partner's behalf pursuant to
the Amended Omnibus Agreement. Tesoro retained the working capital related to the Predecessors, as those asset and liability balances represented the
Predecessors’ transactions. The Sponsor contribution of $3.3 million and $14.7 million included in cash from financing activities for the 2014 Period and
2013 Period, respectively, was the funding of the net loss of the Predecessors.
Capital Expenditures
The Partnership’s operations are capital intensive, requiring investments to expand, upgrade or enhance existing operations and to maintain assets, ensuring
regulatory compliance. The cost estimates described below are subject to further review, analysis and permitting requirements and include estimates for
capitalized interest and labor. Maintenance capital expenditures include expenditures required to ensure the safety, reliability, integrity and regulatory
compliance of our assets. Growth capital expenditures (previously referred to as expansion capital expenditures) include expenditures to purchase or
construct new assets and to expand existing facilities or services that may increase throughput capacity on our pipelines and in our terminals or increase
storage capacity and other services at our storage and terminalling facilities.
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The following table is a summary of our capital expenditures for the three and nine months ended September 30, 2014 and 2013 (in thousands):
Three Months Ended September 30,
2014

Growth
Maintenance
Total Capital Expenditures

Nine Months Ended September 30,

2013

2014

2013

$

49,255
13,808

$

18,087
5,404

$

117,159
19,928

$

44,424
14,692

$

63,063

$

23,491

$

137,087

$

59,116

The following table is a summary of our total 2014 expected capital expenditures, TLLP 2014 Period capital expenditures and estimated remaining capital
expenditures, presented both gross and net of reimbursements (in thousands):
Total 2014
Expected Capital
Expenditures

Growth
Maintenance
Total Capital Expenditures

Total 2014
Expected Capital
Expenditures, Net

TLLP 2014 Period
Capital
Expenditures (a)

TLLP 2014 Period
Capital
Expenditures, Net
(a)

Remaining 2014
Capital
Expenditures

Remaining 2014
Capital
Expenditures, Net

$

160,000
40,000

$

147,400
28,100

$

117,159
19,928

$

106,756
15,939

$

42,841
20,072

$

40,644
12,161

$

200,000

$

175,500

$

137,087

$

122,695

$

62,913

$

52,805

_____________
(a) Excludes growth spending related to our Predecessors of $0.2 million. See “How We Evaluate Our Operations - Non-GAAP Financial Measures” for information regarding the
presentation of our disaggregated results of operations and exclusion of certain predecessor information.

Our total 2014 expected capital expenditures increased from $160.0 million to $200.0 million. The change in the total expected capital expenditures
incorporates projects added in 2014, including the construction of the Connolly Gathering System and the Anacortes truck rack, discussed further below, and
was partially offset by the deferral of the construction of the second phase of the Bakken area storage hub to 2015. We anticipate that our capital
expenditures will be funded primarily with cash generated from operations, reimbursement by customers for certain maintenance and growth capital
expenditures, borrowings under our Revolving Credit Facility and issuances of additional debt and equity securities, as needed.
Growth Capital Expenditures
Growth capital expenditures in the 2014 Period were $117.2 million, primarily related to the High Plains pipeline reversal project and the completion of the
first phase of the Bakken Area Storage Hub. A total of $10.4 million of growth capital expenditures were reimbursed to us in the 2014 Period. We estimate
that our growth capital expenditures for the remainder of 2014 will be approximately $42.8 million, or $40.6 million net of reimbursements. Major projects
include the following:
•
•
•
•

High Plains pipeline reversal project which is expected to increase throughput on the High Plains pipeline by over 50 percent. The project
commenced in 2013 and is substantially complete. The High Plains pipeline reversal project has a total expected spend of $40.0 million.
A new truck rack at the site of the existing Anacortes terminal acquired as part of the West Coast Logistics Assets, which is expected to add an
additional 6,000 to 7,000 barrels per day of gasoline and diesel throughput. The project has a total estimated capital spend of $23.0 million and is
expected to be complete in 2015. The estimated current year capital spend is between $5.0 million and $10.0 million.
Projects to expand and optimize the Southern California distribution system with 2014 expected spending of $25.0 million, which has been
adjusted to include additional projects associated with the Los Angeles Logistics Assets. The projects are expected to increase throughput and
expand ancillary services.
Connolly Gathering System construction with estimated capital spending of $150.0 million, with current year spending expected to be $35.0
million. The Connolly Gathering System will gather crude oil from various points in Dunn County, North Dakota for delivery at the existing
Connolly Station and is expected to have a capacity of approximately 60,000 bpd. We expect the first barrels will be delivered into the main line in
late 2014 to early 2015.
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Environmental and Other Matters
Environmental Regulation
We are subject to extensive federal, state and local environmental laws and regulations. These laws, which change frequently, regulate the discharge of
materials into the environment or otherwise relate to protection of the environment. Compliance with these laws and regulations may require us to remediate
environmental damage from any discharge of petroleum or chemical substances from our facilities or require us to install additional pollution control
equipment on our equipment and facilities. Our failure to comply with these or any other environmental or safety-related regulations could result in the
assessment of administrative, civil, or criminal penalties, the imposition of investigatory and remedial liabilities and the issuance of injunctions that may
subject us to additional operational constraints.
Future expenditures may be required to comply with the federal, state and local environmental requirements for our various sites, including our storage
facilities, pipelines and refined products terminals. The impact of these legislative and regulatory developments, if enacted or adopted, could result in
increased compliance costs and additional operating restrictions on our business, each of which could have an adverse impact on our liquidity, financial
position or results of operations. Under the Amended Omnibus Agreement and the Carson Assets Indemnity Agreement Tesoro indemnifies us for certain
matters, including environmental, title and tax matters associated with the ownership of our assets at or before the closing of our initial public offering in
April 2011 (“Initial Offering”) and subsequent acquisitions from Tesoro.
Environmental Liabilities
Contamination resulting from spills of crude oil and refined products is not unusual within the petroleum refining, terminalling or pipeline industries.
Historic spills at certain of our assets as a result of past operations have resulted in contamination of the environment, including soils and groundwater. Site
conditions, including soils and groundwater, are being evaluated at our properties where releases of hydrocarbons and other wastes have occurred. A number
of our properties have known hydrocarbon or other hazardous material contamination in the soil and groundwater. See below for our discussion of the
Amended Omnibus Agreement and the Carson Assets Indemnity Agreement for more information regarding the indemnification of certain environmental
matters provided to us by Tesoro and discussion of certain environmental obligations that were retained by Chevron in conjunction with the Northwest
Products System acquisition.
The Partnership has been party to various environmental matters arising in the ordinary course of business. The outcome of these matters cannot always be
accurately predicted, but the Partnership recognizes liabilities for these matters based on estimates and applicable accounting guidelines and principles. We
have accrued liabilities for these expenses and believe these accruals are adequate based on current information and projections that can be reasonably
estimated. Our environmental accruals are based on estimates including engineering assessments, and it is possible that our projections will change and that
additional costs will be recorded as more information becomes available. Our accruals for these environmental expenditures totaled $20.9 million and $24.4
million at September 30, 2014 and December 31, 2013, respectively. See Note H to our condensed combined consolidated financial statements for additional
information regarding changes in environmental liabilities during the nine months ended September 30, 2014.
Tioga, North Dakota Crude Oil Pipeline Release
In September 2013, the Partnership responded to the Crude Oil Pipeline Release. The environmental liabilities related to the Crude Oil Pipeline Release
include amounts estimated for remediation activities that will be conducted during the next few years to restore the site for agricultural use. We accrued an
additional $4.1 million and $9.7 million during the three and nine months ended September 30, 2014, respectively, to reflect improved scope definition and
estimates which resulted in an increase in the total estimated cost associated with the project. Probable insurance recoveries related to the Crude Oil Pipeline
Release of $18.4 million and $14.0 million were included in other receivables at September 30, 2014 and December 31, 2013, respectively, pursuant to a
pollution liability insurance policy, which is subject to a $1.0 million deductible and a $25.0 million loss limit. Through September 30, 2014, we have
received insurance proceeds of $5.3 million in reimbursements of costs incurred.
Costs to comply with a safety order related to the Crude Oil Pipeline Release issued by the Pipeline and Hazardous Materials Safety Administration of the
U.S. Department of Transportation (“PHMSA”) are not expected to have a material adverse effect on our liquidity, financial position, or results of operations.
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Chevron Diesel Pipeline Release
On March 18, 2013, Chevron detected and responded to the release of diesel fuel (the “Diesel Pipeline Release”) that occurred near Willard, Utah on the
Northwest Products System. As a result of this release, a Corrective Action Order (the “CAO”) was issued on March 22, 2013 by PHMSA. In addition, on
April 11, 2013, the Department of Environmental Quality, Division of Water Quality, of the state of Utah issued a notice of violation and compliance order.
In accordance with the sale and purchase agreements related to the Northwest Products System acquisition, as amended, Chevron retains financial and
operational responsibility to remediate the site of the Diesel Pipeline Release through mid-2015, in addition to paying any monetary fines and penalties
assessed by any government authority arising from this incident.
The Partnership assumed responsibility for performing additional testing and associated pipeline repairs on the pipeline pursuant to the CAO upon closing
the Northwest Products System acquisition. In connection with the Northwest Products System acquisition, our condensed combined consolidated balance
sheet included $2.0 million and $8.0 million in accrued environmental liabilities related to the CAO at September 30, 2014 and December 31, 2013,
respectively, and $4.7 million in accruals unrelated to the CAO at both September 30, 2014 and December 31, 2013.
We expect to spend approximately $26.5 million in total through the end of 2014 to perform a detailed inspection and maintenance program, including costs
to perform repairs as a result of the inspection, which is intended to improve the integrity of the Northwest Products Pipeline. This includes the costs to
comply with the CAO and also costs expected for inspections and repairs on other sections of the pipeline. We have spent $20.3 million under this inspection
and maintenance program since the acquisition of the Northwest Products System including $11.4 million for the nine months ended September 30, 2014.
The purchase price of the Northwest Products system was reduced by $45.0 million to compensate the Partnership for assuming responsibilities under the
CAO and to perform additional inspection and maintenance as the Partnership deemed necessary.
Tesoro Indemnification
Under the Amended Omnibus Agreement, Tesoro indemnifies us for certain matters, including environmental, title and tax matters associated with the
ownership of our assets at or before the closing of the Initial Offering and subsequent acquisitions from Tesoro, excluding the Los Angeles Terminal Assets
and the Los Angeles Logistics Assets. Under the Carson Assets Indemnity Agreement, Tesoro retained responsibility for remediation of known environmental
liabilities due to the use or operation of the Los Angeles Terminal Assets and the Los Angeles Logistics Assets prior to the acquisition dates, and has
indemnified the Partnership for any losses incurred by the Partnership arising out of those remediation obligations. See Note J of our Annual Report on Form
10-K for the year ended December 31, 2013 for additional information regarding the terms and conditions of the Amended Omnibus Agreement and the
Carson Assets Indemnity Agreement.
Other than described above, we did not have any material outstanding lawsuits, administrative proceedings or governmental investigations.
50

Table of Contents

IMPORTANT INFORMATION REGARDING FORWARD-LOOKING STATEMENTS
This Quarterly Report on Form 10-Q (including information incorporated by reference) includes and references “forward-looking statements” within the
meaning of the Private Securities Litigation Reform Act of 1995. These statements relate to, among other things, expectations regarding revenues, cash flows,
capital expenditures and other financial items. These statements also relate to our business strategy, goals and expectations concerning our market position,
future operations and profitability. We have used the words “anticipate,” “believe,” “could,” “estimate,” “expect,” “intend,” “may,” “plan,” “predict,”
“project,” “will,” “would” and similar terms and phrases to identify forward-looking statements in this Quarterly Report on Form 10-Q, which speak only as
of the date the statements were made.
Although we believe the assumptions upon which these forward-looking statements are made are reasonable, any of these assumptions could prove to be
inaccurate and the forward-looking statements based on these assumptions could be incorrect. The matters discussed in these forward-looking statements are
subject to risks, uncertainties and other factors that could cause actual results and trends to differ materially from those made, projected, or implied in or by
the forward-looking statements depending on a variety of uncertainties or other factors including, but not limited to:
•

the suspension, reduction or termination of Tesoro’s obligation under our commercial agreements and our secondment and logistics services
agreement;

•

changes in global economic conditions and the effects of the global economic downturn on Tesoro’s business and the business of its suppliers,
customers, business partners and credit lenders;

•

changes in the expected spending related to the responsibility the Partnership assumed for performing testing and associated pipeline repairs
pursuant to the Corrective Action Order in the Northwest Products System acquisition;

•

a material decrease in Tesoro’s profitability;

•

a material decrease in the crude oil produced in the Bakken Shale/Williston Basin area of North Dakota and Montana;

•

disruptions due to equipment interruption or failure at our facilities, Tesoro’s facilities or third-party facilities on which Tesoro’s business is
dependent;

•

changes in the expected benefits, including, without limitation, expected accretion to our limited partners or operational synergies, of our
transactions relating to our acquisition of QEP Resources, Inc.’s wholly-owned subsidiary, QEPFS, our ability to integrate the operations we expect
to acquire in the acquisition, or the value of the assets we intend to acquire in the QEPFS Acquisition;

•

changes in the expected benefits of our transactions relating to our acquisitions from Tesoro and third parties including the acquisitions of the Los
Angeles Terminal Assets, the Northwest Products System, the Los Angeles Logistics Assets and the West Coast Logistics Assets;

•

the risk of contract cancellation, non-renewal or failure to perform by Tesoro’s customers, and Tesoro’s inability to replace such contracts and/or
customers;

•

Tesoro’s ability to remain in compliance with the terms of its outstanding indebtedness;

•

the timing and extent of changes in commodity prices and demand for Tesoro’s refined products;

•

actions of customers and competitors;

•

changes in our cash flow from operations;

•

state and federal environmental, economic, health and safety, energy and other policies and regulations, including those related to climate change
and any changes therein, and any legal or regulatory investigations, delays or other factors beyond our control;

•

operational hazards inherent in refining operations and in transporting and storing crude oil and refined products;

•

earthquakes or other natural disasters affecting operations;

•

changes in capital requirements or in execution of planned capital projects;

•

the availability and costs of crude oil, other refinery feedstocks and refined products;

•

changes in the cost or availability of third-party vessels, pipelines and other means of delivering and transporting crude oil, feedstocks and refined
products;

•

direct or indirect effects on our business resulting from actual or threatened terrorist incidents or acts of war;
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•

weather conditions affecting our or Tesoro’s operations or the areas in which Tesoro markets its refined products;

•

seasonal variations in demand for refined products;

•

adverse rulings, judgments, or settlements in litigation or other legal or tax matters, including unexpected environmental remediation costs in excess
of any accruals, which affect us or Tesoro;

•

risks related to labor relations and workplace safety;

•

changes in insurance markets impacting costs and the level and types of coverage available;

•

the coverage and ability to recover claims under our insurance policies; and

•

political developments.

Many of these factors, as well as other factors, are described in our filings with the SEC. All future written and oral forward-looking statements attributable to
us or persons acting on our behalf are expressly qualified in their entirety by the previous statements. We undertake no obligation to update any information
contained herein or to publicly release the results of any revisions to any forward-looking statements that may be made to reflect events or circumstances that
occur, or that we become aware of, after the date of this Quarterly Report on Form 10-Q.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Market Risk
Market risk is the risk of loss arising from adverse changes in market rates and prices. As we do not own the refined products or crude oil that are shipped
through our pipelines, distributed through our terminals or held in our storage facilities we have minimal direct exposure to risks associated with fluctuating
commodity prices. In addition, our commercial agreements with Tesoro are indexed for inflation and contain fuel surcharge provisions that are designed to
substantially mitigate our exposure to increases in diesel fuel prices and the cost of other supplies used in our business. We do not intend to hedge our
exposure to commodity price risk related to imbalance gains and losses or to diesel fuel or other supply costs.
Interest Rate Risk
Our use of debt directly exposes us to interest rate risk. Variable-rate debt, such as borrowings under our Revolving Credit Facility, exposes us to short-term
changes in market rates that impact our interest expense. Fixed rate debt, such as our Senior Notes, exposes us to changes in the fair value of our debt due to
changes in market interest rates. Fixed rate debt also exposes us to the risk that we may need to refinance maturing debt with new debt at higher rates, or that
we may be obligated to rates higher than the current market. The fair value of our fixed rate debt was estimated using quoted market prices. The carrying
value and fair value of our total debt were both approximately $1.3 billion as of September 30, 2014, and were both approximately $1.2 billion as of
December 31, 2013. Unless interest rates increase significantly in the future, our exposure to interest rate risk should be minimal. As of September 30, 2014,
we had $243.0 million of borrowings under our Revolving Credit Facility. Any change in interest rates would affect cash flows, but not the fair value of the
debt we incur under our Revolving Credit Facility. With all other variables held constant, a 0.25% change in the interest rate associated with these
borrowings would result in a $0.6 million change in annual interest expense.
We do not currently have in place any hedges or forward contracts to reduce our exposure to interest rate risks; however, we continue to monitor the market
and our exposure, and may enter into these transactions in the future. We believe in the short-term we have acceptable interest rate risk and continue to
monitor the risk on our long-term obligations.
ITEM 4. CONTROLS AND PROCEDURES
Our disclosure controls and procedures are designed to provide reasonable assurance that the information that we are required to disclose in reports we file
under the Securities Exchange Act of 1934, as amended (“the Exchange Act”), is accumulated and appropriately communicated to management. There have
been no significant changes in our internal controls over financial reporting (as defined by applicable Securities and Exchange Commission rules) during the
quarter ended September 30, 2014 that have materially affected or are reasonably likely to materially affect these controls.
We expect to complete during 2014 a transition from the 1992 framework of the Committee of Sponsoring Organizations of the Treadway Commission to its
2013 framework for assessing our internal control effectiveness over financial reporting.
We carried out an evaluation required by Rule 13a-15(b) of the Exchange Act, under the supervision and with the participation of our management,
including the Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design and operation of our disclosure controls and procedures
at the end of the reporting period. Based on that evaluation, the Chief Executive Officer and Chief Financial Officer concluded that our disclosure controls
and procedures are effective.
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PART II - OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS
Although from time to time we may be involved in litigation and claims arising out of our operations in the normal course of business, we do not believe that
we are a party to any litigation that will have a material adverse impact on our financial condition, results of operations or statements of cash flows.
In October 2014 we finalized the settlement of a notice of violation issued on March 12, 2014 by the Northwest Clean Air Agency jointly to Tesoro Logistics
Operations LLC and Tesoro Refining & Marketing Company LLC alleging a violation of air quality regulations at TLLP’s Anacortes Crude Rail Offloading
facility. The allegation concerns hydrocarbon releases from the wastewater system at the unloading facility during the period of November 2012 through
September 2013. The final resolution of this matter did not have a material impact on our financial position, results of operations or liquidity.
ITEM 1A. RISK FACTORS
There have been no significant changes from the risk factors previously disclosed in Item 1A of our Annual Report on Form 10-K for the year ended
December 31, 2013, except for the risks related to the QEPFS Acquisition, as noted below.
The QEPFS Acquisition may not be consummated, which could have an adverse impact on our distributable cash flow.
We expect the QEPFS Acquisition to close during the fourth quarter of 2014, but the acquisition is subject to a number of closing conditions. Satisfaction of
many of these conditions is beyond our control. If these conditions are not satisfied or waived, the QEPFS Acquisition will not be completed. Certain of the
conditions that remain to be satisfied include, but are not limited to:
•
•
•
•
•
•
•

the continued accuracy of the representations and warranties in the definitive agreement, dated October 19, 2014, (“QEPFS Purchase Agreement”) to
acquire QEPFS;
the performance by each party of its respective obligations under the QEPFS Purchase Agreement;
the absence of any injunction, order or award restraining, enjoining or otherwise prohibiting the QEP Field Services Acquisition;
QEP Midstream’s delivery of proof that it has paid off all amounts owed under, or in connection with the termination of, its revolving credit facility;
the third party right of first refusal on the Vermillion complex, a gas processing facility located in Sweetwater County, Wyoming, has been waived,
exercised or expired;
the delivery of a guarantee of all of QEP Field Services’ obligations under the QEPFS Purchase Agreement by QEP in favor of TLLP; and
obtaining required regulatory approvals, including the pre-merger notification requirements of the Hart-Scott-Rodino Antitrust Improvements Act of
1976.

As a result, the QEPFS Acquisition may not close as scheduled, or at all. Failure to complete the QEPFS Acquisition or any delays in completing the QEPFS
Acquisition could have an adverse impact on our future business, operations and distributable cash flow and could negatively impact the price of our
common units.
Even if the QEPFS Acquisition is completed, a combination with QEP Midstream Partners, LP (“QEP Midstream”) may not be consummated.
Following the closing of the QEPFS Acquisition, we currently intend to make a proposal to the QEP Midstream conflicts committee to combine the
Partnership and QEP Midstream in a unit-for-unit combination. The terms of any such combination have not been negotiated, and if pursued, we expect that
it would be subject to the review and approval of the board of our general partner, the QEP Midstream conflicts committee and the QEP Midstream common
unitholders. We cannot predict whether the terms of a potential combination will be agreed upon by our general partner, the QEP Midstream conflicts
committee or the QEP Midstream common unitholders, the timing or final structure of any potential transaction or whether a combination will occur at all.
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We may be unsuccessful in integrating the operations of the assets we have acquired or of any future acquisitions, such as the QEPFS Acquisition and the
potential combination with QEP Midstream, or in realizing all or any part of the anticipated benefits of any such acquisitions.
From time to time, we evaluate and acquire assets and businesses that we believe complement our existing assets and business. The acquisition component of
our growth strategy depends on the successful integration of these acquisitions. We face numerous risks and challenges to successful integration of acquired
businesses, including the following:
•
•
•
•
•
•
•

the potential for unexpected costs, delays and challenges that may arise in integrating acquisitions into our existing business;
limitations on our ability to realize the expected cost savings and synergies from an acquisition;
challenges related to integrating acquired operations that have management teams and company cultures that differ from our own;
challenges related to the integration of businesses that operate in new geographic areas, including difficulties in identifying and gaining access to
customers in new markets;
challenges with respect to the gathering assets we acquire, such as expeditiously connecting customers’ wells to the gathering system;
difficulties of managing operations outside of our existing core business, which may require development of additional skills and competencies; and
discovery of previously unknown liabilities following an acquisition associated with the acquired business or assets for which we cannot receive
reimbursement under applicable indemnification provisions.

As a result of the QEPFS Acquisition and the potential combination with QEP Midstream, we anticipate that the scope and size of our operations and
business will substantially change. We cannot provide assurance that our expansion in size and into the midstream natural gas and natural gas liquids
(“NGL”) industry will be successful.
We anticipate that the QEPFS Acquisition and the potential combination with QEP Midstream will substantially expand the scope and size of our business
by adding substantial midstream natural gas and NGL assets and operations to our existing assets and operations. Prior to the QEPFS Acquisition, our
operations consisted of gathering crude oil and distributing, transporting and storing crude oil and refined products. Although we and QEPFS operate in
many of the same regions, QEPFS’ operations focus on providing natural gas gathering, processing, treating and transportation services and NGL
fractionation and transportation services, which is a new line of business for us. Operating midstream natural gas and NGL assets requires different operating
strategies and managerial expertise than our current operations and natural gas and NGL operations are subject to additional or different regulatory
requirements. Consequently, we may not be able to successfully integrate QEPFS’ operations into our existing operations, successfully manage this new line
of business or to realize the expected economic benefits of the QEPFS Acquisition and the potential combination with QEP Midstream, which may have a
material adverse effect on our business, financial condition and results of operations, including our distributable cash flow.
We may not have accurately estimated the benefits or synergies to be realized from the QEPFS Acquisition.
Our expected benefits and synergies from the QEPFS Acquisition may not be realized if our cash flow estimates associated with QEPFS’ assets are materially
inaccurate or if we fail to identify operating problems or liabilities prior to closing. We have performed an inspection of assets to be acquired, which we
believe to be generally consistent with industry practices. However, the accuracy of our assessments of the assets and our estimates are inherently uncertain.
There could also be environmental or other problems that were not discovered in the course of our due diligence and inspections. If problems are identified
after closing of the QEPFS Acquisition, the QEPFS Purchase Agreement provides for limited recourse against QEPFS.
In addition, our estimate of the required working capital for QEPFS’ business and targeted working capital set forth in the QEPFS Purchase Agreement may
not be sufficient for the actual working capital needs of the QEPFS business. If our estimate of the targeted working capital was lower than the actual needs of
the acquired business, we could be required to fund such additional working capital needs out of other operating cash flows or borrowings under our
Revolving Credit Facility.
55

Table of Contents

Our level of indebtedness could adversely affect our financial condition and prevent us from fulfilling our debt obligations.
As of September 30, 2014, we had $1,019.7 million outstanding in aggregate principal amount relating to our 5.875% Senior Notes due 2020 and our
6.125% Senior Notes due 2021. Our indebtedness could adversely affect our business, financial condition, results of operations and cash flows, including,
without limitation, impairing our ability to obtain additional financing for working capital, capital expenditures, debt service requirements or other general
partnership purposes or our ability to make distributions to our unitholders. In addition, we will have to use a substantial portion of our cash flow to pay
principal, premium (if any) and interest on the Senior Notes Offering and our other indebtedness which will reduce the funds available to us for other
purposes. Our level of indebtedness will also make us more vulnerable to economic downturns and adverse industry conditions, and may compromise our
ability to capitalize on business opportunities and to react to competitive pressures as compared to our competitors.
The QEPFS Acquisition could result in unexpected disruptions on the combined business.
In response to the announcement of the QEPFS Acquisition, QEPFS’ customers may cease or reduce their business with QEPFS, which could negatively affect
our combined business operations. Similarly, current or prospective employees of us or of QEPFS may experience uncertainty about their future roles with the
combined entity. This may adversely affect our ability to attract and retain key management, marketing and technical personnel. In addition, the diversion of
the attention of our respective management teams away from day-to-day operations during the negotiation and pendency of the QEPFS Acquisition could
have an adverse effect on the financial condition and operating results of either us or QEPFS.
Our historical and pro forma combined consolidated financial information and operating data may not be representative of our results as a combined
company.
The pro forma combined consolidated financial information filed with the Securities and Exchange Commission (“SEC”) is constructed from the
consolidated historical financial statements of TLLP, the combined statements of revenues and direct operating expenses of the Northwest Products System
and the financial statements of QEPFS, and does not purport to be indicative of the future results of operations of the combined companies. Therefore, our pro
forma combined consolidated financial information filed with the SEC may not be representative of our results as a combined company. The pro forma
combined consolidated financial information filed with the SEC is also based in part on certain assumptions regarding the Northwest Products System
acquisition, the QEPFS Acquisition and the transactions relating thereto that we believe are reasonable. We cannot assure you, however, that our assumptions
will prove to be accurate. Accordingly, the historical and pro forma combined consolidated financial information filed with the SEC may not be indicative of
what our results of operations and financial condition would have been had we been a consolidated entity during the periods presented, or what our results of
operations and financial conditions will be in the future. The challenge of integrating previously independent businesses makes evaluating our business and
our future financial prospects difficult. Our potential for future business success and operating profitability must be considered in light of the risks,
uncertainties, expenses and difficulties typically encountered by recently combined companies.
Our pro forma condensed combined consolidated financial information includes a preliminary allocation of the estimated purchase price for the QEPFS
Acquisition. The price was allocated based on a preliminary assessment of the fair value of the assets acquired and liabilities assumed, pending the
completion of an independent appraisal and other evaluations. We cannot currently estimate the value of the purchase price to be allocated to property, plant
and equipment, goodwill, identifiable intangible assets, noncontrolling interest or any other noncurrent assets or liabilities at this time. Additionally, the
results of the pending appraisal may reflect a value for certain customer contracts, environmental liabilities, or other identifiable intangible assets, the
quantification of which cannot be determined at this time. Further, as the QEPFS Acquisition has not closed, certain amounts of working capital and other
closing adjustments reflected in the pro forma adjustments are not final.
The QEPFS Acquisition may be completed on different terms from those contained in the QEPFS Purchase Agreement.
Prior to the completion of the QEPFS Acquisition, we and QEPFS may, by mutual agreement, amend or alter the terms of the QEPFS Purchase Agreement,
including with respect to, among other things, the consideration payable by us to QEPFS or any covenants or agreements with respect to the parties’
respective operations during the pendency thereof. Any such amendments or alterations may have negative consequences to us, including, among other
things, reducing our distributable cash flow. In addition, the Vermillion complex is the subject of a right of first refusal with a third party. We cannot control
whether the third party will validly exercise their right of first refusal. If such right of first refusal is validly exercised, we will not obtain the Vermillion
complex, which could have a disruptive effect on the combined business.
ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
As described elsewhere in this Quarterly Report on Form 10-Q and in the Partnership’s Current Report on Form 8-K filed with the Securities and Exchange
Commission on July 1, 2014, the Partnership issued equity to Tesoro Logistics GP, LLC, our general partner, as part of the consideration for the acquisition of
the West Coast Logistics acquisition on July 1, 2014.
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ITEM 6. EXHIBITS
(a)

Exhibits

Exhibit
Number
2.1

2.2

Description of Exhibit
Contribution, Conveyance and Assumption Agreement, dated as of June 23, 2014, among Tesoro Corporation, Tesoro Refining & Marketing Company LLC,
Tesoro Alaska Company LLC, Tesoro Logistics GP, LLC, Tesoro Logistics LP, Tesoro Logistics Operations LLC and Tesoro Logistics Pipelines LLC
(incorporated by reference herein from Exhibit 2.1 to the Partnership’s Current Report on Form 8-K filed on June 23, 2014, File No. 1-35143).

Membership Interest Purchase Agreement, dated as of October 19, 2014, between Tesoro Logistics LP and QEP Field Services Company. Pursuant to Item
601(b)(2) of Regulation S-K, certain schedules, exhibits and similar attachments to the Membership Interest Purchase Agreement have not been filed with this
exhibit. The schedules contain various items relating to the interests to be acquired and the representations and warranties made by the parties to the agreement.
The exhibits contain the forms of various agreements, certificates and other documents to be executed and delivered by the parties upon the closing of the
transaction. The Partnership agrees to furnish supplementally any omitted schedule, exhibit or similar attachment to the SEC upon request (incorporated by
reference herein from Exhibit 2.1 to the Partnership’s Current Report on Form 8-K filed on October 19, 2014, File No. 1-35143).

3.1

Second Amended and Restated Limited Liability Company Agreement of Tesoro Logistics GP, LLC, dated as of July 1, 2014, among Tesoro Corporation,
Tesoro Refining & Marketing Company LLC, Tesoro Alaska Company LLC, and Tesoro Logistics GP, LLC (incorporated by reference herein from Exhibit
3.1 to the Partnership’s Current Report on Form 8-K filed on July 1, 2014, File No. 1-35143).

3.2

Amendment No. 1 to the Second Amended and Restated Limited Liability Company Agreement of Tesoro Logistics GP, LLC, dated as of July 1, 2014, among
Tesoro Corporation, Tesoro Refining & Marketing Company LLC, Tesoro Alaska Company LLC, and Tesoro Logistics GP, LLC (incorporated by reference
herein from Exhibit 3.1 to the Partnership’s Current Report on Form 8-K filed on September 30, 2014, File No. 1-35143).

*4.1

Second Supplemental Indenture dated as of October 8, 2014, among Tesoro Alaska Pipeline Company LLC, Tesoro Logistics LP, Tesoro Logistics Finance
Corp., the guarantors named therein and U.S. National Bank Association, as trustee, relating to the 6.125% Senior Notes due 2021.

*4.2

Fourth Supplemental Indenture dated as of October 8, 2014, among Tesoro Alaska Pipeline Company LLC, Tesoro Logistics LP, Tesoro Logistics Finance
Corp., the guarantors named therein and U.S. National Bank Association, as trustee, relating to the 5.875% Senior Notes due 2020.

4.3

Indenture, dated as of October 29, 2014 among Tesoro Logistics LP, Tesoro Logistics Finance Corp., the guarantors named therein and U.S. Bank National
Association, as trustee (incorporated by reference herein from Exhibit 4.1 to the Partnership’s Current Report on Form 8-K filed on October 29, 2014, File No.
1-35143).

4.4

Registration Rights Agreement, dated as of October 29, 2014, among Tesoro Logistics LP, Tesoro Logistics Finance Corp., the guarantors named therein and
Merrill Lynch, Pierce, Fenner & Smith Incorporated, as representative of the several initial purchasers (incorporated by reference herein from Exhibit 4.2 to the
Partnership’s Current Report on Form 8-K filed on October 29, 2014, File No. 1-35143).

10.1

Construction Service Agreement - Anacortes Products Terminal, dated as of July 28, 2014 between Tesoro Refining & Marketing Company LLC and Tesoro
Logistics Operations LLC (incorporated by reference herein from Exhibit 10.1 to the Partnership’s Quarterly Report on Form 10-Q filed on August 1, 2014,
File No. 1-35143).

10.2

Terminalling Services Agreement – Nikiski, dated as of July 1, 2014, among Tesoro Alaska Company LLC, Tesoro Logistics GP, LLC, Tesoro Logistics LP,
and Tesoro Logistics Operations LLC (incorporated by reference herein from Exhibit 10.1 to the Partnership’s Current Report on Form 8-K filed on July 1,
2014, File No. 1-35143).

10.3

Terminalling Services Agreement – Anacortes, dated as of July 1, 2014, among Tesoro Refining & Marketing Company LLC, Tesoro Logistics GP, LLC,
Tesoro Logistics LP and Tesoro Logistics Operations LLC (incorporated by reference herein from Exhibit 10.2 to the Partnership’s Current Report on Form 8K filed on July 1, 2014, File No. 1-35143).

10.4

Amendment No. 1 to Anacortes Track Use and Throughput Agreement, dated as of July 1, 2014, between Tesoro Refining & Marketing Company LLC and
Tesoro Logistics Operations LLC (incorporated by reference herein from Exhibit 10.3 to the Partnership’s Current Report on Form 8-K filed on July 1, 2014,
File No. 1-35143).

10.5

Terminalling Services Agreement – Martinez, dated as of July 1, 2014, among Tesoro Refining & Marketing Company LLC, Tesoro Logistics GP, LLC,
Tesoro Logistics LP, and Tesoro Logistics Operations LLC (incorporated by reference herein from Exhibit 10.4 to the Partnership’s Current Report on Form
8-K filed on July 1, 2014, File No. 1-35143).
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10.6

Storage Services Agreement - Anacortes, dated as of July 1, 2014, among Tesoro Refining & Marketing Company LLC, Tesoro Logistics GP, LLC, Tesoro
Logistics LP and Tesoro Logistics Operations LLC (incorporated by reference herein from Exhibit 10.5 to the Partnership’s Current Report on Form 8-K filed
on July 1, 2014, File No. 1-35143).

10.7

First Amendment to Ground Lease, dated as of July 1, 2014, between Tesoro Refining & Marketing Company LLC and Tesoro Logistics Operations LLC
(incorporated by reference herein from Exhibit 10.6 to the Partnership’s Current Report on Form 8-K filed on July 1, 2014, File No. 1-35143).

10.8

Ground Lease dated as of July 1, 2014, between Tesoro Refining & Marketing Company LLC and Tesoro Logistics Operations LLC (incorporated by
reference herein from Exhibit 10.7 to the Partnership’s Current Report on Form 8-K filed on July 1, 2014, File No. 1-35143).

10.9

Martinez License Agreement, dated as of July 1, 2014, between Tesoro Refining & Marketing Company LLC and Tesoro Logistics Operations LLC
(incorporated by reference herein from Exhibit 10.8 to the Partnership’s Current Report on Form 8-K filed on July 1, 2014, File No. 1-35143).

10.10

Martinez Rights Agreement, dated as of July 1, 2014, among Tesoro Refining & Marketing Company LLC, Tesoro Logistics GP, LLC, Tesoro Logistics LP
and Tesoro Logistics Operations LLC (incorporated by reference herein from Exhibit 10.9 to the Partnership’s Current Report on Form 8-K filed on July 1,
2014, File No. 1-35143).

10.11

Third Amended and Restated Omnibus Agreement, dated as of July 1, 2014, among Tesoro Corporation, Tesoro Refining & Marketing Company LLC,
Tesoro Companies, Inc., Tesoro Alaska Company LLC, Tesoro Logistics LP and Tesoro Logistics GP, LLC (incorporated by reference herein from Exhibit
10.10 to the Partnership’s Current Report on Form 8-K filed on July 1, 2014, File No. 1-35143).

10.12

Secondment and Logistics Services Agreement, dated as of July 1, 2014, among Tesoro Refining & Marketing Company LLC, Tesoro Companies, Inc.,
Tesoro Alaska Company LLC, Tesoro Logistics GP, LLC, Tesoro Logistics Operations, LLC, Tesoro Logistics Pipelines LLC, Tesoro High Plains Pipeline
Company LLC, Tesoro Logistics Northwest Pipeline LLC and Tesoro Alaska Pipeline Company LLC (incorporated by reference herein from Exhibit 10.11 to
the Partnership’s Current Report on Form 8-K filed on July 1, 2014, File No. 1-35143).

10.13

Termination Agreement, dated as of July 1, 2014, Tesoro Refining & Marketing Company LLC, Tesoro Companies, Inc., Tesoro Alaska Company LLC,
Tesoro Logistics GP, LLC, Tesoro Logistics Operations, LLC and Tesoro High Plains Pipeline Company LLC (incorporated by reference herein from Exhibit
10.12 to the Partnership’s Current Report on Form 8-K filed on July 1, 2014, File No. 1-35143).

*31.1

Certification by Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

*31.2

Certification by Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

*32.1

Certification by Chief Executive Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

*32.2

Certification by Chief Financial Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

**101.INS

XBRL Instance Document

**101.SCH

XBRL Taxonomy Extension Schema Document

**101.CAL

XBRL Taxonomy Extension Calculation Linkbase Document

**101.DEF

XBRL Taxonomy Extension Definition Linkbase Document

**101.LAB

XBRL Taxonomy Extension Label Linkbase Document

**101.PRE

XBRL Taxonomy Extension Presentation Linkbase Document

____________
*

Filed herewith

**

Submitted electronically herewith
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the undersigned
hereunto duly authorized.
TESORO LOGISTICS LP

Date:

October 31, 2014

By:

Tesoro Logistics GP, LLC
Its general partner

By:

/s/ GREGORY J. GOFF
Gregory J. Goff
Chairman of the Board of Directors and Chief Executive Officer

Date:

October 31, 2014

By: /s/ STEVEN M. STERIN
Steven M. Sterin
Director, Vice President and Chief Financial Officer
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Exhibit 4.1

SECOND SUPPLEMENTAL INDENTURE

SUPPLEMENTAL INDENTURE (this “Supplemental Indenture”), dated as of October 8, 2014, among Tesoro Alaska
Pipeline Company LLC (the “Guaranteeing Subsidiary”), Tesoro Logistics LP, a Delaware limited partnership (“TLLP”), Tesoro
Logistics Finance Corp., a Delaware corporation (together with TLLP, the “Issuers”), and U.S. Bank National Association, as trustee
under the Indenture referred to below (the “Trustee”).
WITNESSETH
WHEREAS, the Issuers have heretofore executed and delivered to the Trustee an indenture (the “Indenture”), dated as of August
1, 2013 providing for the issuance of 6.125% Senior Notes due 2021 (the “Notes”);
WHEREAS, the Indenture provides that under certain circumstances the Guaranteeing Subsidiary shall execute and deliver to the
Trustee a supplemental indenture pursuant to which the Guaranteeing Subsidiary shall unconditionally guarantee all of the Issuers’
Obligations under the Notes and the Indenture on the terms and conditions set forth herein (the “Note Guarantee”); and
WHEREAS, pursuant to Section 9.01 of the Indenture, the Trustee is authorized to execute and deliver this Supplemental
Indenture.
NOW, THEREFORE, in consideration of the foregoing and for other good and valuable consideration, the receipt of which is
hereby acknowledged, the Guaranteeing Subsidiary and the Trustee mutually covenant and agree for the equal and ratable benefit of
the Holders of the Notes as follows:
l. CAPITALIZED TERMS. Capitalized terms used herein without definition shall have the meanings assigned to them in the
Indenture.
2. AGREEMENT TO GUARANTEE. The Guaranteeing Subsidiary acknowledges that it has received and reviewed a copy of
the Indenture and all other documents it deems necessary to review in order to enter into this Supplemental Indenture, and
acknowledges and agrees to (i) join and become a party to the Indenture as indicated by its signature below; (ii) be bound by the
Indenture, as of the date hereof, as if made by, and with respect to, each signatory hereto; and (iii) perform all obligations and duties
required of a Guarantor pursuant to the Indenture. The Guaranteeing Subsidiary hereby agrees to provide an unconditional Guarantee
on the terms and subject to the conditions set forth in the Indenture, including, but not limited to, Article 10 thereof.
3. EXECUTION AND DELIVERY. The Guaranteeing Subsidiary agrees that the Guarantee shall remain in full force and effect
notwithstanding the absence of the endorsement of any notation of such Guarantee on the Notes.

4. NO RECOURSE AGAINST OTHERS. No past, present or future director, officer, employee, incorporator, stockholder or
agent of the Guaranteeing Subsidiary, as such, shall have any liability for any obligations of the Issuers or any Guaranteeing Subsidiary
under the Notes, any Note Guarantees, the Indenture or this Supplemental Indenture or for any claim based on, in respect of, or by
reason of, such obligations or their creation. Each Holder by accepting a Note waives and releases all such liability. The waiver and
release are part of the consideration for issuance of the Notes.
5. NEW YORK LAW TO GOVERN. THE LAW OF THE STATE OF NEW YORK SHALL GOVERN AND BE USED
TO CONSTRUE THIS SUPPLEMENTAL INDENTURE.
6. COUNTERPARTS. The parties may sign any number of copies of this Supplemental Indenture. Each signed copy shall be an
original, but all of them together represent the same agreement. This Supplemental Indenture may be executed in multiple counterparts
which, when taken together, shall constitute one instrument. The exchange of copies of this Supplemental Indenture and of signature
pages by facsimile or PDF transmissions shall constitute effective execution and delivery of this Supplemental Indenture as to the
parties hereto and may be used in lieu of the original Supplemental Indenture for all purposes. Signatures of the parties hereto
transmitted by facsimile or PDF shall be deemed to be their original signatures for all purposes.
7. EFFECT OF HEADINGS. The Section headings herein are for convenience only and shall not affect the construction hereof.
8. THE TRUSTEE. The Trustee shall not be responsible in any manner whatsoever for or in respect of the validity or sufficiency
of this Supplemental Indenture or for or in respect of the recitals contained herein, all of which recitals are made solely by the
Guaranteeing Subsidiary and the Issuers.
9. BENEFITS ACKNOWLEDGED. The Guaranteeing Subsidiary’s Guarantee is subject to the terms and conditions set forth in
the Indenture. The Guaranteeing Subsidiary acknowledges that it will receive direct and indirect benefits from the financing
arrangements contemplated by the Indenture and this Supplemental Indenture and that the guarantee and waivers made by it pursuant
to its Note Guarantee are knowingly made in contemplation of such benefits.
10. SUCCESSORS. All agreements of the Guaranteeing Subsidiary in this Supplemental Indenture shall bind its Successors,
except as otherwise provided in this Supplemental Indenture. All agreements of the Trustee in this Supplemental Indenture shall bind
its successors.

IN WITNESS WHEREOF, the parties hereto have caused this Supplemental Indenture to be duly executed, all as of the date first
above written.
GUARANTEEING SUBSIDIARY:
TESORO ALASKA PIPELINE COMPANY LLC
By: Tesoro Logistics Pipelines LLC, its sole member
By: Tesoro Logistics Operations LLC, its sole member
By: Tesoro Logistics LP, its sole member
By: Tesoro Logistics GP, LLC, its general partner
By: /s/ PHILLIP M. ANDERSON
Name: Phillip M. Anderson
Title: President
ISSUERS:
TESORO LOGISTICS LP
By: Tesoro Logistics GP, LLP, its general partner
By: /s/ PHILLIP M. ANDERSON
Name: Phillip M. Anderson
Title: President
TESORO LOGISTICS FINANCE CORP.
By: /s/ PHILLIP M. ANDERSON
Name: Phillip M. Anderson
Title: President
TRUSTEE:
U.S. BANK NATIONAL ASSOCIATION, as Trustee
By: /s/ JAMES KOWALSKI
Authorized Signatory

Exhibit 4.2

FOURTH SUPPLEMENTAL INDENTURE
SUPPLEMENTAL INDENTURE (this “Supplemental Indenture”), dated as of October 8, 2014 among Tesoro Alaska Pipeline
Company LLC (the “Guaranteeing Subsidiary”), Tesoro Logistics LP, a Delaware limited partnership (“TLLP”), Tesoro Logistics
Finance Corp., a Delaware corporation (together with TLLP, the “Issuers”), and U.S. Bank National Association, as trustee under the
Indenture referred to below (the “Trustee”).
WITNESSETH
WHEREAS, the Issuers have heretofore executed and delivered to the Trustee an indenture (the “Indenture”), dated as of
September 14, 2012 providing for the issuance of 5.875% Senior Notes due 2020 (the “Notes”);
WHEREAS, the Indenture provides that under certain circumstances the Guaranteeing Subsidiary shall execute and deliver to the
Trustee a supplemental indenture pursuant to which the Guaranteeing Subsidiary shall unconditionally guarantee all of the Issuers’
Obligations under the Notes and the Indenture on the terms and conditions set forth herein (the “Note Guarantee”); and
WHEREAS, pursuant to Section 9.01 of the Indenture, the Trustee is authorized to execute and deliver this Supplemental
Indenture.
NOW, THEREFORE, in consideration of the foregoing and for other good and valuable consideration, the receipt of which is
hereby acknowledged, the Guaranteeing Subsidiary and the Trustee mutually covenant and agree for the equal and ratable benefit of
the Holders of the Notes as follows:
l. CAPITALIZED TERMS. Capitalized terms used herein without definition shall have the meanings assigned to them in the
Indenture.
2. AGREEMENT TO GUARANTEE. The Guaranteeing Subsidiary acknowledges that it has received and reviewed a copy of
the Indenture and all other documents it deems necessary to review in order to enter into this Supplemental Indenture, and
acknowledges and agrees to (i) join and become a party to the Indenture as indicated by its signature below; (ii) be bound by the
Indenture, as of the date hereof, as if made by, and with respect to, each signatory hereto; and (iii) perform all obligations and duties
required of a Guarantor pursuant to the Indenture. The Guaranteeing Subsidiary hereby agrees to provide an unconditional Guarantee
on the terms and subject to the conditions set forth in the Indenture, including, but not limited to, Article 10 thereof.
3. EXECUTION AND DELIVERY. The Guaranteeing Subsidiary agrees that the Guarantee shall remain in full force and effect
notwithstanding the absence of the endorsement of any notation of such Guarantee on the Notes.
4. NO RECOURSE AGAINST OTHERS. No past, present or future director, officer, employee, incorporator, stockholder or
agent of the Guaranteeing Subsidiary, as such, shall have any liability for any obligations of the Issuers or any Guaranteeing Subsidiary
under the Notes,

any Note Guarantees, the Indenture or this Supplemental Indenture or for any claim based on, in respect of, or by reason of, such
obligations or their creation. Each Holder by accepting a Note waives and releases all such liability. The waiver and release are part of
the consideration for issuance of the Notes.
5. NEW YORK LAW TO GOVERN. THE LAW OF THE STATE OF NEW YORK SHALL GOVERN AND BE USED
TO CONSTRUE THIS SUPPLEMENTAL INDENTURE.
6. COUNTERPARTS. The parties may sign any number of copies of this Supplemental Indenture. Each signed copy shall be an
original, but all of them together represent the same agreement. This Supplemental Indenture may be executed in multiple counterparts
which, when taken together, shall constitute one instrument. The exchange of copies of this Supplemental Indenture and of signature
pages by facsimile or PDF transmissions shall constitute effective execution and delivery of this Supplemental Indenture as to the
parties hereto and may be used in lieu of the original Supplemental Indenture for all purposes. Signatures of the parties hereto
transmitted by facsimile or PDF shall be deemed to be their original signatures for all purposes.
7. EFFECT OF HEADINGS. The Section headings herein are for convenience only and shall not affect the construction hereof.
8. THE TRUSTEE. The Trustee shall not be responsible in any manner whatsoever for or in respect of the validity or sufficiency
of this Supplemental Indenture or for or in respect of the recitals contained herein, all of which recitals are made solely by the
Guaranteeing Subsidiary and the Issuers.
9. BENEFITS ACKNOWLEDGED. The Guaranteeing Subsidiary’s Guarantee is subject to the terms and conditions set forth in
the Indenture. The Guaranteeing Subsidiary acknowledges that it will receive direct and indirect benefits from the financing
arrangements contemplated by the Indenture and this Supplemental Indenture and that the guarantee and waivers made by it pursuant
to its Note Guarantee are knowingly made in contemplation of such benefits.
10. SUCCESSORS. All agreements of the Guaranteeing Subsidiary in this Supplemental Indenture shall bind its Successors,
except as otherwise provided in this Supplemental Indenture. All agreements of the Trustee in this Supplemental Indenture shall bind
its successors.

IN WITNESS WHEREOF, the parties hereto have caused this Supplemental Indenture to be duly executed, all as of the date
first above written.
GUARANTEEING SUBSIDIARY:
TESORO ALASKA PIPELINE COMPANY LLC
By: Tesoro Logistics Pipelines LLC, its sole member
By: Tesoro Logistics Operations LLC, its sole member
By: Tesoro Logistics LP, its sole member
By: Tesoro Logistics GP, LLC, its general partner
By: /s/ PHILLIP M. ANDERSON
Name: Phillip M. Anderson
Title: President
ISSUERS:
TESORO LOGISTICS LP
By: Tesoro Logistics GP, LLP, its general partner
By: /s/ PHILLIP M. ANDERSON
Name: Phillip M. Anderson
Title: President
TESORO LOGISTICS FINANCE CORP.
By: /s/ PHILLIP M. ANDERSON
Name: Phillip M. Anderson
Title: President
TRUSTEE:
U.S. BANK NATIONAL ASSOCIATION, as Trustee
By: /s/ JAMES KOWALSKI
Authorized Signatory

Exhibit 31.1
CERTIFICATION PURSUANT TO
SECTION 302 OF
THE SARBANES-OXLEY ACT OF 2002
I, Gregory J. Goff, certify that:
1.

I have reviewed this quarterly report on Form 10-Q of Tesoro Logistics LP;

2.

Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make
the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
quarterly report;

3.

Based on my knowledge, the financial statements, and other financial information included in this quarterly report, fairly present in all material respects
the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this quarterly report;

4.

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure
that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this quarterly report is being prepared;
(b) Designed such internal control over financial reporting, or caused such internal controls over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles;
(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this quarterly report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this quarterly report based on such evaluation; and
(d) Disclosed in this quarterly report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal control over financial reporting; and

5.

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and
(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over
financial reporting.

Date:

October 31, 2014

/s/ GREGORY J. GOFF
Gregory J. Goff
Chief Executive Officer of Tesoro Logistics GP, LLC
(the general partner of Tesoro Logistics LP)

Exhibit 31.2
CERTIFICATION PURSUANT TO
SECTION 302 OF
THE SARBANES-OXLEY ACT OF 2002
I, Steven M. Sterin, certify that:
1.

I have reviewed this quarterly report on Form 10-Q of Tesoro Logistics LP;

2.

Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make
the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
quarterly report;

3.

Based on my knowledge, the financial statements, and other financial information included in this quarterly report, fairly present in all material respects
the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this quarterly report;

4.

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange
Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:
(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure
that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities,
particularly during the period in which this quarterly report is being prepared;
(b) Designed such internal control over financial reporting, or caused such internal controls over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles;
(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this quarterly report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this quarterly report based on such evaluation; and
(d) Disclosed in this quarterly report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal control over financial reporting; and

5.

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and
(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over
financial reporting.

Date:

October 31, 2014

/s/ STEVEN M. STERIN
Steven M. Sterin
Chief Financial Officer of Tesoro Logistics GP, LLC
(the general partner of Tesoro Logistics LP)

Exhibit 32.1
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
In connection with the Quarterly Report of Tesoro Logistics LP (the “Partnership”) on Form 10-Q for the period ended September 30, 2014 as filed with the
Securities and Exchange Commission on the date hereof (the “Report”), I, Gregory J. Goff, Chief Executive Officer of Tesoro Logistics GP, LLC, the general
partner of the Partnership, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:
(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Partnership.

/s/ GREGORY J. GOFF
Gregory J. Goff
Chief Executive Officer of Tesoro Logistics GP, LLC
(the general partner of Tesoro Logistics LP)
October 31, 2014

A signed original of this written statement required by Section 906 has been provided to the Partnership and will be retained by the Partnership and furnished
to the Securities and Exchange Commission or its staff upon request.

Exhibit 32.2
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
In connection with the Quarterly Report of Tesoro Logistics LP (the “Partnership”) on Form 10-Q for the period ended September 30, 2014 as filed with the
Securities and Exchange Commission on the date hereof (the “Report”), I, Steven M. Sterin, Chief Financial Officer of Tesoro Logistics GP, LLC, the general
partner of the Partnership, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:
(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Partnership.

/s/ STEVEN M. STERIN
Steven M. Sterin
Chief Financial Officer of Tesoro Logistics GP, LLC
(the general partner of Tesoro Logistics LP)
October 31, 2014

A signed original of this written statement required by Section 906 has been provided to the Partnership and will be retained by the Partnership and furnished
to the Securities and Exchange Commission or its staff upon request.

