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. BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION

DOCKET NO. 930281-EI
DIRECT '['ESTIMONY OF
PAUL R. CARPENTER :
ON BEHALF OF FLORIDA GAS TRANSMISSION

' ,'Please state your name, address and posmon

: My name is Paul R Carpenter My busmess address is 125 Summer |

) ; Street, Boston, Massaehuset_ts ;.Ole_Q.,,I. am the ?resrden,t of Incen'tives
L ’,Research Inc . | - |

P Would you brleﬂy descrlbe Incentrves Research Inc o

Incentrves Research provrdes economlc and ﬁnancral consultmg services

to pubhc and pnvate sector chents pnmanly in the ﬁelds of energy

markets and mdustry structure regulatory pohcy analysrs ﬁnancral,

economlcs methods and antltrust

. Please summarrze your educatronal and professronal background

il recerved a PhD 111 Apphed Economrcs from the Massachusetts

Institute of Technology, a M S. in Management from MIT and a B A. ;
in Economics from Stanford Umversrty For over ten years 1 have :
been involved i in research and consultmg on matters relatmg to energy
£conomics fand pohcy,/ wrth a particular focus on_the na_t‘uralr gas
'i’ndustry. I have 'testiﬁed vhefore Congres"s, the Courts and before the
FERC, state and Canadian provincial regulatory comrrlissrons m many
of the important cases resulting from: the transition' to the new
regulatory policies that are being applied to the gas pipeline industryr

{n particular, 1 have been involved in several cases at the Federal and




_state levels m which the erppropriate regulatory policy toward new

prpelme certrﬁcatron was at issue. These and other engagements are
2 hsted in my cumculum vrtae, which is attached to thrs testrmony as
 Exhibit _ (PRC-I) |
Have your research or consultmg engagements resulted in any
'pubhcatrons" v “ »

A Yes, these are. hsted m my c.v

Valoil ool et e MO G e S T R o S
'®)

Q. " Have you prevrously testrﬁed before the Flonda Public Servrce
_ | Commlssron" : ' ’. | A | : ,

10 A . _Yes, I testrﬁed recently m the proceedmg mvolvmg the request by the
11 SunShme P;pelme, the mtrastate portron of the SunShme proyect, for |
12 a certrﬁcate of need from thrs Comrrussron, Docket No. 920807-GP
13 Q. ‘. Dr Carpenter, what assrgnment were you grven wrth respect to thxs
14 proceedmg" : ‘ A
15 A. I was asked by Flonda Gas Transrmssron Corp ('FG ") to evaluate
16 | the economic and regulatory pohcy mphcatrons of Florida Power
17 Corporatron s ("FPC’ 1) proposed equrty partrcrpatrorx and requested s
18 regulatory treatment of its mvestment m the proposed SunShme :
19 project. v ' o | |
20 Q.  How have y_oo orgameed :your prepared direct.testirr_iony?
21 A. I begin with a brief summary of my conclusions and reeom_mendations.
22 Thereafter, I have divided my testimony into four major sections. First, !
23 I describe my understandmg of FPC’s _equity participation in the

SunShine project and its proposed regulatory treatment. In the next

ctions 1 evaluate whether or not this equity -participatio'n will
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likely prodﬁee net economic beneﬁtsl«'to FPC’s electric fatepayers and

~ whether it will h'kely cause additional costs to be borne by other gas
and electnc (,onsumels in Florxda In the ﬁnal sectlon, I prov1de a

v detaﬂed d1scuss1on of my recommendatlons based on thls evaluatlon.

SUMMZARY OoF TESTIMONY AN"D RECOMI\/IENDATIONS

O

Dr Carpenter, could you please sumxnanze bneﬂy your conclusxons

and recommendatlons based on your evaluatxon of the 1ssues in tlus

'_proceedmg°
_'Yes 1 have reached the followmg basw conclus:ons

. FPC’s equlty'pamcxpatmn m the SuqShme prOJect is not hkely .

» Justlfy the prOJect nsks they are bemg asked to bear through

FPC’s proposed guaranteed return mechamsm in thls case.

'Most of the ratepayer beneﬁts alleged by FPC in 1ts testlmony ﬂow not

from its posmon as an equxty partlclpant in SunShme but from its

posmon as the prlmary shxpper on the pro;ect FPC’s equlty

partlclpatxon is not at all necessary to obtam these putatlve beneﬁts :
Moreover, the SunShme pro;ect as it 1s currently proposed and
subscrlbed is a highly risky venture FPC has not demonstrated why it
should receive preapproval of a mechanism that would a]low it to force
its ratepayers to bear these project risks when it is ‘um}nlhng to make
such a commitment to the pfoject on behalf of its own shareholders.
@ FPC’s proposed equity participation will likely lead to _higlgter'
costs for Florida electric and gas ratepayers.

Jecause of the inherent conflict of interest between FPC’s position as
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an equity owner angt principal shipper on the SunShine project, there

i can be no assurance th‘at. FPC"s selectiOn and ‘ut'iliz'atiOh of SunShine
‘1s the most tunely or economlcally ef:ﬁaent capacxty expansron for. ,
i'Flonda relative to the alternatlves. Inefﬁclent or urmmely capacxty
expansion will lead to-ﬂ,mereased costs and stranded or unutilized
iIWestrne_nt on the ex_istjng pipeline sy‘s_tejms«which would result in
"i‘nereasedi rates to otherfelectric and gas ratepayers- m Florida. FPC
w111 also have mcennves to blas its own resource plarmmg decisions to
favor gas, and more precrsely, gas via the SunShme pro]ect Evrdence
for this mcentlve can be found in the decrsron by FPC to prematurely
convert its Anclote plant to natural gas m order to promote the
SunShme project ‘ |
Based on these eonclusions / ?.;I. ’ suggest two pohcy
| recommendatlons 1n thJs case m decreasmg order of attractlveness'
1. ,‘ 2 Prohlblt FPC from takmg an equlty mterest m the SunShrne ,
pro_]ect. _ : | |
This pohcy would have the effect of ehmmatmg any
unwarranted exposure to project risks by ratepayers and it would
: ehmmate the adverse mcentwe effects of FPC’s dual role such that tme
competitive market forces could be rehed upon to determme whether
and when new pipeline capactty should be constmcted in Florida.
3 If FPC equity participation is permitted, the proposed
regulatory treatment should he denied.
Even if there were a justiﬁcatiou for equity participation in

=d regulatory treatment improperly shifts project
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Tisks to FPC’S ratepayers w1thout a correspondmg beneﬁt

THE SUNSHINE PROJECT AND FPC’S PROI’OSED REG‘ULATORY
TREATMENT i ~

Q.

DT, Carpenter, what is your undcrstanding of the physical and
| ownershlp structure of the proposed SunShme plpelme pro‘lect‘7

The proposed SunShme pro;ect conmsts of a natural gas pipeline

mvolvmg mtrastate and mterstate pzpelme segments to be constructcd

ﬁ‘om ‘southern MlSSlSSlppl to termmus in central Florida. I'he :

_ intrastate segment is the SunShme Plpehne a partnersmp consxstmg of
- Coastal Southern Plpehne Company (Coasta] Southern), TCPL
- SupShine Ltd. CFCPL | SunSl‘une), a subsxdlary of TransCanada
. i’rpeliﬁea ‘U'SA Ltd ‘and Power 'Energy S.ervi‘ceslcorp.g (PESCORI;), a
. sub31d1ary of Florida Power Corporatlon (FPC) FPC is a FPSC—

.regulated electric utlhty company TCPL SunShine was adzmtted as a

30 percent partner on May 5, 1993 at whlch tlme PESCORP s stake
was reduced from one~th1rd to 30 percent. Also on May 5th, Coastal
Southern took the place of ANR Southern (another Coastal
Corporation submdxary) in the partnershlp, thh that ownershlp posmon
being reduced from 67 to 40 percent.

The interstate portion of the project s calied the SITCO
Pipeline, owned 40 percent by ANR Southern, 30 percent by TCPL
Interstate Ltd. and 30 percent by Power Interstate Energy Services

t (PIESCORP), a subsidiary of FPC.
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. What is the status of the SunShine project?

. SunShine has applied for a certificate of need before this Commission

in Docket No. 920807-GP. SITCO filed an application for & Section

il certlﬁcate vnth the FERC on May 27 1993,

1 understand that SunShme has sxgned precedent agreements

' wnh FPC, Peoples Gas, the Crty of I_akeland and Chesapeake Unhtxes

The contracted maxlmum dally quantmes (MDQs) are shown in Table

il SunShme has sxgned precedent agreements for firm MDQ’s totalhng :

) 177,000 MMBtu per day or 71 percent of 1ts total proposed capac1ty in
1995, The (:omparable' percentage cornmitment under current

» precedent agreements appears to be shghtly more than 50 percent of’

1ts proposed capacxty m 1999 Itis noteworthy that the vast ma]onty '

of thls commltment is from FPC 1tse1f - at least 70 percent of the

currently subscn"bed MDQ for 1995

What is FPC seekmg in thrs proceedmg" . '

FPC’s request in thrs proceedmg 1s outhned in the testxmony of its
wrtness Mr. Wleland Whlle it is dlfﬁcult to dlscern from this testrmony
the exact nature and mechamcs of FPC’s proposal it appears that FPC
is asking the Commission to pre-approve two items:
(1) an explicit allowed return on'eouity for FPC’s

equity investment in PESCORP and 'PIESCORP; :

and

recovery of this allowed return on equity through




FPC-Anclote
FPC-Anclote (Summer)*
Peoples Gas

Peoples Gas (Sﬁmmer)."

Clty of Lakeland
Chesapeake Utilities

- Peoples Gas

FPC-Polk 1
FPC-Polk 2

Total Under Agreement

SunShine
Capagity (Intrastate)

SITCO Capacity
(Incremental interstate)

Total Capacity

Percentage Subscribed

* 20,000 MDth/day for § months I equivalent ta 8.3 MDth/day (20°5/1 2) for oneyear

Table 1

SunShineISITCO
Volume Under Precedent Agreement (MDQ)

1995 1996 4
1200 1200 -
e 7830
ars 375
52 52
507 .50
1.0 10
177.0 ' :1-7?50,
2495 2495
800 800
3295 3295
D osa% 54%
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_FPC’s fuel adjustment clause

Is FPC askmg the Commtssron at thlS tlme to set an allowed return on

- : "equtty percentage, e, g, 14 percent for its mvestments in PESCORP,.

fo)

‘ 'and PIESCORP?
‘ At this time, FPC does not appear to be asking the Commission to

estabhsh a spemﬁc return on equ1ty It appears to be askmg the

Comrmssron for pre-approval of a mechamsm that woulcl exphcttly and

drrectly set the g g return on 1ts mvestments 1n PESCORP and .

PIESCORP (as opposed to allowmg those earned returns to vary from

: the allowed rate accordmg to the actual performance of SunShme and

rSITCO) ai some unspecrﬁed rate near the upper end of FPC’s allowed

' _rate for its electrrc busmess. Correspondmgly, FPC is askmg for

recovery of that return from its electnc ratepayers through the fuel -
adjustment clause | ‘ »

' .How is the FPC regulatory proposal mtended t0 work"

~ Project sponsors currently anttcrpate that SunShme and SITCO wﬂl be

prolect-ﬁnanced thh 75 percent non-recourse debt and 25 percent
equity, the latte’r'contn'b’uted by the p_rOJects partn_ers. SunShme S
Alowed ety on equity will be determined by this Commission
(implicit in the approval of yn‘egotiated rates) while SI’l‘CO”s will be set
by the FERC, . |
PESCORP and PlESCORP, as holders of 3.0 percent of the

unSh

nShine and STTCO, will see their year-to-year equity
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'returns dlrectly determmed by the actual performance of SunShme and
SITCO FPC in tum, holds the equ;ty of PESCORP and PIESCORP

and -~ 1f the Comnnssron were not to approve FPC’s proposed

mechamsm -~ would see its actual year-to-year equxty return also

determmed by the performance of PESCORP and PIESCORP

The mvestment for whlch Mr. Wieland is requestmg an allowed

return» is FPC’S investment in PESCORP anvaIESCORP. Under

FPC’s proposal thrs Commzsszon would be charged w1th settlng two
retums on equ1ty one for SunShme (unphcrt in the rates thch‘

: SunShme has negotrated w1th potentlal shlppers), and one for FPC’s :
‘mvestments in PESCORP and PIESCORP The effect of FPC’
» proposed mechamsm is to Sever any relatlonshlp between SunShme $ i
and SITCO s actual performance and FPC’s equlty mvestment

FPC argues that such an arrangement ehmmates any conﬂrct of .
mterest between xts roles as SunShme owner and shlpper Indeed thls ;

- is true with respect to 1ts 'own'(FPC) econon:uc well-bemg.- But it is far ;

from true when consxdenng FPC’s role as an agent for its ratepayers
who will bear a very unreasonable cost aIld nsk allocatlon under the

proposed terms. ’The return on FPC’s equlty investment would be

effectively riskless, bearirrg‘ﬁttle' or no relation to SunShine’s actual

nerformance. I address the inequities and incentive defects of such an
rangement later in my testimony.

and SITCO are allowed equity returns and FPC is also




a0
1

12

13

14

15

_ separately allowed an equrty retum on its mvestments m PESCORP i
~and PIESCORP wont that lead to double-collectron from FPC’s
electric customers of the return on FPC’s equzty mvestment"

_Under normal crrcumstances it would Here however, m conjun"tmn

w1th 1ts request for an exphcxt allowed retum on equlty for its

- PESCORP and PIESCORP mvestments FPC is proposmg a fuel

adjustment clause treatment that purportedly will ehmmate the'

potentral for double-collect:on Specxﬁcal]y, FPC 1s proposmg to reflect

' the followmg in 1ts"fu" 1,_',ad3ustment clause -

(. o payments 1 t 'unShme and SITCO for'f -'
transportatlon semces (mc]udmg a contnbutmn .
to SunShme and SITCO’s actual returns on eqmty' ,‘ L
: based on the rates negotrated for semce),
2) e credit equal to all actual earmngs by PESCORP o |
‘and PIESCORP on thelr Jnvestments in SunShmc’r i
and SITCO and :
(3) the explicit FPSC a]lowed return on FPC’s equ1ty mvestment in
~ PESCORP and PIESCORP.
The combmauon of (1) and (2) eﬁectrvely removes. (FPC's ownershrp
share of} SunShine and SITCO’s actual, ear_ned equity returns from the
rate being passed through to fPC’s electric ratepayers. Instead, FPC’s
electric ratepayers wind up,peyihg, via a "true,-up"'vafter the fact, F?C’s

illowed return on its PESCORP and PIESCORP investments through
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the inclusion of (3) in the fuel adjustment clause.

" Does this‘l mechanism affect- the alloc'ation of ‘project:r'isks,between
'FPC’s shareholders and its electric ratepayers?
| Yes ’it does. A key ecortomi‘c;effect of this mechanism is that the true-

: up feature makes FPC’s mvestment in SunShme rtskless from the pomt v

of v1ew of FPC’s (actually Flonda Progress s) shareholders. A party :

o ,. bears the eeonormc nsk of a prolect when it is exposed to vanatxon in
; the pro_;ect s cash ﬂows, and hence retum on mvestment, through time.

’Because the true-up mechamsm assures FPC’s shareholders ofa ngen

return, and because FPC’s electrlc ratepayers are requlred to make up
the d1fference between the pro;ect S actual performance and 1ts allowed

return the ratepayers are bemg forced to bear FPC’s portlon of the

'SunShme pro_]ects busmess nsks

But elearly, such an arrangement is h1ghly unusual and appears

to v101ate the mtent of tradmer.al regulatory pohcy regardmg how nsk

- should be borne and compensated To determme whether such a

mechanism is approppiate in this case, it is first necessary to-consider

- whether the proposed arraugement will confer net benefits on FPC’s

ratepayers.  In 'other wbrds., is the equityv participation by FPC in
SunShine likely to be a '"good deal” for its ratepayers‘? Tlus is
important for the Commission to evaluate because the ratenayer
exposure to project risk througn the proposed mechamsm effectwely'

kes them the functional equivalent of equity helders in the project.
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FPCO'S EQUITY POSITION IS UNLIKELY TG PRODUCE BENEFITS FOR
FPC’S ELEC’I'RIC RATEPAYERS

Q

Al

Why does FPC insist on equity ownership in the SunShme progect‘?

In his prepared direct testimony, FPC withess Pollard states that F PC’s
motive in obtaiﬁing an equity position in the new pipeline was "to
maximize the benefits of Fi’C’s gas strategy for its ratepaycré." Mr
Poilard identifies four catego:ics of beneﬁts that he asserts flow from
FPC’s equity position (p.14), al’-though he does not attempt to quantify

the value of any of them:

| (1) enhanced crcdibility of the second pipeline during the early

development phase;
(2)  assurance thaf the new pipeline would be regulated by the
ERSC:
(3) assurahce that the pipeline design would meet FPC’s present
and future electric generatmn needs; and
(4) proved FPC fuel supply achISltan through its plpelme
| management position.
Do you agree with Mx;. Pollard’s assessment?
No, T do not. Assuming for the sake of argument that these are
meaningful benefits, the first three obviously flow from FPC’s role as
the primary shipper on the project and have nothing to do with its
being an equity owner. This is implicitly acknowledged by Mr. Pollard
self when he asserts on page 7 of his direct testimony (in reference

two pipeline proposals from ANR
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-‘Sun w111 not Shme"‘

and Umted) that: "Smce FPC’s gas requrrements represented an'
'anchor load upon whlch therr plpelme pI‘O_]eCt could be based, ANR

: and Umted agreed to grant such an equrty optlon to FPC " In other

words, FPC’ “leverage" that allowed it to ms1st on the project’s
physrcal des1gn, FPSC reg‘ulatory stat-us, and mdeed its e_qulty posmon,
flowed from 1ts status as the primary shrpper and "anchor load" for the
prOJect In hrs revrew for FPC of the ments of takmg an equrty
posmon in the SunSume prpeline Mr I ohn J. Hibbs reached the same

conclusron 7 FPC is varously in an exceLent bargammg posmon gwen ;

,,,,,

_ the fact that itis the-‘ keystane sthper Smlply put w1thout FPC, the

-(Emphasrs added See the Depember 2 1992

_letter of Mr. Hrbbs to Mr. Pollard whrch I attached as Exlhbrt 18
v(PRC -8) to my testxmony in the need proceedmg )
1 Did FPC clalm any of these beneﬁts as a shlpper on the pro;ect durmg

; the need cemﬁcatlon proceedmg"

Yes it dld In fact FPC argued at that trme that these benefits could ‘.
be totally drvorced from its decrsron tq take anequr_ty‘ position in the
projeet. Having tied- these beneﬁts in the prior proceedrng to its status
as a shipper on the projeet, xt i8 novtl imyproper and' r_nistleading for FPC
to claim that they derive from its 'positi'orr as an equity owner. First, it
has been FPC’s view that its role as anchor shipper in corrcert with the

enefits of pipeline-to-pipeline corapetition clearly are the drivtng

r ensuring that FPC’s present and future needs are met.




Second for the "compentwe atmosphere" to be responmble for the
: FGT Phase III customer benefits malmed by FPC in the m.ed

o proceeding, both pipel_jne‘ 'spOnsors and proSpectxve shippers had to be

treatmg the SunShme prOJect as cred1ble Nowhere in hxs direct
5 L tesnmony in the need proceedmg does Mr. Pol]ard state that it was
.' 6 . s 'gg'_cy posmon that Ied to the pro;ect bemg percexved aS»
7 ‘ ' credlble by shlppers To the contrary, in his rebuttal testlmony in that
8 | : proceedmg Mr Pollard argued that "The commltment of FPC to shlp
9 : - gas on the SunShme Plpehne 1s what made the project a vxable
10 ' \ competmve threat to FGT I Sumlarly, in hls rebuttal testlmony in thev
LAk ' ~ need proeeedmg, SunShme w1tness Mr Bradley pomted to the
i ‘ i cozmmtment of the anchor shlpper and the subsequent regulatozy ﬁlmg
13 s o the ewdence of the credﬂnhty of the prolect
14 : . Q. Why did SunShme file 1ts apphcatlon for a
5 | - = Determmauo_n of Need w1th the_“ Commss;on
16 ; - ‘pn‘,‘o’r:‘ to the time_ thet it had sec1ifed‘Precedent
17 i . . ’Agreements for all of its plarincd ca‘pacity? '
18 4 A By makmg a regulatory filing the | prO]CCt
19 . sponsors are mgha-ung the market that they have

20 committed resources to the success of the project.

21 w-;With the anchor load committed, SunShine

22 believed that it was time to signal the market that

it was committed to proceed and that there was
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’What about Mr 'P' Ilard’

i credlble alternatlve to FGT for servtce.

Docket No 920807-GP Fmal Hearing, TR 924

0 Nowhere in h.lS testtmony does Mr. Bradley state that the credlblhty of

the SunShme pro;cct was due to FPC’s equxty pamc:patxon

i ‘, Fmally, FPC went 10 great lengths in the prtor proceedmg to

| f explam to the Comrmss" ‘n_that it had negottated several "outs“ in its

"equ;ty ownershxp arrangement Stmple loglc makes 11; dlﬁcult to see
-‘how such a noncommtttal contmgent "commttment" could be the

: dnvmg force behmd the credlblhty of a prolect

s second beneﬁt of eqmty ownershxp, the‘

gulatlon of the SunShme Ptpelme?

: vAgam, 1t was PPC’s posmon as anchor shlpper and not as eqtuty i
Vpartlclpant that allowed it to (apparently) dlctate to ANR that
: SunShme be proposed as an mtrastate plpehne FPC’s Natuml G’as 7

' »T)nnspartatzon Study and Recommendatwns (attached to my testunony

in the need proceedmg as Exhlblt 18 (PRC-7)) states :
FPCs gas load has prowded the basxs upon whwh ANR
' and Umted have been w11hng to spend several millions
of d,ollars in prolect design, lobbying for Flonda ptpehne
legivslation and”marketing_the,, balance of the: project’s
capacity. [111-13] ,
in that J.uhe report, the authors state:

Concurrently [November 1991}, a drive spearheaded by
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.United was urtderway to prep'are legislatiou vfor‘,‘ ﬁiin‘g in

' tbe .1992' "'Lregisla-tiVe Ses‘si’on FPC sublixuated. its

7 ?legxslattve efforts to those of Umted as the most efﬁcxent ‘
and cost-effectlve way to promote enactment of a

: v'Flonda gas regulatory statute The Natural Gas

| F'Transx:mssmn Plpelme Sltmg and Regulatory Act was'v'
sxgned mto 1aw by Governor Cthes on June 24, 1992 [I
0 | \

Thus accordmg to FPC Umted wmch ulumately lost in its b1d for

FPC’s load led the dr1ve for the Flonda Natural Gas Transmlssxont

Pipeline Sltmg and Regulatory Act that would place mtrastate p1pe1mes )
. : under FPSC Junsdmtlon Moreover, the Act was s1gned into law five
months before F‘PC de01ded Wthh of the three pxpelmes it would

fcomrmt to These facts do not square thh Mr Pollard’s view that

FPC’s eqmty ownersh1p had somethmg to do thh the SuuShme

Ptpelme bemg proposed as an intrastate hne

What about the fourth benefit cited by Mr. Pollard that "parttclpatmg
in the management of a gas plpehne will enable FPC to 1dentify;new
‘and/or less expeusive source of g2 and to know how to-aCcess_ those

' supplies?"

Of all of the benefits cited, this is the only one that at least can be

claimed to flow from the equity position alone. Essentially, Mr. Pollard

arguing that as a member of the management committee of
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SunShine, FPC will have access to superior information about gas

s subplies and upstream access t_ha_t would be unavailable to the
'plpelme 8 shlppers | |
.jWouldnt this consutute a potentlal beneﬁt?
: ‘There are two aspects that are troublesome If FPC wﬂ] have spemal :

'*access to supenor mformatlon as Mr Pollard alleges, FPC’s equlty

posmon wﬂl have gtven 1t an undue advantage over 1ts competttors

especxally competmg power generators usmg the SunShme and SITCO

‘,systems This. undue advantage is the very lnnd of preference that

: rules to restnct 'and f‘m"’some cases- prothlt ‘the»ﬂow;of mformatlon-

from an mterstate plpehne to its afﬁhates

Second ina truly competmve enwronment it 1s not clear that

there can be mformatlon advantages that would yleld mgmﬁcant,

persxstent beneﬁts If there are such potentlal beneﬁts they shuuld
also be avaﬂable from thlrd partxes through some type of contractual ,
OF agency arrangement
‘ In fact FPC itself appears to have already delegated 1ts
upstream transportanon arrangements on thn'd-party ptpehne systems
to ANR Southern. (See the February 12, 1993 letter agreement
between FPC and ANR Southern attached to this testunony as Exhibit
__ (PRC-Z).) Such an;arrangement"would no doubt have been

railable to FPC absent its equity position and the cited agreement
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does not depend on the approyal of FPC’s equity participation in this
proceedmg ‘ '
Even if Mr. Pollard’s clalmcd beneﬂts of equity ownershtp are 1llusory,

can he cite the level of slupper comrmtment in Table 1 as an mdlcatlon

_that the pro_]ect is vxable and that, therefore, FPC’s equlty posmon is
‘hkely to be a "good deal" for ratepayer

,No he cannot for two reasons The first concerns whether the

commrtted volumes are sufﬁment to pay for a sxgniﬁcant fract1on of the

: facxhty s caprtal costs. The second concerns how much FPC ratepayers 7

ought to pay and how much nsk they need bear in order to partlcrpate

. .m any project beneﬁts that are real

The ﬁrst problem becomes clear when one compares the

'contractual levels to the volumes wh1ch are necessary for SunShme to

be able to recover its cost of service (and earn its expected equ1ty

retum) at the rates whlch are promrsed in the precedent agreements.

_'As 1 descnbed in detarl in my testlmony in the need proceedmg,

»SunShme s 52.5 cent per MMBtu initial rate for the mtrastate portion

of the pro_]ect is a levehzed rate that is based on 100 percent load
factor‘_utrhzatron_ of the, project in its expande‘d 1999 ‘conﬁg,uratr_on.
Thus, the relevant cornnnitment levels to co_nsider are those associated
with the 1999 volumes. As Table 1 clearly illustrates, the precedent

agreements that have been signed to date indicate that the combined

TCO project is less than half-subscribed (in volumetric
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terms) in this time period.' '

Furthermore, because the pro_]ect s proxmsed rates are based on,

vcapturmg the econemles of scale associated with the expanded 1999

eonﬁguratxon, 1f only the comn:utted 292,000 MMbtu per day of

~the sponsors to "down 51ze" the pmJect to match the low demand and

to avoxd losmg masswe amounts of money Accordmg to SunShine’s

complete pro- forma ﬁnancul S1mu1at10n of the SunShme and SITCO

: ,pro;ects, whxch I have mch.ded in my workpapers to thlb testnnony,

oth full subscnpnon and utxhzatlon of the pI'OJeCt m 1999 are essentlal-,

i to ach1evr1g break-even st-recovery at the rates whlch have been

negotlated : S

. What are the 1mp11catlons of thJS fact and the current 1999 subscrxptxon

llevels on SunShme for this proceedmg"

The economlcs and tumng of the prq]ect 1ts current subscnptlon level .

and the rates whlch have been offered combme to mdlcate that thls 1s

a very nsky venture as proposed To illustrate the rlskmess of the

project, I have ca]eulated what the re.ven_ue shortfall fo_r,the mtrastate
portion of the project on a present value basis“WOuld be should
subscriptions stayﬂat t‘hei’r' current levels shown in—.’:I‘able 1. The
finanicial implications are shown in Table 2. ~As indicated, the 1995
present value of the pre~taxfrevenue shortfall ﬁ'om such an outcome

16 million. This amount is more than twice the total equity
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to be _inyested in the project ’under the proposed 75/25 elebt/equjty
capital structure. 7 ‘ ‘ . |
Why does this matter if SunShme is to be preject-ﬁnaneed?

The h1gh rxsk and strongly deferred tnmng of mvestment recovery ‘m
he project portend a potentlal problem in obtalmng early non-

recourse, prc)Ject-based ﬁnancmg As Frgure 1 ﬂlustrates, revenues

: under current precedent agreement subsmpnon levels are clearly

' mSufﬁcrent to cover beth eperatmg costs and debt servrce requlrements

throughont the prOJect hfetrme, and partrcularly in the early years of
the prOJect (1 €. pretax cash ﬂow te equrty from the pmJect would be 7
negatlve) o ” |

In thls regard 1enders to the pI'OJCCt will understandably ask that
certam condltlons be met and guarantees prov:ded by the pro;ects
sponsors before they w1ll provxde ﬁnancmg on a non-recourse basis.
One such condmon wx]l a]most certamly be that non-recourse ﬁnanctng _‘ :
w111 not be avallable unnl contracts are 51gned that obhgate shtppers to
pay demand charges sufﬁment to cover the pro;ect s debt service at its
1999 bullt-out conﬁgurauon Th]s means it is hkely that durmg the
initial phaﬁes of the pI'O_]ECt FPC, and 1ts ratepayers under the
proposed mechanism, will pot likely be fu]]yv protected by non-recourse

financing of the project’s debt, even at full sub’scn'ptionblevelr prior to

1999,

the implications of the above for FPC’s electric ratepayers
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and for its proposed equrty true-up‘?

As I mentroned earher, FPC is proposmg that its mvestmems in

PESCORP and PIESCORP be guaranteed a rate of return at the

upper end of 1ts allowed rate for its electric busmess. This return

would be autornatlcally passed-through to elcctnc ratepayers and 1t -

'would be guaranteed by vlrtue of the fuel adjustment clause "true—up"
. :procedu‘re bemg requ‘ested /by\.FP;C. ‘That is, regardless vof whether' =
‘Sunshrne earns less or more than thlS allowed rate, FPC electrrc

- ratepayers must pay the saxne rate of retum 111 the costs of gas.

Mr Wleland’s Exh1b1t : (KHW 1) attempts to rllustrate the

effect on ratepayers of the proposed mechamsm for 1999 He -

compares a symmetnc range of actual SunShme retums between il

percent and 15 percent to a guaranteed FPC retum of 13 percent
When SunShrne S actual return is below 13 percent ratepayers pay
more to make up the dszerence When SunShme § actual return is
above 13 percent ratepayers recerve a credrt for the amount above 13
percent ' :

But Mr. Wreland’s example is not very 1eahstrc W_h_a't he

: neg]ects 10 i]lustrate is that S'unShme s l‘evehzed rate structure tilts 'the '

time profile of the projectc return on equrty, reducmg it in earher— :

years and increasing it in later years. FPC is clearly aware of this fact,

o

Natural Gas Transportation Study & Recommendanons, it states:
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Due to the fact fhai pipeline rates are levelized over 25 years;
bi:t sales do not reach the ultimate projected level until 1999,
the return on equity is dépressed in the first years of the
project. ... For example, the return on equity in the ANR
projection rises from approximately 2-6 percent in the initial
years to 20-30 percent in the lattér years of the project. [P.VI-S]
Furthermore, Mr, Wieland’s illustration shows a symmetric outcome,
i.e., that ratepayers are as likely to receive a credit as they are to pay
fo‘r» a loss. This is je)lctremely unrealistic given the current
undersubscription of the project.
Have you computed what the likely time profile of ratepayer impacts
will be under the FPC proposal to guarantee its rate of return?

Yes, I have. To evaluate the extent and likely asymmetry of FPC

ratepayer impacts I first computed what the projected annual return on

equity would be for the combined SunShine and SITCO project under :
the assumption that the projects .a're fully subscribed and -utilized.
These ca‘lcﬁlat/ions> are bascd: on the pro-forma ﬁnancial simulatiéns
provided by SunShine and the results are depicted in Figure 2, Panel
A. Note that the annual ROE under the best possible market
circumstance for the project does not reach the 14 percent level
suggested by FPC as appropriate for its eguity in PESCORP and

‘SCORP until the year 2009. This time profile occurs because

en deferred until late in the project’s life to accomplish
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Figure 2 | | L
Panel A

FPC's Forecasted Actuai ROE Is Well
Below I{s Proposed ROE For Many Years
(Full Subscription Volumes)
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the levelization of rates.

In sharp contra.?.t, the impact on ratcpéycrs under the proposed
mechanism is depicted in Figure 2, Panel B, which indicates what the
annual and curnulative ratepayer conﬁibutioﬁ to FPC would be under |
the proposed mechamsm at a 14 percent return - again assuming full
subﬁcﬁption and utilization lcvels@_ As the figure indicates, by the year
2009 ratepayers would have contributed éppmximately.m(}o million in
riskless equity return to FPC bcfore they WOuld begh;i to see credits
appearing on their electric bills. |
What would be the ratepayer irhpact under the assm;iption that the
project was undersubscribed?

Thé impact would be significant. To illustrate, 1 have prepared Figure

3whi¢h-sh0v}s ’th¢ annual and cumulative ratepayer contribution under

the proposed regulatory treatment, based on the assufnption that

subscription ievels for thé 'éroje’ct do not tisé .ab‘ové those curj'ejntly

shown in precedent agreements. As indicated, ratepéycrs never receive
a credit and by the end of the project’s life théy would have

contributed ‘approximately $450 million to FPC fpr its investmeﬁt in

PESCORP and PIESCORP.

These figures indicate just how risky and unattractive this
arrangement is for FPC’s ratepayers. ,It also indicates the potential size

iming of the cross-subsidy that the project would receive if the

ipprove this unusual and unjustifiable scheme.




Figure 2
Panel B
Annual and Cumulative Ratepayer

Contribution to FPC's Allowed Return on Equity
{Full Subscription Volumes)
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Figure 3

~Annual and Ctjmulative Ratepayer
Contribution to FPC's Allowed Return on Equity
(Cur_rent Precedent Agreement Volumes)
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Q.

What do you conclude from this evaluation?

I conclude that FPC's proposed regulatory treatment, éven under the
best of market circumstances, will result in signiﬁcéntly’ higher costs to
its ratepayers in the early years of the project. From the ratepajers
point of view, the true-ﬁp mechanism undoes much of the advantage

to ratepayers of SunShine’s negotiated levelized rates in that they are

~ being asked to shoulder the burden of the deferred recovery of and on

the project’s investment necessary to achieve that levelization,

Of equal or more importance, ratepayers are being asked

through this meéham'sm to bear the risks of undersubscription and
underutilization of the project. Given SunShine's currently low
subscription level, this risk is extremely high. If FPC truly believed that
there was an econbmic need for the SunShine pipeline, as claimed in
the prior proceeding, it would not be asking its ratepayers to bear
these risks as a condition of its equity participation in the project. A
valid need is one that can be served profitably without special
subsidies.
You mentioned earlier that FPC has suggested that it be allowéd a
return under its proposed mcchahism at the upper'e:nd of its equity
return for its electric business, Would such a level be economically
justified in this case?

I not. FPC's rationale for this suggestion is apparently that




il gas pipeline transportation is a more competitive and risky enterprise

2 Y than is the generation and distribution of electric power, While this
3 may be true in principle, what FPC fails to recognize is that under the
4 : proposed regulatory treatment it is asking ratepayers to bear these
5 . increased risks, not its sharéholders. It is simply inappropriate for
6 : shareholders fo be guaranteed a return to compensate them for risks
0 which they are not bearing, This means that 4 maximum allowed
8 return under such a mechaiu'sm would be a riskless rate (such as the
9 3 prevailing rate on U.S. Tréasury bills -- currently about 3 percent).
10 ~ But even this rate would be too high to fully proteét ratepayers
11 if they were being asked to bear a significant undersubscription and
12 ' underutilization risk, This is because the chances that the project will
13 i be undersubscribed and underutiﬁzed is undoubtedly greater than the
14 : chance that it would be oversubscribed and overutilized. That is, the
15 risks that fatepayers will be asked to bear will not be symmetric around
16 : an expeéted value as Mr. Wieland’s illustration would lead one to
17 believe.
18 FPC’S PROPOSED EQUITY PARTICIPATION WILL LIKELY LEAD TO
19 HIGHER COSTS FOR FLORIDA ELECTRIC AND GAS RATEPAYERS
20 Q. Other than the direct etfects of the proposed regulatory treatment on
21 FPC electric ratepayers, are there other ways in which bothv electric

and gas ratepayers in Florida may face increased costs due to FPC’s

r participation in SunShine?

4k

he other effects arise from the inherent conflict of
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interest that will exist between FPC’s position as botha Shjpper on and

an owner of the SunShine project. The,se’cffects ;we-re discussed at

length in my testimony durmg the need certification proceedings for thc

SunShine Pipeh’ne.r The conflict of interest itself was recognized by

FPC in its Task Force Study and by Mr. Hibbs in his analysis that |

previously cited.

Could you briefly describe the ways in which FPC's conflict of interest

in SunShine may manifest itself?

Yes. There are effectively three ways that the conflict of interest can

result in increased costs to Florida electric and gas ratepayers:

1; By tilting the competitive playing field in favor of SunShine such
that the least costly or most timely‘pipeline expansion project
is not ultimately constructed.

2 By creating an incentive for FPC to bias its gas purchase
decisions toward the Qtilization of SunShine and away from the
utilization of potentially more economic supply sourc¢s available

on another pipeline.

a2

By biasing FPC’s resource planning decisions toward its own

electric generation 'which utilizes gas from SunShine and away

from other resources that may be more econ(’)mic.‘

[n my testimony in the need proceeding I described how the first
these inc::nt‘iws. can result in increased costs to existing

juiring them to pay rates for expansion capacity that
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were higher than they otherwise would face if more efficient or tirnely
capacity expansion were constructed, or if capacity on the existing FGT
pipeline would be "stranded” or underutilized such that existing
customers would be required to pay higher rates than they otherwise
would.

Regarding the third bias, in the need procecding, evidence from
an eva’luatiqn performed by analysts ﬁom Florida Prbgress
Corporation, and reported in the referenced Task Force Study,
indicated that FPC’s conversion of the Anclote facility to burn gas via
the 'SunShi'n‘e project was being prematurely advanced in order to
benefit SunShine, notwithstanding a cost to FPC’s ratepayers. Since
Anclote is the primary load for the initial aﬁd subsequent phases of the
project, this cast into sérious doubt whether the pipeline ‘was needed
in the tiﬁe frame that it is being proposed. To the c:ontrary,rit is a
strong indic.aﬁon that the conflict of interest between FPC’s position as
an owner and a shipper on the project is alréady threatening to induce
increased or unnecessary costs to ratepayers that are not offset by
significant benefits.

All of these biases result to some extent froni the fact thatl
equity ownership creates an economic incentive for FPC to alter its
decisions to favor the SunShine project and the facilities it will supply

sther alternatives. A‘ These incentives will exist despite the

y treatment because FPC will still want to avoid any




1 ' possibility or appearancc that the SunShine assets are underutilized or

2 ~ not "used and useful," which could expose‘it to potenﬁia] disallowance
3 or regulatory penaltiés on fuiure r'ecovery. of costs or return under the
4 fuel adjustment clause.
5 RECOMMENDATIONS
6 Q. Dr. Carpenter, based on your evaluation of FPC’s equity participation
7 in the SunShine project and its proposed regulatory treatment of that
8 investment, what po]icy do you recommend the FPSC follow in this
) proceeding? | |
10 A. In my opinion there are two possible policies which could be pursued,
11 in decreasing brder of attractiveness. After each I will provide a brief
12 4= - explanation of my rationale:
13 | | 1. Prohibit FPC from taking an equity interest in the SunShine
14 : | projt;:ct.
15 ' - This policy would have the beneficial effect of ensuring that
16 there is no conﬂict,of‘in’terest with FPC’s role as a_pdtential shipper on
17 the project. It would create fair and equal competition for new
18 pipeline capacity’ in 'the state that would be unaffectéd by cross-
19 subsidies to one project because FPC’S electric ratepayers would no

longer be asked tu involuntarily bear the project’s risks of
undersubscription and underutilization. This would minimize the

ial for overcapacity and stranded investment costs to be borne

it would eliminate any incentives for FPC to
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inefficiently alter its resource planning in favor of one project.

Moreover, FPC has not demonstrated that there are sufficient

 ratepayer benefits from its equity participation to outweigh the clear

project risks '-tljlat FPC’s and other Florida ratepayers are being asked
to bear, Under current subscription levels and the proposed rate
mechanism, FPC equity participation in SunShiﬁe is simply not a good
deal for ratepayers.
3. Ie°BBC. evnity pagioiation s pensitted) | fhe - propdged
rggﬁlatory treatment should be denied.
E:ven if there were a justiﬁcation fdr equity participation in
principle, the ;b)ropo,sred regulatory treatment improperly shifts project
risks to FPC’s ratepayers. An alternative to the proposed incchan;ism

would involve treating FPC’s equity in SunShine as if it were any other

unregulated asset, that is, segregated totally from FPC’s regulated rate

base. Unfortu;ia‘;ely; howéver, a decision would still have to be made
as to how miich FPC’s »eAlccm'c business would pay for service 6ver
SunShine. The Electric Fuels case (ironically cited by FPC as support
for its proposed mechanism) illustrates the difficulty that the FPSC can
have in such a circumstance. In that case, the Commission found it
problematic to rely on a market price proxy for transactions between
FPC :.mdi. icQ coal transportation affiliate, IMT. As a result, it had to

back on a cost allocation method to establish a price in lieu of an

1

roxy.  In the case of SunShine, it would also be
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difficult for the Commission to craft an appropriate market proxy for

the price of transportation services on SunShine.

Another approach would be to simply pass through to

‘ratepayers the rate which FPC negotiated in its precedeht agreement

with ANR. This would a: least require FPC to bear some of the
project’s undersubscription and underutilization risks. (However, the
headroom within the negotiated rate cap in the FPC precedent

agreemant would still allow FPC to pass on some of this risk to

ratepayers.) But the Commission would have to be extremely vigilant

to ensure that FPC was not unduly favoring the SunShine project and
that other project cOSts O risk iraplications were not "leaking” into the
rates for FPC’S regulated services. For example, if the project were to
impair F. PC’s creditworthiness or increase its cost of debt or equity, the
FP_SC would have to ensure that those effects Were not reflected in
higher rates for FPC’s regulated services.

Does this conclude your direct testimony?

Yes, it does.
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Research for the U.S Department of Energy, Office of Competition, September 1984 (with
Gerald A. Taylor).

Natural Gas_Pipelines After Field Price Decontrol: A Study of Risk, Return and
Regulation, Ph.D. Dissertation, Massachusetts Institute of Technology, March 1984.
Published as a Report to the U.S. Department of Energy, Office of Oil and Gas Policy,
MIT Center for Energy Policy Research Technical Report No. 84-004.

"Field Price Decontrol of Natural Gas, Pipeline Risk and Regulatory Policy", in
Government and Energy Policy, Richard L. Itteilag; ed., Washington D.C., June 1983.

Risk Allocation and Institutional Arrangements in Natural Gas", invited paper presented

. American Economic Association Mectings, San Francisco, December 1983 (with
rthur W '-~:,*;»§;£‘f,

1 rrangements, Risk-shifting and Natural Gas Pipeline Regulation”, Sloan
' ‘orking Paper No, 1369-82, September 1982 {revised April
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Natural Gas Plpelme Regulation After Field Price Decontrol, prepared for U.S.

Department of Energy, Office of Qil and Gas Policy, MIT Energy Lab Report No. 83-013,
‘March 1983 (with Henry D. Jacoby and'Ar,thur W. Wright).

Book Rev1ew of An Economm Anglysw of World Energy Problems, by Richard L.
Gordon, Sloan Management Review, Spring 1982.

"Perspectives on the Government Role in New Technology Development and Diffusyion”,v
MIT Energy Lab Report No. 81-041, November 1981 (with Drew Bottaro).

International Plan for Photovoltaic Power Systems, Solar Energy Research Institute with
the Jet Propulsion Laboratory Prepared for the U.S. Department of Energy, August 1979
(co- author)

Federal Policies for the Widespread Use of Photovoltaic Power Systems, Jet Propulsion
Laboratory Report to the U.S. Congress DOE/CS-0114, March 24, 1980 (contributor).

"An Economic Analysis ot’vResidential Grid-connected Solar Photovoltaic Power
Systems", MIT Energy Laboratory Technical Report No 78-007, May 1978 (with Gerald
A. Taylor). ;

Speeches/Presentations

"GIC's and the Pricing of Gas Supply Reliability," California Energy Commission
Conference on Emerging Competmon in California Gas Markets San Diego, Ca.
November 9, 1990.

"The New Effects of Regulation on Natural Gas Field Markets: Spot Markets, Contracting
and Reliability,” American Economic Association Annual Meeting, New York City,
December 29, 1988.

"Appropriate Regulation in the Local Marketplace”, Interregional Natural Gas Symposium,
Center for Public Policy, University of Houston, November 30, 1988. | :

"Market Forces, Antitrust, and the Future Regulation of the Gas Industry”, Symposium
Natural Gas Regulation, American Bar Association, Washington D.C.,

tandby Tariffs for Natural Gas Plpﬂhn“" Workshop on New Methods for
L EY du;x-ﬁim_.x, I H [ Center for Energy Pollcy Research, Cambridge,
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"Long-term Structure of the Naiural Gas Industry”, Natxonal Assocxahon of Regu]atory
Utility Commissioners Meeting, Washington D.C., March 1, 1988,

"How the U.S. Gas Market Works - or Doesnt Work", Ontario Ministry of Energy
Symposium on Understanding the United States Natural Gas Market, Toronto, March 18 7
1986.

"The New U.S. Natural Gas Policy Implications for the Pipeline Industry", Conference
on Mergers and Acquisitions in the Gas Pipeline Industry, Executive Enterprises, Houston,
February 26-27, 1986

Various lectures and seminars on U.S. natural gas industry and regulation for graduate
energy economics courses at Massachusetts Institute of Technology, 1984-85.

Panelist in University of Colcrado Law School workshop on state reguvlvation of natural
gas production, June 1985. (Transcript published in University of Colorado Law Review.)

"Oil Pipeline Rates after the Williams 154 Decision”, Executive Enterprises, Conference
on Oil Pipeline Ratemaking, Houston, June 19-20, 1984,

"Issues in the Regulation of Natural Gas Pipelines", California Public Utilities
Commission Hearings on Natural Gas, San Francisco, May 21, 1984.

"Financial Aspects of Gas Plpehne Regulatlon" thtsburgh Conference on Modeling and
Simulation, Pittsburgh, April 19-20, 1984

“Natural Gas Pipelines After Field Price Decontrol" Presentations before Conferences of
the International Association of Energy Economists, Washmgton D.C., June 1983, and .
Denver, November 1982.

t J,mt Markets for Natural Gas", MIT Center for Energy Policy Research Semi-annual -
Associates Conference, March 1983,

g Solar Energy Using a System of Planning and Assessment Models”, Presentation
X1V Intemnational Conference, The Institute of Management Science, Honolulu,

| é‘.rn.-mrﬂw
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Testimonial Experience

Antitrust/Federal Court:

Deposition and Trial Testimony in State of Illinois v. Panhandle Eastern Pipeline Co.
(Fed. Ct. for C.D. Ill) 1984-87. :

Deposition Testimo‘ny in Sinclair Oil Co. v. Northwest Pipeline Co. (Fed. Ct. for
Wyoming) 1987_ . :

_ Tral T»stxmony in City of Chanute et al v. Williams Natural Gas (Fed Ct. for Kansds)
1988 -

Deposition Testimony in Martin Exploration Management Co., et al. v. Panhandle Eastern
Pipeline Co. (Fed. Ct. for Colorado) 1988 and 1992 |

Deposition and Testimony by Affidavit in Merrion Oil and Gas (,o et al., v. Northwest
Pipeline Cogp {Fed. Ct. for New Mex1co) 1989

Testimony by Affidavit in James vaer Corp. v. Northwest Pmelme Corp. (Fed. Ct. for
Oregon) 1989 ; :

Deposition Testimony in Fina Oil & Gas v. Northwest Pipeline Corp. and Williams Gas
Supply (New Mexico) 1992

Economic/Regulatory Testimony:

Before the Florida Public Service Commission, Application for Determination of Need for
an Intrastate Natural Gas Pipeline by SunShine Pipeline Partners, FPSC Docket No.
920807-GP, April - May 1993. '

Northwest Pipeline Corp., (t al, FERC Docket No. IN90-1-001, February 1993.

mmission, Case No. 91-12-028, }ebruary 1993:

City of Long Be: n__(fi;lif, vs. Unocal California Pipeline Co., before the California

wurces Conservation Board, on Applications of NOVA Carporation
t Facilities, January 1993,
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Before the California Public Utilities Commission, on the Application of Pacific Gas &
Electric Co. to guarantee certain financing arrangements of Pacific Gas Transmission Co.
not to exceed $751 million. ' ‘

Unocal California Pipeline Co., FERC Docket No. 1S92-18-000, August 1992.

Before the California Public Utilities Commission, in the Rulemaking into natural gas.

procurement and system reliability issues, R.88-08-018, June 1992.

Alberta Enefgy Resources Conservation Board, Altamont & PGT Pipeiine Projects,
Proceeding 911586, March 1992. “

Before the California Public Utilities Commission, on the Application of Southemn
California Gas Company for ‘approval of capital investment in facilities to permit
interconnaction with the Kern River/Mojave pipeline, A.90-11-035, May 1992.

Northernn Natural Gas, FERC Ddcket No. RP92-1-000, October 1991.

Florida Gas Transmission, FERC Docket No. RP91-187-000 and CP91-2448-000, Jﬁly
1991. : : '

Tarpon Transmission, FERC Docket No. RP84-82-‘004, January 1991.

Before the California Public Utilities Commission, on the Application of Pacific Gas &
Electric Co. to Expand its Natural Gas Pipeline System, A.89-04-033, May 1990 and
October 1991.

CNG Transmission, FERC Docket No. RP88-211, March 1990.

Panhandle Eastern Pipeline, FERC Docket No. RP88-262, March 1990.

Mississippi River Transmission, FERC Docket No. RP89-248, October 1989, September

nessee Gas Pipeline, FERC Docket No. CP89-470, June 1989.

Pipeline, Case No. 88-T-132 before the New York Public Service

f Representatives, Cowmittee on Energy and
md Power, Hearings on "Bypass” Legislation, May

i ‘-S'Sfi'ﬁ;(.iﬁé‘.!il;'(i’ T



http:ResGurc.es

8 Exhibit ___ (PRC-1)
Docket No.: 930281-EI

Talgestenic o i FERC Docket No. RP86-119, 1986-87

Moigve Pipeline Co., FERC Docket No. CP85-437, 1987-88
Consolidated Gas Transmission Corp., FERC Docket No. RP88-10, 1988

Panhandle Eastern, FERC Docket No. RP85-194, 1985

Cn behalf of the Natural Gas Supply Association in FERC Rulemaking Docket No.

RMS85-1, 1985-86

On behalf of Panhandle Eastern Pipeline Co. in FERC Rulemaking Docket No.'RM8:5~1,
1985 . '

——
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\VRCC President, P_uxch'xsing and Slores
Florida Power Corporation :

3201 Thirty-Fourth Strect South

.St. Petersburg, Florida 33711

' Dear Steye: L | e . T G )

Over the course of the past year, FPC and ANR Southern have worked ‘oguhcr in
attempling to cosure that FPC receives the lowest possible aggregate transportation rates for the
_ volumes provided in those certain Precedent Agreements being exccuted contemporancously
> herewith between ANR Southern Pipeline Company ("ANR. Southern™) and’ Florida Power
: Lorpomuon ("FPC*) for the firm transportation of natural gas on ANR § Jouthern’s propased new
interstale and intrastate natural pas pipeline systems, respectively known as SunShine Interstaie
Tmncmission Comp'my SR GHR ) wml %un%hmc Pipeline Company ("SunShine"

concerning z\u;rLL.m, R.m, (,.xp nnd lhc assurance of m:\ml.,mmg lh_c lowest posmblc’
apprepate transportation rates on SunShine, SITCO and upstream systemis, (o wil:

.  TFPC herchby agrees to appoint ANR Southern as its exclusive agent for the first
L..fcn y (20} years of the Initial Term to acquire, hold and manage transportation capacity
upstream of SITCO on third party systems for FPC's natural gas requircments up to a volume
ol 300,000 MM, FFPC and ANR Southern shall promptly negotiale the terms and provisions .
3 of ;::lmuiw: apency apreement which shall include, without limitition, pmvmons for FPC 1o
o . generally direct the activities of ANR Southem as its agent and for FRPC's prior approval of

ats made on i behall, with such approval not to be unreasonably withheld or delayed.

(=) zhaﬁk‘.f«)hl s L"f



' Florida Power Corporation \
I‘curmry 12, 1993 ’ .
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IT you are in agreement with the rorcgomg please indicale your aceeplance by execuling
. the duplicate originals of this lctler in the smcc provided below and retum one copy to the
undersigned for our records.

; ' : Very lruly yours, '

walicyla,itr

.'.E Acc}:plcd and Agreed o A R
: t|us 11.lh chy of I“(.bnmry, 1993 ;

: ,I‘LORIDA POWER CORPORATION




