
























1 FPC'S EQUI1Y POSITION IS UNLIKELY TO PRODUCE BENEFITS FOR 
2 FPC'S ELECTRIC RATEPAYERS 

3 Q. Why does FPC in~iSt on equity ownership in the SUI1Shine project? 

4 A In his prepared direct testimony, FPC witness Pollard states that FPC's 

5 motive~ obtaining an equity position . in the new pipeline was "to 

6 maximize the ben~fits of FPC's gas strategy for its ratepayers." Mr. 

7 Po~ard identifies four categories of benefits that he asserts flow from 

8 FPC's .equity position (p.14), although he does not attempt to quantify 

9 the value ofany ofthem: 

10 (1) enhanced credibility of the second pipeline during the early 

11 qevelopment phase; . 

12 (2) assurance that the new pipeline would be regulated by the 

13 FPSCj . 

14 (3) assurance that the pipeline . design would meet FPC's present 

15 and future electric generation needs; and 

16 (4) improved FPC fuel supply acquisition through its pipeline 

management position. 

18 Q. Do you agree with Mr. Pollard's assessment? 

19 A. No, I do not. Assuming for the sake of argument .that these are 

20 meaningful penefits, the first three obviously flow from FPC's role as 

21 the PPmary shipper on the project and have nothing to do with its 

22 being an equity owner. This i impl1cit1y acknowledged by Mr. Pollard 

23 himself when he assens on page 7 of his direct estimony (in reference 

FPC' 1 9"' negotiations with the two pipeline proposals from ANR 
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Due to the fatt that pipeline rates are levelized over 25 years, 

but sales do not reach the ultimate projected level until 1999, 

the return on equity is oepressed in the first years of the 

project.... For example, the return on equiU' in the ANR 

projection rises ·from approximately 2-6 percent in the initial 

years to 20-30 :percent in the latter yeafs of the project. [p.VI-3] 

FUlthenmn:e, Mr. Wieland's illustration shows a symmetri~ outcome, 

i.e., that ratepayers are as likely to receive a credit as they are to pay 

for · a loss. This ill . extremely unrealistic given the current 

undersubscription ot the project. 

Q. 	 Have you computed what the likely time profile of ratepayer impacts 

will be under the FPC proposal to guarantee its rate of return? 

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

ratepayer impacts I firs~ computed what the projected annu.al return on 

equitywould be for the comb~ned SunShine and SITCO project under 

the assumption that the projects are fully subscIibeq and -utilized. 

These calcula~jops are based on the pro-forma financial simulations 

provided by SunShine and the results are depicted in Figure 2, Panel 

A Note thatth~ annual ROE lI:nder the best possible market 

circumstance for the project does not · reach the 14 percent level 

suggested by FPC as appropriate for its equity ip PESCORP and 

PlESCORP until the year 2009. Thi~ time profile · oceuTs because 

return has been deferred until late in the project's life to accomplish 
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the levclization afrates. . 

In sharp contrru.1:, the impact on ratepayers under the proposed 

3 mechanism is depicted in Figure 2, Panel B, which indicates what the 

4 annual and cumulative ratepayer contribution to FPC would be under 

5 the proposed mechanism at a 14 percent return -­ again assuming full 

6 subscription and utilization levels; . As tbe figure indicates, by the year 

7 2009 ratepayers would have cCintnbuted apprmcimately$100 million in 

8, riskless equity return to FPC before they would begin to see credits 

9 appearing on their Clectric bills. 

10 Q. What would be the rateI:'ayer impact under the assumption that the 

11 project was undersubscribed? 

12 A TIle impact would be significant. To illustrate, I have prepared Figure 

13 3 which 'shows the annual and cumulative ratepayer contribution under 

14 the proposed regulatory treatment, based on the assumption that 

15 subscription levels for the project do not rise above those currently 
. . 

16 shown in precedent agreements. As indicated, ratepayers never rec~ive 

17 a credit and by the end of 'the project's life they would have 

18 contributedapprox;imately $450 million to FPC for its investment .in 

19 PESCORP and PIESCORP. 

20 TIlese figures indicate just how risky and unattractive this 

2J arrangement is for FPC's ratepayers. It also indicates the potential size 

22 and. timing of the cross-sub~idy that the project would receive if the 

! '-'ITJIT:'. I il were to approve tlus lL.'1usual and unjustifiable scheme. 
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Figure 3 

Annual and Cumulati'l~ Ratepayer 

Contribution to FPC's Allowed 'Return on Equity 
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1 Q. What do you conClude from this evaluation? 

2 A IcoJlclude that FPC's proposed regulatory treatment, even under the 

3 best of market circumstanoes, will result in significantly higher costs to 

4 its ratepayers in the early years of the project. From the ratepayers 

5 point of view, the true "up mechanism undoes much of the advantage 

6 to ratepayers of SunShine's negotiated levelized rates in that they are . 

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

8 the project's investment necess&ry to achieve that levelization. 

9 Of equal ' or more importance, ratepayers are being asked 

through this mechanism to bear the risks of undersubscription and 

11 underotilization of the project. Given SunShine's currently low 

12 subscription level, trus riSk is extremely high. f FPC truly believed that 

13 there was an economic need for the SunShine pipeline, as claimed in 

14 the prior proceeding, it would not be asking its ratepayers to bear 

. 15 these risks as a condition of its equity participatiQn in the project. A 

16 valid need is one that can be served profitably without special 

1.7 subsidies. 

18 Q. Y ou rnentioried earlier that FPC has suggested that it be allowed a 

19 return under :its proposed fL.cchanism at the upper end of its equity 

20 return for its electric; business. Would such a level be economically 

21 justified in this case? 

A u it would not. FPC's rationale for this suggestion is apparently that 



. gas pipeline transportation is a more competitive and · risky enterpr'se 

2 

1 

than is tbe generation a~d distribution of el~ctric power. While this 

3 may be true in prmciple, what FPC fails to recognize is that under the 

4 proposed re8'!llatory treatment it is asking ratepayers to bear these 

5 increased risks, not its shareholders. It is simply inappropriate for 

6 share~holders to be guaranteed a retprn to compensate them for risks 

7 which they aFe nat bearing, This means that a maximum allowed 

8 return under such a mechanism would be a risKless rate (such as the 

9 prevailing rate aD U.S. Treasury bills -. currently -about 3 percent). 

10 But evt;:n this rate would be too high to fully protect ratepayers 

11 if they were being I:\sked to bear a ~ign ificant undersubscription and 

12 underutilization risk. This is because the chances that the project will 

13 be undersubscribed and underutilized is undoubtedly greater than the 

14 chance that it would be oversubscribed and overutilized. That is, the 

15 risks that ratepayers will be asked to bear will nat be-symmetric around 

16 ail expected 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 effects of the proposed reguiatory treatment on 

21 FPC el ctric ratep ayers, are there other ways in which both electric 

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

equity participation in SunShine? 

24 

30 

The other eff~cts arise from the inherent conflict f 



result in increased costs to existing 

epa"er:i by requiring them to pay (ates for expansion capacity that 

1 interest that will exist between FPC's position as both a shipper on and 

2 an ovmer of the SunShine project. These effects were discussed at 

3 length in my testimony during the need certification proceedings for the 

4 SunShine Pipeline. The contlict of interest itself was recognized by 

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

6 previously cited. 

7 Q. Could you briefly, describe the ways in which FPC's conflict of interest 

8 in SunShine may manifest itself? 

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

10 	 result in increased costs to Florida electric and gas Fatepayers: 

11 1. 	 By tilting the competitive playing field in favor of SunShine such 

12 	 that the least costly or most timely pipeline expansion project 

is not ultimately constructed. 

14 2. By creating an incentive for FPC tQ bias its gas purchase 

15 decisions toward the utilization of SunShinc·and away from the 

16 utiliZation of potentially more economic supply sources available 

17 on another pipeline. 

..,
18 .:> . By biasing FPC's resource planning decisions toward its own 

19 elec~ric generation w hich utilizes gas from SunShine and away 

20 from other resources that may be more economic. 

21 In my testimony in the need proceedingr:described how the first 

22 two of these incentives can 

23 	 : 



1 were higher than they otherwise would face if more efficient or timely 

2 c~pacity expClnsion were constructed, or if capacity on the existing FG'l' 

3 pipeline would he "stranded" or underutilized such that existiIlg 

4 customers would be required to pay higher rates than they otherwise 

5 would. 

6 Regarding the third bias, in the need proceeding, evidence from 

7 an evaluation performed by analysts from Florida Progress 

8 Corporation, and reported in the referenced Task Force Study, 

9 indicated that FPC's conversion of the Andote facility to burn gas via 

10 the SunShine project was being prematurely advanced in order to 

11 benefit SunShine, notwithstanding a cost to FI'C's ratepayers. Since 

12 Andate is the primary load for the initial and subsequenf phases of the 

13 project, · this cast into serious doubt whether the pipeline was needed 

14 in the time frame that it is being proposed. To the contrary, it is a 

15 strong indic.ation that the conflict of interest between FPC's position as 

1,6 an owner· and a shipper on the project is already threatening to induc.e 

17 increased or unnecessary cQsts to ratepayers that are not offset by 

18 significant benefits. 

19 All of these biases result to some extent from the fact that 

20 equity ownership creates an economic incentive for FPC to alter its 

21 decisions to favor the SunShine projeet and the facilities it will supply 

22 over other alternatives. These incentives will exist despite the 

2 proll '!led regulatory treatment because FPC will still want to avoid any 
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possibility or appearance that the SunShine assets are underutilized or 

not "used and useful," which could expose it to potential disaIIowance 

or regulatory penalties on future recovery of costs or return under the 

fuel adjustment clause. 

RECOMMENDATIONS 

Q. 	 Dr. Carpenter, based on your evaluation of FPCs equity participation 

. in the SunShine project and its proposed regulatory treatment of that 

investment, what policy 00 you recommend the FPSC follow in this 

proceeding? 

A 	 In my opinion there are two possible policies which could be pursued, 

in decreasing order of attractiveness. After each I will provide a brief 

explanation of my rationale: 

1. 	 Prohibit . FPC from taking an equity interest in the SunShine 

project. 

This policy would have the beneficial effect of ensuring that 

there is no conflict of interest with FPCs role as a potential shipper on 

the project. It would create fair and equal competition for new 

pipeline capacity in the state that would be unaffected by cross­

subsidies to one project because }"PC's electric ratepayers would no 

longer be asked t L involuntarily bear the project's risks of 

undersubscription and underutilization. This would mirdmize the 

potential for overcapacity and stFanded inveStment costs to be borne 

2, 	 OJ' <!e ,:i1yers and it would eliminate any incentives fo r FPC to 
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inefficiently alter its resource pianning in favor of one project. 

Moreover, FPChas not demonstrated that there are sufficient . . 

ratepayer benefits from its equity participation to outweigh the clear 

pl'oject risks that FPC's and other Florida ratepayers <j.re being asked 

to bear. Under current subscription levels and the proposed rate 

mechanism, FPCeq~ity participation in SunShine is simply not a good 

d eal for ratepayers. 

2. If Ii'PC equity participation is pennitted, the proposed 

r~gulatory . ~eatD:lent should be denied. 

Even if there were a ju stification for equity participation in 

principle, the proposed regulatory treatment improperly shifts project 

risks to FPC's ratepayers. An alternative to the proposed mechanism 

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 . . Unfortunately, however, a decision would still have to be made 

as to how much FFC's electric business would pay for servic.e over 

SunShine. The Electric Fuels case (ironically cited by FPC as support 

for its proposed me.ehallism) illustrates the difficulty that the FPSC can 

have iII such a, circumstance. In that case, the Commission found it 

I

problematic to rely on a nlar~~ t price ·proxy for transactions between 

FPC and its coal transportation affiliate, IMT.As a -result, ' it bad to 

".,...­ [ali back on a cost allocation method to establish a price in lieu of au 

ccptabl . market proxy, In the case of SunShine, it would also he 
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difficult for the CommissiO,n to craft an appropriate market proxy for 

the price of transportation seIVices on SunShine. 

Another . approach would be to simply pass through to 

. ratepayers the rate which FPC negotiated in its precedent agreement 

with ANR. This woulda~ least require FPC to bear some of the 

project's l.mdersubscription and underutilization risks. (However, the 

headroom within the negotiated rate cap ill the FPC precedent 

agreement 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 Ilotullduly favoring the SunShine project and 

that other project costs or risk implications were not "leaking" into the 
. , 

rates for FPC's regulated services. For example, if the project were to 

impair FPC's creditworthiness or increase its cost of debt or equity, the 

FPSC would have to ensure that those effects were not reflected in 

higher rat~s for FPC's regulated services. 

Q. Does this conclude your direct testimony? 

A. Yes, it does. 
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f ida .In.. truct Facilllies, January 1993. 
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7 	 . Exhibit __ (PRe-I) 
Docket No.: 930281-E1 

Before the California Public Utilities Commission, on the Application of Pacific Gas & 
Electric Co. to guarant~e certain fi nan cing arraIJgements of Pacific Gas Transmission Co. 
not to exceed $75 1 million. 

Unocal California Eip,elineCo., FERC Docket No. IS92-1S-000, August 1992. 

Before the California Public Utilities Commission, in the Rulemaking into natural gas 
procurement and system reliability issues, R88-08-0IS, June 1992. 

Alberta Energy ResGurc.es Conservation Board, Altam0nt & PGT Pipeline Projeill, 
Proceeding 9115 86, M~rch 1992. 

Before the California Public Utilities Commission, on trle Application of Southem 
California Gas Company for approval of capit'll investment in facilities to permit 
interconnection with the Kern RiverlMojave pipeline, A.90-11-03 5,. May 1992, 

Northern Natural Gas, FERC Docket No. RP92-1-000, Octqper 1991. 

Florida Gas Transmission, FERC Docket No. RP91-187-000 and CP91-2448-000, July 
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 EXRand ,its Natural Gas Pipeline System, A.89-04-033, May 1990 and 
October 199 1. 

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

P anhandle Eastem Pipeline, 	FERC Docket No. RP8-S-262, March 1990, 

Mississippi River Transmi ssion, FERC Docket No. RP89-2'48, October 1989, September 
1990. 

Tennessee Gas P ipeline, FERC Docket No_ CP 89-470, June 19·89. 

frrlDirc ~rate Pipel ine. Case No. 88-T-132 before the New York Public Service 
C0fT!l11ission, .via: 1989. 

'ongreS5. House of Representatjv~sJ COliurtit tee ~n ,Energy and" tr 
TIllie'" I n II ,fL" alld Power, Hearmgs on "Bypass" Legislation, May 

http:ResGurc.es


, '. '.' I'. '. '.'I ' ~ • ,." .' .•.• .',', ..'" • 

,. . 


8 E:{hibil 
Docket No

_ 
. : 930281-EI 

(PRC-l) 

I!!nnes~ee Gas Pipeline, FERC Docket No. RP86-119, 1986 ·87 

Mill!J.ve Pipeline C.J!.:., FERC Docket No. CP85-437, 1987-88 

Consolidated Gas Transmission Coni.. FERC Docket No. RP88-10, 1988 

Panhandle Eac;tern, FERC Docket No. RP85-194, 1985 

On behalf of 'the Nat~ral Gas Supply Association in FE:f{C Rulemaking Docket No. 
R.M8 5-1,1985-86 

On behalf of Panhandle Eastern Pipeline Co. in FERC Rulemaking Docket No. RM85~1, 
1985 
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.' !i':Mr: ' SiCrlicn Watsey · 
" .,Vice President, Pql'chasing and SIPres 


" : ~ . : Florida Power.Corporation . 

'-:::' . 3201 Thiriy-Fbul1.h'~(rcct South 


;. ;:.{ .St. Petcrs~btlrg'r Florida 33711 
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~l:~[.· ': f 'Dc:lr" Steve: 

Over the course of (he past year, r-PC and ANR Sotlthcrn have wori<:ad :ogcthcr in 
a lt cm ptill~ (0 ensure that FPC receives the lowest possible aggregate transpoti..'1tion rates for the 

' . volumes provided in those cerlain Precedent Agreements being executed contcrnponncollsly 
,. 	 he rewitil bCl;vccn ANR Soulll'~rn PifJcline COlllpany C"ANR Soulhern") and :rlorida Power 

CO l'floplion ("FPC") for tile firm Irall.'iporlation of natural ga.'} on A"l'·1R Southern's proposed new 
iri lcrSI .;1 IC ' and inlrasl;]le n~llLlral /',;1:; pipeline systems, rcspcctivdy known a!: SunShine IntcrsL1te 
Tr;] f1sl1 i"iss;orLCo01pany ("SfTCO") :1nd .slln.~hin~ Pipcli !1~ Com "Sli <;hinc". Ere 1]:1$ 

I'U JI ; (: _~I eel i\ Nt ~_ S (11 I ' 

Tile IJllf\lml: or I[li:: 'Itlla IS to set fonhlll:1t :1grecmcnt botwecn the parties 
CO[1Cerfl lll G [. grcl~:lte f(;I!C Cap alld the assprancc of maintaining thc lowc!>t possib~c' 

agr, rcg:1.!c transportation rate.'> on SunShine, SlTC O and upstream systems, to \vit: 
- " 

1. FP C hereby :1grcc.s to :lppoint ,\ NR Southe rn ,as i\s ~xc::lusive agent for the first 
lwenty ,20) years o f the I nitial T erm to acquire, hold and m\lnC'lgc transporLltipn capacity 
upstre:'lm of SITe O on thi rd party systems for' F PC's natural gas requirernents up to a volume 
or 300,000 MM Dl u. r:r e and ANR Southern sh:lll promptlY ,neggtialc qlC terms and provisions . 
Or:1. lkfinllivc: agency ar:rcemC!ll w! ich shall inductc, w ithoqt Ii nit;ition. provis'i ons fo i f PC to' 
gcncr.l Ii'f direct til e :1c!ivili c5 o r A Nn. Southern a s its. 'ag e nt and fo r FPC's prior -'1Pprovll o f 
j1r:rccm~n l ~ 111 :ldc 011 i t:. il c iln lr, w l lh su ch ;tpprovn! (lo t to be unrc:\sonably wilhheld or Qcb.ycd . 
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II you ilrC in agreemcnt with lI1C forcgoing, plc.1se indicatc' your accepl.mcc by execuling , 
tIle dupiicate oricinais at lhis Icltcr in t1,e space provided below and return one copy to the 
undcrsiCflcc1 for our records. ' 

: ,1', ", 

1993 

Very truly yours, 

" , 

" 


